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Chapter 1

Employment and Health at 50+-: An
Introduction to a Life History Approach
to European Welfare State Interventions

Axel Borsch-Supan and Mathis Schroder

1.1 A New Approach to Analysing the European Welfare State

Health and employment are key determinants of our well-being. They are major
objectives of the European welfare state, e.g. of the Lisbon agenda. Yet, health and
employment vary tremendously across Europe. This variation is particularly large
at older ages when the sum of influences over the entire life course expresses itself.

One example is “healthy life expectancy”, a statistic computed by the World
Health Organization (WHO 2004) which describes the years from birth to a major
disabling health event. It varies by more than 10 years in the European Union. It
differs to an astounding extent even across the most highly developed countries. For
example, the Swiss enjoy more than three more healthy years of life than residents
in Great Britain.

Well known are also the large differences in the share of older individuals who
still participate in the labour market. That share, referring to those aged between 55
and 64, varies between 37.2% in Belgium and 74.0% in Sweden (OECD Employ-
ment Outlook 2010). Similarly, the share of employed women in all ages varies
between 51.1% in Italy and 77.3% in Denmark. That variation has been even
greater in the past such that the share of women with their own pensions varies
greatly within Europe.

Why are these differences so pronounced? To what extent have these differences
been created by policy interventions? The first aim of this book is to shed light on
the specific mechanisms through which welfare state interventions may be respon-
sible for these large international differences in health and employment at older
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ages. More ambitiously, a second aim is to translate such findings into improved
policy design in the European welfare states.

This is actually not a new topic. Meters of shelf space have been filled with
analyses of the welfare state and their policy implications. This book, however,
presents an innovative and eye-opening approach to those still most important
questions. The common main innovation of the 23 analytical chapters in this
book is a combination of life-history micro data with a macro data base of historical
welfare state interventions. All chapters are based on the new third wave of one of
the most promising cross-national longitudinal data bases currently available, the
data of the Survey of Health, Ageing and Retirement in Europe (SHARE; see
Borsch-Supan et al. 2005, 2008).

We will first explain why our methodological innovations open new roads to
welfare state analysis. The then following section gives an executive summary of
each analytical chapter. The final section of this introduction draws our main
conclusions.

1.2 Combining Life History Micro Data with Macro Data
on Welfare State Interventions

All of us face welfare state interventions at almost every point in the life course.
In early childhood, financial support was given to our parents; education laws
affected our adolescent lives; during midlife, we may benefit from unemployment
compensation and other income support; and once we retire, pension payments
determine our income. Throughout the entire life course, health care provision and
housing policies shape our daily life. Of course, each of these interventions does not
stand alone — an investment in child health care may reduce sickness later in life,
increase productivity and thus reduce the need for unemployment insurance take-
up. Identifying the effect of these many welfare state interventions, i.e. establishing
a causal link between a specific intervention and a specific outcome is therefore a
complex enterprise and a methodological challenge.
Our common methodological framework is based on three powerful features:

e First and foremost, we take a life history approach, as we believe that the full
effect of welfare state interventions can only be assessed over the entire life
course and not by comparing concurrent policies and outcomes (e.g., Mayer
2009). Specifically, we have collected life history micro data to identify inter-
vention points at which welfare state policies — such as education, income
support programmes, work place regulations, health care systems, old-age and
disability pension systems — affect women and men at various points in their
lives. Some interventions offset, others amplify each other, and they may have
cumulative effects over the life course.

e Second, we use a multidisciplinary approach that explicitly accounts for the
interactions between health, work conditions and employment. Analysing health
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or employment in isolation ignores the interactions between health care and
labour market policies. These interactions are long-term but we believe that they
are crucial in creating different health and employment outcomes.

e Third, we base our analyses on cross-national comparisons, in particular an
innovative combination of life history, cross-sectional micro and institutional
macro data that take account of general policy differences as well as the large
heterogeneity of life circumstances in EU member countries which make similar
policies work differently in different life circumstances.

We collected 28,000 individual life histories in 13 European countries: two Nordic
countries: Sweden and Denmark; six Central European countries: Netherlands,
Belgium, France, Germany, Austria and Switzerland; two Eastern European
countries: Poland and the Czech Republic; and three Mediterranean countries:
Spain, Italy, and Greece. The data — called “SHARELIFE” data — were collected
between October 2008 and August 2009 with computer-aided personal interviews
making use of latest technologies, covering the five most important domains of the
life course:

e Children (e.g., number of children, maternity leave decisions, pregnancies),

e Partners (e.g., number of partners, history for each serious relationship),

e Accommodations (e.g., place of birth, amenities during childhood, number of
moves),

e Employment (e.g., number of jobs, job quality, history of work disability), and

e Health (e.g., childhood health, current health, health care usage).

An important feature of our life histories is linkage among these domains. For
example, we asked when children were born and then linked this to the employment
and income situation at the same time. Similarly, we linked changes in health to
changes in marital status and changes in accommodation, to name just two examples.

The collected life histories are part of a larger concept: the Survey of Health,
Ageing and Retirement in Europe (SHARE). Since 2004, SHARE has collected
data on health (e.g., self-reported health, physical functioning, cognitive function-
ing, health behaviour, use of health care facilities), psychological status (e.g.,
psychological health, well-being, life satisfaction, control beliefs), economic status
(e.g., current work activity, job characteristics, job flexibility, opportunities to work
past retirement age, employment history, pension rights, sources and composition
of current income, wealth and consumption, housing, education), and the social
support network (e.g., assistance within families and social networks, transfers of
income and assets, volunteer activities).

The combination of all three data collection efforts gives a detailed picture of the
status of each individual in 2004, 2006, plus a view across the entire life course in
2008, ranging from career steps, economic conditions, family history, health
development, and housing back to childhood living conditions. The data thus
provide a fascinating account of the life in Europe over the past century — a century
not only characterized by wars and oppression but also dramatic changes in the
extension and influence of the welfare state on individuals’ lives.
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Collecting retrospective life histories is not easy since memory fails as we all know.
We were helped by neuro-psychologists and survey methodologists in developing
a sophisticated electronic questionnaire underlying the face-to-face interview to
make recollection easier. Each domain was depicted as a graphical time line. The
respondents could jump between these time lines, thereby linking events that are easier
to remember (such as the birth of a child) with events that are harder to remember
(such as a spell of unemployment). The reader is referred to the detailed descriptions in
the supplementary volume on the SHARELIFE methodology (Schroder 2011).

One may still be sceptical about the quality of such retrospective data. Recent
studies, however, such as Smith (2009) and Haas and Bishop (2010) have validated
retrospective data with objective records. Their results suggest that, while caution is
clearly warranted and has been applied to the chapters in this book, there is valuable
information in retrospective measures that supports a judicious use in population-
based research.

In parallel, we have built up a contextual data base that describes how welfare
state interventions have changed over time and across countries. Typical interven-
tions are education (e.g., years spent in school), medical care (e.g., vaccinations,
density of doctors), income support (e.g., unemployment insurance, maternity
benefits), pensions (characterized by, e.g., generosity of public and occupational
pensions, as well as early retirement age), and work place characteristics (e.g.,
regulations on work place safety). This information was drawn from a multitude of
sources at three levels. First, we used existing synopses at the European level (e.g.,
the MISSOC data on social services: European Communities 2008). Second, we
spliced information from national sources together (e.g., the characterization of
educational systems by Garrouste 2010). Finally, we exploited our own SHARE
data to create variables describing the environment in which people have lived and
worked (e.g., features of the work place).

In addition to a common data base, the analyses in this book are also guided by a
common theoretical framework linking welfare state interventions to health and
employment, taking — as an important innovation — interactions between health and
employment into account which is now possible at the micro level due to the very
detailed SHARE data (Fig. 1.1).

Some welfare state interventions affect health and employment directly. Early
retirement, for example, is directly and often immediately influenced by the rules of
the pension, disability and unemployment systems. Health is directly affected by
the health care systems. In addition, there are long-run interventions of the welfare
state — such as education, preventive health care and work place regulations — which
have complex indirect and interrelated effects over the life course on both health
and employment. Preventive health care, for instance, not only increases health but
also employment at older ages. High work place standards do not only improve
employment at older ages by reducing early retirement, they also tend to enhance
physical and mental health.

Finally, welfare state interventions may have accumulative effects over the life-
course as each intervention builds upon earlier interventions. Understanding
the accumulation of direct and indirect welfare state interventions and their
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interactions over the life cycle in shaping health and employment outcomes is a
recurring theme in this volume.

More precisely, the chapters in this book used two common paradigms, depend-
ing on the specific mechanism under research.

In paradigm 1, we observe some early or mid-life life welfare state intervention,
e.g., education or access to health care, and relate it to later-life outcomes, espe-
cially health and/or employment at older ages. In order to isolate the effects of
welfare state interventions, we need to carefully correct for other influences over
the life course, reaching from childhood health over labour force participation at
middle ages to marital status at the time of interview (Fig. 1.2).

In paradigm 2, welfare state interventions modify the influence of early life
conditions on later-life outcomes. For example, childhood socio-economic status
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is well known to affect later-life health, but the healthcare system in a country
may moderate or amplify this inter-temporal link. One benevolent hypothesis to
be tested is whether the inter-temporal link is weakened through health-related
welfare state interventions by giving extra attention to individuals with a back-
ground of childhood poverty. A more cynical hypothesis would claim that state-
provided healthcare services will amplify this link because the wealthy have better
access to them (Fig. 1.3).

The 23 analyses presented in this book are examples of what the SHARE life
history data can uncover, using the above framework. They are kept short und
succinct, and are targeted to an audience who wants to see without too much
analytical effort how the multitude of welfare state interventions are reflected in
the SHARE life histories, and which policy conclusions suggest themselves. We
hope that they ignite many more research papers to come.

Some caveats should be kept in mind. First, the analyses in this book are based
on the very first data released in spring 2010. They are preliminary in so far as later
data releases may correct data errors. Second, since the chapters are kept short and
succinct, they cannot employ the full apparatus of modern theory and econometrics,
and we therefore apply great care to distinguish associations from causality. Firm
policy conclusions, of course, can only be based on the latter. For example, our
respondents have survived until the interview. This may create a “survivor bias”
since these respondents may be healthier and have been living under luckier
circumstances than those who have passed away earlier.

1.3 How the Welfare State Has Shaped Health, Employment
and Many Other Aspects of Our Lives at Older Ages

The 23 welfare state analyses are structured by four broad themes. They look at
outcomes in later life such as income, housing, wealth, retirement age, volunteer-
ing activities, and health status and how these outcomes have been affected by
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welfare state interventions such as public spending on social protection — from
poverty relief over housing subsidies to maternity support — as well as education
policies and access to health care over the life course. Finally, we investigated the
long-term effects of a very sad chapter of “interventions” in the early lives of
many Europeans, namely persecution, especially during the Nazi and Communist
regimes.

1.3.1 PartI: Income, Housing, and Wealth

Poverty is one of the most dreaded events in an individual’s life, and many political
ways have been thought of to reduce poverty. Especially poverty at older ages is
problematic, as it relates to poorer health, fewer social contacts and bad economic
conditions. Platon Tinios, Antigone Lyberaki and Thomas Georgiadis (Chap. 2)
look at how childhood deprivation translates into later life poverty. While they
conclude that there are persisting effects, i.e. those deprived early on continue to
have a higher risk of poverty in old age, they also find that these effects are soothed
by welfare state interventions such as spending on social protection.

The transition across different socio economic groups is one of the concerns of
policy makers. Do children not only inherit their parents’ genes, but also their social
status? Danilo Cavapozzi, Christelle Garrouste and Omar Paccagnella (Chap. 3)
explore this question by relating the parental financial and educational background
with educational attainment and income inequality later in life. They conclude that
education policies fostering access to education and increasing the number of years
spent in full time education might qualify as a possible strategy to reduce income
dispersions.

The demographic changes make government pension income more volatile and
insecure. For this reason, more and more countries aim at increasing the private
pillars of old age provision. But how can people be brought into investing, and how
is the investment decision determined by differences in the population? This
question is tackled by Danilo Cavapozzi, Alessio Fiume, Christelle Garrouste and
Guglielmo Weber (Chap. 4). They document that age of entry into financial markets
varies widely across European countries, with some of these differences relating to
income, gender, demographics, and family background. A large part of the varia-
tion is also due to human capital accumulation, particularly the accumulation of
mathematical skills. The remaining fraction is likely due to institutional differences
in access to financial markets. An important policy implication of their analysis is
that promoting better education in mathematics is likely to reduce differences in
access to financial instruments.

Dimitris Christelis, Loretti Dobrescu and Alberto Motta (Chap. 5) investigate in
a similar direction: their paper is concerned with how childhood health and cogni-
tion relates to the individual’s portfolio choice later in life. Not only is bad
childhood health an indicator for fewer investments, the same holds for lack of a
usual source of health care during childhood. In addition, performance during school
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relates positively to the amount of investments, which leads the authors to stress the
necessity of welfare policies to intervene early in life to increase access to health
care and improve educational attainment.

Housing market interventions are ubiquitous in Europe. They include social
housing supply, rent control, and tax subsidies for homeownership, to name only
the most prominent ones. Many housing policies are geared specifically to the older
population. What are the side effects to the younger generation in an aging society?
Viola Angelini, Anne Laferrere and Giacomo Pasini (Chap. 6) investigate the “nest
leaving behaviour” across Europe, i.e., the age at which individuals leave their
parental home. While it is well-known that Mediterranean children stay longer with
their parents than Scandinavians, less is known about how that is affected by
housing policies. Angelini, Laferrére and Pasini find that rent control and tax
subsidies for homeownership increase the nest leaving age, while the provision of
social housing lowers it.

Besides insuring housing consumption, a home may be seen as a secure asset in
case of need. It is also a family asset that may be transmitted to the next generation.
Viola Angelini, Anne Laferrere and Guglielmo Weber (Chap. 7) document in their
paper the changes in home-ownership rate and age patterns across the European
countries and cohorts. They related these changes to housing policies and credit
market development and show a clear positive relationship between a well devel-
oped credit market and the stock of home owners in a country. In addition, the
better the housing market, the less likely people are to transfer their housing assets
to their kin.

What happens when people are house-rich but cash-poor? This issue is looked
at by Viola Angelini, Agar Brugiavini and Guglielmo Weber (Chap. 8), using price
data on home purchases and sales. They argue that the importance of trading down
as a form of equity release depends on financial and mortgage markets access, as
well as on the availability of public housing and long term care accommodation.
In most European countries financial instruments that allow equity release are
unavailable, and cheap public housing is scarce, so trading down is the only way
to generate a cash flow out of the available home equity. They show that in those
countries where mortgage markets are less well developed, lower fractions of
home-owners trade down by selling and buying, and higher fractions of home-
owners report financial distress, suggesting that to avoid illiquidity for the elderly
across Europe, developing mortgage markets is imperative.

Wealth in later life is typically negatively influenced by family events such as
divorce. This effect depends on divorce laws which differ across Europe. Caro-
line Dewilde, Karel Van den Bosch and Aaron Van den Heede (Chap. 9) investi-
gate how marital separation influences later life wealth, a question particularly
important as divorce rates are increasing all over Europe in recent years. They
find a negative effect over all European countries for divorced women who have
remained single. This can be taken as evidence that although women have
become more independent through the years, especially the group of today’s
elderly women are vulnerable to separation from the husband they economically
depend on.
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1.3.2 Part II: Work and Retirement

Martina Brandt and Karsten Hank (Chap. 10) investigate the so-called “scarring
effects” of early unemployment on later life employment opportunities. Welfare
state interventions, one would hope, should minimize these effects in order to
prevent downwards spirals. Their analysis provides clear evidence for scarring
effects even among older workers, though. Differences in individuals’ unemploy-
ment risks across welfare states suggest that labour market institutions and educa-
tional systems bear in them the potential for significant (positive and negative)
interventions affecting people’s employment opportunities across the entire life
course.

Active labour market policies aim to keep unemployment spells short and labour
mobility high, in order to maximize earning capabilities over the life course.
However, retirement outcomes are open to debate: one position states that the
policies should be reflected in higher retirement income replacement rates, while
the other side argues that the Anglo-Saxon model of high job mobility creates low
paid jobs and thus lowers pension income. Agar Brugiavini, Mario Padula, Gia-
como Pasini and Franco Peracchi (Chap. 11) shed light on this debate. They do not
find a direct translation of job mobility into cross-country differences in retirement
income, provided it is tempered by policies that limit long-term unemployment.

Antigone Lyberaki, Platon Tinios and Georgios Papadoudis (Chap. 12) docu-
ment the complexity of women’s employment patterns and how these have been
shaped by the interaction of individual family experiences with specific welfare
state institutions, such as employment protection and maternity leave regulations.
In younger cohorts, and almost everywhere in Europe, more women exhibit adap-
tive careers, leaving and re-entering the labour market. The family-work patterns,
which used to follow very polarized patterns, thus have somewhat converged, and
welfare state policies are shown to have played an important role in this still
ongoing development.

One aim of maternity leave provisions is to make sure that maternity does not
precipitate a permanent exit from the labour force. Does this welfare state interven-
tion achieve this aim? Agar Brugiavini, Giacomo Pasini and Elisabetta Trevisan
(Chap. 13) compare the labour market participation of women in countries with
different maternity leave provisions. They then evaluate the resulting retirement
income replacement rate which can be interpreted as a measure of life-time
earnings. The results by Brugiavini, Pasini and Trevisan are sobering in so far, as
countries with generous maternity leave provisions have higher exit rates and lower
retirement income replacement rates.

The implications of childbearing history for individuals’ labour force participa-
tion in later life are not well-investigated yet. Karsten Hank and Julie Korbmacher
(Chap. 14) investigate how men’s and women’s entry into retirement is associated
with parental status and whether this varies across welfare regimes (with different
employment opportunities and pension entitlements for parents). They find that
mothers are more likely than childless women to exit the labour force early, whereas
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fathers tend to retire later than other men. The association between childbearing and
earlier retirement appears to be particularly strong among women living under a
social-democratic or post-communist welfare state regime, that is, in countries
exhibiting relatively high levels of female labour force participation.

Avoiding early exits from the labour force is an important policy goal in the
European Union. The association between quality of work, health, and early
retirement is investigated by Johannes Siegrist and Morten Wahrendorf (Chap. 15),
who also look into the potential role of labour market and social policies in
mediating this association. A main finding is that quality of work was generally
higher in countries with pronounced active labour market policies, such as training
programmes for older adults. Similarly, continued employment into old age was
more prevalent in countries with high expenditures in rehabilitation services.

Older people may contribute to society in productive ways even after retirement,
e.g. as volunteers. Morten Wahrendorf and Johannes Siegrist (Chap. 16) show that
elders’ propensity to serve as a volunteer today is negatively associated with poor
mid-life working conditions, stressing the need to take a life course perspective.
Moreover, the authors find the extent of volunteering in early old age to be
influenced positively by policy measures aimed to improve the quality of work
and employment, the extent of lifelong learning and the amount of resources spent
on rehabilitation services.

1.3.3 Part II1: Health and Health Care

Does unemployment cause bad health or does bad health lead to unemployment?
Mathis Schroder (Chap. 17) investigates the association between unemployment
and long-term effects on health, using information on business closures to have a
causal relationship between unemployment and health. He finds negative health
effects of unemployment even up to 40 years after the business closure. In an
additional analysis he explores whether the welfare state can mitigate some of the
effects of unemployment on health, and finds that especially for women, there are
strong positive effects of unemployment benefits on long-term health.

In most European countries, long-term illness is associated with earlier exit from
the labour market. This well known — but can higher public health investments
ameliorate this association? This is the key question posed by Mauricio Avendano
and Johan Mackenbach (Chap. 18). Their results do not generally suggest a strong
correlation of the level of public health investments with the prevalence of long-
term illness. However, they find that investments in curative health care are strongly
(and negatively!) associated with the prevalence of long-term illness. They also find
that larger investments in unemployment benefit programmes are associated with a
larger impact of illness on labour force participation, suggesting that higher unem-
ployment benefits may potentially work as incentive towards earlier exit from the
labour market due to illness.
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Disability insurance is an important part of the European welfare state. It insures
individuals who are unable to work due to physical or mental health problems at
relatively early stages in life against falling into poverty. Striking, however, is the
huge variation of individuals receiving disability insurance across Europe. Axel
Borsch-Supan and Henning Roth (Chap. 19) exploit the health histories in the
SHARELIFE data to understand whether these international differences are due
to bad health at childhood and/or long-term health problems during adult life. While
life-course health problems do indeed increase the odds of receiving a disability
pension within each country, they do not explain the large international variation.
Borsch-Supan and Roth explain this variation with differences in the generosity of
the national disability insurance programmes.

Adverse selection is still one of the largest problems in the health care markets
all over the world. Philippe Lambert, Sergio Perelman, Pierre Pestieau and Jerome
Schoenmaeckers (Chap. 20) investigate if there is a relation between health risk and
insurance coverage, thereby uncovering possible adverse selection. They measure
health risks through life course variables such as childhood health and long life-
time illnesses. They relate this to the health insurance coverage, but find little
evidence of adverse selection across the SHARELIFE countries. Although this may
be suggestive to not take policy actions, they argue that further work is needed to
actually claim that.

Health as an adult is always related to health care and accessibility of health care
throughout one’s life. Specifically dental care is an important aspect of our daily
life, which has changed considerably over the last 50 years. Brigitte Santos-
Eggimann, Sarah Cornaz and Jacques Spagnoli (Chap. 21) take into account the
density of dentists when investigating how much dental care older Europeans have
received throughout their lives. They report a clear cohort effect — older Europeans
suffered more from undercoverage of dental care, although rates are decreasing
over the life span. The direct policy implications seem to already be in place — a
higher density of dentists will lead to better use of care and improve well-being in
later life.

Nicolas Sirven and Zeynep Or (Chap. 22) take a more general view on the
problem by looking a wide array of preventive health care measures, e.g. blood
pressure tests, vision tests, or mammograms. They report a shift toward more
regular care among all countries, however, differences remain between countries
and social classes: the higher the education, for example, the higher the propensity
to engage in preventive care. Relating the tests to density of doctors, they obtain a
similar result as the previous paper: the more the better. Given the dispersion of
medical expertise in Europe, these results suggest that there is significant room for
public health policies for reducing disparities in regular use of health services
within and across European countries.

The question of how childhood conditions affect later life does not only apply to
education or social class, but also — and maybe even more so — to health. In the
current light of increasing health care costs across the world, this may be especially
important. In their paper, Karine Moschetti, Karine Lamiraud, Owen O’ Donnell
and Alberto Holly (Chap. 23) show that poor health, parental smoking and limited
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access to health care during childhood are associated with greater utilisation of,
and payments for, health care in middle and old age. Interestingly, the association
operates mainly through reduced health in adulthood, and less through socioeco-
nomic status. The results are suggestive for policy: improving childhood health in
populations now will lead to future cohorts costing less in old age than do their
current counterparts.

1.3.4 Part IV: Persecution

The SHARE generation in Europe has experienced many major historical events —
among them World War II and the rise and fall of the Communist regimes.
However, the population affected by these events is rapidly shrinking, as age
takes its toll. In this sense, Radim Bohacek and Michat Myck (Chap. 24) provide
us with a unique analysis: they look at the consequences of persecution on people’s
life, especially on their health and employment careers. They find — even now —
strong effects for those who have suffered from persecution and come to the
conclusion that while thankfully, in today’s Europe, persecution is absent, all the
more effort needs to be taken to protect those in other countries suffering from it.

1.4 Conclusions

The SHARE life histories have provided a fascinating account of the life in Europe
over the past century. While this century was characterized by wars and oppression,
as the last chapter has shown, it has also generated dramatic changes in the
extension and influence of the welfare state on individuals’ lives. They have,
arguably, improved our lives tremendously, and this is reflected in our life histories.
First and foremost, health has become much better and life expectancy increased to
an extent unprecedented in history. Education has vastly improved. Employment
patterns have changed with an enormous increase in female labour force participa-
tion and generally later entries into the labour force combined with earlier exits.

The main challenge for the 23 analyses in this book was therefore to isolate
specific effects generated by the welfare state in an environment in which many life
circumstances dramatically changed. Many of these analyses were indeed able to
identify significant and quantitatively important effects of welfare state interven-
tions on later-life outcomes. Education policies, e.g., achieve quite clearly higher
retirement incomes and better health in old age. We also find some evidence that
long-term policies such as health prevention and life-long learning had positive
effects on activity levels and health in old age.

Other analyses find, also quite strikingly, no or ambiguous effects. One example
are active labour market policies which do not seem to have influenced labour
mobility to an extent that results in higher life-time incomes. Another example were
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maternity benefits which apparently have reduced rather than increased life-time
income and thus resulted in lower public pension benefits to women who have
received maternity benefits compared to other women with children. Further
research will have to sharpen the analysis until final conclusions can be drawn; in
particular, they have to investigate potential counteracting mechanisms.

Some of these findings will be controversial. Some are certainly preliminary and
require the apparatus of a more refined statistical methodology. Hopefully, the 23
analyses will inspire our readers to follow up our work with their own analyses by
using the SHARE data, especially the newly collected life histories.
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Part I
Income, Housing, and Wealth



Chapter 2
Explaining Persistent Poverty in SHARE:
Does the Past Play a Role?

Platon Tinios, Antigone Lyberaki, and Thomas Georgiadis

2.1 Identifying 50 Years of Social Progress

Poverty alleviation is certainly the most emblematic of European Union ambitions
in the field of social policy — encompassing in a visible and politically salient way
the cumulative end effect of many separate interventions in social and economic
policy. The question posed in this paper is, therefore: Does the past play a role in the
50+ poverty we see today?

This investigation will proceed in three steps: First, poverty in the two waves of
SHARE will be used as the starting point of the analysis. Poverty alleviation is a key
motivation for social policy; in a way poverty in our group of 50+ should portray
the accumulation of public policies over the life histories of the persons concerned.
Old age protection is the most venerable of the objectives of the Welfare State in
Europe; the amelioration of the effects of social and economic shocks so that they
have no long term effects is a key objective of social policy. Second, a picture of
relative deprivation at age 10 is collated from SHARELIFE information and an idea
gleaned of its link with poverty status in later life. Childhood poverty is a key
objective of anti-poverty policy and is addressed especially in European social
policy statements. At the same time, there is a large and inconclusive literature on
the intergenerational transmission of inequality (Champernowne and Cowell 1998;
OECD 2008). The analysis is designed to give the initial conditions of the poverty
inequality. Third, an attempt is to approach processes of transition from the initial
conditions to the observed old age poverty. Factors influencing this could be due to
decisions of the individual, such as education, choice of occupation or family
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arrangement, patterns of savings; they could be due to unforeseen events or shocks:
an illness, family breakup, unemployment, migration; they can finally be due to
public interventions in the form of income transfers, both while working and in
retirement. Particular attention needs to be paid to key features of the type of social
policy of relevance to our cohorts and in operation at the mid-point of our sample’s
lives: the size of the Welfare State, the emphasis it placed on family, labour and
social inclusion and the extent of means testing in operation. Expenditure on
pensions and most health care expenditure, directed as they were at the previous
cohorts, should be excluded from the picture.

Has globalization led to more poverty? Has the intervention of the Welfare State
prevented the emergence of poverty? Have the funds disbursed in the form of social
programs bought greater equality, and where? Do our detailed data support Sapir’s
(2005) observation that in some countries social expenditure does worse both in
terms of economic efficiency and equity? Our investigation is motivated by these
large questions; it is our hope that some light may be shed on them.

2.2 What Is to Be Explained? Poverty 2004-2007

In European discussions the concept of poverty, albeit with many reminders of its
multidimensional nature, has taken centre stage in the attempt to shift emphasis
away from discussing efforts at social policy (e.g. by comparing expenditures) and
towards outcomes and effectiveness. In political discourse the risk of poverty stands
in as the politically most sensitive indicator, a litmus test of efficacy of the
“European Social Model”, as well as a test case of the negative effects of globali-
zation. The use of the concept may also be sanctioned by the observation that many
social scientists stress the existence of cycles of deprivation, which reinforce and
make permanent the effects of deprivation. The starting point of the analysis thus is
the state of poverty as portrayed in the two waves of SHARE.

The issues raised are discussed in two papers (Lyberaki and Tinios 2005, 2008),
so need not be repeated at length: Comparisons are based on net equivalent
household income, while the poverty line is corrected for age effects using infor-
mation about the relative poverty rates for the 50+ population as they are computed
using the Survey of Income and Living Conditions (EU-SILC). (See Christelis et al.
2009 on how these variables are defined and how they relate to other features, such
as wealth and indebtedness). However, as poverty analysis focuses on the bottom
part of the income distribution — on what are by definition extreme observations — it
is most likely to be affected by data cleaning, imputations and other technical
interventions. The numbers presented in Fig. 2.1, using the imputations from wave
1 and 2 of the SHARE, though generally higher are not unlike what is familiar from
other sources such as EU-SILC (Eurostat 2009).

Using information from both previous waves one can construct a new definition
of poverty, depending on whether a particular individual in the longitudinal sample is
classified under the poverty line in both years, in 1 year only or in none. This measure
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Fig. 2.1 Poverty with alternative lines (age-corrected) Wave 1 and Wave 2

of “persistent poverty” may be interpreted as capturing permanence in poverty
(OECD 2008, Chap. 6). Alternatively, given that SHARE’s wave 1 collected gross
income (corrected for taxes and social insurance contributions in the poverty
analysis) and wave 2 focused on net income, the analysis may be given an errors-
in-variables interpretation as capturing more closely “true” poverty or the “hard
core” of poverty (the population of the poor is mostly below the income tax
threshold, so the gross/net distinction would apply to social insurance only).
However it may be, Fig. 2.2 shows that there is considerable movement around
the poverty threshold for the longitudinal sample.

Persistent poverty is experienced by between 6% (SE) and 14% (GR) of the
sample, while a considerably larger proportion (between 21% in SE and 37% in ES)
runs the risk of being classed as poor at least once in the two waves. In general, the
South experiences higher rates of both poverty and persistent poverty, though
the differences are far less pronounced than is familiar from other surveys (e.g.
the EU’s SILC survey — see Eurostat 2009, Statistics in Focus). In most countries
there are more people moving into than moving out of poverty. It is noteworthy that
the increase is largest in Spain, where the collapse of housing prices affected
imputed housing income for poor owner-occupiers.

What is the subjective significance of poverty, measured as it is conventionally
as a property of the shape of the bottom part of income distribution? A note of
caution is sounded by the unexpectedly low percentage of persistent poor who state
that they can only make ends meet “with great difficulty” (Fig. 2.3). Thus only 6.6%
of the persistent poor in SE could not make ends meet in both years, while fully
83% did not mention “great difficulty” at all. Conversely, the far higher percentages
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Fig. 2.3 Per cent of persistent poor who make ends meet “with great difficulty”

in the South confirm that poverty is, subjectively, more pervasive and less easily
bearable phenomenon than in the North. In GR and IT in each year 50% of that
year’s poor state they make ends meet with difficulty. Such an observation could be
explained by greater stoicism in the North, while it could also be due to benefits in
kind making the consequences of a risk of income poverty less important and with
fewer consequences for the individuals affected.
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The “making ends meet” question as a kind of subjective evaluation of poverty is
investigated in detail by Litwin and Sapir (2009) using SHARE wave 1 data.
Interestingly, they find that income systematically under-predicts subjective pov-
erty among the very aged, and may even become insignificant for the oldest old.
This serves as a reminder that the lived experience of poverty in old age may mean
very different things in different countries.

2.3 Initial Conditions: Childhood Deprivation
in the SHARE Sample

How far is the poverty we now observe among the older population simply the
reflection of inherited deprivation? How far is poverty today conditioned by initial
conditions during the childhood of our sample?

SHARELIFE has a number of questions on which a picture of deprivation at age
10 can be built up. Eleven events that serve as indicators of childhood deprivation
were selected: (1) Fixed bath in accommodation at the age of 10, (2) Cold running
water supply, (3) Hot running water supply, (4) Inside toilet, (5) Central heating,
(6) None or very few (0—10 books) in accommodation, (7) Over-crowded accom-
modation (three or persons per room), (8) Experienced financial hardship during
childhood, (9) Experienced hunger during childhood, (10) Poor health status during
childhood and (11) A class of origin indicator (breadwinner of the household
working as a farmer or in elementary occupation).

Each of these indicators measures absolute deprivation —in the sense of applying a
uniform deprivation criterion across all countries and cohorts. What our analysis
requires, however, is an idea of relative deprivation (or its opposite, i.e. relative well-
being); an impression thus needs to be built up of how each individual stood as
compared to what was the norm around him/her. We have thus used Tsakloglou and
Papadopoulos (2001) each person’s categorical “welfare indicator”, which is defined
as the sum of the deprivation indicators built from the 11 variables above, weighted
by the respective country’s proportion being not deprived in the specific indicator
(details are available by the authors on request). For each country, the estimated
childhood relative well-being index takes for each person values between 0 (complete
deprivation) and 1 (no deprivation). In other words, a higher value implies less
relative childhood deprivation (more well-being) for a citizen of a country. In
essence, this approach assumes that being deprived during childhood of one event,
matters more if that event was more widespread, and hence is more likely to be
thought to be part of the “social norm”. (To ensure adequate degrees of freedom, the
analysis was conducted by country, and not by cohort, as logic would imply).
Assigning a “deprivation value” to each event depending on its distance from the
social norm, has also been employed in other poverty studies (Delhausse et al. 1993).

The results appear in Fig. 2.4. The current persistent poor enjoyed considerably
lower relative well-being than those who are not persistently poor. The difference is
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Fig. 2.4 Childhood relative well-being index and current poverty status

largest in the Nordic countries and smaller for the South and is always significant
except for the Czech Republic.

How closely does childhood deprivation correlate with poverty in 2004-2007?
Figures 2.4 and 2.5 examine the incidence of poverty among the childhood deprived
and vice versa. For the purposes of these analyses (and in the absence of wave 1
data), those “poor” in wave 2 in PL and CZ are deemed as “persistent poor”.

Figure 2.5 examines the opposite question. How did those who started off with a
disadvantage (interpreted as being in the worse-off 20% in their country) fare in
their lives? Being deprived at childhood always translates into greater probability of
being poor and/or persistent poor —with the notable exception once more of the
Czech Republic.

The impression one gleans from this brief tour of childhood deprivation and
contemporary poverty is of a strong link between childhood and later life. The
cumulative lack of luck to end at the bottom of the income distribution close to the
end of one’s life is not automatic, but is subject to variation. These variations may
be due to own decisions or to chance accidents. All these effects may be mediated
by societal structures, primarily of those of social protection. It is to these factors we
now turn.

2.4 Transitions to Poverty: A Poverty Probit

Contemporary poverty after age 50 is the cumulative result of decisions and events
during the lifetime of the person. Seen in this light it is hardly surprising that no single
link or relationship is immediately evident in a preliminary naked-eye analysis.
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Fig. 2.5 Composition of persistent poverty status, by childhood deprivation status. Note: “d”
means childhood deprived; “nd” means not deprived in childhood

The effects are likely to be complex and will be mediated through other decisions
and through social structures which themselves changed over time. This means that
(a) amultidimensional analysis is appropriate in picking up marginal effects and (b)
if the focus is on social policy a careful model of Welfare State parameters is
essential.

This section proceeds to a probit analysis explaining persistent poverty. A probit
may be seen as a partial initial response to the first requirement and possibly could
provide a start on the second.

The dependent variable is contemporary persistent poverty (1 if poor, 0 if not).
The explanatory variables are divided into 5 categories:

1. Demographics: We distinguish three age cohorts 50-65, 65-80 and 80+. Gen-
der, marital status (widow) and foreign-born.

2. Childhood relative well being index in continuous form (0 = maximum depri-
vation).

3. Life time experiences: number of children, Inheritance (>5,000 euro), tempo-
rary leave of absence for one year or more due to ill-health or disability.

4. Effects of socio-economic decisions: Never in paid work, Type of paid work
(elementary-blue collar, professional-clerk), Education, Retirement history
(Employed, retired in past 5 years, in the past 620 years, more than 20 ago).

5. Characteristics of the Welfare State in the middle-life (decade of their 40s) of
the respondent. Three linked indicators are included, drawing from the
ESSPROS dataset: (a) overall size as measured by social protection as % of
GDP, which includes matters such as education only if they are targeted on
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income (e.g. scholarships to poor pupils), (b) Per cent of total social protection
expenditure accounted by family, unemployment, housing and social exclusion
function (i.e. not pensions or health) and (c) Per cent of total social protection
expenditure accounted for by means-tested benefits. Given that all these vari-
ables were subject to different interpretations in transition countries, a transition
dummy is also included.

Most of the variables have the expected signs and can provide a plausible
account of how initial deprivation may translate to current poverty (Table 2.1):

Table 2.1 Determinants of Persistent Poverty Status: Probit Results

Dependent variable = Persistent Poor 2004/2007 Marginal effect Std error
Demographics

Age: 50-64 years 0.0645%* 0.0100
Age: 65-80 years F

Age: over 80 years —0.0143 0.0114
Female —0.0115 0.0075
Widowed 0.0417%* 0.0115
Foreign-born 0.0613%%* 0.0186
Childhood deprivation index

Childhood non-deprivation index: for each country ranges —0.0885%** 0.0234

from O (complete deprivation) to 1 no deprivation
Life-time experiences

Number of children 0.0112%%* 0.0022
Received inheritance (>5,000 euros) —0.0031 0.0111
Temporary leave of absence from a job for 1 year 0.0279%* 0.0100

or more because of ill health/disability
Socio-economic characteristics

Never in paid work F

Paid work: Elementary/Blue-collar —0.0097 0.0112
Paid work: Professional / Clerk —0.0372%* 0.0117
Primary education or lower F

Secondary education —0.0611%** 0.0079
Higher education —0.0731%* 0.0084
Other employment status F

In employment —0.0736%* 0.0074
Retired in past 5 years —0.0463** 0.0113
Retired in past 620 years —0.0578** 0.0085
Retired in more than 20 years ago —0.0404 %% 0.0091
Social protection expenditure as (%) of GDP 0.0024* 0.0012

in middle-life of the respondent
Other social benefits expenditure (except for pensions —0.0015%* 0.0006

and health-related benefits) as (%) of social protection
expenditure in middle-life of the respondent

Means-tested benefits as (%) of social protection —0.0029%:* 0.0010
expenditure in middle-life of the respondent

Transition countries (CZ; PL; GDR) 0.1239** 0.0169

Pseudo R-square 0.116

Number of observations 17,478

Source: SHARE Wave 1, Wave 2 release 2.3.0; Wave 3, release 0
** *: Significant at 1%, 5% respectively
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The age dummies must be seen in conjunction with the years from retirement
variable; being still in employment counteracts a positive effect of being in the
younger cohort. Being a widow and being foreign-born exert important influences,
as is having had many children or having to have quit a job due to injury. White
collar occupations and education predictably play an important role in preventing
current poverty.

The childhood well-being index in all cases plays an important and well-defined
role, in the sense that its marginal effect appears to depend very little on specifica-
tion. An interesting observation is that its value alters very little once country
dummies and other country specific information is present; this may be taken as
evidence that the way original deprivation impinges on current poverty is fairly
uniform across countries. If this is so, then it would follow that the type of
individual who is most likely to develop from childhood relative to late life poverty
is relatively invariant between countries, an important observation in itself.

Turning to the Welfare State characteristics, the emerging picture is very
interesting. The proportion of social expenditure spent on matters that affect people
of working age (maternity, housing, unemployment) always reduces the probability
of being persistent poor in later life, as does the extent of means testing. Well-
targeted social expenditure in the mid-life of our respondents continues to pay
dividends in later life. The weakly significant positive effect of total expenditure
may also have an appealing interpretation: High values for this variable signal large
expenditure on old age protection and health. Our respondents at this stage in their
lives were mostly working and healthy; for them high pension expenditure would
be associated with greater taxes rather than higher benefits. We may interpret this
effect as a kind of crowding-out of one kind of social welfare by another. The
positive sign of this variable is dependent on the presence of a transition country
dummy. Excluding transition countries from the estimation reinforces the welfare
state effects noted.

Once country group dummies (roughly corresponding to Esping-Andersen’s
1990 groups) are added, the influence of family and other social policies increases,
means testing becomes insignificant and total social protection expenditure virtu-
ally disappears. Once dummies are included for all countries all Welfare State
variables become insignificant, though they retain the original signs.

Thus, welfare policies matter, as does the extent of targeting adopted. However,
with minor exceptions, the influence of social policy is benign in a generalized
way, affecting the probability of being persistent poor across the board. We have
uncovered — at this level of generality at least — little evidence of social policy
interacting with specific features of individual lives such as employment or family
choices. In particular, the influence of initial conditions is in all cases very strong
and it is little altered by adding information on social policy or allowing for specific
national effects.

How strong is the social policy effect? To illustrate the answer our probit model
gives, at first a baseline high-poverty group was selected and its expected proba-
bility of being current persistent poor was computed. Widows, with elementary
education, and facing maximum deprivation in childhood, if social policy is at
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Table 2.2 The predicted effect of social policy in the probit model, relative to a deprived
benchmark

Predicted persistent poverty risk across social policy Predicted Relative change (%)
models persistent vis-a-vis the
poverty risk benchmark

Benchmark: Deprived individual + At the means of 28.90 -
social policy parameters (SHARE countries)

Germany’s means tested social policy; Denmark’s 23.47 —18.8%
non-pensions and health-related social policy

Average means tests Denmark’s family social policy 24.66 —14.7%

Germany’s means tests; Average family social policy 27.60 —4.5%

Greece’s means tests; Italy’s family social policy 31.91 10.4%

Greece’s means tests; Italy’s family social policy; 32.24 11.6%

Italy’s total social expenditure

Notes: Baseline population group (Widowed, with elementary education, non-professional
occupation, relative deprived in childhood)

mean levels for the whole sample face a probability of 28.9%. If, however, they
lived in a hypothetical country with Germany’s targeting and Denmark’s family
policy, the same group would face a probability of 23.5%, a reduction of 5.4 points
or of 18.8%. Conversely, if they were unlucky enough to face Greece’s means
testing, Italy’s family expenditure, and without corresponding reduction in old-age
spending (Italy’s total expenditure), the predicted probability would rise to 32.2%,
a 3.3 points rise or 11.6 relative to the benchmark. The range from the worst social
policy case to the best one is from 23.5% to 32.24, fully 8.7% points, close to the
overall mean. Table 2.2 shows these and other combinations of social policy stances.

The effect of original deprivation was gauged relative to the same benchmark by
simulating the effect of moving the deprivation index from its minimum (in the
baseline) to the median value of the deprivation index for all countries. The baseline
probability drops drastically from 28.9% to 21.4%, a reduction of 7.5 points, a little
less than the range due to social policy.

2.5 Conclusion: A “European Social Model”?

The results of this paper appear to affirm that “social policy pays”. Not only
contemporaneously as a palliative of immediate problems, but also as a long-term
investment. Our results indicate that, once original deprivation is taken into
account, targeted public expenditure on family, housing, labour and social exclu-
sion continues to pay dividends decades later — when the beneficiaries have reached
retirement age and onwards.

This paper began by asking a number of questions about the effects and efficacy
of social policy. Those who think of social expenditure as “a factor of production”,
may find some corroboration for their position; the reach and effectiveness of this
factor, though, was by no means uniform. The search for the European social model
can go on.
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Chapter 3
Childhood, Schooling and Income Inequality

Danilo Cavapozzi, Christelle Garrouste, and Omar Paccagnella

3.1 Childhood Effects Over the Life-Cycle

Parental socio-economic background plays an important role in determining
employment outcomes during the individual’s whole life-cycle. Indeed, the envi-
ronment in which individuals grow up plays a crucial role in determining their later
socio-economic condition, regardless of their own abilities. On the one hand, this
link might be due to the transmission of social norms (e.g. work ethics) or risk
attitudes from parents to children. On the other hand, public policies may strengthen
or weaken cross-generational persistence in the socio-economic status. For
instance, whereas elitist education systems support the assumption of innate abil-
ities and therefore focus their efforts and resources on the most promising pupils,
redistributive policies supporting access to education at all levels (i.e. egalitarian
education systems) are a typical example of interventions aimed at loosening the
dependence between human capital accumulation and parental background. After
the Second World War and up to the early 1980s, European education systems were
demonstrating high within-country variance in learning achievement (e.g., Foshay
et al. 1962). Progressively, most countries did, however, move from elitist systems
to more egalitarian systems (EGREES 2003).
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Our analysis exploits the richness of the SHARELIFE data on household eco-
nomic resources and cultural background of respondents at the age of 10 to address
two main research questions. First, we want to show how disparities in the financial
and cultural background during childhood are correlated with disparities in education
and income at the first job. We focus on educational attainment and incomes at the
beginning of the working career because these outcomes are more likely to take
place at a stage of the life-cycle relatively close to childhood and youth and to
reflect the influence of parental household status. Second, we will study the
correlation between income inequality at first job and education controlling for
childhood background in order to evaluate to what extent policies promoting
education access and longer educational attainment can be of use to reduce income
dispersions at the beginning of the working career, once childhood disparities are
taken into account. Finding that further full time education is associated with lower
income inequality, even for those grown up in disadvantaged households, might
support the hypothesis that financing education access at all levels can be an
effective strategy to lower income dispersion and finalize the policy goal set by
the European Union to decrease income disparities by the next decade (European
Commission 2010).

The paper is organized in four sections. While Sect. 3.2 presents cross-country
heterogeneity in childhood background, the empirical correlation between child-
hood and respondents’ socio-economic outcomes is investigated in Sects. 3.3 and
3.4 respectively. Finally, Sect. 3.5 summarizes the main findings of our analysis and
discusses how public policies contribute to explain cross-country differences.

3.2 Childhood Socio-Economic Indicators

We take advantage of the SHARELIFE questionnaire to calculate the number of
rooms per capita in the (private) accommodation where respondents lived at the age
of 10. According to the questionnaire, the number of rooms considered in this
analysis excludes kitchen, bathrooms and hallways, but includes bedrooms. We opt
to consider rooms per capita instead of the overall number of rooms in the
accommodation because this latter index is clearly affected by between and within
country variability in household size, which limits its comparability. The rooms-
per-capita indicator circumvents this problem and is expected to be a more adequate
proxy of the level of household economic resources available during respondents’
childhood. Indeed, lower levels of rooms per capita suggest the presence of over-
crowding in the accommodation, which is an indicator of financial distress. To this
end, it is worth noting that we found a strong and positive correlation (correlation
index = 0.82) between our rooms-per-capita index and the OECD average dispos-
able income of households with children aged 0—17 (OECD, 2008). This evidence
supports our claim that rooms-per-capita is a sound indicator of parental financial
status during childhood years.
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Denmark, Belgium and Switzerland are the countries associated with the highest
relative provision of rooms when the SHARELIFE respondents were 10 years old.
In these countries, the average number of rooms per capita is around 0.90, i.e. each
household member had almost one room at her disposal. On the contrary, Eastern
Europe and Mediterranean countries present the lowest level of room provision.
Noteworthy, while in Poland the number of rooms per capita is 0.39, in the Czech
Republic and Mediterranean countries it is, on average, about 0.55.

The second indicator is obtained by the SHARELIFE question that asks respon-
dents to provide an estimate of the number of books available in their accommoda-
tion at the age of 10. Book availability is measured in terms of number of shelves
and bookcases that can be filled. Magazines, newspapers and school books are not
considered. This indicator is expected to be correlated with the cultural background
of the household where respondents grew up. This reasoning is confirmed by the
strong and positive relationship (correlation index = 0.66) existing between num-
ber of books at home and country averages for years of education in the adult
population reported by Barro and Lee (2000). Then, the higher the number of
books, the higher is the expected average educational level of parents, siblings
and other relatives in the household.

The original information collected by the SHARELIFE questionnaire is rear-
ranged to discriminate between respondents who had enough books to fill one
bookcase and those having fewer books in their accommodation. On average, two
thirds of respondents declare fewer books than the equivalent of one bookcase, but
this overall result hides relevant cross-country variability. We notice that Mediter-
ranean countries and Poland are by far the countries where books were less
widespread in parental respondents’ houses (more than 80% of respondents in
these countries declare scarcity of books). In particular, this proportion is almost
90% for Italians and Greeks. On the contrary, only 40% of Swedes, Danes and
Czechs spent their childhood in a place with few books. Notably, the pattern found
for Czech Republic is at odds with that characterizing Poland. In the former
country, individuals growing up in an environment with few books are less than
one half than those in the latter. Among the remaining countries, respondents living
in Belgium, France or Austria are those who experience the highest book-shortage
during childhood.

Overall, our indicators show relevant cross-country heterogeneity in room pro-
vision and number of books in the accommodation of respondents at the age of 10.
We chose to base our study on such indicators since both of them explicitly refer to
the same stage of respondents’ childhood (age of 10) and the information conveyed
by them can easily be compared across respondents and countries. In fact, the
concepts underlying rooms per capita and number of books are objective and cannot
be altered by individual reporting styles due to, for instance, cross-country hetero-
geneity in tradition and social norms.

The next step of our analysis is to look at the correlations between these
childhood indicators and the number of years spent in full-time education by
respondents. Assuming that rooms per capita and number of books are good
predictors of financial status and cultural background of parental household, such
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analysis will help understanding whether inequalities in the resources available
during childhood end up in significant differences in individuals’ educational
attainments.

3.3 Childhood Resources and Educational Attainments

As discussed above, the number of rooms per capita is correlated with household
financial status and might be of help to discriminate between better off and worse
off households. To address this issue, we split respondents in two groups: in the
former we group all individuals reporting a number of rooms per capita lower than
the 25th percentile of their country, the latter includes those with a higher level of
relative room provision. We used country-specific percentiles to allow for cross-
country heterogeneity in overall macro-economic conditions and accommodation
arrangements. Given the positive correlation between rooms per capita and average
disposable income, individuals who are at the bottom of their country ranking of
rooms per capita are expected to be those living in worse off households.

Figure 3.1 shows the average number of years spent in full time education by
country and by relative level of room provision. In our analysis time spent in full time
education is calculated taking into account the fact that the age when starting school-
ing varies over time and across countries. Moreover, it should be noted that the
evidence in this section shows the relationship between childhood background and
education controlling for gender and birth-cohort heterogeneity. On average, indivi-
duals with lower levels of rooms per capita spent about 2 years less in full time

™ Overcrowding ™ No overcrowding

20

0
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Fig. 3.1 Years of full time education, by country and rooms per capita at the age of 10
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education than those who lived in an accommodation with more rooms per capita. This
difference, although small on average, is statistically significant in most countries and
suggests that individuals with better off parental households have spent a higher
number of years in full time education. The widest differentials are found for Italy
and Spain, where living in accommodations with a lower number of rooms per capita
is associated with a reduction in the full time education period by more than 2 years.

Figure 3.2 shows the variation across countries in the average number of years
spent in full time education by availability of books in respondents’ accommoda-
tion. Since the number of books in the accommodation may increase with the
number of household members, in addition to gender and year of birth fixed effects,
we also control for household size. On average, respondents who have more books
at their disposal remain in full time education 3 years longer. This variation is
statistically significant.

On the one hand, Denmark, Switzerland and the Czech Republic are the
countries where the variation is the lowest and amount to less than 2 years. On
the other hand, education differentials are the widest for France, Italy and Spain. In
particular, for Italy it amounts to almost 6 years on average. Hence, cultural
background affects significantly the amount of full-time education received in all
countries. Better educated households are associated with a higher educational
attainment. As before, the strength of this link exhibits clear cross-country varia-
tions. Again, the relationship between education outcomes and cultural background
of household members appears more pervasive for Italy and Spain. The results from
Figs. 3.1 and 3.2 were confirmed when re-running the regression considering the
variability of the control factors both by country and by group.

™ Not enough to fill one bookcase [ Enough to fill at least one bookcase
20

0
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Fig. 3.2 Years of full time education, by country and number of books in the accommodation at
the age of 10
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This evidence, overall, reconciles with what we found earlier when investigating
the relationship between education and the financial status of parental household.
Institutions of Italy and Spain seem to be those less able to encourage intergenera-
tional mobility and loosen the influence of parental socio-economic background on
children outcomes. These within- and between-country differences confirm the
findings from the first 12-country study of 1959-1961 by the UNESCO Institute
for Education (Foshay et al. 1962). Comparing internationally standardized scores
of 13-year-olds from mathematics, non-verbal, reading, geography and science
tests, that pioneer study revealed a difference of roughly three-fourths of a standard
deviation in average score between the father’s lowest educational category and the
highest, and a range of about two-thirds between extreme father’s occupational
groupings.

3.4 Childhood Resources and Income Inequality

In this section we analyse how respondents’ incomes are related to the socio-
economic status of their parents and how education attainment affects the repro-
duction of that socio-economic status. Investigating these relationships is particu-
larly relevant in the European context as the reduction of income disparities has
become one of the five headline targets for the EU27 to be reached by 2020,
alongside with higher educational attainment (European Commission, 2010).

As demonstrated by the literature, the relationship between the distribution of
incomes and the distribution of educational attainment is indeed twofold: first, the
presence of income inequality during childhood may prevent access to education
when education is too costly and may prevent equal achievement when it is
combined with socio-cultural inequality; second, improved access to education is
expected to raise the earning opportunities of the lower strata and, ceteris paribus,
reduce earnings inequality (Mayer 2010). Hence, policy measures easing access to
education constitute a key tool against a self-perpetuating poverty trap.

In this analysis we focus on the cohort of respondents born in 1940 or later who
had at least one paid job (as employee or self-employed) and report their initial
income from work after taxes. It is worth noting that considering only respondents
born in 1940 or later leads to exclude from the analysis about one third of the
original sample but has the advantage of partially controlling for cohort effects
because we consider only the individuals who grew up in the period following the
World War II. Also, since we are focusing on individuals having at least one
employment spell, we dropped all the respondents in this so-selected sample who
have never worked in their life (about 6.5%). For each country we consider only the
amounts expressed in euro or pre-euro local currency and exclude individuals who
do not report usable information on the amount and the currency of their first
income from work as well as for the year in which their first employment spell
started. Within-country revaluations and devaluations of local currencies have
been taken into account. We use consumer price indices (base 2006) to control
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for time-varying inflation rates and calculate amounts in real terms. Since product
price formation was centrally controlled in all countries of the Soviet bloc until the
1990s, we exclude amounts expressed in East Germany marks and individuals
living in Poland and Czech Republic. Our final sample consists of about 8,200
observations.

We measure income inequality by means of the interquartile range (IQR) to the
median ratio (Christelis et al. 2009). Specifically, the IQR is defined as the differ-
ence between the 75th income percentile and the 25th income percentile. We opt to
consider this relative measure of income inequality rather than the standard coeffi-
cient of variation (standard deviation to mean ratio) because median and inter-
quartile ranges are more robust to outliers in the distribution tails than means and
standard deviations. Outliers might produce spurious heterogeneity in income
amounts due to memory effects that affect respondents’ answers when they are
asked to recall events occurred in the past. We point out that the IQR to the median
indicator can by construction be directly compared across countries, since it over-
comes the problem of the currency in which amounts are expressed.

We look at the relationship between income inequality at first job and number of
books in childhood accommodations. First, we notice that median first income for
respondents with scarcity of books tends to be lower than median first income for
respondents with a higher number of books. Figure 3.3 shows how the IQR to
median ratio indicator for the first job income varies with the availability of books
in the parental accommodation. As expected, we find that countries with lower
proportions of individuals grown up in households with few books are those with
lower income inequality. Moreover, the gender disaggregation reveals a weaker
correlation between the number of books and income inequality for women than for
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Fig. 3.3 Relationship between IQR to median ratio for first job incomes and number of books in
the accommodation at the age of 10 by gender
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men and less variability of the IQR to the median. Regardless of the gender,
Scandinavian countries, Switzerland, Germany and the Netherlands report both
lower proportions of individuals with few books in their accommodation at the age
of 10 and lower income dispersion around the median. Vice versa, Mediterranean
countries report more individuals with few books at home during childhood and
higher income dispersion.

We now consider the relationship between first job incomes and number of
rooms per capita in parental houses at the age of 10. As before, the median first
income for respondents who lived in an overcrowded house is overall lower than the
median first income for respondents who did not live in an overcrowded house.
Figure 3.4 shows the variations across countries of the IQR to median ratio for the
first job income by gender and rooms per capita at the age of 10. Results are
comparable to those of Fig. 3.3: countries where individuals grew up in accom-
modations with lower number of rooms per capita are those with the highest income
inequality. This suggests that countries with lower disparities in the economic
resources available during childhood are also those where employment and self-
employment income at the first job is more concentrated around the median.
Remarkably, we noticed that the North-South gradient reported in Fig. 3.3 is
entirely confirmed in Fig. 3.4. Further, we still find a significant difference across
genders with a much stronger correlation between IQR and childhood housing
conditions for men and less dispersion for women.

The findings presented so far in this section suggest that the childhood back-
ground is significantly correlated with income inequality at first job. Overall,
countries where individuals are more likely to grow up in better-off and better-
educated households always show lower income inequality. Income inequalities
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are, however, even more affected by the childhood factors in the case of men than in
the case of women. Cross-gender differences in this relationship as well as income
inequality levels may result from cross-gender heterogeneity in labour market
participation and the relative homogeneity in the types of jobs women attended
compared to men. To this end, it is worth noting that ILO statistics confirm both
these arguments. They show that women at work between 1945 and 1970 con-
stituted, on average, 26% of the total labour force and that they were mostly
concentrated in services and industry sectors.

Given the relationship between childhood background and years of education
(cf. Figs. 3.1 and 3.2), we expect lower income inequality in countries where
individuals spent on average more years in full-time education.

Figure 3.5 confirms this pattern. On average, the higher the number of years of
education, the lower is the IQR to median ratio for first incomes, with again a lower
dispersion for women than for men. Such country level information is used to
calculate the percentage variations in the income dispersion at first job with respect
to a marginal change in the years of education. An increase in the average time
spent at school by 1 year is correlated with a reduction in the IQR to median ratio by
28% for males and 15% for females. Although these results confirm the negative
association between education and income inequalities, they do not tell how this
relationship is affected by family background. Indeed, it can be argued that
countries where individuals spend on average more years in full-time education
are also those where children are more likely to grow up in better educated and
richer households. In other words, the positive correlation between the socio-
economic condition of the parental household and educational attainments might
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drive the evidence reported in Fig. 3.5 and lead to misleading interpretations on the
association between education and income inequality.

Therefore, to address this issue we study the relationship between income
inequality and education disaggregating the sample by gender and childhood
background in terms of number of books and rooms per capita in the accommoda-
tion at the age of 10. Overall, our results show that income inequality and education
are negatively related even controlling for parental household characteristics. Thus
the evidence in Fig. 3.5 seems not to be driven by heterogeneity in the sample
composition due to childhood background disparities.

In particular, Figs. 3.6 and 3.7 respectively illustrate our findings for individuals
from low economic background (i.e. crowded housing condition) and from low
socio-cultural background (i.e. a number of books not sufficient to fill one book-
case). Regardless of the childhood indicator considered, there is a clear negative
relationship between average years of education and income inequality for both
men and women. Higher education is associated with lower income dispersion even
if individuals grew up in socio-economically disadvantaged households. If we focus
on males experiencing overcrowding or book shortage at the age of 10, a marginal
increase in the average years of education is associated with a decrease in the IQR
to median ratio by 11% and 23% respectively. For females, these reductions are
equal to 14% in both cases. Although these estimates do not describe causal effects,
they stress the strong relationship existing between income variability and educa-
tional attainments in our sample.

Our descriptive evidence clearly suggests that public policies fostering educa-
tion access and extending the length of full time educational attainment can be an
effective strategy to decrease income inequalities in Europe. To provide a further
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Fig. 3.8 Relationship between IQR to median ratio for first job incomes and educational expen-
ditures per pupil at primary and secondary school

underpinning to this interpretation, Figure 3.8 crosses our measure of income
inequality with contextual data on public educational expenditures per pupil at
primary and secondary schools from 1975 (Barro and Lee 1997). All amounts are
expressed in PPP-adjusted 1985 international dollars and make it possible to draw
meaningful cross-country comparisons. Figure 3.8 shows that higher amounts of
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resources devoted to primary and secondary education are associated with lower
income inequality at first job. Notably, in both cases Italy, Spain and Greece combine
high levels of income inequality with low educational expenditures per pupil. Hence,
this later result comforts our assumption that public intervention in education access
may play an important role in explaining income inequalities at the beginning of the
working career.

3.5 Discussion and Concluding Remarks

This contribution provides descriptive evidence that financial and educational back-
ground of parental household plays an important role in determining individual
socio-economic outcomes. Educational attainments (years of schooling) and income
inequality are shown to vary with the environment in which individuals grew up.
In particular, respondents living in better off and better educated contexts, on
average, remain in full time education longer and exhibit lower income inequality.
This pattern is present in all countries and it is found to be particularly pervasive
for Mediterranean countries which associate poorer socio-economic conditions
during childhood with higher differentials in years of full-time education and higher
income inequality.

Education policies may play a role in explaining these observed differences
across countries. The introduction of support systems fostering access to educa-
tion of students from disadvantaged households can weaken their financial depen-
dence from parents and loosen the persistence in socio-economic conditions
across generations (Mayer 2010). Typical examples of these policies are govern-
ment supported loans or grants to finance higher studies. OECD analyses (OECD
2010) show that in countries where support programs are available students from
worse off households have a lower gap in the probability of attaining tertiary
education levels with respect to their counterparts living in high income house-
holds. Indeed, this evidence is in line with our results showing that education
differentials associated with childhood background are larger in Mediterranean
countries, where no universal funding systems were available at the time of
schooling of our sample, than in Denmark, where some forms of tuitions or grants
were already experimented for pupils from more disadvantaged background
(Garrouste 2010).

In addition, our analysis shows that the countries where individuals remain in
full-time education longer present lower income disparities and that this negative
correlation is confirmed even after controlling for childhood background. This
amounts to say that, once we compare individuals growing up in similar childhood
environments, we still find a negative relationship between education and income
inequality at the first job. Conditioning on childhood socio-economic status reveals
that this pattern is not driven by heterogeneity in the sample composition assigning
individuals coming from more disadvantaged households to lower educational
attainments and higher variability in their income. Thus, public policies fostering
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education access and increasing the number of years spent in full time education
may qualify as a possible strategy to reduce income dispersions at entrance to the
labour market.
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Chapter 4
Human Capital Accumulation and Investment
Behaviour

Danilo Cavapozzi, Alessio Fiume, Christelle Garrouste, and Guglielmo Weber

4.1 Limited Participation in Financial Markets

Limited use of financial markets is associated with financial distress later in life
(Angelini et al. 2009). Such limited use may be the result of choice, or, more likely,
it may be due to some impediment.

Limited participation in financial markets may be related to transaction costs or
high risk aversion, but has also been found to be related to a low level of financial
literacy. A number of papers have used explicit and quantitative measures of
financial literacy and related them to individual financial decisions (e.g., Guiso
and Jappelli 2008; Lusardi 2008). Lusardi and Mitchell (2007) show that more
“financially literate” individuals are more “retirement ready”. It has also been
shown that stock holdings are much less common among the less financially literate
(Christelis et al. 2010; McArdle et al. 2009).

Although no direct measure of financial literacy is as yet available in SHARE,
we have information on education-related variables that are well known to correlate
with financial literacy. In particular, the third wave of SHARE records information
not only on educational attainment, but also on self-assessed mathematical ability
while at school and on access to books at age ten. Crucially, we also know when an
individual first entered risky financial markets, by investing in stocks, mutual funds,
individual retirement plans or life insurance policies.

This chapter is divided in five sections including the current introduction. The
second section presents the distribution of the types of investment in risky assets
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and the entry age into these financial markets across Europe; the third section
introduces the different human capital components retained for our analysis. The
fourth section presents the results of the multivariate duration analysis conducted to
investigate the relationship between investment behaviour and human capital
accumulation. Finally, the fifth section draws the main conclusions of our analysis.

4.2 When Did Older Europeans First Invest?

It is a well known fact that large fractions of individuals do not own risky financial
assets, thus foregoing the extra returns that these assets have so far produced in the
long run. The third wave of SHARE asks whether individuals ever owned stocks,
mutual funds, individual retirement accounts or life insurance policies. If the
answer is yes, respondents are asked to report when they first bought them. The
fractions of individuals who answer yes is relatively small overall (24% for stocks,
22% for mutual funds, 26% for individual retirement accounts, 31% for life
insurance policies), but varies dramatically across countries. For instance, over
50% of Swedes and Danes report holding stocks at some time over their life course,
less than 15% do the same in Austria, Italy, Spain, Greece and Poland. Mutual funds
investment follows a similar pattern — with lower participation rates in most
countries (Sweden, Germany, Belgium, France and Switzerland are the exceptions).
Investment in individual retirement accounts instead reflects much more special
features of pension legislation: we observe high values in the Czech Republic
(56%), Sweden (53%), France (49%), Belgium (46%) and Switzerland (42%),
and low or very low participation rates in all remaining countries. Finally, life
insurance policies are wide-spread in Sweden, Germany, and Austria (all above
40%), and rather common also in Poland (31%), where they were quite wide-spread
under the communist regime. Life insurance policies are sometimes required by
lenders when mortgages are taken up. For this reason, we have excluded them
throughout the analysis if their purchase coincides with the purchase of a home (£1
year around it).

Figure 4.1 plots the fractions of individuals who ever had at least one of the
above forms of risky financial investment at some stage in their lives. This fraction
is highest in Sweden (91%) and Denmark (80%). It also exceeds 60% in Switzerland,
Germany, Belgium, France and the Czech Republic. The lowest values are recorded
in Greece (11%), Spain (25%), Italy (28%) and Poland (34%).

Participation rates differ by gender: overall, 60% of men and 47% of women
ever invested in at least one risky financial asset. Gender imbalance is lowest in
Sweden (93-90), the Czech Republic (63-59) and Poland (37-31), highest in
absolute terms in Germany (82-63), the Netherlands (64-42) and Switzerland (84-
63). Of the remaining countries, Spain (31-21) and Greece (15-7) have lower
differences, partly because both sexes exhibit low participation. These gender
differences in investment behaviour are confirmed by other studies which highlight
the overall higher risk-aversion of women (e.g., Hira and Loibl 2008).
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Fig. 4.1 Fraction of individuals who report ever investing in at least one risky financial asset
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Fig. 4.2 Fraction of individuals who report ever investing in risky assets by asset type

Participation rates are also driven by institutional factors. For instance, the high
participation rate of Czech respondents is largely driven by their retirement
accounts (which have been heavily tax-subsidized since 1995): only 23% report
ever having held stocks or mutual funds. As displayed in Fig. 4.2, the exclusion of
retirement accounts has otherwise minor effects on participation. It is worth stres-
sing that in some countries (like the Netherlands or Sweden) individuals have a say
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in the way their occupational pensions are invested, very much like in an individual
retirement account.

To better understand the above distribution of risky financial assets among older
Europeans it is useful to investigate at what age the first investment was made.
Figure 4.3 displays the age distribution of first-time investment in risky financial
assets. The left panel excludes life insurance policies. Not surprisingly, most
respondents report starting participation at age 40 or above, with a peak at 50.
However, there are non-negligible fractions of first-time investors at younger ages.
Given that our respondents were all at least 52 years of age at the time of the
interview, those who first invested at ages below 35 must have entered the market
before the 1990s. The right panel includes life insurance policies: in this case,
investment early in life is much more common. Indeed, some individuals report
investing in their teens (possibly for tax avoidance purposes). Note that mortgage-
related life insurance policies are not counted here (see above).

Figure 4.4 provides details on the age distribution of financial markets entry by
country. For each country, it displays the median, the first and third quartiles, the
minimum and maximum. Life insurance policies are excluded in the left panel,
included in the right panel. We see in the left panel that the median is lowest in
Denmark and France, followed by Belgium, Sweden and Switzerland. France is the
country with the largest dispersion (as proxied by the interquartile range), Poland
and Greece with the lowest. In interpreting these statistics one has to keep in mind
that they refer to the density functions conditional on participation: if marginal
investors tend to enter later in life, the higher participation rate in Sweden (over
80%) may explain why the median age of entry is higher than in France, where

Without life insurance policies With life insurance policies

Percent
b
Percent

<10 17 27 37 47 57 67 77 <10 17 27 37 47 57 67 77
Age Age

Fig. 4.3 Fraction of individuals who first invested by age. Life insurance policies excluded in the
left panel, included in right panel
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Fig. 4.4 Fraction of individuals who first invested in financial markets, by age and country

fewer participate (less than 60%). The right panel shows that the highest dispersion
is attained in Poland, followed by Germany, Switzerland and the Netherlands,
highlighting the importance of life insurance policies in promoting early entry
into financial markets.

4.3 The Role of Human Capital Accumulation

Human capital is one of the most important determinants of investment decisions.
Indeed, higher human capital endowments may lead to a better understanding of
financial market opportunities and help individuals in realizing efficient portfolio
allocations (Christelis et al. 2010). SHARELIFE data make it possible to analyze
human capital along several dimensions (i.e. formal education level, mathematical
skills and cultural background) and are of use to investigate whether the cross-
country heterogeneity in financial market participation discussed in the previous
section can be associated with cross-country heterogeneity in human capital accu-
mulation.

First, we consider the number of years of education, as a proxy of formal
education level. Our analysis makes use of context information to take into account
that primary school ages vary over time and across countries. As reported in
Fig. 4.5, we find much lower median education levels in Spain, Italy, Austria and
Greece. Respondents in Denmark, Germany, Belgium, Switzerland and the Czech
Republic remain in full time education longer. The greatest variability occurs in
Sweden, Greece, Italy and Denmark — by far the lowest in the Czech Republic.
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Fig. 4.5 Years of full time education by country

These patterns largely reflect the education reforms on duration of compulsory
schooling that took place over the past century (Garrouste 2010), inequalities in the
economic resources available during childhood but also individual choice and
society attitudes towards education. For instance, median years of education tend
to be lower for women in all countries, but in some countries gender differences are
particularly strong: we find that in Denmark, Switzerland, Greece and Italy the
median number of years of education is lower for women by at least 2 years.

Although there is no doubt that the number of years of full-time education is a
key indicator of human capital, the understanding of economic and finance concepts
required to manage risky assets is more strictly related to mathematical skills
(McArdle et al. 2009). To this end we take advantage of the SHARELIFE question
asking respondents to evaluate their mathematical skills at the age of ten as
compared to their class-mates. Such self-assessment to some extent reflects indivi-
duals’ self-confidence. We find that, overall, while more than 30% of individuals
rank themselves better in mathematics than their class-mates, less than 15% declare
themselves worse. According to the majority of respondents, their understanding of
mathematics was about the same as that of their class-mates.

In previous waves of SHARE respondents provided answers to four numeracy
questions that help us assess their current mathematical skills in a less subjective
way. In our analysis we therefore combine the information on years of education,
self-assessed mathematical skills at the age of ten and the number of correct
answers to numeracy questions. It is interesting to see how these variables co-
vary across countries. In Fig. 4.6 we report the average numeracy score versus the
average self-assessed mathematical abilities at age 10 by education and country.
This figure reveals that there is a strong positive relation between mathematical
skills at age 10 and educational attainment, but also that current numeracy is
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Fig. 4.6 Average current mathematical ability versus mathematical skills at age 10, by education
and country

positively correlated both with early life mathematical skills and with formal
education. It also shows that on average, in some countries, notably Italy and
Spain, but also Poland and France, current numeracy is lower after controlling for
education. This may reflect more limited use of mathematical skills in adult life or
the type of formal education received. Moreover, it is worth highlighting that the
1960s were marked by an overall international progressive shift towards construc-
tivist mathematics curricula, i.e. a shift in focus from memorization to understand-
ing, launched in the United States. Yet, whereas Switzerland and northern Europe
(including Sweden, Denmark and the Netherlands) adopted the new approach
promptly, the southern and eastern Europe kept on with the traditional memoriza-
tion approach until the mid-1980s (Garrouste 2010). Hence, the dispersion of the
countries along the correlation trend line (Fig. 4.6) may also be affected by the
differences in teaching methods of mathematics at the age of 10.

Finally, we consider the cultural background of parental household by looking at
the number of books in the accommodation at the age of 10. This is expected to be
an indicator of the average education level of household members and also of
respondents’ educational attainments. A wide research strain (OECD 2010) shows
that there is persistence in the socio-economic status across generations. For
instance, growing up in a better educated environment is expected to be positively
correlated with human capital formation. Indeed, better educated households are
more likely to be better off and thus to invest more in their children’s education.
Almost two thirds of SHARELIFE respondents declare that there were not enough
books to fill one shelf (at most 25 books) in their accommodation at the age of 10.
However, there are wide cross-country differences showing that Sweden, Denmark,
Switzerland and the Czech Republic present the highest levels of book provision,
while Mediterranean countries and Poland show the lowest (for more details, see
Chap. 3 of this volume).
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This descriptive analysis shows that there is cross-country heterogeneity in
human capital accumulation. Remarkably, Scandinavian countries exhibit high
participation to financial markets, low entry-age and high levels of human capital.
On the contrary, Mediterranean countries are characterized by a lower propensity
towards risky investments, higher entry-age in financial markets and lower levels of
human capital indicators.

The next section will investigate the relationship between investment behaviour
and human capital accumulation in a multivariate framework. On the one hand, we
want to show whether cross-country heterogeneity in investment behaviour remains
sizeable when controlling for individual characteristics. On the other hand, we will
ascertain whether human capital indicators are significantly related to the decision
of investing in risky assets if considered jointly and when allowing for cross-
country differences in the institutional framework.

4.4 Multivariate Duration Analysis

We run a duration analysis to investigate how the timing of the first investment in
risky assets is related to individual and household characteristics. Duration models
have the advantage of combining the information coming from both individuals
who actually invested in risky assets and those who have not entered financial
markets yet. The alternative strategy, of focusing attention solely on the elderly
who have had risky assets, may suffer from endogenous sample selection problems,
particularly for Mediterranean countries, where financial market participation is
low, as shown in Fig. 4.1. However, all of our analysis is conditional upon survival:
to the extent that the poor die younger this may lead to biased estimates even in the
context of duration analysis models.

The set of explanatory variables used in our regression includes a variety of
individual characteristics: country of residence, gender, year of birth, years
of education, self-assessments of mathematical skills at the age of 10, number of
books in the accommodation at the age of 10 and current monthly household
income. In addition, we use previous waves of SHARE data to take into account
respondents’ answers to four numeracy questions available in the questionnaire. As
explained in the previous section, such numeracy indicators complement the self-
evaluations of mathematical skills at the age of 10 since they are collected when
respondents are 50+ and allow having two distinct measures of ability in mathe-
matics at different stages of the life-cycle.

Our results show that cross-country differentials in the access to financial
markets are statistically significant even after conditioning on further individual
characteristics related to investment behaviour. Ceteris paribus, Swedes and Danes
invest in risky assets earlier. On the contrary, respondents in Italy, Spain and Greece
tend to delay their first risky investment. Hence, at a given age, the probability of
having never invested in risky financial markets is lower in Scandinavian countries
and higher in Mediterranean countries. We use our estimates to calculate the
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probability of having never invested in risky assets and show how it varies with age.
Figure 4.7 summarizes our results. For simplicity sake we show the results only for
Sweden, France, Austria and Italy because they summarize the spatial patterns in
Europe and in particular the North—South gradient in access to financial markets.
For each year of age (reported on the x-axis) this figure reports the probability of
having never invested in risky financial markets up to that time. Overall, the
probability of having never held risky assets decreases with age in all countries.
However, we notice that it is highest for Italy and lowest for Sweden at any age.
France and Austria lie in the middle, but the former is much closer to Sweden than
the latter.

The number of years of education is an important predictor of the timing of the
first risky investment. Those who remain in full-time education longer anticipate
the decision of entering financial markets. This result is in line with the hypothesis
that education helps understanding the opportunities offered by risky assets via
a positive impact on financial literacy. It should be kept in mind that we included
monthly household income among the explanatory variables precisely to explic-
itly take into account that education might additionally affect investment deci-
sions via an income effect. As displayed in Fig. 4.8, at any age, the higher the
number of years of education, the lower is the probability of having never
invested in risky assets. The widest gap is found comparing those who spent at
most 6 years in full time education with those who remained in full time education
longer.
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Fig. 4.7 Probability of having never invested in risky assets by age for Sweden, France, Austria
and Italy, controlling for birth cohort, gender, education, income, numeracy, mathematical skills
and number of books at the age of 10
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Fig. 4.8 Probability of having never invested in risky assets by years of education, controlling for
income, numeracy, mathematical skills, birth-cohort, gender, country effects and number of books
in the accommodation at the age of 10

Moreover, individuals with higher mathematical and numeracy skills invest in
risky assets earlier. Both indicators consistently show that those who have better
numeracy skills anticipate their entry in financial markets. This pattern highlights
the crucial role played by mathematics in promoting early financial markets parti-
cipation, possibly by enhancing the necessary self-confidence in one’s ability to
make the correct choices. Although our analysis is mainly descriptive and the
estimation of causal effects is far beyond its scope, our results suggest that improv-
ing the access to education and fostering the teaching of mathematics at all levels of
compulsory schooling is a possible strategy to make individuals more familiar with
financial markets.

We also find that the cultural background plays an important role in determin-
ing investment behaviour. As discussed above, we describe cultural background
characterizing respondents’ childhood by exploiting the SHARELIFE questions
about the number of books in the accommodation at the age of 10. Respondents
spending their childhood in an accommodation with more books are more prone
to enter financial markets earlier. Number of books is an indicator of the educa-
tional attainments of household members. Given the strong and positive correla-
tion between education and the probability of holding risky assets, it is not
surprising that respondents growing up in a better educated and economically
dynamic environment anticipate their entry in the financial markets. Indeed, their
parents, or other older co-habiting relatives, are themselves more likely to hold
risky assets, which may make it easier to gather all the necessary information to
understand financial markets and decide to invest in risky assets. Finally, we find
that women tend to invest later in life, particularly so when they have low
education.
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To evaluate the reliability of our empirical results, we calculate for each
country the median fitted age of entry into risky financial markets and cross this
country-level variable with the ratio between stock market capitalization and
GDP, which is a widely used index of financial development (Guiso et al. 2004).
Results are reported in Fig. 4.9 (in the case where the predicted value exceeded
100, namely Greece, it was set to 100. Dropping Greece from the analysis makes
little difference).

Figure 4.9 shows that there is a clear negative correlation between the age of first
risky investment estimated by our model and the development of financial institu-
tions. Although this evidence cannot be conclusive about the causality of this
relationship, individuals living in countries where financial markets are less devel-
oped delay the decision of investing in risky assets. This is in line with the
hypothesis that fostering human capital accumulation might increase the demand
for risky financial instruments and contribute to the development of financial
markets.

The fitted median age of first investment is even more strongly correlated with
the ratio between life insurance premium volume and GDP. The higher this ratio,
the higher is the importance of this type of asset in the economy. If we look at
Fig. 4.10, we notice that the countries where life insurances are more widespread
are also those where the age at first risky investment is lower. In some other
countries, notably Italy, Spain and Greece, later entry in financial markets is
associated with lower life insurance premium volume. Indeed, in these countries,
participation in all financial markets, including life insurance markets, is lower, as
documented by Fig. 4.2.
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Fig. 4.9 Median predicted age of first entry into financial markets versus stock market capitaliza-
tion/GDP
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Fig. 4.10 Median predicted age of first entry into financial markets versus life insurance premium
volume/GDP

4.5 Conclusions

Making correct use of financial instruments plays an important role in securing
a good standard of living in old age. People who failed to invest in equity over the
last century missed out on spectacular returns, and are now more likely to be in
financial hardship.

Our findings that formal education, mathematical skills and family background
all play a role in explaining participation to financial markets comforts the assump-
tion that financial behaviour is affected by levels of human capital. The evidence
that in some countries both education and financial market participation is lower for
women is of particular interest, given the momentous increase in educational
attainment by young females over the last few decades. All this suggests that
greater financial literacy constitutes an achievable aim for welfare systems.
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Chapter 5
The Impact of Childhood Health
and Cognition on Portfolio Choice

Dimitris Christelis, Loretti Dobrescu, and Alberto Motta

5.1 Why Childhood Conditions Can Affect Risk Taking
in Older Age

Childhood health is by now recognized to influence future educational and
economic outcomes. Children who experience poorer childhood health have
significantly lower educational attainment, poorer health, and lower socioeco-
nomic status as adults (Case et al. 2005; Currie 2009). For example, Case and
Paxson (2008) investigated the relationship between height (as indicator for early
health and socio-economic status), cognitive functions and health status at older
ages and found that taller individuals (considered to be healthier and wealthier
during childhood) have greater cognitive skills on average, report significantly
fewer difficulties with activities of daily living, and are in considerably better
physical and mental health.

Furthermore, cognitive skills in childhood have their own implications for
adulthood. Bad test scores (which could indicate worse cognitive skills) are asso-
ciated with lower socioeconomic status in childhood, and gaps in abilities by
socioeconomic status open up early and tend to persist later in life (Heckman
et al. 2006). As captured by achievement test scores measured during education
in childhood and adolescence, early cognition is, together with educational attain-
ment, an important determinant of adult socioeconomic success.

Among the many outcomes in adulthood that can be influenced by childhood
health and cognition, we will focus on portfolio choice and risk attitudes in the older
segment of the population. This analysis is particularly relevant in light of the
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financial decisions that older individuals face nowadays. Recent reforms of social
security systems around the world have been putting individuals more and more in
charge of their own financial security after retirement, while the supply of complex
financial products has increased. As a consequence, portfolio self-management is
becoming commonplace.

Recent literature on the relation between portfolio choice and health (Rosen and
Wu 2004) has found that households in poor health tend to hold safer financial
portfolios, even after controlling for several other predictors of portfolio choice. In
addition, poor health status is associated not only with safer portfolios but also with
less diversified ones. The reason is that health shocks in retirement can alter one’s
financial circumstances and planning horizon, with a direct impact on household
economic decisions. When thinking about the relationship between childhood and
adult health previously discussed, it might thus well be that adult health is partly
mediated by childhood health. We also know that cognition in older age is posi-
tively associated with risky portfolio choice (Christelis et al. 2010), and thus, in the
same vein, it could also be partly mediated by childhood cognition.

In order to better understand the relationship between childhood health and
cognition and risky portfolio choice later in life, we will use the SHARELIFE
dataset that provides rich information on childhood health and cognition, and
the subsequent financial history of the older population in fifteen European coun-
tries, using a harmonized questionnaire that makes results comparable across
countries.

5.2 Indicators of Childhood Health and Cognition

The SHARELIFE questionnaire has a rich set of questions pertaining to health
during childhood that elicits information on access to care, adverse health events,
severe illnesses, vaccinations, hospitalizations, as well as a question on self-
reported health during childhood. For our analysis we use, first, the question on
whether respondents had access to a usual source of care, that is to a particular
person or a place that they went to when they were sick or needed advice about their
health. A negative answer to this question could indicate that respondents did not
get either the necessary treatment when they became sick or preventive advice
needed to forestall health problems in the future. In addition, this lack of medical
help could have made them feel more insecure and thus more cautious, which in
turn could have shaped their attitude to risk later in life.

Obviously, access to medical care is an important target of welfare and social
policies, and a lasting impact of its unavailability in childhood would make such a
target even more important to achieve. The prevalence of the availability of a usual
source of care during childhood is shown in the first column for each country in
Fig. 5.1, and we note that while it is above 95% for most countries, it is lowest for
Greece (83%), the Czech Republic (87%), and Germany (90%).
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Fig. 5.1 Prevalence of childhood health and cognition variables
Source: SHARELIFE. The number of observations differs slightly by variable, but it is on average
approximately equal to 27,650

The second indicator of childhood health that we consider is the subjective health
status during childhood as reported by respondents today. This question should
provide a broad overview of health status and give an indication of the actual extent
of the health problems faced that is not captured by objective measures (e.g. days
spent in a hospital). On the other hand, answers to this question could be affected by
differences in reporting style across individuals and countries (Jirges 2007).
SHARELIFE respondents could rate their health as excellent, very good, good,
fair and poor, and we construct an indicator for the highest three answers, the
distribution of which is shown across countries in the respective second columns in
Fig. 5.1. Prevalence ranges from 88% to 94%, with Austria and Germany being at
the lower end of the range, and Italy and the Czech Republic at the high one. The
one exception is Greece, in which less than 1% or respondents declare being in fair
or poor health during childhood.

Turning now to cognition in early life, we use the answers to two questions that
inquire about the respondents’ relative position to their peers in school with respect
to mathematics and language skills. To this purpose, we construct two indicators for
having above average skills. The distribution of those two indicators is shown in the
third and fourth country columns in Fig. 5.1, and we note that the range goes from
roughly 22% to 45% for both indicators, with Greece and Spain exhibiting the lowest
prevalence of above average skills and Sweden and Denmark the highest. As is the
case with the self-reported health question, answers to the two childhood cognition
questions could be affected by differences in respondents’ reporting styles.
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5.3 Asset Ownership and Risk Preferences

We now examine the effect of childhood health and cognition on portfolio choice
and risk taking in older age. We will concentrate our discussion on four economic
choices, namely whether one has ever owned stocks, mutual funds or a private
business (this information can be found in SHARELIFE), and whether one is
willing to take any financial risks (the latter information is provided in the second
wave of SHARE). All three investment choices entail risk taking, and make
demands on the cognitive skills of their owners. Furthermore, the assumption of
financial risk depends on other sources of risks the investor faces, including health
risk. It also depends on the amount of information the investor has on the properties
of the different assets, and this in turn is affected by the cognitive skills that the
investor has, which were partly formed during childhood.

For each economic choice/health (or cognition) variable combination, we use a
probit model in order to associate the choice to the health or cognition variable of
interest. We include country fixed effects in order to account for specific conditions
prevailing in each country, and we also interact the health or cognition variable with
the country dummies in order to allow as much as possible for differential effects
across countries. Our variable specification also includes the respondents’ gender,
education and marital status, and, crucially, indicators of the respondents’ socio-
economic status during childhood. This is achieved by including in our model
variables denoting the number of rooms in the house where respondents lived
(adjusted for family size), and the number of books that the respondents’ family
possessed. As a result, any effects of the childhood health or cognition variables
that we find will be net of all the aforementioned factors, and thus less likely to be
spurious.

Before discussing our results, it is worth noting that our sample could suffer from
survivor bias, i.e. we might predominantly have people in our sample that were
physically and cognitively in good shape during childhood, which in turn led to a
longer life. To the extent that this is true, the range of values of the health and
cognition variables could be somewhat limited and skewed to the higher end of the
distribution, and this lack of variation could weaken our empirical results.

The results for stock ownership are shown in Fig. 5.2. We find that the existence
of a source of care during childhood is positively associated with stock ownership
by roughly 16% points (pp) in Switzerland, 8 pp in Austria, and 5 pp in Italy. Good
or better self-reported health matters only in Sweden (9 pp). On the other hand
superior mathematics skills boost stock ownership in all countries in our sample
except Denmark by roughly 2—-11 pp, while language skills show a slightly weaker
but still very relevant positive association that ranges from 2 to 12 pp everywhere
but Sweden, Denmark, Germany, and Austria. These results are consistent with
previous findings that point out the considerable effect of cognitive skills on
stockholding.

We now turn to investment in mutual funds, shown in Fig. 5.3. We find that
having a usual source of care has a strong positive association with such an
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Fig. 5.2 Coefficients (marginal effects) on likelihood of having ever owned stocks
Source: SHARELIFE. The number of observations is approximately equal to 24,850 on average,
depending on the specification
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Fig. 5.3 Coefficients (marginal effects) on likelihood of having ever owned mutual funds
Source: SHARELIFE. The number of observations is approximately equal to 24,850 on average,
depending on the specification

investment in Switzerland, Austria, Italy, and the Czech Republic, with magnitudes
ranging from 7 to 23 pp. On the other hand, good health does not seem to matter
anywhere. Above average mathematics skills are once more pretty strong for all
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countries except Austria and the Czech Republic, with the associations ranging
from roughly 2 to 10 pp. Language skills seem to also play an important role for
mutual fund investment in the Netherlands, Belgium, France, Italy, Spain, Greece
and Poland. We note that the associations for mutual funds are slightly weaker than
those for stocks, which is consistent with the fact that the latter are more demanding
than the former in terms of performance monitoring and evaluation.

The ownership of a business is to a large extent affected by intangibles like
ambition, entrepreneurial spirit, and perseverance, and thus might be less affected
by adverse health and cognition status than the previous two assets. Furthermore,
circumstances might be such that owning a business is essentially the only career
path available (e.g. in agriculture, or when one is shut out from civil service due to
discrimination), which means that it does not involve as much risk taking as
normally assumed. Perhaps because of these considerations, we find (results are
shown in Fig. 5.4) a sizeable positive association with the availability of a usual
source of care only in France (3 pp), but we should note that there are no business
owners that had fair or poor childhood health in Denmark, the Netherlands and
Switzerland, and this lack of sample variability makes estimation for these three
countries impossible. Similarly, we find no significant effects of good self-reported
health (there are no business owners that had bad childhood health in Greece).
Above average cognitive skills are now much weaker than in the case of stocks and
mutual funds, with mathematics skills still mattering, however, in Italy (2 pp),
Spain (3 pp) and the Czech Republic (1 pp), while language skills don’t seem to
play any role in ever owning a business.

Had usual source of care Self-reported health good or better
Above average math skills Above average language skills
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Fig. 5.4 Coefficients (marginal effects) on likelihood of having ever owned a business
Source: SHARELIFE. The number of observations is approximately equal to 24,850 on average,
depending on the specification
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Fig. 5.5 Coefficients (marginal effects) on likelihood of willing to assume some financial risk
Source: SHARELIFE and SHARE wave 2. The number of observations is approximately equal to
16,400 on average, depending on the specification

We would expect that the health risk should negatively affect financial risk
taking, as individuals subject to the former might want to control overall risk in
their lives by limiting the latter. To that effect, we find results are shown in Fig. 5.5
taking in the Netherlands (20 pp), and Italy (7 pp). On the other hand, the associa-
tion with self-reported health is not significant anywhere. In addition, we find that
above average mathematics skills are strongly positively associated with financial
risk taking in Germany, the Netherlands, Belgium, Italy and Greece (magnitudes
range from 4 to 8 pp). The importance of language skills is slightly less widespread,
but the associations are still relevant in the Belgium (7 pp), France (6 pp), and the
Czech Republic (5 pp).

5.4 Summary

Childhood health and cognition have lasting effects on health, cognition and
socioeconomic status later in life, and thus directly or indirectly a number of
economic choices and attitudes. Lack of a usual source of care is associated with
less investment in stocks, mutual funds, while the association with private business
ownership and risk taking is quite weaker. The effects of poor childhood health as
reported by respondents are weaker and less widespread. Childhood cognition, as
represented by above average mathematics and language skills, is strongly posi-
tively associated with investment in stocks and mutual funds, and less so with
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ownership of a private business. The positive association is also strong with
financial risk taking.

Our results point to the necessity and economic benefits of welfare policy
interventions early in life that aim to increase access to health care providers.
Such interventions should also aim to make health care more affordable, and to
include initiatives for disease prevention and education on health issues. Further-
more, as our results are not geographically concentrated in any particular area of the
European Union, the scope for such interventions seems to be pretty wide.

Given that we find strong evidence that childhood cognition has a lasting impact
in many economic outcomes in older age, the potential benefits of interventions
aiming at boosting childhood cognitive skills are very high. Such interventions
could include more resources for high quality childcare, for remedial education of
students that lag behind their peers, for programs that aim to prevent early school
leaving, and for post-secondary education training. The cost of such resources
should be amply justified by the substantial societal benefits of widespread higher
childhood cognitive skills, namely higher human capital formation, decreased
income and wealth inequality in adulthood, and an associated increase in social
cohesion.
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Chapter 6
Nest Leaving in Europe

Viola Angelini, Anne Laferrere, and Giacomo Pasini

6.1 A North-South Gradient

The nest leaving period and the age at which individuals establish their own
independent household are of primary policy concern since they are critically
linked to many economic and social outcomes. The choices made by young adults
are numerous: further education, marriage, parenthood, first job. All are interrelated
and can be linked to another choice, that of a first independent home. Youth labour
supply and educational choices will determine the length of the career, pension and
life-time consumption. Billari and Tabellini (2008) show that Italians who leave the
parental home earlier in life earn a higher income in their mid 30s. This might be
due either to the fact that they tend to have longer working experience or to a
negative impact of prolonged co-residence on ambitions and motivations for
children who leave late (Alessie et al. 2006). The demographic transition and
population evolution are largely linked to the timing of first parenthood. Health in
later life and life expectancy are linked to the education level.

Previous studies have shown large cross-country differences in the age at which
residential independency is established. In 2004 the proportion of men aged 25-29
co-residing with their parents was below 25% in France, the Netherlands, the
UK and Australia, while it was above 60% in Mediterranean countries (73% in
Italy) and Finland (Becker et al. 2010; Cobb-Clark 2008). We take advantage of
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Fig. 6.1 Nest leaving age by country and gender

SHARELIFE to relate the nest-leaving age to life-history. We also use the former
waves of SHARE to document the nest-leaving age of the respondents’ own
children, which helps complement the picture with the behaviour of younger
cohorts.

The Europeans aged 50 or more established their own home at a mean age of 24,
90% had left by the age of 30. The current cross country differences already existed
in the past: those coming from Southern European countries left their parents’ home
on average between 2 and 5 years later than their Northern European counterparts
(Fig. 6.1). While the average nest leaving age is above age 25 in Spain, Italy and
Greece, it is around 20 in Denmark and Sweden. The differences among other
countries are smaller. The spread between Scandinavian and Mediterranean
countries may reflect cultural differences such as attitudes towards family relation-
ship and youth freedom and independence, linked to ideology and religion, but may
reflect also differences in welfare state generosity, availability of housing, of jobs or
of higher education. Even if policies and government interventions are largely
driven by culture, geography and history, we aim at finding to what extent policies
drove living arrangements over the past century.

6.2 The “Push-Pull Effect” of Family

At the family level, altruistic parents help their young adult children in two ways:
either by providing their own home for co-residence, or, if unconstrained, helping
to pay for another accommodation. Very constrained parents cannot even keep their
children at home. Hence there is a non-monotonic relationship between parents’
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resources and nest-leaving. The quality of the home also matters. If the parents have
both low income and a low quality house, the two effects add up and the child has to
leave. As the home gets more comfortable, the child can and is induced to stay
longer. Finally, if the parents are not resource-constrained, they can help their child
to establish its own household by making a monetary transfer, even if at the same
time the quality of the home induces the child to stay longer (Laferrére 20054, b).
These “push—pull effects” take place within various national traditions, economic
contexts and social policies, which also contribute to pushing young adults out of
their parents’ home or to keeping them in. As families compare the costs of co-
residence and independence, housing costs are likely to be of primary importance
(Borsch-Supan 1986; Ermisch 1999; Laferrére and le Blanc 2004). Other elements
of context are important: higher education supply, its cost and the geography of this
supply; military service, the job market situation and even contraception, which
influence partnership behaviour. Entering into all those features is beyond the scope
of this chapter and we concentrate on housing and education policies and on
education outcomes.

We surmise that the existence of rental accommodation is crucial for nest-
leaving, since this phase of life is a period of successive choices (education, partner,
job) that often go along with a residential mobility. Homeownership is associated
with high mobility costs that make it inadequate for mobile young adults. Rental
accommodation was and still is rare or even absent in Greece, Spain, and Italy. In
all other countries, with the exception of Belgium (that has a rather high mean age
at nest leaving) the rental sector is developed, so the “rental supply explanation” is
likely to be important even if only part of the story.

6.3 Life-Time Parent-Child Co-residence

To document how nest leaving behaviour evolved over the last century, we build
three broad cohorts: cohort 1 of those born before 1935 (24% of the sample), cohort
2 of those born between 1935 and 1944 (30%) and cohort 3 of those born between
1945 and 1956 (46%), whom we call the “baby-boomers”. First we are interested in
those who never established their own household and did not give a date for starting
to live on their own or establishing their own household. At the other extreme some
give a very early date for starting to live “on their own” and they may have come
back at their parents later on. We take the answer as it is given. On average 2.5% of
all individuals aged 50 or more said they never established their own household.
The overall rate is constant over time, but the differences between countries are
significant (Fig. 6.2).

In Austria, the percentage of respondents who never established their own
household is around 7%; it is around 5% in Spain, 3% in Germany, Switzerland
and Italy, and 2% in Greece and Poland. In all other countries, never leaving the
parents’ home is rare and almost absent, except in the older cohort in France, where
it can be seen as a last remnant of the importance of agriculture. In a multivariate
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Fig. 6.2 Fraction of respondents who never established their own household by cohort and
country

analysis, we proxy socio-economic background by the occupation of the main
breadwinner when the respondent was 10; we use the house and family character-
istics at age 10 to proxy for home comfort and privacy at the time of nest-leaving,
and the location of the parents’ home (at the time of departure for those who left and
at the survey date for those who never left) to proxy for house prices and education
or employment opportunities.

Our results show that never leaving the parents’ home is indeed correlated to
having parents in agriculture in Germany and France. In that case not establishing
one’s own household is clearly linked to the life occupation choice. It is correlated to
living in a rural area in Austria. In all countries never leaving is more likely for those
who remained single, as marrying usually goes with establishing a household. The
home characteristics play arole. The child is more likely to stay in the parental home
if it provides more space per person. Life-time co-residence with the parents is also
more likely for males than for females, a gender difference that will be found for
those who left the nest. We leave aside those who never left their parents’ home and
turn to those who did establish their own household at some point in the life cycle.

6.4 A Historical Decline, Which is Stopped or Reversed
for Those Born After the Mid 1960s

Figure 6.3 shows a general decreasing pattern over time: younger cohorts tend to
leave the nest earlier. The profile is flat in Denmark, where the mean age was
already quite low for the older cohort (20 years). This makes Denmark a special
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Fig. 6.3 Nest leaving age by country and cohort

case where the independence of young people seems to have always been valued.
The dispersion of the nest-leaving ages is higher for the older cohorts, and overall
we observe a reduction of the differences both within and between countries over
the three quarters of a century under review. The spread (between Spain/Greece and
Denmark) went from 8§ years for the older cohort, to 5 years (between Spain/Italy
and Denmark) for the baby-boomers.

Some information on more recent trends can be gathered from what the SHARE
respondents tell about the age at which their own children moved from the parental
household (Fig. 6.4). For the cohort 1945-1954 (the baby boomers), the mean age
of nest leaving in the children sample as declared by the parents is close to what is
directly observed from the sample of respondents. Interestingly, for the younger
cohorts the decline in nest leaving age has stopped and also reversed in the Southern
European countries, in France and in Belgium. The dispersion in ages also seems to
increase in some countries.

6.5 The Influence of Parental Background and Home

We analyze the nest leaving age in two steps: first we look at individual determi-
nants based on what we know of parental and home characteristics; then we turn to
contextual policy variables.

The influence of parental background is striking. Even if it varies by country and
gender, the overall pattern is clear. Leaving aside children of farmers, male children
of both rich parents (professionals or senior managers) and poor parents (in an
elementary occupation) left earlier than “middle class” children of blue collar and
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Fig. 6.4 Nest leaving age of respondents’ own children, by country and cohort

craft workers. In most countries children left earlier if there was no bread winner in
the household at age 10. They were more likely to stay longer if the parental home
was comfortable or offered more rooms per person, ceteris paribus. Living with a
step-parent, or in a three generation family also induces to move earlier, pointing to
privacy reasons. Even with our very crude proxy for parental income, the non-
monotonic relation between nest leaving and parental background confirms the
theoretical predictions of a push—pull effect: some well-off parents can afford
helping their children to move out, while poor families are unable to keep them
(especially daughters) at home. Once the home characteristics are taken into
account, the relationship between our proxy for parental resources and nest leaving
age is hump-shaped for daughters, but flatter for sons, pointing to the important
pushing out effect of the various home characteristics, and underlining the fact that
children of richer parents can afford to leave earlier.

That housing prices play a role is vindicated by the important influence of the
location of the parental home at the time of nest leaving. Ceteris paribus, a child
living in a large city, where housing is likely to be more expensive leaves half a year
later than one in a small town; a child in a village or rural area, where housing is
cheap, leaves earlier. The price effect may be mixed with the fact that children
living in rural areas or villages leave because they have to move to town to find a job
or study. Indeed making the move from a rural area to a city advance nest-leaving
by more than year, ceteris paribus. In Poland, Italy or Greece, the children who
leave earlier tend to be those of farmers or of non-executives, pointing to some
children being constrained to move out. Those who left a parental home situated in
a foreign country also left younger.

The multivariate analysis confirms the important cohort effect: compared to the
baby-boomers our eldest cohort left some 2.2 years later, the middle cohort 1 year
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later. Two factors have concurred to this tendency. First, age at marriage, which is
positively related to the age of nest leaving, has, in most SHARE countries,
decreased by one year over the period, contributing to around half a year decrease
in the overall decline in nest leaving age. Second, the age at which young people left
education, which is negatively related to the age of nest leaving (once age at
marriage is controlled for; more on this below), has increased over cohorts by 3.1
years, contributing to between a quarter and a half of a year in the overall decline in
nest leaving age. Modifications in marriage and education behaviour thus “explain”
36% of the decline in nest leaving age. Other factors must have played a role. As
income has increased over the century we interpret this unexplained earlier nest
leaving as a relaxing of the elements constraining youth independence in the past.

6.6 The Importance of Housing Policies

The unexplained cohort evolution and our findings about the importance of the
parental background naturally lead us to verify that the age at which the parental
nest is left is linked to the socio-economic context of the period. To test it we rely on
country and time specific context variables, related to housing and education
policies at the time our respondents reached adulthood. Needless to say that such
contextual variables may also capture unobserved country and time effects, hence
the results should be taken with caution; they are nevertheless striking (Fig. 6.5).
The oldest cohort reached adulthood during the war or just after it, at a time of acute
housing shortage in most countries; besides, the hard rent control that was present in
all countries at that time was detrimental to young outsiders and delayed nest-leaving.
In the 1950s and 1960s the construction of subsidized rental housing (either a

Hard rent control

Social housing for all

Social housi
means tested

Rental allowances

Tiax reduction
interest
Housing subsidies as
% of GDP in 2003
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Fig. 6.5 The effect of housing policies on nest leaving age
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universal right in Sweden, Denmark and the Netherlands or means-tested in Ger-
many, Belgium, France, Switzerland and Austria), and later the introduction of
rental allowances, helped to reduce the nest leaving age. Coupled with the under-
development of rental accommodation in the Southern countries and Belgium, the
high nest leaving age could also be accounted for by the absence of housing credit
markets (Alessie et al. 2006). However, for those cohorts, we do not see a direct
influence of credit liberalization or homeownership policies on the nest-leaving
age. Further investigation is clearly required. Another possible explanation is the
role of family ties in Catholic countries such as Italy, Austria and Spain (Reher
1998). This could reinforce the negative effect on nest leaving age of the underde-
velopment of mortgage and rental markets, and at the same time explain some
characteristics of the welfare state designed during the second half of the last
century. For example, in Italy there are almost no unemployment benefits, nor
publicly provided long term care institutions for the elderly. The burden of financial
and care needs of the unemployed and the disabled are implicitly assigned to the
families: therefore, co-residence can act as a mean to alleviate those costs.

As for education policy, which we capture by the number of years of compulsory
education that has increased over the years its effects is that of a small decrease in
nest leaving age. Even after controlling for the socio-economic determinants, the
order of countries in nest leaving age is not altered, as Denmark is still where
children leave earlier than in all other countries, and the Mediterranean countries
where they leave the latest, followed by Poland, the Czech Republic and Belgium.
Once controls are introduced the differences between countries are not reduced
over cohorts, which points to deep cultural differences.

The recent increase in the nest leaving age is not analysed here. It may be linked
to youth unemployment and show a contrario how low unemployment of the late
1960s induced the early nest leaving of the baby-boomers; it also might be linked to
the fact that more young people pursue higher education (partly in order to avoid
unemployment), and do so at their parents’ home, more than in the past because
homes are more comfortable and the supply of higher education has increased and
spread. However, housing supply and the recent increase in rents and house prices
in some places are likely to play a primary role.

6.7 Women Leave Earlier than Men, but Leaving Directly
to Marry Has Declined

In all SHARE countries women leave one or two years earlier than men (Fig. 6.1).
This partly reflects differences in the age of marriage. On average women of those
cohorts married 3 years earlier than men. In most countries women are more likely
than men to establish their own household directly by getting married (Fig. 6.6). It
is interesting to notice the cross country distribution of marriage-motivated nest
leaving: Eastern and Southern Europeans, together with Belgians, tended to leave
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Fig. 6.6 Nest leaving with marriage by country and gender

their nest only when they got married. Belgium has little renting accommodation, as
the Southern countries. On the contrary, less than half of the Scandinavians left their
parents’ home in order to marry. This may be due to differences in accessibility to
rental housing or differences in marriage rates, with partnership being more devel-
oped there. When we include cohabitation, the percentage of respondents who left
the nest to live with a partner or marry increases, in Sweden and Denmark more so
than in the other countries. However, the cross-country pattern remains the same.

The two panels of Fig. 6.7 split the sample by cohort and gender. In general, the
percentage of people leaving the nest to get married declined over time, and was
much higher for the older cohorts. In spite of the decline in age at marriage, gradually
for the younger cohorts and first for males it became more common to live by
oneself before marriage. The cohort evolution is particularly strong in Sweden and
Denmark, where the fraction of people leaving the nest to marry halved between the
oldest and the youngest cohort. Similar declining patterns can be observed for some
other countries (France, Germany, Switzerland, Sweden, Denmark, the Netherlands,
Austria), although at various levels. The evolution was much slower in Belgium,
Greece, Poland, Czech Republic, and has hardly begun in Italy and Spain. In
spite of this common trend, the three country-grouping pattern (Belgium, Spain,
Italy, Greece, Poland and Czech Republic; Sweden and Denmark; Germany, the
Netherlands, France, Switzerland and Austria) is stable over time.

Multivariate analysis (not shown here) shows that indeed one is more likely to
leave to directly get married in countries where no rental accommodation is
available for young single persons. The existence of social housing and of rental
allowances decreases the likelihood to leave directly to marry, while hard rent
control or the tax deduction of mortgage interest, a policy supposed to encourage
home ownership, increase it. To summarize bluntly: rental accommodation is for
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Fig. 6.7 Nest leaving age with marriage by cohort and gender

singles, home ownership is for couples. The likelihood to leave directly for
marriage is higher for children of poorer background (breadwinner in elementary,
blue collar or craft occupations). It is also negatively related to education (the more
years of education the less “direct marriages”). Living on one’s own before getting
married, forfeiting economies of scale in accommodation appears to have been
a luxury.

6.8 Nest Leaving and Education: Leaving Early is Good!

The link between marriage and education choice, and the fact that education has
important consequences in terms of health, life expectancy and well being of the
elderly population, both for men and women, suggest to study more closely the link
between nest-leaving and education.
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When plotting the nest leaving age against years of education, we identify three
groups of countries (Fig. 6.8). Spain, Italy and Greece feature late departure and
low education (and as we said above, low welfare state, small rental sector);
Sweden, Denmark are characterized by early departure, high education (and high
welfare, large rental supply); the other countries lie in between.

It is interesting to note that the negative correlation seems stronger for the baby
boomers than for the older cohorts. Differences across generations reflect the
spectacular development of education over time. Indeed the mean age at which
they finished education was 14.3 for the older cohort and 17.4 for the baby-
boomers. The percent that pursued education after age 18, which might be even
more relevant, went from 17.7 to 35.8% and 24.8% for the middle cohort.

Splitting the sample by gender, we see that women lagged somewhat behind:
half as many females as males were into education above age 18 in the older cohort
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(13.5 vs. 24.6%), although the difference has narrowed for the baby-boomers (32.4
vs. 39.4%). The links between higher education and nest leaving behaviour is not
straightforward as education might have been provided close to the parents’ home.
Then an important quality of the parents’ home is its location. A large majority
(85%) of the SHARE respondents spent all their student years still living with their
parents: from 90% or more in the southern countries, in Belgium, Poland, Austria
and the Czech Republic, to less than 50% in Denmark. This again seems linked to
the availability of rental housing that helps leaving the parents to study. The higher
the education level, the less likely one is to get it at the parents’ home, although
urban youths are more likely to have got it nearby. Children of richer parents are
more likely to leave them to study, and the tendency to leave has increased over
cohort, ceteris paribus. Note that females are also less likely to study at home than
males, which points to women being more independent than men of the same age
and education level. If women leave their parents earlier it is not only because they
marry, but also because their education made them more able to cope with living
independently.

We try to confirm the macro level negative relationship between nest leaving age
and age of leaving education at the micro level to document whether the nest
leaving age per se has really long lasting consequences in terms of well-being. As
many factors (such as supply and location of higher education) are interrelated,
pinpointing the channels of the effect is difficult. The intuition is that in countries
where a significant proportion leave their parents to study the education level of the
SHARE respondents will be negatively linked to the age at which they left. The
results are summarized in Fig. 6.9. At first glance, there seems to be a positive
correlation between nest leaving age and age of leaving education: the longer you
stay home, the longer you study, and the later you start your first job. However, the
correlation becomes negative after controlling for marriage behaviour: you studied
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Fig. 6.9 Nest leaving age and age of leaving education: micro-level analysis
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longer if you left home earlier. More precisely it is negative in all but the Southern
countries where the correlation remains positive. In Spain and Italy less than 3%
from those cohorts left their parents to pursue further education, so the absence
of correlation is not surprising. Leaving aside the three Southern countries, the
negative correlation is even more pronounced when the age of leaving education is
instrumented by maths and verbal abilities of the respondent at age 10 (which we
assume influence the length of education but not directly the nest leaving beha-
viour; we also use number of books and number of years of compulsory education
as instruments). Overall, the microeconomic analysis confirms the macro relation-
ship between age at nest leaving and higher education. Being able to leave the
nest enhanced the chances to pursue further education ceteris paribus. This seemed
particularly true in France, Germany and the Netherlands.

6.9 Conclusion

The nest leaving period is linked to crucial life choices: higher education, marriage,
first job. The age at which young adults establish their own household is deeply
country specific: it ranges from age 20 in Denmark to around 25 in the Southern
countries. From our study of the individual and the macroeconomic determinants of
nest-leaving age we draw the following main conclusions:

e Nest-leaving age is shaped by individual parental and home characteristics, but is
also linked to the national and policy context. The age of compulsory education
and the availability of rental housing influence the nest-leaving age. Over the last
century we documented a decline of the age at marriage, a decrease of the
frequency of leaving to directly marry, an increase in higher education and in
the frequency of getting this education after having left the parental nest. All of
these have concurred to earlier nest-leaving. If at first approximation the eco-
nomic situation is exogenous, the differences between countries suggest that the
housing market, and especially the availability of affordable first rental homes,
plays a primary role. All in all, more favourable economic conditions allowed
leaving earlier.

* On average, 78% of the SHARE respondents left and married directly, more so
for women than for men. The historical decline of this practice leaves more time
for higher education and parallels the increase in education level.

e We also looked more deeply into the link between education and the age of nest-
leaving. Ceteris paribus, it seems that an earlier nest-leaving is positively related
to education level. The higher the education the more you get it by living outside
your parent’s home.

e The declining trend in nest-leaving age has spectacularly stopped, or even
reversed for the more recent cohorts who tend to stay home longer. It might be
linked to deteriorating economic conditions in some countries for those born in
the 1970s, even if other factors might play a role. Some may pursue higher
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education in order to avoid unemployment, and do so at their parents’ home,
more than in the past. However the SHARELIFE data strongly suggests that
providing first rental accommodation for the young enhance the chances of
higher education.
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Chapter 7
Homeownership in Old Age at the Crossroad
Between Personal and National Histories

Viola Angelini, Anne Laferrere, and Guglielmo Weber

7.1 Homeownership as Old Age Insurance

Compared to other forms of savings for old age, homeownership offers some
advantages. Purchasing a home is similar to purchasing an annuity that would
insure housing consumption. Moreover, the home may be seen as a secure asset
in case of need and perceived as a substitute for the purchase of long term care
insurance. It is also a family asset that may be transmitted to the next generation.
These advantages are weighted against the drawbacks of over consumption in old
age (for those who are house rich and cash poor), low portfolio diversification (the
price risk may be important if all assets are in the home), and illiquidity (drawing
equity in case of need is not easy).

A majority of the European elderly are homeowners. Homeownership rate is
above 70% for those aged 50-79. The life cycle model of saving under borrowing
constraints predicts a hump shaped homeownership age profile (Artle and Varaiya
1978). The ownership rate increases with age as people save and become home-
owners, and declines in old age as people draw on their housing equity. The model
is actually complicated by large mobility costs and housing illiquidity. This delays
homeownership to a time when mobility is expected to be lower, and reduces equity
withdrawal. Hence the decline in old age of home ownership is open to debate.
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Homeownership age profiles and rates vary within a country among groups of
population (by income, say); across countries and over time for different cohorts.
This variation might stem from differences in national housing policies, such as
credit constraints and mortgage market laws, rental regulations and social housing
availability. It might also stem from personal housing history, such as parents’
homeownership, inheritance, or migration. Personal histories are themselves
shaped by more general history and country policies, just as housing policy is in
turn influenced by the local political and economic context.

7.2 A Digest of Housing Policies in Europe

Housing has been a target for government intervention in most countries, both in
terms of welfare (because a home is a necessity; because of housing consumption
externalities), and in terms of credit market development (housing is an expensive
investment). Besides, the last century saw two world wars that heavily destroyed
homes or halted construction, the Great Depression before WWII, and, after WWII, a
baby boom that mechanically increased home space demand, then overall home
demand after 1965 when the first baby boomers began setting up their own house-
holds. Housing shortage was a familiar feature of the 1950s until the end of the 1970s.
Those characteristics make housing policy both a social policy and an economic
policy. Housing conditions were seen as linked to health and welfare, hence part of a
desirable “social” policy, but in most countries the housing stock remained private
property and the market played some role. Besides, new construction fuelled growth,
hence the broader economic policy aspect. The aims of government intervention
were always somewhat mixed, and the form it took has varied in space and time.

Indeed, many forms of public intervention (at various levels, local or national)
have existed over the last century. Nominal rents were blocked during or after WWI
in Belgium, Switzerland, Sweden, France, Germany, Italy, Austria, Spain (1939),
after WWII in Denmark and Greece. Construction was subsidized through
various forms of “social” rented dwellings, mostly after WWII (Sweden, Denmark,
Germany, France, Austria and, then, the Netherlands and Italy). After 1970, direct
allowances for rents began to be granted to low-income tenants, a departure from
the indirect subsidy of social housing that was more universal as in most countries
exceeding the income eligibility requirement was not a reason for leaving
social housing or paying higher rent (France, Germany) and in some places entry
into subsidized housing was not even means-tested (Sweden, Denmark and the
Netherlands). Even after the hard first-generation rent controls were dropped, a
variety of second generation rent regulations and sitting tenants protection are still
prevalent in most if not all continental European countries.

After the period of direct subsidy to social housing, but sometimes in parallel,
home ownership was encouraged. The classical arguments in favor of home-
ownership are the following. Homeownership reduces eviction risk, rent risk and
avoids the “fundamental rental externality” of Henderson and Ioannides (1983).
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Eviction risk has been close to zero for most SHARE cohorts, as tenants were well
protected. Rent risk is quite low for most sitting tenants, even if it may become
important in the near future. The fundamental rental externality whereby tenants
take little care of their home, inducing a moral hazard premium in market rents,
may explain why so many consumers prefer owning to renting and why it might be
in the public interest to promote it. Since WWII, homeownership has been encour-
aged by subsidized interest rates; by tax incentives such as deduction of mortgage
interest from taxable income (Sweden, Denmark, the Netherlands and France); no
taxation of imputed rent (except in Belgium, Sweden, Denmark, the Netherlands,
Spain, Italy and Greece); no taxation of capital gains on homes; or even, lately, the
sale of social housing to tenants (the Netherlands, Sweden, Italy and the former
Eastern Block countries). For low-income, low-tax people the advantages of tax
breaks are limited. Also, tax incentives may be fully capitalized in house prices,
making first time buying more difficult. For this reason, there was a move towards
deregulation of mortgage markets in all countries: after the 1970s in Germany, at
the end of the 1980s in Austria, France, Spain, Sweden, in the 1990s in Greece,
Italy, Poland and the Czech Republic. It has been shown that the development of
the mortgage market helped young people’s access to homeownership (e.g. via
increased loan to value ratios).

We use SHARELIFE data also to document the two main movements that drove
the housing life cycle of Europeans: the move to urban areas and renting, then the
move towards more suburban areas and ownership. While 43% of the childhood
homes of those born before 1935 were in a village or a rural area, it is the case for
only 36% of the baby boomers. The drive led to a huge increase in comfort. When
those born before 1935 were aged 10, 46% had no running water, nor toilet, nor
central heating in their home; only 21% of the baby-boomers lived in similar
conditions in their childhood. However, most subsidized rental housing was built
in the 1960s with more emphasis on quantity than quality, and most if not all were
flats. The reason for the wide spread move toward homeownership may then also be
found in the desire for “different” homes (typically not available for rent because of
the externality described above): more space, houses and better neighbourhoods, as
opposed to flats in city centers or suburbs. Moreover, there might have been a
filtering up process through social housing as a step towards home ownership. The
intuition is that in countries with a well-developed social housing sector (Denmark,
Sweden and France) access to ownership was also easier ceteris paribus: it left time
to build up a down payment, to settle in a job and a family, and helped young people
move out (see Chap. 6).

7.3 Homeownership Rate by Age, Cohort and Country

SHARELIFE offers the unique opportunity to envision a century of access
to homeownership in Europe. It allows getting at “true” age profiles free from
cohort effects, at least for those who survived to the day of the interview. The
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well-documented differential mortality by wealth implies that we may overestimate
the proportion of homeowners in the overall population. The presence of time
effects may also blur the picture.

We define three broad cohorts: cohort 1 of those born before 1935 (24% of the
sample), cohort 2 of those born between 1935 and 1944 (31%) and cohort 3 of those
born between 1945 and up to 1954 (45%), whom we call the “baby-boomers”. Even
more important than date of birth is the date around which each cohort started to set
up their own household: before the end of WW?2 for cohort 1, after WW?2 for cohort
2 and at the end of the 1970s for cohort 3.

In Table 7.1 we show the proportion of individuals who are or have ever been
home-owners (after they left their parents’ home), by cohort and country. This is an
underestimate of the proportion of individuals who experience home-ownership at
any point in their lives, as some individuals may become home-owners during
their remaining life span. This underestimation may be of some consequence for
cohort 3 — at least in some countries, where mortgage markets function less well and
owning through inheritance is more common.

There are marked differences between cohorts: barely 65% of our eldest cohort
ever owned their home, the rate jumps to 68% for the middle cohort and for the
baby boomers. The difference between cohort 1 and cohort 2 is spectacular in the
Nordic countries, in the Netherlands, Germany, Switzerland or France where it is
between 6 and 11% points and corresponds to the development of the credit market
for homes and reconstruction after WWII. Those born after 1934 (cohort 2) started
benefiting from it at the time they formed a household, after 1944. There are some
exceptions: in Greece the rate is stable at a high 86%. The evolution for the baby-
boomers (cohort 3) is less spectacular, and in some countries (Sweden, France,
Spain, Italy, Austria) they were even less likely than the preceding cohort to ever
own a home.

Figure 7.1 presents the complete age profile of homeownership for the three
cohorts, by country. We define ownership as 1 if the person (or her spouse) owned
during the entire 10-year age period, 0O if she never owned, and y/10 if she owned for
y years during the 10-year period. One caveat has to be mentioned: the samples get
small for countries with low homeownership rates (Austria, Germany, Poland and
Czech Republic).

We are now able to qualify the cohort effects in more detail. The curves show
(cohort-specific) age profiles. The vertical distance between curves measures a first
type of cohort effect: the difference between cohorts in homeownership rates at
each age. Another type of cohort effect is the variation from one cohort to the next
in the slopes of the curves, which measure the steepness of the age profiles.

Table 7.1 Percentage of individuals who ever owned a home, by cohort and country

Cohort SE DK DE NL BE FR CH AT ES IT GR PL CzZ Al
3.>1944 849 932 550 805 903 77.6 620 615 745 674 873 572 615 684
2.1935-1944 872 90.0 548 67.8 86.7 79.7 622 651 77.0 729 854 547 56.6 679
1. <1935 80.7 83.1 485 57.0 835 727 529 612 746 694 863 519 512 647
Total 845 900 534 719 87,5 767 59.7 626 752 69.6 86.5 555 581 673
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Fig. 7.1 Age-cohort homeownership profiles

7.3.1 Age Profiles

The age profiles look the same nearly everywhere: an increase in homeownership
up to age 50-59, then a leveling up and a small moving out of ownership in old age,
after 70 in Denmark, Sweden and the Netherlands, and rather after age 80 in the
other countries (except Poland and Greece where no moving out of homeownership
is apparent).

This pattern confirms the life-cycle theory that predicts equity withdrawal in old
age as a way to maintain a stable standard of living. To the extent that financial
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instruments to release home equity are not available, selling and moving into rented
accommodation may be an efficient way to free resources. The alternative is to
draw equity by buying cheaper homes, as documented in Chap. 8.

7.3.2 Cohort Effects of the First Type: The Spread
of Home Ownership

Let us look at the first type of cohort effect, measured by the vertical distance
between the curves. If one curve is above another, it means the corresponding
cohort has higher ownership rates than the other at all ages. At first glance, such
cohort effect is large between cohort 1 and cohort 2, in Sweden, Denmark, France,
Spain, the Netherlands, (West) Germany (not shown separately on Fig. 7.1) and the
Czech Republic; it is smaller in Belgium, Austria, Switzerland, Poland and Italy.
This effect could be due to public policies encouraging home ownership in the
1960s and 1970s. Besides home prices were low and real interest rates were very
low because of inflation. By contrast, in most countries, the progression towards
homeownership stopped for cohort 3, with the exception of the Netherlands and
East Germany (not shown separately in Fig. 7.1). While some will still enter
homeownership later in life, the slower progress toward homeownership might
come as a surprise as it coincides with the progressive liberalization of credit. It
could be that mortgage development was eaten up by increases in home prices,
which hit first time homebuyers, together with the economic crisis of 1973—-1979.

7.3.3 Second Type of Cohort Effects: Earlier Access to Home
Ownership Thanks to Credit

Even if the profiles look alike, they are shaped by different histories. Such cohort
effects of the second type can appear by a look at the steepness of the age profile.
For all cohorts, homeownership is infrequent below 30, except in Greece where
more than 25% own. In Greece a third of these young home owners report they
received it as a gift or bequest. The proportion of heirs of this young age group is
also high in Spain, Italy, Austria, Poland and Czech Republic, but the ownership
rate is lower (less than 20%). The slope between the first two age groups (20-29 and
30-39) is steepest in Greece and Belgium. In those two countries the profile is
rather flat above 40. However, the story differs: as we said, inheritance is prevalent
in Greece, where help from family is also frequently mentioned (21%); only 6%
mention a gift or inheritance in Belgium, where 76% of the 20-29 and 75% of the
29-39 got a mortgage. The interesting point is that the slope gets steeper and steeper
from one cohort to the next in many countries. We interpret it as following the
development of mortgage and credit markets which made it easier to borrow against
future income or to access mortgages at a younger age in those countries.
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Fig. 7.2 Distribution of the age of first home-ownership, by country and cohort

Indeed, Fig. 7.2 shows that from one cohort to the next not only access to home
ownership increased, but it happened earlier. Median first home ownership age was
31 for the owners of cohort 1, 29 for cohort 2, and 27 for cohort 3. Among those
who occupied a home as owners, 31% (58) purchased or got one before age 30 (age
40) for the older cohort, 36% (67) for the middle cohort, and 46% (75) for the baby
boomers.

These findings point to very large differences between cohorts in homeowner-
ship profile. In the Netherlands 48% of the oldest cohort owned when aged 60—69,
while for the baby-boomers currently aged 60-69 the home ownership rate is 72%.
In France the rate went from 67 to 76% and in Denmark from 72 to 82. Even if the
increase was smaller in some other countries home ownership rates of the future
elderly are high. The question of using this housing equity optimally to finance old
age has to be raised.

7.4 Tenure and Location Over the Life-Cycle

A home is a place to live, and owning and renting differ in that respect, as most
owned homes are houses in low density areas, when rentals are flats in high density
areas. Over the life cycle the most likely move is from the parental house in a rural
area to a flat in the city, to a house in the suburbs or a more rural area, and finally
sometimes to a flat in a city again. This can clearly be observed for our cohort 1:
33% of their parental homes were owned and in rural areas or small town, 31% of
the independent homes where they moved before age 30 were rented in cities or
suburbs, 42 (56)% of homes where they moved in between age 30 and 39 (between
age 40 and 59) were owned, then 50% of homes where they moved in between age
60 and 69, down to 16% after 80 as rent free becomes the main tenure mode in case
of a move.
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Fig. 7.3 Age-cohort profiles of living in a rural area or small town

Figure 7.3 presents the age profiles of the rate at which individuals live in a rural
area, a village or a small town, for our three cohorts, for four example countries.
This includes home-owners, renters, but also those living rent-free (in the parental
home when young, in their children’s home when old) or even in nursing homes.

In all countries and for all cohorts there is a dip on entry into adulthood when
people move to the city. This is normally followed by a period when the age profiles
are flat, then slowly rising as some city flat dwellers move to low density areas as
they enter into homeownership and houses. At the very end of life the profiles are
flat again, or even declining as the oldest old prefer to be closer to the services
provided by cities. The cohort effects vary strikingly by country. In countries such
as Poland at the bottom right of Fig. 7.3 (Greece, Spain, and the Czech Republic
would be the same), each cohort is less likely to live in a village or small town
setting than the preceding one, following the decline in agriculture that took place
earlier in the other countries. No return to the cities is seen there, as indeed the
homeownership profiles are also rather flat, except for the Spanish younger cohort
who has entered into the process. In countries such as Belgium, France, Germany or
Austria the adult younger cohort is more likely to live in a low density area than the
oldest cohort, as the development of homeownership went with a clear move
towards houses and gardens. This seems also to have happened more recently in
Italy. In old age the location choices of some baby-boomers might become an issue
if services are located in more densely located areas.

7.5 How Mortgages Help to Become Homeowners

Figure 7.4 presents the proportion of owners who accessed homeownership via a
credit or a mortgage when they were aged below 40, by cohort and country. The
increase between cohort 1 and cohort 2 is more than 20% points in France (from 58
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Fig. 7.4 Access to credit for purchase of a home before age 40, by country and cohort

to 79%, catching up with the two Nordic countries, the Netherlands, Switzerland
and Belgium where mortgages where already developed before WWII) and
Germany (from 42 to 65%), even if this country somewhat lags behind. The increase,
from an already high level, has been important in the Netherlands where most if not
all of the younger cohort homeowners got a mortgage. For some other countries,
housing credit did not benefit a majority of those cohorts, even if the progression
over the century has been important: Spain, Italy and the Czech Republic.

As the mortgage industry developed, other means of access to homeownership
declined (Fig. 7.5). For our older cohort in “central Europe” countries (Czech
Republic, Poland, Austria, Germany), Italy and Greece more than a quarter of
those who accessed homeownership before age 40 did it through a family inheri-
tance or a gift. The proportion was only between 10 and 20% in Spain, Switzerland,
France and Belgium, and much lower elsewhere. For the baby-boomers the propor-
tion is lower, but it remains strikingly high (around 25%) in Poland, Czech
Republic, Greece, Austria and Italy. It is still 16% in Germany.

The decline in inheritance helped democratize access to homeownership. How-
ever, the family remains an important source of help for all cohorts. Even if people
do not inherit a family home directly, the parents help them buying it (Fig. 7.6). The
help is mentioned by more than 10% of baby-boomers (who acquired a home before
age 40) in Austria, Greece, the Czech Republic, Switzerland, Germany, Italy and
Poland. We find again the opposition between Central- East- South-Europe and
North-West.

In Figs. 7.7 and 7.8 we show that there is a striking correlation between the
development of the mortgage market and how people access homeownership. In
Fig. 7.7 we plot the proportion of households who bought their house through a
mortgage before age 40 against a very crude indicator of mortgage market devel-
opment, that is the maximum loan-to-value ratio on mortgages (LTV) in the early
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Fig. 7.5 Inheritance and gift as a means of access to homeownership before age 40, by country
and cohort
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Fig. 7.6 Purchase of a home before age 40 with help from family, by country and cohort

1980s. There is a clear positive relation: where the mortgage market is well
developed, more people use it for their home purchases. At the same time, in
countries where the mortgage industry is more developed, other means of access
to homeownership, such as inheritances, gifts and family help, are less widespread
(Fig. 7.8).

These relations hold also over time. In countries where the maximum loan-to-
value ratio significantly increased between the early 1960s and the early 1980s,
access to formal credit increased more than in countries where it did not change (the
percentage difference between the two groups of countries is 8.1%), while resorting
to family help, gifts and inheritances became less common (—7.0%).
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7.6 Conclusions

The secular changes in home-ownership rate and age patterns across European
countries and cohorts are at the crossroad between the personal life histories of
the SHARE respondents and broader national histories. They are related to housing
policies, credit market development and socio-demographic characteristics of each

country.
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Our main conclusions are as follows:

The overall lifecycle pattern is largely similar for all cohorts and countries:
going from a parental home in a rural area, to being a tenant in a city, to owning
(often in a less densely populated area). In some countries, renting is less
common, and help from the parents is instrumental in acquiring a home.

The differences in both location and slopes of home-ownership age profiles
across cohorts are strong. Those born after 1935 had a much larger probability to
ever be homeowner than those born before. For those born after 1945, the overall
probability is not larger but the access to homeownership took place much
earlier in their lifecycle.

Our analysis may have implications for policy makers:

The high homeownership rate of elderly Europeans, coupled with their relatively
low levels of financial wealth in some countries, suggests that there is room for
introducing new efficient home equity conversion products for those who might
need to supplement a low pension.

The location of some the new cohort of elderly in villages or small towns may
call for a reorganization of old age care.
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Chapter 8
Does Downsizing of Housing Equity Alleviate
Financial Distress in Old Age?

Viola Angelini, Agar Brugiavini, and Guglielmo Weber

8.1 Housing and Financial Distress

Reasons for residential moves vary across the life-course. While deteriorating
health and increasing needs for support by children have been suggested to be the
main motivations for moves in later life, one as yet under-investigated reason might
be the wish to reduce home equity, thus alleviating financial distress in old age.
Housing is the most widely held asset and, therefore, an important component of
household wealth in many European countries. At the same time, it provides
services: by owning their home, consumers can insure against the risk of housing
service inflation (Sinai and Souleles 2005). For this reason, it is not surprising to
find that very high proportions of elderly households own their home in all SHARE
countries. However, if they want to keep a good standard of living, they should
release home equity by either taking up a mortgage, or by downsizing, or both.
We know from the first two waves of SHARE, that large fractions of households
report difficulties making ends meet. This is particularly true of renters, but is quite
common among home-owners as well. In fact, Angelini et al. (2009) argue that the
failure to use financial instruments that reduce home equity (like mortgages or
reverse mortgages) late in life is partly responsible for financial hardship among
elderly Europeans. In this paper we document the extent to which elderly Europeans
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downsize their home equity position by trading and show that also the downsizing
decision is related to the development of mortgage markets.

The development of mortgage markets varies a lot across European countries. In
some countries credit rationing policies were used by central banks to fight inflation
until a few decades ago, and until recently banking sector competition was severely
restricted. In other countries the poor operation of the judicial system has also been
blamed for the limited development of mortgage markets. In all countries low levels
of financial literacy may also account for reluctance to use debt instruments and
failure to use them well.

There is a striking correlation between indicators of mortgage market develop-
ment and proportions of elderly households reporting financial distress. For
instance, in Fig. 8.1 we plot the proportion of households participating in the second
wave of the SHARE survey who report finding it difficult or very difficult to make
ends meet in 2006-2007 against a very crude indicator of mortgage market devel-
opment, that is the typical loan-to-value ratio on mortgages over the 2003-2006
period. There is a clear negative relation (the correlation is —0.59), despite the fact
that high loan-to-value ratios in countries like Spain and Greece probably do not
apply to ageing mortgagors.

Calza et al. (2009), propose a much more sophisticated index (not available for
Switzerland, Poland and the Czech Republic) that takes into account not only loan
to value ratio, but also opportunities for and costs of equity withdrawal, typical
terms and conditions of mortgage contracts, and so on. Figure 8.2 clearly shows that
there is a strong, negative relation between mortgage market development and
financial distress in old age (the correlation is —0.54). Although this relation
might be partly driven by the fact that Sweden, the Netherlands and Denmark are
very different from the other countries, it confirms the evidence reported in Fig. 8.1.
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Fig. 8.1 Proportion of homeowners who report difficulties making end meets versus typical loan-
to-value ratios by country
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Fig. 8.2 Proportion of homeowners who report difficulties making end meets versus index of
mortgage market development by country

Of course, in countries where mortgage refinancing is not available and mortgages
are mostly short term, equity withdrawal cannot be achieved by use of debt
instruments.

A more radical way to reduce home equity is to sell and move into rented
accommodation. This is relatively uncommon, though. Chiuri and Jappelli (2010)
use repeated cross section data to show that few households cease to be home
owners late in life. In Chap. 7, Angelini, Laferrére and Weber document a similar
pattern using life histories data.

We instead document the extent to which elderly Europeans downsize late in life
by selling an expensive home and buying a cheaper one. We do this by exploiting a
unique feature of the SHARE life history data, which contain individual records of
housing transactions over the entire life of the respondents. For each sale or
purchase, respondents are asked to report the value of the property, and this allows
us to determine whether the respondent was trading down or up.

8.2 How Often Do Europeans Move?

A first indication of housing mobility is given by the total number of homes
individuals ever had in their lifetime (so far). This information is available in the
data, and can be compared across countries, to the extent that the age distribution is
the same.

Figure 8.3 shows that there are major differences across European countries:
Northern Europeans report an average number of 6-8 different main residences
over their life course, while Southern and Eastern Europeans typically report less
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Fig. 8.4 Average number of main residences by cohort and country

than four. Given that this includes the parental home, an average Greek, Polish or
Czech apparently moved only at the time of nest-leaving.

Figure 8.4 shows that the average number of main residences hardly increases
with age, with the notable exceptions of Denmark and the Netherlands. For
instance, younger Greeks and Swedes have already experienced more mobility
than their elders. This picture cannot distinguish between age and cohort effects,
but if moves in old age were common we would likely observe increasing patterns.
Note also that in most countries (with the partial exceptions of the Netherlands,
Sweden and Denmark, as far as the first wave of SHARE is concerned), nursing
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Fig. 8.5 Average number of main residences after age 50, by country

home residents were not included in the baseline sample and this might bias
downward the estimated number of moves for the 75+. The extent of the bias is
likely to vary across regions — it is well known that nursing homes are more rarely
used in Southern European countries.

If we are interested in trading down in old age, it makes sense to look at the
number of main residences owned or rented after age 50. We know from previous
studies that non-durable consumption peaks around that age (Attanasio et al. 1999),
and household size also tends to decrease after that age (with important cross
country differences). Figure 8.5 shows that in most countries a majority of indivi-
duals never change main residence after they reach age 50: only in Denmark,
Sweden and the Netherlands the average number of main residences exceeds 1.5.

8.3 When Do Older Europeans Move?

In Fig. 8.6 we present histograms of ages at which a home purchase or sale took
place for four countries where trading decisions are relatively frequent: Sweden,
Denmark, the Netherlands and France. The figure shows that a vast majority of
transactions takes place relatively early in life, and certainly before retirement age
(that we can assume to be around 60, even though it varies a lot across countries, as
shown in Angelini et al. 2009).

Figure 8.7 shows the age distribution of trading up decisions, that is, of cases
where the respondent bought a more expensive home. Figure 8.8 shows instead
for the same countries the age distribution of the more infrequent trading down
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Fig. 8.7 Age distribution of trading up transactions

decisions. Comparing these two figures we see that in all four countries trading
down takes place later in life compared to trading up.

Finally, in Fig. 8.9 we provide direct evidence on the frequency of home equity
withdrawal in later life by means of moving homes. The graph presents the average
number of moves that involve trading up, trading down or going from home-ownership
into non-homeownership (labeled as “own-rent” for simplicity sake) that have
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Fig. 8.9 Average number of transactions after age 50, by type and country

taken place after the respondent reached age 50. In all countries, there are more
moves that involve some equity release than trading up transactions. We also find
that in those countries where mortgage markets are least developed (Southern and
Eastern European countries), the number of overall moves are quite low.
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8.4 Why Don’t Older Europeans Trade Down More?

The striking feature that emerges from our analysis is that the low development of
mortgage markets not only limits the ability to withdraw equity by using mortgage
debt, but also has a negative correlation with the number of own—own transactions
later in life, as shown in Figs. 8.10 and 8.11 (the correlation of the number of
own—own transaction with the loan-to-value ratio is 0.66, while it is 0.87 with the

mortgage market index).
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Fig. 8.10 Percentages of own—own main residence transactions after 50 and typical loan-to-value
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In both cases, we show on the vertical axis the ratio of the number of own—own
housing transactions carried out after age 50 to the number of homeowners at age
50. On the horizontal axis we report the two indicators of mortgage market
development that we already introduced in the introduction, namely the typical
loan-to-value ratio for mortgages and the broader mortgage market index con-
structed by Calza et al. (2009).

8.5 Conclusions

The availability of recall price data on home purchases and sales is a unique feature
of the third wave of SHARE. These data can be used to address the question of
whether elderly Europeans trade down in old age, as a way to avoid becoming
house-rich, cash-poor.

The importance of trading down as a form of equity release depends heavily on
financial and mortgage markets access and regulations, as well as on the availability
of public housing and long term care accommodation. In most European countries
financial instruments that allow equity release are unavailable or relatively uncom-
mon, and cheap public housing is a scarce resource (particularly for the elderly), so
trading down may well be the only way to generate a cash flow out of the available
home equity. But the evidence we produced suggests that in those countries where
mortgage markets are less well developed, lower fractions of home-owners trade
down by selling and buying, and higher fractions of homeowners report financial
distress.

References

Angelini, V., Brugiavini, A., & Weber, G. (2009). Ageing and unused capacity in Europe: Is there
an early retirement trap? Economic Policy, 59, 463-508.

Attanasio, O. P., Banks, J., Meghir, C., & Weber, G. (1999). Humps and bumps in lifetime
consumption. Journal of Business and Economic Statistics, 17(1), 22-35.

Calza, A., Monacelli, T., & Stracca, L. (2009). Housing finance and monetary policy. European
Central Bank, Working Paper 1069.

Chiuri, M. C., & Jappelli, T. (2010). Do the elderly reduce housing equity? An international
comparison. Journal of Population Economics, 23, 643—663.

Sinai, T., & Souleles, N. S. (2005). Owner-occupied housing as a hedge against rent risk. The
Quarterly Journal of Economics, 120, 763-789.



Chapter 9
Separation: Consequences for Wealth
in Later Life

Caroline Dewilde, Karel Van den Bosch, and Aaron Van den Heede

9.1 Separation as an Increasingly Important Issue

Over the course of their lives, a substantial minority of elderly European men and
women have experienced the dissolution of one or more partner relationships
through divorce or the ending of cohabitation. So far, most research into the
economic consequences of (marital) separation has been based on panel data and
consequently focuses on the short or middle term for the current generations of
respondents in their “adult” years. This chapter makes a start at improving existing
knowledge by studying the economic consequences of (marital) separation, looking
at this issue “from the other way around”. Using retrospective SHARELIFE-data,
we explore how wealth in later life — measured in terms of home-ownership and the
possession of other financial assets — is influenced by the relationship trajectories of
European men and women. Given the complexity of the issue at hand, in this
chapter we focus on the first marital separation. As for the variation between
European countries in terms of the institutional arrangements influencing the
short and long-term consequences of (marital) separation, we furthermore sketch
the contours of a conceptual framework that can be used for a more in-depth study.

Although in recent years the economic consequences of (marital) separation
have been the topic of a fair amount of publications, most authors have concen-
trated on the short or middle-term impact of this life event. The results of these
studies for different European countries are fairly consistent: while many divorced
women become financially deprived and/or even end up claiming welfare, for men
the financial consequences of divorce are usually less negative — controlling for the
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size and the composition of their new household, some men even experience an
improvement of their disposable income. These gender differences can be related to
the gender division of labour, the gender differences in labour market participation
and male—female wage differentials. From a comparative perspective, Uunk (2004)
has shown that in countries providing either high public childcare and/or generous
transfers for lone parents, the short-term economic consequences of divorce are less
severe. Furthermore, not all women follow the same income trajectory during the
years following divorce. According to Andref et al. (2006), British and German
women, although they suffer more initially, recover rather quickly from the nega-
tive economic consequences of separation, perhaps because their economic situa-
tion forces them to repartner more quickly. In Sweden however, where gender
equality in terms of a comparatively smaller income loss following separation is
most pronounced, both men and women seem to financially suffer for a longer
period of time. This might be an indication that in the longer term the incomes
of separated women gradually recover, though not always to their previous levels.
The mechanisms by which the initial decline in household income following
(marital) separation is mainly countered are paid work and/or repartnering. Across
Europe, women who repartner experience a 26% increase of their post-divorce
income, while women who enter the labour market gain 19% (Dewilde and
Uunk 2008).

This focus on (women’s) income position has resulted in a somewhat one-sided
view of the economic consequences of (marital) separation. In addition to the
financial consequences, divorce entails significant additional economic changes.
Perhaps the main other economic impact concerns the housing situation of the ex-
partners. By definition, the dissolution of the couple results in two separate house-
holds, of which at least one has to find another place to live. Setting up a new
household comes at a substantial cost, and in particular for those people at the lower
end of the income distribution, finding new housing which is both affordable and
meets certain quality standards is a difficult task. Likewise, the partner who remains
in the marital home often has to provide for the full mortgage or rent payments,
which can cause severe financial strain and/or result in moving away. Many
respondents, especially women, have difficulties coping with housing costs and
maintenance, or find that they do not manage to raise the capital necessary to buy
their ex-partner’s interest in the house.

Comparative research on the housing consequences of (marital) separation
(Dewilde 2008, 2009) shows that in the short-term, this life event substantially
raises housing costs, as well as the risk of leaving owner-occupation for both men
and women. This risk seems however smaller for women in those countries where
the economic consequences of divorce are more severe, i.e. in the liberal and
Southern-European welfare regimes. This finding might be explained by the fact
that women in these countries might be compensated for the economic conse-
quences of divorce by more advantageous procedures of property settlement.
However, other explanations are possible as well. In the Southern-European
countries, outright ownership is more common and part of the “extended family
enterprise”, which makes it easier to remain in owner-occupation. Furthermore,
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alternative forms of housing are limited, so that divorced men and women might be
forced to stay in owner-occupation, even if they cannot afford it.

9.2 In the Long Term

Concerning the long-term consequences of (marital) separation, our first hypothesis
is that both men and women who ever experienced the dissolution of a marriage or
cohabitation are less likely to be a home-owner and have a lower level of financial
assets in old age, even when they have eventually repartnered. This effect is caused
by three underlying mechanisms. The first mechanism relates to the event of (marital)
separation itself. As the previous section has shown, across Europe (marital) separa-
tion results in a decline of disposable household income (especially when taking
housing costs into account) for a usually extended period of time, and in the exit out
of owner-occupation. We also expect to find a gender difference in the impact of
(marital) separation in old age. The second mechanism is related to the well-known
beneficial effect of marriage. Wilmoth and Koso (2002) found that marriage, as the
institutionalised way of cohabiting, offers more opportunities for welfare accumula-
tion compared to other living arrangements. Thirdly, especially in so-called home-
ownership countries, owner-occupation is heavily subsidised through tax credits,
benefiting average- and high-income households. Moreover, during the post-war
decades, most European countries have experienced a more or less sustained increase
in house prices, making owner-occupation a relatively safe and profitable invest-
ment. To the extent that renters do not enjoy the same financial benefits, the event of
exiting owner-occupation in itself following (marital) separation simply puts sepa-
rated men and women in a position where they can accumulate less wealth.

9.3 The Importance of Institutions

The impact of divorce obviously depends on the social context. A historical and
comparative perspective is therefore important. In this section we single out two
dimensions: the welfare state and the legal traditions concerning the division of
marital property. Furthermore, as the respondents in the SHARELIFE-module grew
up, established their families and bought their homes in different time periods, we
have to take into account that processes and mechanisms of wealth accumulation
(both housing wealth and other financial wealth), as well as the impact of (marital)
separation on these, might be different for different birth cohorts. Therefore, in our
analyses we distinguish between respondents born from 1900 to 1934, from 1935 to
1944 and from 1945 onwards.

Concerning the possibly mitigating influence of the welfare state on the impact
of (marital) separation on wealth in old age, we expect that female labour market
participation can be regarded as a reflection of the opportunity structure for women.
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This is influenced by welfare state interventions in matters like public child care and
maternity benefits, but also by education and legislation towards non-discrimina-
tion at the work place. Of course, cultural and economic factors are also important.
In our empirical analysis, we use the female labour market participation rate in
1980 as a kind of “catch-all” contextual variable for this opportunity structure. This
choice is mainly motivated by the lack of data on specific welfare state interven-
tions in the earlier decades for all countries. In any case, we expect that women in
countries with high female labour market participation are more likely to be
economically independent, and therefore suffer less from negative consequences
on their wealth after separation.

A second institutional domain we at least want to draw attention to concerns the
legal customs related to the division of marital property. So far, this domain has
remained a black box, and is not often addressed by sociologists. From a compara-
tive perspective however, laws and legal customs potentially have a large impact on
the effect of marital separation on wealth in old age. Issues such as compensation
for the “wronged” spouse in terms of facilitating ownership of the family home or
the sharing of pension rights have a large impact on economic well-being and the
possibilities for wealth accumulation for both separated men and women. Further-
more, the change from bilateral to unilateral divorce laws might have an impact on
the economic outcomes in later life remains. These questions however remain
unanswered up to today as research is still scant on these issues.

9.4 Data and Variables

The data used in this chapter are based on the marital histories collected in
SHARELIFE. These retrospective data are then combined with the prospective
data collected during the second wave of SHARE. The main reason for combining
the SHARELIFE data with the second wave of SHARE is that the dependent
variables we use as indicators for economic well-being were not collected in
SHARELIFE. The data refer to the life histories of 28,573 respondents in 13
countries (Austria, Germany, Sweden, The Netherlands, Spain, Italy, France,
Denmark, Greece, Switzerland, Belgium, Poland and the Czech Republic). Using
listwise deletion, cases with missing information on the variables of interest were
removed from the sample, producing an analytical sample that contained a total of
20,711 respondents, including 4,552 currently singles and 16,159 currently married
or cohabiting individuals. In the following paragraphs we discuss our main vari-
ables and our analysis strategy.

9.4.1 Dependent Variables

Our analyses focus on home-ownership and the total net worth (i.e. wealth) of
SHARELIFE-respondents. Home-ownership as recorded in the second wave of
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SHARE is measured as a dichotomous variable, coded O if a respondent does not
own the house he or she occupies at the time of interview and coded 1 if he or she
does. The total net worth is the sum of the net values of: (a) the primary residence
net of the mortgage, (b) other real estate, (c) business, (d) cars, (e) savings, stocks
and bonds, mutual funds, IRA’s and life insurances. Imputations on net worth are
provided in the SHARE-data to correct for missing values. This net worth is
expressed in PPP-adjusted Euros. It is important to note that in SHARE net worth
is measured at the household level. This is problematic for our analysis since it
implies that net worth is confounded with current marital status. For couples, the
total net worth represents the wealth of two adults, whereas for singles it reflects the
wealth of one adult. Given our goal of estimating the effect of individuals’ marital
histories on their economic well-being in later life, we need to adjust for this by
creating a per capita measure of total net worth as dependent variable. To do so we
assign half of the total household net worth to each partner by dividing the
household level wealth by the number of people living in the household. After
inspection of the data we applied a logarithmic transformation of our dependent
variable, net worth, to correct for the non-normal distribution. To avoid the loss of
respondents with negative or zero net worth values, we added a constant to the total
wealth distribution to anchor the minimum value at 1 before applying the log
transformation. Using the logged net worth changes the interpretation of the
continuous coefficients, which can now be interpreted as percentage changes.
Dummy variables, however, cannot easily be interpreted as percentage changes.
Following Halvorst and Palmquist (1980), the coefficients for the dummy variables
are transformed by taking the antilog of the coefficient, subtracting 1 from this
antilog and multiplying the result by 100 to obtain percentage changes.

9.4.2 Independent Variables

Since the main goal of this study is to examine the long-term effect of different
marital trajectories on economic well-being, we created marital status categories
based on the current marital status and the previous marriage dissolutions and
remarriages. The two possible current marital statuses are married/cohabiting or
single. Non-cohabiting couples were grouped in with singles (236 respondents). We
grouped respondents that are married, but living separated from their spouses, in
with married respondents (22 respondents). Grouping the currently married or
cohabiting individuals according to their marital history results in four categories:
(1) the continuously married/cohabiting (reference), (2) individuals who never
married, (3) remarried after experiencing at least one divorce, and (4) cohabiting
after experiencing at least one divorce. We distinguish between three categories of
singles: (5) never married, (6) single after experiencing at least one divorce and (7)
single following widowhood. We excluded individuals who experienced a combi-
nation of widowhood and divorces (329 respondents) and individuals who remar-
ried or cohabited after the death of a partner because of the small sample numbers
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(350 respondents). We also excluded the individuals for whom we could not
identify marital history (751 respondents) and those who cohabited but never
married (181 respondents). Note that this reconstruction of marital history does
take into account neither the sequence nor the number of dissolutions. Another
important note is that the results for the groups of cohabiting divorcees and widows
and widowers should be interpreted with caution because of the small numbers.

The institutional effects of the different welfare states are estimated using the
percentage of female labour-force participation in all countries in 1980, the earliest
year for which we have data for all countries (ILO 2010).

9.4.3 Control Variables

In all models we control for age, age squared, birth cohort (1900-1934, 1935-1944,
1945-...), education (Low, Medium, High), subjective health (Very Good to
Excellent, Less than Very Good), number of chronic diseases, number of living
children, number of siblings, the degree of urbanisation, and the European region
one is living in: (1) North (Sweden, Denmark, The Netherlands); (2) West (Austria,
Germany, Belgium, France, Switzerland); (3) South (Spain, Italy, Greece); and (4)
East (Poland, Czech Republic) as dummy variables.

9.5 Results

Let us first look at the distribution of the sample across marital history categories.
Figure 9.1 shows that a large proportion of our sample is still in their first marriage
(66% overall). Thirty percent experienced a marital dissolution, while 4% never
married or cohabited. The dominant reason for marital dissolution for women born
before 1945 and men born before 1935 is widowhood; for later cohorts divorce
becomes more important, which reflects the increasing divorce rates since the
1960s. Among men, about half of the divorcees are currently remarried (53%),
while 33% is currently single and 13% found a new partner, but did not remarry.
Among female divorcees, the proportion that is still single is much larger. About
55% is still single after experiencing a divorce. While the number of women who
cohabits after divorce is quite comparable to that of men (10%), the number of
remarried women is relatively small (34%).

What is the impact of marital history on the rate of home-ownership? Unsurpris-
ingly, Fig. 9.2 shows that continuous marriage or cohabiting is most conducive to
ownership; people who never married are less often owner-occupiers. People who
experienced a marital dissolution are also less often owner-occupiers. The interest-
ing result is that among those who eventually remarried or entered cohabitation, the
rate of ownership is still about 15% points lower, compared to those who never
experienced marital dissolution. Those who were owner-occupier but remained
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single after divorce are less likely to be owner-occupier afterwards. This probably
reflects the fact that divorce implies that at least one partner has to move and is thus
at risk of exiting home-ownership. In general, there is not much difference between
men and women, except for divorcees who are now single, where women appear to
fare worse than men.

The patterns are a bit less clear when we look at net wealth (Fig. 9.3). Among men
and women, individuals who never married enjoy about the same mean level of net
wealth as persons who are still in their first marriage. Divorcees who remarried or
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Fig. 9.3 Mean (geometric) net wealth per person in PPP adjusted euro, by gender and marital
history

started cohabiting have a slightly lower mean level of net worth, although the differ-
ence is not statistically significant. Individuals who remain single after divorce possess
low levels of wealth, and this is clearly true for women. Men who were confronted with
the death of the partner and remained single have a higher mean net worth than women
in the same situation, and have a higher mean net worth than continuously married
individuals. Of course, these results could be due to selection effects, or cohort or
country differences, which is why we now turn to the regression results.

In the regressions we model the natural log of wealth per capita (implying that
the regression coefficients can be interpreted as percentage changes), controlling
for age, age squared, birth cohort, education, subjective health, number of chronic
diseases, number of living children, number of siblings, the degree of urbanisation,
and the European region one is living in. Regressions are performed for men and
women separately, and by European region. Given the focus of this chapter, we
only plot the coefficients for the marital history dummies in Fig. 9.4a, b. The
reference category refers to the people who are continuously married. For the
models with home-ownership as dependent variable we use logistic regression,
but otherwise the model is the same.

Since confidence intervals are large, relative to the estimated coefficients, we
must be careful when drawing conclusions. First, in general, marital dissolution has
a negative impact (if any) on net wealth and the chance to be a home-owner.
Divorcees — both men and women — who remain single, seem to suffer most. The
impact is much reduced, and sometimes wholly eliminated, when divorcees remarry.
Widowhood seems less disadvantageous than divorce, probably because it does not
involve dividing up the assets between partners. In the Northern countries, the
impact of marital dissolution is about the same for men and women. This could be
due to the higher labour market participation of women in the Scandinavian
countries. In the countries of the West (AT, BE, DE, FR), by contrast, divorce and
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widowhood seem to have a larger impact for women than for men. Coefficient point
estimates indicate that these life events seem to have especially negative effects on
net wealth for women in the South. For those countries, and also for those of the East,
the small number of people in the samples who experienced divorce makes it
difficult to identify these effects.
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Above, we hypothesised that high female labour market participation would be a
variable capturing welfare state influences that may mitigate the impact of marital
dissolution for women. In order to test this hypothesis, we estimated separate
regressions for each country (for women only), and plotted the coefficient estimates
for the categories “divorced, single” and “divorced, remarried” against the female
labour market participation rate in 1980. Figure 9.5 shows the results for net wealth
(for home-ownership no relationship emerges in the plots). As regards the coeffi-
cient for the category “divorced, remarried” (Fig. 9.5b), we see no pattern. When
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Fig. 9.5 (a) Impact of divorce on net wealth of being divorced and single, by female labour
market participation (country level). (b) Impact of divorce on net wealth of being divorced and
remarried, by female labour market participation (country level)
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considering the impact on net wealth of being “divorced, single” (Fig. 9.5a),
relative to being continuously married, it seems that in countries where labour
market participation is high, e.g. Sweden, this effect is small. When labour market
participation is lower, the impact can be much more substantial (e.g. Germany,
Italy), but it can also be quite limited (e.g. Spain). The latter may be due to an
“elitist” pattern of divorce, where only women who can afford to do so, having
sufficient income of their own, take the step to a marital separation. In any case, the
possible impact of this and other context variables needs to be analysed in a more
rigorous way.

9.6 Conclusion

The goal of this study was to examine the impact of marital dissolution at some
point during the the life course, particularly divorce, on the wealth of elderly people
in Europe. A secondary aim was to assess whether the impact of different marital
trajectories would differ across the different welfare state regimes. Our analyses
indicate that persons who experienced a divorce have less wealth and lower chances
of being home-owners than continuously married persons. Although remarried and
cohabiting individuals who have ever experienced a divorce have higher levels of
wealth and higher chances of owning the house they are living in, compared to
single individuals, we find a lasting effect in old age of marital separation in many
countries. This is an interesting result, which could only be obtained by looking at
the life histories of individuals. Most research on this topic to date has only
considered current marital status, and few studies have looked at the long-term
consequences of marital dissolution.

In many countries, but not all, we find larger effects of marital dissolution for
women than for men, as expected. We also found mixed support for our hypothesis
that there would be large differences between European countries in the impact of
marital separation on the wealth of elderly. However, the differences are not easily
interpretable in terms of welfare state typologies, or specific welfare state interven-
tions. While the hypothesised mitigating effect of high female labour market
participation emerged to some extent from the results, more work is needed to
identify such effects with a reasonable degree of certainty.
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Chapter 10

Early and Later Life Experiences
of Unemployment Under Different
Welfare Regimes

Martina Brandt and Karsten Hank

10.1 Unemployment in a Life Course and Cross-National
Perspective

Involuntary job loss has been shown to be associated with a variety of adverse
outcomes, such as lower wages, poorer health, or greater divorce risks (Arulampa-
lam 2001; Hansen 2005; also see Chap. 17). It is thus considered as a serious life-
disrupting event which may affect — in different ways — labour market entrants as
well as older workers (Breen 2005; Henkens et al. 1996).

A much discussed issue of high policy relevance is the degree to which the
experience of unemployment inflicts longer term ‘“scars”, such as an increased
likelihood of future unemployment (Gangl 2004). Due to scarring effects, the
total costs of unemployment might be higher than the immediate loss of earnings,
thereby increasing lifetime inequality. To address this, one obviously needs to take
a life course perspective — which is also important to account for the potential role
of childhood conditions (such as parental socio-economic status) in predicting
involuntary job loss in adulthood (Caspi et al. 1998).

Moreover, institutional factors — which are often specific to particular welfare
state regimes — matter greatly for our understanding of unemployment at various
stages of the life course (Blossfeld et al. 2006; Breen 2005). An issue of particular
concern here is the extent to which welfare state interventions, such as active labour
market policies, can mitigate longer term scars of previous unemployment experi-
ences (Gangl 2004; Strandh and Nordlund 2008).

Exploiting retrospective information collected in the SHARELIFE project, we
track the unemployment experiences of today’s elders in 13 Continental European
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countries from their labour market entry to retirement, addressing the following
questions:

How did levels of unemployment in the current SHARELIFE sample vary across
different stages of individuals’ life course? What does the cross-national pattern
of unemployment levels in early-, mid- and later-life look like?

How are childhood conditions associated with unemployment experiences across
the adult life course? Are potential associations stronger in the beginning of
individuals’ employment career, fading-out later on?

To what extent do we observe scarring effects of unemployment — and variations
therein across different welfare regimes — in Continental Europe’s contempora-
neous older population?

10.2 Unemployment Histories in SHARELIFE: Measurement
and Analysis

SHARELIFE provides annual work histories of all respondents who reported to
have ever done any paid work from the year when they left full-time education till
the date of the interview (also see Chap. 11). The data allows us to identify periods
of unemployment only, if the gap between two jobs (between leaving full-time
education and the respondent’s first job, respectively) was longer than 6 months.
We restrict our analysis to respondents aged 60 years or older at the time of the
SHARELIFE interview. Cases for which the interviewer reported frequent difficul-
ties to understand the questions being asked are excluded from the analysis. This
results in a sample of roughly 16,000 observations.

Our main variables of interest are three binary indicators of unemployment
periods (any vs. none) during different phases of the individual’s career: early (i.e.
within the first 3 years after having left full-time education), prime-age working
years (between the end of “early” and age 49), late (age 50 or over). We use these
variables to perform separate analyses of unemployment risks in each career phase.
Moreover, information on individuals’ previous experience of involuntary job loss
enters the models for unemployment during prime-age and later years as an explan-
atory variable. We interpret significant associations of unemployment in t-1 with the
risk of experiencing a period of unemployment in phase t of one’s career as
indication for scarring effects.

All control variables refer to measures which were determined before the
individual first entered the labour market. That is, we exclude potentially relevant
factors which themselves might have been affected by earlier experiences of
unemployment, such as mid-life health (Chap. 17) or marital status (Hansen
2005). Next to sex and years of education (derived from SHARE’s Wave 1 & 2)
as basic socio-demographic variables, we focus on information regarding respon-
dents’ childhood conditions at age 10: self-rated health (ranging from poor [1] to
excellent [5]), a composite measure of self-rated maths and language skills (ranging
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from “much better” [1] to “much worse” [5] in comparison to other children in the
respondent’s class), and parents’ socio-economic status (operationalised by the
number of rooms per person and the number of books available in the household).

Finally, we roughly account for the historical period during which the SHARE-
LIFE respondents graduated (pre-1950, 1950s, 1960 or later) as well as for the
respective welfare state context. Starting from Esping-Andersen’s (1990) initial
“regime” typology we roughly group the countries represented in SHARELIFE
into four clusters which we label as social-democratic (DK, NL, SE), conservative
(AT, BE, CH, DE-W, FR), Mediterranean (ES, GR, IT), and post-communist (CZ,
DE-E, PL). Moreover, in a supplementary analysis we take into consideration the
labour market situation in each country (except the post-communist ones) by
accounting for the level of unemployment in the year when respondents’ left
education (Kahn 2010).

10.3 Regional and Career Stage Variations in Levels
of Unemployment

While differences in unemployment levels at various stages of individuals’ life-
course (career, respectively) are rather modest on average (i.e. if the pooled SHARE-
LIFE sample is considered), we observe substantial variations across different
welfare state regimes (see Fig. 10.1). Consistent with previous research we find
the by far highest prevalence of early career unemployment during the post-WWII
era in the Mediterranean countries (slightly more than 12%), which, however,

M Social-democratic Conservative Mediterranean M Post-communist
14

12 [
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‘| II FI i

early prime age late

Cross-sectional weights applied; n = 16,231

Fig.10.1 Prevalence of unemployment (in %) at different life-course/career stages across welfare
state regimes
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exhibit the lowest unemployment rate — together with the post-communist countries
— among older workers (somewhat less than 3%). The reverse is true under the
conservative and social-democratic regimes, where unemployment in the first years
after leaving education is a relatively minor issue (~2%), but affects more than 8% of
workers aged 50+ in the conservative and 6% in the social-democratic countries.

10.4 Correlates of Job Loss Over the Life Course

We estimated logistic models for three “events”, namely the experience of at least
one unemployment spell during the individual’s early, mid-, and late career (see
Table 10.1), whose results we discuss jointly.

In the early unemployment model (Model 1), the number of rooms per member of
the parental household was the only personal characteristic bearing a statistically
significant correlation with the dependent variable. More rooms (supposed to reflect
a higher parental SES) were associated with substantially lower odds of being
unemployed in the first years after the individual’s exit from full time education.
This relationship holds for unemployment risks later in life, too. Our composite
measure of math and reading skills as well as the number of books in the parental
household exhibit the same — but insignificant — outcome in all models. The coeffi-
cient of our last measure of childhood conditions, subjective health, was insignifi-
cant in the “early unemployment” model, but suggests that better health at age 10 is
associated with significantly lower odds of unemployment later in life.

The outcome of other correlates of job loss tends to be quite different before and
after age 50, though, both in terms of their sign and statistical significance. Women,
for example, are more likely than men to report unemployment before age 50
(probably due to difficulties finding a family friendly job), but they are less likely
to be unemployed after age 50 (probably due to an earlier selection of less career
oriented women out of the labour force). More years of education significantly
reduce the odds of being unemployed before age 50, but the coefficient is not
statistically significant anymore if job losses after age 50 are considered (suggesting
that human capital obtained earlier in life might loose at least some of its “protec-
tive” effect over time).

Turning to our cohort and welfare regime indicators, we — again — observe very
similar associations in the models for mid- and late-career unemployment. Those
who graduated after 1950, and particularly those who completed their education in
the 1960s or later, exhibit significantly higher odds of losing their job than those
who left education before 1950. Individuals living under a Mediterranean or post-
communist welfare regime face much smaller unemployment risks in their mid- and
late-career, compared to their counterparts in conservative countries. The same
holds for people from social-democratic countries, but note that the respective
coefficient in the “mid-career unemployment” model does not meet the 10% —
level of significance. A very different picture, however, emerges when looking at
the “early unemployment” model. There are no cohort differences, individuals from
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Table 10.1 Odds ratios from logistic regressions for “early”, “prime-age”, and “late” unemploy-
ment

Model 1: “Early” Model 2: “Prime-age” Model 3: “Late”

Gender (female) 0.89 1.50%%* 0.67%*
(1.38) (5.40) (5.56)
Years of education 1.01 0.95%* 1.00
(0.83) 4.72) (0.20)
Childhood conditions
Number of rooms per person 0.59%* 0.74* 0.78%*
(3.79) (2.24) (2.49)
Maths and reading skills 0.92 0.95 0.99
(1.42) 0.91) (0.15)
Number of books in household 0.96 0.96 0.95
(0.93) (0.98) (1.57)
Self-rated health (good or better) 1.00 0.91* 0.92*
(0.11) (2.43) (2.42)
Cohort: left education ...
... Before 1950 1.00 1.00 1.00
... 1950-1959 0.91 1.70%* 1.70%*
(1.00) 4.97) (5.13)
... 1960 or later 0.95 2.83%* 2.15%*
0.42) (9.59) (7.15)
“Welfare regime”
Social-democratic 0.66%* 0.87 0.68%**
2.74) (1.60) (4.59)
Conservative 1.00 1.00 1.00
Mediterranean 4.69%* 0.56%* 0.27%*
(14.34) (5.31) (10.79)
Post-communist 1.14 0.40%* 0.21%*
(0.89) (6.42) (9.96)
Previous unemployment
“Early” - 2.83%* 1.42%
(7.57) (2.06)
“Prime-age”’ - - 3.00%*
(10.15)
Pseudo-R2 0.09 0.04 0.06
z-values in parentheses; robust standard errors
n=15913

*Significant at 5%; **Significant at 1%

conservative and post-communist regimes do not differ from each other, whereas
the odds of job loss are particularly high in the Mediterranean and lowest in the
social-democratic countries.

Finally, we find clear indication of scarring effects. There is a large positive total
effect of having experienced unemployment in the first 3 years of one’s career on
further unemployment risks before and after age 50. Although the odds ratio of our
“early unemployment” indicator in the late-career model (Model 3) is only half the
size of the respective odds ratio in the mid-career model (Model 2), the observed
correlation even remains highly significant, if unemployment during the prime-age
working years (which is also significant) is controlled for in the regression. That is,
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early- and mid-life experiences of unemployment bear in them independent and
strong associations with the risk of losing one’s job after the age of 50.
Additional models employing interactions of “early” unemployment with gen-
der, cohort, and welfare regimes (details not shown) generally did not provide any
additional insights. However, scarring effects among prime-age respondents living
in “social-democratic” and ‘“post-communist” countries were found to be signifi-
cantly larger — by a factor of 2 to 3 — than among their counterparts elsewhere.

10.5 Unemployment as a Contextual Variable: Does It Matter?

One possible explanation for this latter finding has been put forward by Lupi and
Ordine (2002), who argue that in a high youth unemployment environment such as
Southern Europe individual unemployment experiences tend to be perceived as
“normal” and do not necessarily signal poor quality of the worker, as is the case in
Northern Europe, where youth unemployment is not an issue of general concern.
To test, whether there is support for this argument in the SHARELIFE sample,
we estimated a model in which we controlled for country-level unemployment rates
at the time of individuals’ exit from education (excluding the formerly communist
countries). Since, for the entirety of countries contributing to our sample, this
contextual variable is only available from 1960 onwards, we were forced to restrict
this part of the analysis to those who left school in that year or later. While we find
the expected positive association between individuals’ risk of “early” unemploy-
ment and the national unemployment rate in the year when they exited from
education, the respective interaction term turned out to bear no statistically signifi-
cant association with later-life experiences of unemployment (see Table 10.2).

10.6 Summary and Perspectives for Future Research

SHARELIFE allowed us to observe interactions between differences in unemploy-
ment across individuals’ life-course and across welfare state regimes where, for
example, early (late, respectively) unemployment is relatively high (low, respec-
tively) in the Mediterranean countries, whereas the reverse pattern holds under a
conservative welfare regime. While the results of our multivariate analysis suggest
that welfare state institutions matter at all stages of the individual’s employment
career, they appear to be particularly relevant in the first 3 years following the exit
from full time education. Different from later career phases, the personal character-
istics considered in the “early unemployment” model barely matter, but we find
strong positive (Mediterranean) and negative (social-democratic) associations of
our welfare regime indicators with younger individuals’ unemployment risks. Both
labour market institutions as well as elements of a country’s educational system,
such as employment protection regulations or the vocational specificity of the
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”

Table 10.2 Odds ratios from logistic regressions for “early”, “prime-age”, and “late” unemploy-
ment in cohorts who left education in 1960 or later

Model 4: “Early” Model 5: “Prime-age” Model 6: “Late”

Previous unemployment

“Early” - 4.04%* 0.82
(2.89) (0.34)
“Prime-age” - - 3.4%%
(6.83)
Context variable
Unemployment rate in year of 1.6%* 0.94 0.77%*
exit from education (1960+) (13.24) (1.47) (4.48)
Micro—macro interaction
Unemployment rate X - 0.87 1.17
Early unemployment (1.04) (1.03)
experience
Pseudo-R2 0.12 0.04 0.05

Notes: Post-communist countries and respondents who left education before 1960 are excluded.
All variables displayed in Table 10.1, except welfare regime, are control-led for in the model.
Unemployment rates (in %), by country and year, retrieved from: http://www.fgn.unisg.ch/euma-
cro/macrodata/macroeconomic-time-series.html [05.04.2010]

z-values in parentheses; standard errors clustered by country—year

n = 4,851

*Significant at 5%; **Significant at 1%

education system (Breen 2005), are likely to play an important role here and
deserve further attention in future research.

For mid- and late-career workers, the odds of losing one’s job bear significant
correlations with gender, years of education, and cohort. To some degree, child-
hood conditions (such as parental SES and the respondent’s health) also seem to
matter, but the underlying causal mechanisms are not yet well-understood and
clearly require further investigation.

Our analysis of SHARELIFE data confirms previous research in that we find
clear evidence for scarring effects, even among older workers. We can show that
early- and mid-life experiences of unemployment bear in them independent and
strong associations with the risk of losing one’s job after the age of 50. This
observation holds for men as well as for women and is stable across school-leaving
cohorts and welfare regimes.

This initial analysis of SHARELIFE is far from being comprehensive and the
perspectives for future research are manifold, e.g.:

¢ How much of the “total effect” of previous unemployment experiences identi-
fied here is mediated through mechanisms related to adverse effects of involun-
tary job loss on individuals’ health (Chap. 17) or marital status (Hansen 2005),
for example?

e What evidence does SHARELIFE provide for scarring effects of unemployment
on life-time earnings (Arulampalam 2001)?


http://www.fgn.unisg.ch/eumacro/macrodata/macroeconomic-time-series.html
http://www.fgn.unisg.ch/eumacro/macrodata/macroeconomic-time-series.html
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¢ Further efforts are needed to understand more thoroughly the role of specific
welfare state interventions (Gangl 2004) and the impact of macro-economic con-
ditions (Lupi and Ordine 2002) in the observed variations of unemployment — and
its scarring effects — across cohorts and countries. Why, for example, are scarring
effects among Scandinavian prime-age workers stronger than in the Mediterranean
countries?
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Chapter 11
Labour Mobility and Retirement

Agar Brugiavini, Mario Padula, Giacomo Pasini, and Franco Peracchi

11.1 Work Life Histories

Public and private pensions represent the main income source of Europeans in their
old age. Pension provisions depend on workers’ career: workers retiring under the
same pension regime might receive very different pension benefits depending on
the time pattern of employment and unemployment spells, on the magnitude and the
timing of income shocks and, more generally, on the age-profile of earnings (Boeri
and Brugiavini 2009). Individuals are often induced to retire early, but inadequate
contributions due to a short work history may reduce household’s welfare later in
life (Angelini et al. 2009). Previous work has shown great variability in the patterns
of transition from work to retirement (Peracchi and Welch 1994; Brugiavini and
Peracchi 2005; Brugiavini et al. 2008), yet little is known about how the working
history of individuals affects their resources in retirement. This would require panel
data where workers are followed over a long period of time. Long panels, however,
are hardly available and would be subject to serious problems of attrition and non-
response. A simple alternative are cross-sectional data or short panels with a
retrospective component, such as SHARE. The SHARELIFE component of this
survey provides information on the history of past employment and allows account-
ing for periods of unemployment during the working life. In this paper we relate
incidence and duration of unemployment, as well as tenure in a job, to the
replacement rate at retirement. The international comparability of the data provides
insights on the effect of labour market institutions and regulation on workers’
mobility, and on the insurance properties of social security against earnings risks.
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The rest of the paper is organized as follows. Section 11.2 documents the
patterns of jobs turnover across European countries. The data show marked differ-
ences between Northern and Southern Europe: in Denmark, at one end of the
spectrum, the average worker changes six jobs in his working life, in Greece, at
the other end of the spectrum, only once. The same number of transitions between
jobs during a working life may result in very different contribution histories,
depending on the tenure at each job and the duration of unemployment spells
between jobs. Therefore, Sect. 11.3 reviews duration data and, again, provides
evidence of a North-South gradient. Job tenure and mobility feed back into
replacement rates, which are investigated in Sect. 11.4. The data reveal smaller
cross-country differences in replacement rates, suggesting that the design of social
security systems may in fact contribute to attenuate the effect of different career
patterns on retirement benefits. Section 11.5 concludes.

11.2 Job Turnover

In this section we document the wide variability in working histories of European
workers. We start by looking at the number of jobs that individuals held in their life.
Figure 11.1a, b is based on the entire sample and show that women tend to have a
lower number of jobs, particularly in Poland and in Southern countries such as Italy,
Spain, and Greece. The German sample is split into those who in 1989 were living
in East Germany (DE-E) and those who were in West Germany (DE-W). Irrespec-
tive of gender, younger cohorts have a higher number of jobs, indicating that
mobility between jobs is more common for the younger old. Note that some of
the younger old are still working, so that our data may effectively underestimate the
degree of labour mobility The gender gap is smaller in Northern than in Southern
countries, where female participation is lower. Differences across cohorts are also
smaller in Northern countries. The overall picture is one of greater job turnover in
Northern countries, where the differences between genders and across cohorts are
generally smaller. Depending on the social security system and the pension legisla-
tion, higher mobility may be associated with “losses” in terms of pension and social
security benefits, for example if pension rights are not fully portable or if changes
are associated with long unemployment spells. It should be stressed that mobility
per se does not necessarily have a negative effect on pensions, as for example
workers may go from a low-pay job to a high-pay job hence increasing their pension
levels. It is the existence of distortions in the pension rules (such as lack of
portability) which might create these losses in association with mobility (Gustman
and Steinmeier 1993).

Moreover, even when pension benefits are fully portable, pension income may
vary depending on whether job turnover is associated to job-to-job transition or to
transition from job to long unemployment spells. Therefore, in Fig. 11.2a, b we
graph the average number of job changes which resulted in at least 6 months out of
employment, again grouping the data by gender and year of birth. The data show
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Fig. 11.1 (a) Average number of jobs per individual, by gender. (b) Average number of jobs per
individual, by cohort

differences between countries with Northern countries and East Germany now
scoring a higher number of job-to-unemployment transitions compared to Southern
European countries. This is particularly true among women, and as a consequence
gender differences are wider in Scandinavian rather than Southern countries.
Figure 11.2a, b also indicate that most of the job changes during the life span
are job-to-job transitions, which are unlikely to imply losses in terms of pension
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Fig. 11.2 (a) Average number of job changes per individual which entailed 6 months or more out
of employment, by gender. (b) Average number of job changes per individual which entailed 6
months or more out of employment, by cohort

benefits: the average number of changes which involved at least 6 months out of
employment is much lower than the average number of jobs per individual.

In terms of gender differences, European countries can be split into two groups.
In the first group (Sweden, Denmark, East and West Germany, the Netherlands,
Switzerland, Austria and the Czech Republic) women have approximately twice the
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number of job changes than men, which suggests that women experience many
transitions out-of-the-labour-market. In the remaining countries (Italy, Spain, Greece,
France, Belgium and Poland) gender differences are smaller. This does not necessarily
indicate that labour market conditions for women are better: it is quite likely that in
these countries women experience fewer employment episodes, and thus fewer transi-
tions from one job to another. Differences across cohorts are almost not significant in
Sweden, while for Spain, at the other end of the spectrum, the average number of job
changes which involved more than 6 months out of employment is twice as large for
the youngest old, as shown in Fig. 11.2b. Furthermore, differences across cohorts are
larger in Fig. 11.2b than in Fig. 11.1b, probably due to changes in the employment
protection legislation across cohorts depending on the time of entry to the job market.

Working histories might be similar in terms of job turnover, but very different
when it comes to their effects on replacement rates. This depends on the portability
of benefits between jobs, but also on average job tenure and the duration of
unemployment spells between jobs. We therefore devote the next section to docu-
ment how job tenure and unemployment duration vary across European countries.

11.3 Employment and Unemployment Duration

The SHARELIFE survey allows us to measure the length of time spent in each
specific labour market state, i.e. the duration of the different spells of employment
and unemployment. Being more specific, the respondent is asked to report each
employment and unemployment episode lasting 6 months or more. Short employ-
ment and unemployment episodes are therefore excluded from our analysis.

Table 11.1 describes the distribution of duration of employment spells lasting at
least 6 months. Therefore, the sample includes all the employments spells of any

Table 11.1 Percentage distribution of employment duration by country

Duration in years Number of
0-24 25-34 35+ observations
SE 90.78% 5.07% 4.15% 6,898
DK 93.90% 3.89% 2.21% 8,669
DE-E 89.71% 5.73% 4.56% 1,030
DE-W 84.82% 7.86% 7.32% 2,213
NL 91.34% 5.15% 3.51% 6,353
BE 83.18% 9.56% 7.26% 5,994
FR 87.02% 7.96% 5.03% 6,146
CH 92.74% 4.03% 3.24% 4,420
AT 81.70% 10.40% 7.90% 2,481
IT 80.52% 11.51% 7.97% 4,441
ES 80.16% 8.48% 11.36% 3,608
GR 55.47% 18.59% 25.94% 2,340
PL 81.21% 11.31% 7.48% 4,093
cz 77.39% 9.62% 12.98% 4,052

Total 62,738
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individual who reported to have worked at least once in his/her life. The distribution
is left skewed for all countries, with marked differences across countries: Denmark
displays the highest degree of left-skewness, while for Greece the distribution is
relatively flat. Jobs at different points in a working life are likely to have different
tenures, due to search for a good match at the beginning of the career and job-
specific skill acquisition later in life. Since we can observe duration and timing of
employment spells over the life cycle, we can study the distribution of employment
spell changes between jobs, and in particular between the first job and the last job.
The results, which we do not show for brevity, reveal interesting patterns: the
distribution of employment duration for the last job is quite even across all
European countries. This is perhaps not surprising, if the cost of searching for a
good match increases with age at a similar rate across European countries.

It is worth noticing that the fraction of people reporting extremely long employ-
ment spells is somewhat higher than expected: 6.64% of the overall sample of spells
lasts 35 years or more, 3.25% more than 40 years, and 1.21% lasts more than 45
years. This does not seem to be driven by employment duration of civil servants,
which is likely to be on average longer than employment duration of private sector
employees: the same table obtained excluding civil servants exhibit the same long
right tail. Even after dropping spells longer than 45 years, as they are likely to be
outliers, the distribution might give more weight to longer spells than expected, for
three reasons: first, since we are dealing with older workers it is common to start
working at very young ages and hence it is likely that these generations had long
spells. Second as already explained spells shorter than 6 months are not considered,
thus reducing the probability mass on the left tail. Third, interviewers were asked to
instruct respondents to count short-term jobs which are similar, even if working for
different employers, as a single spell and not record changes of job for the same
employer as different spells.

Figure 11.3 shows the average duration of long unemployment spells in years. In
all countries (except Czech Republic), women experience longer unemployment
spells. Looking at the average duration of unemployment spells can however hide
important differences between workers, beyond those simply captured by gender.

11.4 Replacement Rates

Depending on the pension regime a person faces at different stages of her life, the
sequence of jobs in her work history could be more relevant or less relevant for her
pension benefits entitlements and therefore for her replacement rate. In this section,
we compute the replacement rate as the ratio of the first benefits received over the
last wage in the main job for those respondents who indicate as their main job the
one that ended with a transition into retirement. Note that in this way we neglect
those who had a secondary job in the last years before retirement, those who chose
other pathways to retirement (for example through disability), and those who
experienced a long period out of employment before retirement, e.g. women who
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Fig. 11.3 Average number of years spent in unemployment conditional on having been
unemployed

leave their job to take care of home and family. We also drop the self-employed and
focus only on private and public sector employees: rules concerning benefit calcu-
lation are quite different for the employees and the self-employed, and for the latter
it is often problematic to relate replacement rates to work histories.

Figure 11.4a shows the average replacement rate (the average of individual
replacement rates). For most countries it ranges between 0.70 and 0.80, with
Austria, Belgium and Spain featuring a lower rate, and East Germany and Greece
a slightly higher rate. In Figs. 11.4b, c the observations are grouped by gender and
year of birth. Changes in institutional arrangements which affect the generosity of
the pension system may in principle lead to gender and cohort differences within
countries. We find that these differences are not statistically significant.

Given the large heterogeneity of replacement rates across countries, it is impor-
tant to understand to what extent the observed differences correlate with differences
in number and duration of employment and unemployment spells.

Figure 11.5a, b show the relation between the replacement rate and the number
and duration of employment spells respectively. The straight line is the regression
line fitted to the data. Because East Germany and Greece appear as outliers, we
include them in the scatter plot but not in the fitted regression lines. Figure 11.5a
reveals a positive relation between the number of employment spells and the
replacement rate. This may be due to the fact that, as we have already shown,
most of the job changes are job-to-job transitions. Therefore, a higher number of
employment spells may signal a faster career and a higher contribution accrual,
rather than a difficulty in retaining a job. By the same token, a longer tenure does not
have any statistically significant effect on replacement rates (see Fig. 11.5b): as long
as most of the job changes are job-to-job movements, there is no reason to expect the
average duration of an employment spell to matter in terms of pension rights.
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by cohort
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Fig. 11.5 Replacement rate and number and duration of long employment spells
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Fig. 11.6 Replacement rate and number and duration of long unemployment spells

Figures 11.6a, b show the scatter plots of the average number and the average
duration of long unemployment spells by country against the average replacement
rate. Although we include the observation for East Germany in the scatter plot, we
exclude this country from the regression line, because its high average number of



134 A. Brugiavini et al.

0.90
oGR
0.80 o SE
o|T
eCZ oFR
0.701
®ES

4 O AT
0.60 BE

58 60 62 64 66

Legal old age pension
Fig. 11.7 Replacement rate and legal old age pension at the moment of retirement

unemployment spells may just be due to the very small sample size. The figures
reveal a clear negative relationship between the replacement rate and the number
as well as the duration of long unemployment spells. Countries characterized by
work history with many and long unemployment spells tend to exhibit lower
replacement rates.

Finally, Fig. 11.7 relates the actual average replacement rate of each country
with the average legal retirement age prevailing at the time of retirement in the
sample. Once again we exclude Greece and the Czech Republic from the regression
line because the institutional data about the past legal retirement age and also about
the actual replacement rate show some inconsistencies. The legal retirement age for
old age pension is the country-average of the legal retirement age for each individual
at the time of her retirement, which is meant to emphasize the role of institutions
through the “exogenous” legal retirement age. The positive association between the
actual replacement rate and the legal retirement age suggests that in those countries
where people are induced to work longer (higher retirement age) they also achieve
higher replacement rates. This result might be due to both a “formula” effect, i.e. it
might depend directly on the way the length of the career enters the benefit
calculation and a “filling” effect, i.e. individuals who have the opportunity to
work longer may fill the contributions gaps due to unemployment spells.

11.5 Conclusions

The patterns of job mobility vary greatly across European countries. The number of
jobs held during a career by the average worker is much higher in Northern than in
Southern countries. The available evidence points into the same direction: labour
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markets in Southern countries are much less mobile than in Northern countries.
However, cross-country differences in job mobility do not translate into
corresponding cross-country differences in replacement rates. On the other hand,
pension entitlements appear to be very sensitive to the number and duration of
unemployment spells in the workers’ careers.

Our results suggest that labour mobility, if anything, positively affects the
replacement rate, and that institutions which help keep unemployment spells
short, for example through active labour market policies, also reduce differences
between less and more mobile workers. Therefore, the current tendency to de-
regulate European labour markets is not necessarily detrimental for income after
retirement, provided it is tempered by policies designed to limit long-term unem-
ployment.
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Chapter 12

Atypical Work Patterns of Women in Europe:
What Can We Learn From SHARELIFE?

Antigone Lyberaki, Platon Tinios, and George Papadoudis

12.1 Introduction

The second half of the twentieth century was a time of rapid social transformation.
Nowhere were the changes more radical than in women’s participation in society
and work. Women increasingly claimed a fuller and more active position in all
societal functions. Though all parts of Europe and all social strata were affected,
this process was unevenly distributed over time and space and driven by a variety of
influences. Such influences could have been structural changes in production,
transformations in the function of the family and last, but not least, attitudes in
what woman'’s position ought to be, as reflected in shifts of policy priorities. This
period of rapid change corresponds to the lifetime of individuals in the SHARE
survey. When today’s 50+ population were young girls, the world they were
entering was very different from today. The long term social changes correspond
to lived experience of women in the SHARE sample. The women in SHARE were
witnesses to the foundation, flowering and restructuring of the Welfare State. Social
policy stances towards maternity and family policy as well as labour market
institutions were defining fissures between certain forms of the so-called “European
Social Model”. This paper begins exploring how these factors — labour and social
policy transformation — were reflected in the lives of women in the SHARELIFE
sample.

For purposes of clarity of exposition, this paper utilizes the device of examining
groups whose characteristics place them in a minority in their own country, yet
which are very similar to majorities in other countries in the SHARE sample. Thus
family-centred women who have never worked are the exception in Scandinavia,
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yet are strongly represented in the South. Conversely career women in the South are
uncommon, yet are the majority in the North.

These types of comparisons are useful for fixing ideas and for representational
purposes. They can also be held to pose complex questions with clarity (approx-
imating in logic a controlled experiment): Given that the kind of obstacles to
employment which are held responsible for low labour participation in the South
(child care facilities, income support) were patently available in the North, yet the
minority chose traditional roles, what were the factors still placing obstacles to their
participation? Was it limited availability of service infrastructure, a question of
values, ill health or due to the vestiges of sex discrimination and insufficiency of
financial incentives? Conversely, given that the shortcomings of social services are
deemed sufficient to explain persistence of traditional roles for the majority in the
South, how did career women cope with the pressures of balancing work and
family? Did they have fewer children, did they have access to child care from
family resources, or were they forced to work by financial pressure? How did
women’s own (socially conditioned) preferences affect their choices? Once we
try to control for other factors, did social policy lead or follow developments?

12.2 Identifying the Groups: Dominant and Atypical Patterns

Patterns of female paid work vary hugely in Europe, as do work-care models.
Evolving “models of family” (i.e. the shift away from the male breadwinner
model in the direction of dual-earner families — Jane Lewis, 2001) and “prefer-
ences” (home-, work-centred or adaptives — K. Hakim 2000, 2004) have been ways
of analyzing complex trends. At the same time, economists have noticed the
existence of two ideal-types which can be rationalized as the result of two equilibria
in Europe regarding women’s work patterns: a high labour force participation, good
social infrastructure and high fertility rates equilibrium characterizing Northern
countries, and a low participation, low fertility and missing social infrastructure
equilibrium characterizing Southern economies (Boeri 2003; Boeri et al. 2005;
Bettio and Villa 1998). This brings the welfare state into the discussion as an
important influence. Esping-Andersen’s welfare state typology leads one to expect
patterns of female paid work to observe the boundaries of the “Worlds of Welfare
Capitalism”. The exact typology of Esping-Andersen has been questioned in the
context of gender — Lewis et al. (2008). However, this criticism does not affect the
geographical dividing lines which largely remain. The effect of the welfare state
can be brought to bear in the explanation of inter-country and individual differ-
ences, or might point at specific areas of intervention. As Daly (2002) states in
reviewing the current state of knowledge, evidence on a direct link between policies
and particular female labour profiles is still inconclusive. SHARELIFE, by
providing data on the entire life of respondents (rather than synchronic information)
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Fig. 12.1 Distribution of career length to age 50, by country group

allows us to introduce a time and cohort dimension. We can thus see not only
whether patterns exist, but how they spread through time.

In defining female work patterns a number of ideal-types stand out; these are
usually associated with the country groups in which they are prevalent. Hakim’s
(2000) work predisposes to find women distributed in clusters around these beha-
viour norms. Our first concern is to identify whether such groups exist. In doing so,
the simple expedient of comparing years worked introduces bias, as older respon-
dents will include years of work after 50 and will systematically exhibit longer
careers than 50-year olds who are still working. To allow for this, the key variable
to be analysed is years of work of each respondent until the age of 50 — regardless of
age. Figure 12.1 shows the distributions of this variable for the four geographical
groups which roughly correspond to distinct types of welfare state: The North,
Centre, South and East.

Simple visual inspection shows the existence of two polar types. The “Full
career woman” (FCW) or work-centred woman. In Fig. 12.1 we see concentrations
of women with around 30 years of work or more, which with an entry age of 20
essentially implies uninterrupted stay in employment (for those women with ter-
tiary education, a full career necessarily starts later, so the FCW category is defined
to include those with more than 26 years work) . At the other extreme, a large group
of women never worked at all — the “full-time carer” or “family-centred” woman —
full family woman (FFW) with no links to the labour market. Hakim’s category of
the “adaptive” woman falls in between (supplemental earner, main carer, in and out
of work). This category can be further divided according to work-intensity (i.e.
share of working years in total). For the purposes of exposition the continuum is
divided into two groups: between 20 and 29 years “Adaptive Career Woman”
(ACW) and, between 1 and 19 years of work “Adaptive Family Woman” (AFW).
What distinguishes the one from the other is the different degree of continuity of
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employment characterizing the two groups. The picture of Fig. 12.2 largely con-
firms Hakim’s expectation and leads to the following classification by country.

Figure 12.2 examines the groups by country. Never worked group: The Southern
countries are the champions (over 30%, on average, with Greece reaching almost
45%), while only a small minority (below 6%) in five countries (Denmark and
Sweden (the Nordics), Czech Republic, Germany and Switzerland), followed by
France, Austria and Poland (around 10%). By contrast, the longest careers are
recorded in the Nordics (Sweden and Denmark), the Czech Republic (and also
former GDR), with over 60% of women working longer than 31 years. Long careers
are also the rule in Central countries (ranging from 40 to 50%) — in Austria, Germany,
France, Poland and Switzerland and Belgium at the limit. The group of adaptives is
also largest in the North, signifying the possibility of leaving and then being able to
return to work. The Mediterranean countries and the Netherlands, on the other hand,
have moderate share of working women in long careers, and few adaptives.

How does this picture change by cohort? If we examine the career length by
country group we can observe that in all cases there is an actual decrease of the
never-worked FFW group. As time passes we generally see a decrease in polariza-
tion in favour of the adaptive group — with more than 19 years employment (ACW).
We also see a reduction of very long careers (35+), connected presumably with
later entry into the labour market as a result of the raising of the school-leaving age.

Examining the distributions, we may retain three crucial observations:

e The critical decision — taken early on — is whether to enter the labour market.

e Those entering the labour market appear in many countries most likely to
continue on for a full career.

e The intermediate group — those exiting and re-entering the labour market — are in
a minority, though their prevalence is higher in younger cohorts.

Hence it is important to take a closer look at career interruption patterns.
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12.3 Career Interruptions of Women with Some Work
Experience and Children

The crucial factor in women’s working lives is childbearing. Here we focus only on
mothers who had been working when they gave birth, i.e. x% of women with some
work experience. We first show whether the arrival of a child affects working
patterns (Table 12.1). The rule is to stop work temporarily (more than half of
working women), although the share of permanent drop outs is substantial, espe-
cially in continental Europe. It is twice as high as in the Southern countries, and
could be explained by the fact that in Mediterranean women, once they enter the
labour market, appear to be more resilient compared to Continental women; career
interruptions due to children do not translate into quitting work altogether. Overall,
one in four women had no interruption whatsoever after the arrival of their (last)
child.

The lowest rate of dropouts from work due to the birth of child are experienced
in the Eastern European countries, ex-GDR, Sweden and, somehow surprisingly,
Greece (probably due to dropping out at an earlier stage — e.g. at marriage). The
highest dropout rates (over 20%) are recorded in Austria, Germany and the Netherlands,
while a cluster including both continental (Belgium, France) and Southern countries
(Spain, Italy) had the highest shares of women that did not interrupt their career at all
when they had their children.

The duration of the interruption due to childbirth is presented in Fig. 12.3. As
plainly illustrated, interruptions tend to be shorter in the low female participation
countries (Southern European countries exhibiting a bipolar work pattern for
women), followed by Denmark, Belgium, Poland and Sweden. The longest career
interruptions occur in Switzerland and the Netherlands (Germany, France and Austria
follow). Differences become more apparent when we look at groups of countries.

Table 12.1 Career interruptions due to children

Country Never worked Stopped No interruption Women who worked
again (%) working (%) at the time of 1st
temporarily (%) childbirth (N)
SE 75 86.1 6.3 791
DK 14.5 69.9 15.7 825
PL 5.7 59.1 352 722
(074 0.4 94.4 53 990
DE-E 2.1 73.0 25.0 215
DE-W 29.5 47.0 234 603
NL 31.1 54.4 14.5 678
BE 18.3 343 473 889
FR 17.6 439 38.5 851
CH 17.7 54.5 27.8 451
AT 242 55.8 19.9 435
IT 17.9 43.9 38.2 519
ES 13.3 46.3 40.4 292
GR 6.0 69.8 24.2 534

Total 16.9 54.4 28.8 8.795
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Fig. 12.3 Duration of interruption for females who stopped working temporarily because
of a child, by country
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Fig. 12.4 Duration of interruption for females who stopped working temporarily because
of a child, by cohort and country group

Almost 90% of working mothers in the Mediterranean countries interrupted their
career for less than a year after the arrival of their (last) child, while about half of
working mothers in Continental Europe experience work interruption longer than 3
years. This could reflect the lack of maternity protection (e.g. short maternity leaves)
for working women at the time of childbearing of the SHARE group; they either had
to leave altogether or get back very soon.

Figure 12.4 performs the same analysis by cohort and group of countries. It shows
that there is a clear convergence for younger cohorts. The incidence of very short
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career interruptions (less than 3 months) declines everywhere in consecutive age
cohorts. Interruptions up to 1 year increased only in the Nordic countries, declined in
the East and the South, while remained fairly stable in the Continental countries.
There seems to be a general trend for the period of absence to tend between 3 and 12
months, at the expense of both longer (>3 years) and shorter (<3 months) interrup-
tions, presumably reflecting the maternity leave regulations. In general, the overall
impression is one of convergence, with the Nordic countries in the lead.

12.4 Comparing Minorities: Two Exercises

Having established a number of different work—family patterns and their preva-
lence, we now examine women following atypical work—family patterns [excep-
tions to a broader rule in their country — for which see Brugiavini et al. (Chap. 13)].
This can be done by means of: First, comparing “minority women” with women
following the same pattern but in contexts where this constitutes the rule (“majority
women”). Second, try to establish whether “minority women” share more simila-
rities with women following the same pattern elsewhere where this is the majority
case or with the “majority” or “canon” women in their own context. The following
points come out.

Exercise 1: The Full-Family-Model Women

e Full family (never worked) women tend to have more children than all other
women, but the difference is larger when Full Family pattern is an exception.

e Where Full Family is the exception, the number of marriages is slightly higher,
but when it is the rule it doesn’t have any influence on the number of marriages.

e Full family women belong to poorer households, while their education is lower.

e Full family women are more likely to live in owned accommodation.

¢ Initial conditions matter in a variety of ways. Having experienced poverty as a
child (few or no books at home) is more common for full-family women when
they are the rule and considerably less when they are an exception (more
opportunities and room for choice when more women work in a society?).

Exercise 2: The Full-Career-Model Women

e Women who have less than a full career are the same everywhere (regardless of
context) in the sense that they have more children.

e Full career women tend to follow the general rule in their country, but have
fewer numbers of marriages compared to the rest.

e Full career women tend to be more educated, but only when they are in the minority.

¢ Full career women tend to be richer, and this effect is stronger where they make up
the majority trend (rule). Nevertheless, they have lower home-ownership rates.

e Where full career women are the rule, they have better self-perceived health
scores, higher job and career satisfaction, fewer disappointments and fewer
sacrifices for their job.
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12.5 Explaining the Patterns: Does Social Policy
and Employment Protection Matter?

The “naked eye” analysis so far has uncovered sea-changes in the patterns of female
employment that have taken place in Europe over the life-span of the SHARE
sample. To start uncovering relationships and the role of the policies, a multidi-
mensional analysis must be the next step. The patterns we have seen, especially,
among the older individuals signal that the crucial decision is taken early on in the
life of women: whether to enter the labour market or not. Once having entered, most
continue to a full career, though some drop off. To capture this pattern, our
preliminary investigation employs a two stage analysis:

Firstly, the participation decision is modelled for the ever-entered group of
women (i.e. those who have worked). Given that this is a decision adopted in
their 20s, care is taken to include only those variables that would have been
known at that time.

Secondly, the decision of how long to work is considered, conditional on having
entered the labour force. The dependent variable is years of work to aged 50, in
order to avoid bias as between women with completed working lives and those still
working.

The structure of decisions is essentially recursive, where the participation and
career length decisions are separated in time. Nevertheless, the fact that the group of
women remaining in the labour market is essentially self-selected, creates a bias,
implying that a simultaneous treatment of the two decisions is necessitated. Thus, a
two stage Heckman type model is estimated (e.g. Maddala 1983), there being
evidence of selection bias. Interestingly for the hypothesis that social policy
matters, the selection bias evidence is much stronger once country groups are
allowed.

In the participation decision, the effect we are trying to capture is the ease of
entry in the labour market at the time when our sample was in their 20s. Thus the
unemployment rate and the growth rate enter as proxies of labour market opportu-
nities. The OECD Employment protection index is the earliest available — that of
the mid-80s. Given that employment protection in Europe before that time was
mostly greater than that, its value at the 80s can be taken as the minimum value for
the appropriate decade. High employment protection can be expected to make
labour force entry more difficult. The childhood relative well-being index is that
of Lyberaki, Tinios and Georgiadis described in Chap. 2, and is a composite of the
available indicators weighted according to their prevalence.

Table 12.2 shows a strong cohort effect, a positive effect of being an orphan, as
of a large family size at childhood. The “mother at 22” variable (following Goldin
2006: 14) has a positive effect, though that should be evaluated with a large
negative effect of the related “mother at first job” variable in the length of career
equation. Interestingly, if country group dummies are introduced, it becomes
negative, indicating the presence of an effect differentiated by country group (by
a national difference not captured by the current specification). Relative childhood
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Table 12.2 Determinants of participation decision in a simultaneous Heckman sample selection
model (selected effects)

Dependent variable = Ever worked (i.e. >0 years of work) Marginal Standard
effect error

Demographics

Constant 4.8098%* 0.2059

Mother when 22 0.0654* 0.0331

Orphan —0.5148** 0.9597

Family size when child —0.0749%* 0.0127

Initial conditions

Childhood relative well-being index: for each country ranges from —1.4989%* 0.1823
0 tol (complete to no deprivation)

Occupation of breadwinner when 10: Legislator, senior official, —0.1532%* 0.0551
manager, clerk

Occupation of breadwinner when 10: Elementary agricultural or —0.2251* 0.0632
fishery worker

Number of books when 10 (>10) 0.3964** 0.0393

Period of financial hardship up to 20 —0.4453%%* 0.0927

Primary education or lower F

Context variables when 20 (averages by cohort)

GDP real growth rate —1.3271 1.9794

Unemployment rate —0.0105 0.0050

EPI index —0.5434%* 0.0308

Transition country(CZ; PL; GDR) 0.1097* 0.0715

Effects not reported: Age 65-80 and 80+ strongly negative; education strongly positive; foreign
born, poor health when child — insignificant

Source: SHARE Wave 1, Wave 2 release 2.3.0; Wave 3, release 0

** *: Significant at 1%, 5% respectively

well-being has a negative effect, signifying that participation in many cases may
have been dictated by strained circumstances. This interpretation is strengthened by
the negative effect of elementary occupation. For some women starting to work was
an imposed necessity, for others an active choice.

Turning to context variables, an interesting pattern emerges: High national
average unemployment in their 20s is associated with smaller entrance. High
employment protection for those at work translates very strongly for problems to
enter. Finally, though insignificant, high real GDP growth is associated with smaller
entry probability. Adding country group dummies to this specification can be
interpreted as allowing for the influence of social protection and labour protection
“styles”. This addition has the effect of almost eradicating the influence of house-
hold size, “mother at 22” and financial hardship. It also changes the sign on
unemployment, reduces the influence of employment protection and makes the
effect of growth large. These effects can be taken as evidence that those variables
may have opposing influence in different policy settings; once the overall effect of
country groups is allowed for, the within-group variation is able to exhibit itself.
The weakening of public policy variables once the influence of large country
groupings is allowed for can be taken as evidence that most of the public policy
effect comes between country group variation.
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Table 12.3 Determinants of career length in a simultaneous Heckman sample selection model
(selected effects)

Dependent variable: Years of work to 50 given any work Marginal effect Standard error
Constant 28.5433%%* 0.4515
Demographics
Number of children (1) 1.8167%* 0.2319
Number of children (2) 0.8635%* 0.2012
Number of children (3+) 0.1083 0.2184
Divorced 1.0048%* 0.2232
Married when got first job —3.8118** 0.2542
Mother when got first job —6.9525%%* 0.2935
Ever left job because of ill health or disability —1.3379%* 0.1913
Occupational information
Number of jobs —0.6802%* 0.0362
Ever been civil servant 0.6813%* 0.2081
Got pension before the age of 50 1.4924%%* 0.2165
Historical Context variables when 40 (average by cohort)
EPI 1980s (Employment Protection Index) 0.1498 0.1576
Unemployment by cohort —0.0480 0.0244
Social protection on “family function” as (%) of GDP 0.1923 0.1053
by age cohort
Minimum wage as % of average in 1970s, 1980s, 1990s —0.8307** 0.3024
by age cohort
Maternity leave length by age cohort —0.0077 0.0066
Maternity leave replacement rate by age cohort 1.7939%%* 0.4001
Transition country(CZ; PL; GDR) 2.1350%%* 0.3444
Number of observations 12,125
Censored observations (working) 2,074

Effects not reported: Age 65-80 and 80+ strongly negative; education strongly positive. Occupa-
tion, industry, self-employed status, foreign born, poor health when child — insignificant

Source: SHARE Wave 1, Wave 2 release 2.3.0; Wave 3, release 0

**: Significant at 1%

To examine the length of career decision the dependent variable is defined as
number of years worked until the age of 50. In this way the spurious correlation is
avoided between age and years at work given that we have both women currently
working and women already retired. A further advantage of this definition is to
abstract from considerations relating to pensionable age, which are bound to
introduce differentiations at the top end.

The continuous decision on career length appears in Table 12.3. Children and
Marriage: Being married and being a mother at the time of labour force entry are
both very important, subtracting 11 years from the predicted value. This confirms
Goldin’s (2006) observation for the US that being in the labour force before
marriage and childbearing cements a permanently strong labour force attachment.
The magnitude of the other children variables should be seen in this light:
Beyond the first child, the marginal impact of an additional child is negative and
increasing. Education and health: Given the cut-off at 50 the negative effect of
education is due to later entry. Poor health is important mainly if the problem was
sufficiently serious to necessitate leaving a job — reentry presumably is then harder.
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Occupation: The frequency of changing jobs leads to a lower expected length
(reentry problems). Later entry presumably accounts for shorter careers in public
administration (corrected by a positive sign for being a civil servant). Owning a
business has an effect on length of career, as is being eligible for a pension
before 50.

Context variables: A high minimum wage relative to the average leads to
reductions in careers, as returns to the labour market after an interval of absence
are more difficult. Social protection expenditure on family policies and the replace-
ment rate of maternity allowance have an influence. Unemployment has a negative
effect (as it did in participation), implying that high unemployment prevented
labour entry and reduced careers. The EPI index appears only to affect participation
and to have no effect on career length.

However, once the same specification is run with country group dummies, the
influence of social policy context variables is completely transformed. The key
differences must be due to the differences of the “Mediterranean welfare states” (to
follow Ferrera rather than Esping-Andersen). Once the southern European factor is
allowed for, virtually all context variables become significant and have the
expected signs, meaning that they explain differences within groups, whereas
differences between groups must be due to more diffuse systemic differences
which interact with our simple variables. For instance, the EPI index is large and
negative, while social protection on the family function becomes large and positive.
Indeed, in the typologies of Welfare states, the Mediterranean state is supposed to
stand out by placing all emphasis on pensions and none at all on the family function.
During the working life of the SHARELIFE sample, in the Mediterranean both
social protection family policy would have been absent, while employment protec-
tion would not be extended to women.

Given that most of our context variables essentially capture social policy effort,
the transformation of the effects once a generalized “Southern” effect is allowed for,
implies that the same effort in different parts of Europe had different effects. This can
be taken as a strong indication that —in the period when our sample were still young —
the workings of the welfare systems and the way those related to the economy were
to a large extent distinct — at least as between North and South (Table 12.4).

12.6 Conclusions

The 50 years encompassed in the lives of women in the SHARELIFE sample
capture the periods of development, apogee and consolidation of distinct “worlds
of welfare capitalism” into what many call the “European Social Model”. Has our
analysis shone light of this process?

¢ The working lives initially followed a polarized pattern which is becoming less
so with time. Rather than two distinct groups, younger cohorts exhibit more
women with adaptive careers, leaving and reentering the labour market.
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Table 12.4 Context variables in the Heckman regression once country groups are distinguished
(selected coefficients only)

Dependent variable = Years of work to 50 | work>0 Marginal Standard
effect error

Constant 29.6813**  0.9259
Historical Context variables when 40 (avg by cohort)
EPI 1980s (Employment Protection Index) —0.6731%* 0.1814
Unemployment by cohort —0.0573*  0.0263
Social protection on “family function” as (%) of GDP by cohort 1.4290**  0.1996
Minimum wage as % of average by age cohort —0.1361 0.3481
Maternity leave length by age cohort —0.0403**  0.0087
Maternity leave replacement rate by age cohort 1.5538**  0.4080
Continental —0.2633 0.3156
South 2.0719*%* 0.7418
Transition 3.0010**  0.3981
Selection equation == Ever worked Historical Context variables when

20 (avg by cohort)
EPI 1980s (Employment Protection Index) —0.0734 0.0400
Unemployment by cohort and 1960s, 1970s, 1980s 0.0097 0.0053
Growth rate by cohort and 1970s, 1980s, 1990s —3.9046* 1.9834
Continental —0.9602**  0.0922
South —1.8238**  0.0953
Transition —0.5591** 0.1141

Source: SHARE Wave 1, Wave 2 release 2.3.0; Wave 3, release 0
*%* *: Significant at 1%, 5% respectively

¢ This process is visible everywhere, but it is very uneven still in its geographical
and social spread.

e The econometric evidence finds some evidence for convergence. Social policy
matters more for the length of career, rather than for participation — which was
taken earlier and on the basis of the situation pertaining before the 1980s.

¢ There appear two large fissures in Europe: one regarding the transition countries,
and another regarding the Mediterranean. Indeed social policy parameters seem
to change their meaning and significance once we allow for a generalized
“Mediterranean” effect.

Do policies matter? Our verdict is “undoubtedly yes”. However, the same
policies may produce very different outcomes, while similar outcomes may corre-
spond to very different policies (Daly 2002). It is interesting to hypothesize on
“functional equivalents”, i.e. factors Y that in country A produced results brought
about by policy X in country B. In this case, Y is a de facto functional equivalent of X.
Lack of public social infrastructure may be compensated by the market for such
services or even by quiet grannies. The European welfare state encompasses the
formal social policy apparatus in the North, and an informal family-based support
system in the South.

The big story the researchers should not lose out on is the steady but sure
convergence of family and work patterns. This convergence still leaves much
ground uncovered. Much of the differentiation in older women is the result of
older discrimination and cumulated inequities which necessitate special attention.
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Chapter 13
Maternity and Labour Market Qutcome: Short
and Long Term Effects

Agar Brugiavini, Giacomo Pasini, and Elisabetta Trevisan

13.1 Maternity and Labour Market Outcomes

Retirement patterns, as well as continuity and length of work histories, are strongly
influenced by the events over the life cycle. This is particularly true for women.
Gender differences in work-careers and the role of women within the family usually
lead to fewer pension rights and lower retirement income for women than for men.
In particular, maternity is likely to be one of the major drivers of gender differences
on life time economic outcomes such as labour force participation, differential
productivity and wages and eventually retirement income.

The effect of motherhood on women’s labour supply has been a long-standing
focus of economic research seeking to explain the rise in the labour force partici-
pation of women over the past decades, together with the decline in fertility rate; it
has also been the cornerstone of public policy regarding the efficient design of
parental leave and benefit (Troske and Voicu 2009). The research on this topic
focuses on the effect of timing and spacing of births to explain the decrease in
fertility characterizing OECD countries; a few studies look instead at the effect of
timing and spacing of births on women’s labour market outcome (Gustafsson
2001). One of the main results is that timing and spacing between births matter
substantially for labour market participation: women who have the first child later
in life exhibit a lower probability of dropping out of the labour force and lower
negative effects on wages compared to other women. Moreover, the drop-out effect
induced by maternity increases with the number of children. As for the long-term
effects of maternity, very little is known and the evidence is very scanty.

The aim of this paper is to fill this gap by analyzing the long term effects of
childbearing, i.e. the effect of motherhood on pension income at retirement, given
the labour market participation of women at childbirth. Since labour market attach-
ment is higher for younger generations, it is relevant for policy makers to look at the
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behaviour of women who want to work excluding those who plan a “family-life”
(see also Chap. 12). SHARELIFE is particularly suitable for this analysis since it
contains complete life time histories, including all the employment and maternity
episodes experienced by European women currently aged 50 and over. Moreover,
details on maternity leave provisions and other institutional features of the SHARE
countries are collected and provided together with the survey data. These institu-
tional features allow us to investigate if and how the presence of maternity benefits
affects the labour market participation decisions of women after childbirth and,
consequently, the impact of pension income at retirement.

13.2 Maternity Leave Across Europe

The existence of maternity leave provisions at the time of motherhood is likely to
influence the labour market participation of women and pension income at retire-
ment. The main characteristics of maternity leave are the duration and the amount
of the benefit, the latter usually expressed as percentage of the wage. Table 13.1
summarizes these variables for each country.

There is variability between countries in terms of maternity “protection”. In all
European countries, with the exception of Austria and Czech Republic, maternity
leave provisions have been introduced in 1970 and have gone through several
changes. Sweden, Denmark and Italy are characterized by a longer duration of
the maternity leave with respect to other countries. However, all countries show a
trend towards the increase of duration of maternity benefits in the last decades.

Table 13.1 Maternity leave provisions across Europe

Country Year of introduction Duration (weeks) Benefit (%)
Sweden 1970 2664 48-90
Denmark 1970 14-30 88-100
Germany 1970 14 100
Netherlands 1970 12-16 100
Belgium 1970 14-15 60-77
France 1970 14-16 50-100
Switzerland 1970 10-16 100
Austria 1950 12-16 100
Ttaly 1970 17-21.5 80
Spain 1970 12-16 75-100
Greece 1970 12-16 50
Poland 1974 16 100
Czech Republic 1961 28 69

Note: Benefit is expressed as a percentage of wages in the manufacturing sector. Maternity leave
provisions information are not available for East Germany separately from West Germany. The
two numbers for the duration and the benefit columns indicate respectively the lowest and the
highest number of weeks and benefit level fixed by law during the years
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Countries with shorter durations compensate with generous benefits, varying between
80 and 100% of the wage. Greece, Belgium and the Czech Republic are exceptions.

13.3 Short Term Effects

One important economic effect of childbearing is a change in labour market partici-
pation of women after childbirth. Hence we look at the subsample of women
who were working at the time of motherhood (for any child), which is clearly a
selected group of the population. Figure 13.1 shows that the labour market partici-
pation rate of women at the time of childbirth is indeed very heterogeneous across
countries.

In some countries, such as Italy and Spain, the fraction of women working at the
time of childbirth is very low (about 30%). In most of the other countries the labour
market participation rate of women is above 50%, with peaks of 90% for Czech
Republic and East Germany.

In SHARELIFE, for each maternity episode, it is asked whether the respondent
continued working without interruption, stopped temporarily her job (maternity
leave) or left the labour market and never worked again. The average drop-out rate
from the labour market at childbearing by country and number of children is shown
in Table 13.2. The table shows that the choice of whether to continue working for
women, in case of motherhood, is influenced by the number of children. We
observe an increasing frequency of exits from the labour market as the number of
children increases for almost all countries. Table 13.2 shows also a high variability
between countries, which is likely to be related to country-specific cultural differ-
ences as well as to differences in maternity leave provisions.
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Fig. 13.1 Fraction of women working at the time of childbearing by country
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Table 13.2 Drop-out rate at childbearing by country and number of children

Country One child Two children Three children Four children
Sweden 0.06 0.06 0.07 0.10
Denmark 0.22 0.12 0.19 0.32
West Germany 0.42 0.24 0.29 0.38
East Germany 0.35 0.28 0.48 0.24
Netherlands 0:26 0.12 0.17 0.06
Belgium 0.51 0.57 0.50 0.49
France 0.48 0.51 0.54 0.49
Switzerland 0.34 0.23 0.28 0.33
Austria 0.22 0.25 0.27 0.35
Italy 0.39 0.43 0.41 0.45
Spain 0.51 0.33 0.44 0.27
Greece 0.22 0.26 0.15 0.30
Poland 0.31 0.31 0.42 0.57
Czech Republic 0.04 0.06 0.11 0.09

Note: The drop-out rate is calculated as the ratio between the number of women who were working
at the time of childbirth and never worked again and the total number of women who were working
at the time of childbirth (by number of children)

Figure 13.2 shows country averages of labour market consequences of child-
bearing, conditional on the number of children and on the existence of maternity
benefit at the time of childbirth.

Comparing labour force participation in the absence (left panel) and presence
(right panel) of maternity benefits at the birth of the oldest child, a high variability
between countries emerges. The puzzling result is that in some countries the exis-
tence of maternity benefits seems to increase the probability of dropping out of the
labour market. It should be noted that, in this particular case, the sample size in some
countries may be small as we restrict the attention to women with two children.

The introduction of maternity leave provisions aimed at mitigating the income
drop of mothers and at providing incentives to stay in the labour market. The
descriptive evidence is mixed: the overall effect of these policies on labour market
participation depends on the cohort of the mother, as well as on the number of
children at the moment of childbearing. Even after controlling for these character-
istics we obtain a large cross-country heterogeneity in labour force participation.
This seems to indicate that the effectiveness of public policies for maternity
protection does not depend solely on length and generosity of those benefits, but
also on individual preferences, cultural traits, as well as other transfers in money
and in kind at childbearing, such as public day-care provisions.

13.4 Long Term Effect

The number and timing of children could also have long term effects. In particular,
pension provisions are typically related to working life history: the number and
length of employment interruptions of mothers could affect their social security
(pension) income at retirement (Boeri and Brugiavini 2009).
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Fig. 13.2 Labour market attachment after childbearing conditional on the presence of maternity
benefits (women with two children). Note: In the graphs women with two children are considered,
for each child the labour market outcome is shown. Czech Republic and Austria are not present in
the left panel (without maternity benefit) because all women having two children are covered by
maternity leave provisions

In order to explore such a long term effect, we first look at the relation between
the number of children, the labour market participation decision at childbirth and
the social security (pension) replacement rate. We define the replacement rate as the
ratio of the first pension benefits received after retirement and the last wage
received. Figure 13.3 shows the relationship between the replacement rate and
the number of children at the aggregate level.

What emerges is a relatively high variability in fertility rates across countries,
compared with the dispersion of actual replacement rates. As a result, there is a
small negative correlation between the two, which is not statistically significant.

The aim of this analysis is to identify the effect of the existence and generosity of
maternity leave programs on the pension income at retirement. Thus, we focus on
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Fig. 13.3 Average pension replacement rate by country and number of children

those women who had at least one child and who were working at the time of the first
childbirth. More specifically, starting from a sample of 15,544 women, 15,523 have
at least one child and among them 8,963 were working at the time of first childbirth.
About 44% of these women (3,986) are retired, while the majority of them is still
working, disabled, unemployed or out of the labour force for other reason.

We now focus on the effect of maternity leave provisions on pension income at
retirement at individual level. This effect is captured by three variables: a dummy
variable accounting for the existence of maternity leave provisions at the time of
first childbirth, a variable describing the benefit received during maternity leave as a
percentage of the wage and a variable indicating the length of maternity leave in
weeks. If maternity leave provisions are introduced after the first motherhood,
women may change their fertility decisions according to these policy decisions.
Modelling the interplay between individual fertility choices and the timing of the
introduction of maternity leave benefits goes beyond the scope of this paper, thus
we consider the existence and the characteristics of maternity leave provisions only
at the time of first childbirth. Moreover, we include simultaneously country
dummies among the regressors besides maternity leave indicators: while country
dummies capture country-specific effects, the maternity leave indicators capture
variations both across countries and over time.

In Table 13.3 we present the results of the regression analysis for the log of
social security pension income when controlling, in turn, for the existence of
maternity leave (column 1), the benefit level (column 2) and the length of maternity
leave (column 3). The length and generosity of maternity leave provisions have a
negative and significant effect on pension income at retirement. Long spells due to
maternity leaves might induce women to stay longer out of labour force and longer
non-employment spells could have worsened the labour market opportunities after
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Table 13.3 Regression analysis of the social security pension income (log)

Variables (1 2) 3) 4)
Maternity leave provision:
Existence 0.204%%* 0.794%%%*
(0.039) (0.217)
Maternity benefit replacement rate —0.002%** —0.006**
(0.000) (0.002)
Length —0.010***  —0.005
(0.003) (0.005)
Stopped temporarily —0.094**  —0.095%*  —0.093**  —0.091**
(0.039) (0.039) (0.039) (0.039)
Drop-out —0.400%**  —0.401%%* —0.409%** —(0.402%**
(0.067) (0.067) (0.067) (0.067)
Number of children —0.033**  —0.033**  —0.038*** —0.035%*
(0.019) (0.014) (0.013) (0.014)
F-test F(3.2744) = 11.90
Prob>F = 0.0000
N. Obs. 3,986 3,986 3,986 3,986

Note: *, ** **% stand for 90%, 95% and 99% level of significance respectively. The dependent
variable is the log of first pension benefit at retirement, Existence is a dummy variable taking value
1 if there were maternity leave provisions at the time of first childbirth and O otherwise; Maternity
benefit replacement rate is the institutional maternity benefit level (as % of the wage) at the time of
first childbirth; Length is the institutional length of maternity leave at the time of first childbirth. In
all models we control for years of education, job characteristics, and country dummies. The
amounts of the benefits at retirement have been corrected for within countries differences in
currencies and have been converted in Euro (exchange rate 2001)

re-entering the job market, thus reducing wages and benefits compared to women
with shorter interruption (this is in line with Troske and Voicu 2009). Considering
the three variables together (column 4), the existence of maternity benefit has a
positive and significant effect, while the level of the benefit has a negative and
significant effect (the three variables are jointly significant). Moreover, the pension
income at retirement is lower both for women leaving temporarily their job and for
women dropping out from labour market compared to women without interruptions
in their careers. There are no major differences across countries.

Hence our investigation suggests that, by and large, time spent out of the labour
market and generous maternity benefits could have a negative effect on the pension
income at retirement.

However, the fertility decision of women is likely to be endogenous. In order to
deal with the simultaneity issue, we estimate the effect of maternity leave provision
on the pension income at retirement using an instrumental variable approach, where
the number of biological brothers and sisters of the mother at the age of 10 is used as
instrument for the number of children. The idea is that the fertility history in the
household in which the woman grew, which is reflected in the number of brothers
and sisters, influences her fertility decision, but it is not related to her labour market
participation. More precisely, the number of brothers and sisters at the age of 10
could influence the labour market participation of women at very young ages (women
with more siblings might be pushed to go to work earlier), but it is unlikely to have
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any direct effect on labour market participation choices later in life. In our analysis
we consider women who were working at the time of childbearing and we look at the
labour market participation after childbirth, thus, on the basis of the above arguments,
we can assume that our instrument is still valid. Table 13.4 shows the estimation
results.

As in Table 13.3, the results of Table 13.4 show that women who left their job
temporarily and women dropping out from the labour market after childbirth have a
significantly lower pension income at retirement than women who did not leave
their jobs. There are no significant differences across countries.

The IV estimates are very much in line with the ones deriving from the OLS
regression. More specifically Table 13.4 shows (columns (1) to (3)) that, when the
variables related to the maternity leave provisions are included separately, the
existence of maternity leave provisions has a positive and significant effect, while
length and generosity of maternity benefit have a (negative) significant effect on the
social security pension benefit. When the “maternity variables” are included
together (column 4), while the existence of maternity leave provisions has a strong
and positive effect, the level of the maternity benefit reduces the social security
pension income at retirement and the length of the benefits is not statistically
significant.

Table 13.4 Instrumental variable regression of the pension income (log)

Variables [€)) 2) 3) “4)
Maternity leave provision:
Existence 0.183%%* 0.822%%*
(0.060) (0.231)
Maternity benefit replacement rate —0.002%* —0.007**
(0.000) (0.002)
Length —0.009***  —0.005
(0.004) (0.005)
Stopped temporarily —0.102**  —0.103**  —0.101**  —0.098**
(0.044) (0.043) (0.044) (0.043)
Drop-out —0.392%%%  —(.393%%*  —(.402%**  —(.394%**
(0.069) —(0.069) —(0.069) (0.069)
Number of children —0.078 —0.079 —0.080 —0.083
(0.107) (0.107) (0.107) (0.107)
F-test F(3.2740) = 8.64
P>F = 0.000
N. Obs. 3,977 3,977 3,977 3,977

Note: *, *#* #¥* indicate 90%, 95% and 99% level of significance respectively. In the regressions
the dependent variable is the log of first pension benefit at retirement, Existence is a dummy
variable taking value 1 if there were maternity leave provisions at the time of first childbirth and
0 otherwise; Maternity benefit replacement rate is the institutional maternity benefit level (as % of
the wage) at the time of first childbirth; Length is the institutional length of maternity leave at the
time of first childbirth. In all models we control for a set of variables, such as years of education,
job characteristics, country dummies. The amounts of the benefits at retirement have been
corrected for within countries differences in currencies and have been converted in Euro
(exchange rate 2001)
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We can conclude that the existence of maternity benefits improved long term
economic conditions for mothers, but the generosity (replacement rate of the
maternity benefit) of the maternity benefit had a negative effect on pension income
at retirement.

13.5 Conclusion

The number and timing of children are likely to affect labour market participation
of women (what we called short time effects) and, through the induced discontinu-
ity of work careers, they also affect retirement income.

In this paper we first describe the labour market attachment of women at
childbirth, then we analyze the long term effect of childbearing, i.e., the pension
income at retirement, focusing on the effect of the existence and characteristics of
the maternity leave arrangements provided in each country.

The main results in terms of “short-term” and “long-term” economic outcomes
can be summarised as follows:

e The “exit from the labour market” effect due to childbearing is increasing in the
number of children.

e There is a high variability in the pattern of participation across countries related
to differences in maternity leave provisions; however, institutional features are
not the only determinants of the interaction between fertility and labour force
participation.

e The existence of maternity leave provisions has a positive effect on the social
security pension benefit at retirement.

¢ The generosity of maternity benefits reduces the social security pension income.

¢ Results hold even after controlling for the endogeneity of fertility decisions.

Overall, both for short-term labour market outcomes and for the social security
pension income, the introduction of maternity benefits, aimed at mitigating the
reduction in income of mothers and at providing incentives not to leave the labour
market, did lead to an improvement in the economic conditions of mothers, but the
characteristics of the maternity leave provisions such as the level of the benefit may
reduces their beneficial effect.

References

Boeri, T., & Brugiavini, A. (2009). Pension reforms and women retirement plans. Journal of
Population Ageing, 1, 7-30.

Gustafsson, S. (2001). Optimal age at motherhood. Theoretical and empirical considerations on
postponement of maternity in Europe. Journal of Political Economy, 85, 225-217.

Troske, K.R., & Voicu, A. (2009). The effect of the timing and spacing of births on the level of
labor market involvement of married women. I1ZA Discussion Paper, N. 4417.



Chapter 14

Reproductive History and Retirement: Gender
Differences and Variations Across Welfare
States

Karsten Hank and Julie M. Korbmacher

14.1 Multiple Perspectives on the Fertility—~Employment
Nexus in Later Life

The association between women’s fertility and employment has received consider-
able attention in the social science literature, which documents significant variation
in the observed correlations across time and between welfare states (Ahn and Mira
2002). Moreover, the employment—fertility nexus has been shown to vary by gender:
mothers might suffer from limited opportunities for paid employment under the
same institutional regime that allows for positive income effects of fatherhood, for
example.

Parenthood and its immediate consequences for labour market outcomes are also
likely to exhibit sustained influences on employment patterns over the family life
course, particularly for women (Chap. 13). Even though children need not neces-
sarily reduce one’s total years in the labour force, they may create discontinuities in
employment careers eventually affecting individuals’ pension receipt. Thus “the
retirement process is appropriately viewed as temporarily embedded in current
incentive—disincentive structures that mediate retirement decision-making and in
long-term family relations that constitute the joint role pathways of couples through
work and family domains” (O’Rand et al. 1992: 82; italics in the original).

Only few studies have yet investigated the long-term relationship between indivi-
duals’ reproductive history and retirement, though. The limited evidence collected so
far tends to suggest that having children might actually delay women’s exit from the
work force (Hank 2004). These and related findings have been interpreted as reflections
of gendered role patterns developed across the family life course (Henretta et al. 1993;
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Pienta et al. 1994), but they are also likely to be affected by welfare state policies and
institutions — which are not gender neutral either (Daly and Rake 2003).

Students of the interplay between childbearing and later life labour force exits
should thus ideally take a cross-national and gendered perspective. With its broad
set of retrospective life history information from respondents in 13 Continental
European countries, SHARELIFE offers unique opportunities for researchers to
conduct such kind of analysis, allowing us to add to the existing literature by
providing initial answers to three important questions in particular:

e Are there systematic gender differences in the association between reproductive
history and retirement?

¢ Are longstanding differences in fertility, employment, pensions, and welfare
regimes reflected in cross-national differences in the association between indi-
viduals’ reproductive history and retirement? One might assume, for example,
that institutional contexts fostering younger mothers’ employment (e.g. Sweden)
and such prohibiting women’s labour force participation after childbirth (e.g.
Italy) also exhibit such patterns if older women’s employment is considered.

e Are there cohort differences in the association between reproductive history and
retirement?

14.2 Reproductive and Employment Histories
in SHARELIFE

In our study, we track the annual employment histories of 16,454 ever married men
and women aged 50 or older who reported at least one episode of gainful employ-
ment. These individuals contribute a total of 156,033 person-years of observation to
the analysis. Running separate regressions for men and women, we estimate
discrete-time logit models to analyse the individual’s entry into retirement.

For our dependent variable “retirement” there is no exclusive definition. It is
operationalised here as an exit from the labour force after age 50 which is not
followed by a re-entry into paid employment in any subsequent time period (note
that observations are censored at age 80 or at the time of the SHARELIFE inter-
view); see Blanchet et al. (2005) for an overview of different pathways to retirement
in SHARE countries.

Our main explanatory variables are three indicators of individuals’ fertility: first,
the number of children ever born (with an average of 2.1 in our sample); second, a
dummy variable indicating whether the individual ever had a child (note that 8-9%
of the respondents in our sample remained childless); and third, binary indicators of an
early (late, respectively) first birth, where the threshold was set at age 24 for women
and age 27 for men (i.e. the median of the distribution for the pooled sample). Such
detailed new information on men’s and women’s reproductive history substantially
increases SHARE s research potential in this domain (see Martinez-Granado and Mira
2005, for an analysis of fertility using data from SHARE’s Wave 1).
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Further control variables include individuals’ age, level of education, work
experience (years in the labour force and number of jobs till the age of 50), marital
status as well as indicators of self-employment and homeownership (Hank 2004).
To account for possible cohort differences in the relationship between fertility and
retirement, we distinguish between respondents born up until 1940 (who account
for roughly one third of our sample) and those born later.

For our regionalized analyses, we use Esping-Andersen’s (1990) initial welfare
state typology to group the countries represented in SHARELIFE into four clusters
which we label as Social-democratic (DK, NL, SE), Conservative (AT, BE, CH,
DE, FR), Mediterranean (ES, GR, IT), and Post-communist (CZ, PL).

14.3 Parenthood, Number of Children, Timing of Fertility:
What Determines Older Individuals’ Exit from the
Labour Market?

Before turning to the discussion of the main explanatory variables, which also
considers cohort and welfare regime interactions (see Table 14.2), we first describe
the results for all other control variables in an initial model for the pooled SHARE-
LIFE sample (Table 14.1). Most of these findings are consistent with previous
research (Hank 2004) and very similar for men and women.

To begin with, the odds of entering retirement increases significantly with
individuals’ age, sky-rocketing after age 59 and yet again at ages 64 and over.
Moreover, members of the post-1940 cohorts retire later than those born before
World War II. With regard to the role of a woman’s marital status, there is clear
indication that married women enter retirement earlier than their unmarried coun-
terparts, whereas the respective coefficient remains insignificant for men. This
finding might be interpreted as evidence supporting the “joint retirement hypothe-
sis” (Henretta et al. 1993), which states that (on average older) husbands and (on
average younger) wives tend to retire at the same time, resulting in earlier retire-
ment among married women.

Women with a high educational degree tend to stay in the labour force longer
than their low qualified counterparts. The number of years in employment till the
age of 50 significantly influences the individual’s decision to retire. A longer
employment record results in earlier eligibility for old-age pensions and tends to
speed up the transition to retirement. Moreover, those who were self-employed in
their last reported job exhibit markedly lower risks of leaving the labour force than
all others. Career interruptions (indicated by the number of employment spells) as
well as homeownership, however, do not bear any association with the timing of
retirement.

Table 14.2 summarises the results for different indicators of men’s and women’s
reproductive history. In the initial model (also exhibited in Table 14.1) we oper-
ationalised individuals’ reproductive history by their number of children. The risk
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Table 14.1 Discrete-time logistic regression results for older women’s and men’s exit from the
labour force, odds ratios (standard errors) — pooled initial model

Demographics Women Men
Age 50-53a 1.00 1.00
Age 54-57 2.9 2.5k
(0.136) (0.124)
Age 58-59 4.20%%* 4.7 1%
(0.252) (0.259)
Age 60-61 14.55%%% 15.83%**
(0.819) (0.806)
Age 62-63 13.06%** 13.47%%*
(0.916) (0.804)
Age 64+ 19.127%%% 29.897k#*
(1.310) (1.704)
Born 1940 or later 0.82%%%* 0.93**
(0.028) (0.028)
Married 1. 12%%* 1.08
(0.046) (0.057)
Education and work
Low education 1.00 1.00
Medium education 0.91%* 1.05
(0.035) (0.039)
High education 0.70%%* 0.96
(0.034) (0.044)
Years in labour force at age 50 1.02%** 1.07%%*%*
(0.002) (0.004)
Number of jobs at age 50 1.00 1.00
(0.010) (0.009)
Last job self-employed 0.42%3%%* 0.37%*%
(0.022) (0.015)
Homeowner 0.95 1.03
(0.034) (0.034)
Reproductive history (also see Table 14.2)
Number of children 1.00 0.98%*
(0.013) 0.011)
Constant 0.027%%* 0.007%#*
(0.002) (0.000)
Pseudo-R2 0.13 0.16
Observations 64,528 91,446

Significance: *** = 1%; ** = 5%; * = 10%

of entering retirement among women born 1940 or later tends to slightly increase
with a growing number of children (Table 14.2a). This finding seems to be driven
mainly by women living under social-democratic and post-communist regimes. The
reverse association is observed among men (Table 14.2¢). An alternative specifica-
tion, based on an indicator of whether the respondent ever had a child, also suggests
that, independent of family size, in cohorts born post-1940 fatherhood (at least in
social-democratic countries) bears a negative correlation with retirement (Table 14.2f),
whereas motherhood contributes to an earlier exit from the labour force (Table 14.2b).
Moreover, mothers who experienced an early first birth (particularly if they live in
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Table 14.2 Discrete-time logistic regression results for older women’s and men’s exit from the
labour force, odds ratios (standard errors) — Interaction of reproductive history indicators with
cohort and welfare state regime

Women (a) Number of children (b) Ever had a child
Welfare regimes All Cohort All Cohort
<1940 >1940 <1940 >1940
Social-democratic 1.07%* 1.06 L.11%* 1.09 1.05 1.18
(0.03) (0.04) (0.05) (0.13) (0.18) (0.20)
Conservative 1.00 0.97 1.02 1.06 0.85 1.19
(0.02) (0.03) (0.03) (0.10) (0.12) (0.16)
Mediterranean 0.96 0.96 0.97 1.17 1.06 1.29
(0.03) (0.04) (0.05) (0.16) (0.20) (0.26)
Post-communist 1.04 1.00 1.11%* 1.04 0.85 1.18
(0.03) (0.05) (0.05) 0.17) (0.22) (0.26)
All 1.00 0.98 1.04%* 1.09 0.95 1.21%%*
(0.01) (0.02) (0.02) (0.07) (0.08) (0.10)
Women (c) Early first birth (d) Late first birth
Welfare regimes All Cohort All Cohort
<1940 >1940 <1940 >1940
Social-democratic 1.22 1.25 1.21 1.07 1.11 1.05
(0.15) (0.22) 0.21) (0.13) (0.19) (0.19)
Conservative 1.16 0.92 1.33%* 0.98 0.88 1.00
(0.11) (0.13) (0.18) (0.10) (0.13) (0.14)
Mediterranean 1.12 0.99 1.27 1.20 1.12 1.27
(0.16) (0.20) 0.27) 0.17) 0.22) (0.26)
Post-communist 1.17 1.03 1.27 1.00 1.07 0.99
(0.18) (0.25) (0.27) 0.17) (0.28) 0.22)
All 1. 17%%% 1.04 1297 1.06 1.03 1.08
(0.07) (0.09) 0.11) (0.07) (0.09) (0.09)
Men (e) Number of children (f) Ever had a child
Welfare regimes All Cohort All Cohort
<1940 >1940 <1940 >1940
Social-democratic 0.97 0.98 0.94 0.86 0.97 0.73%*
(0.02) (0.03) (0.04) (0.09) (0.15) 0.11)
Conservative 0.98 0.99 0.96 1.06 1.11 0.98
(0.02) (0.02) (0.03) (0.09) (0.13) (0.13)
Mediterranean 0.97 0.97 0.97 0.96 0.88 1.01
(0.02) (0.03) (0.04) (0.10) (0.13) (0.15)
Post-communist 1.01 1.07 0.97 1.22 1.23 1.24
(0.03) (0.05) (0.05) (0.23) (0.32) (0.35)
All 0.98%* 0.99 0.97* 1.00 1.04 0.95
(0.01) (0.01) (0.02) (0.05) (0.08) (0.07)
Men (g) Early first birth (h) Late first birth
Welfare regimes All Cohort All Cohort
<1940 >1940 <1940 >1940
Social-democratic 0.93 1.02 0.81 0.78%* 0.94 0.62%%*
(0.10) (0.15) (0.13) (0.09) (0.14) (0.10)
Conservative 1.12 1.19 1.00 1.01 1.04 0.94
(0.10) (0.14) (0.13) (0.09) (0.13) (0.13)
Mediterranean 1.05 0.96 1.09 0.92 0.89 0.95
(0.11) (0.15) (0.17) (0.10) (0.13) (0.14)

(continued)
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Table 14.2 (continued)

Men (g) Early first birth (h) Late first birth

Post-communist 1.24 1.28 1.23 1.25 1.26 1.22
(0.22) (0.32) (0.33) (0.23) (0.33) (0.34)

All 1.05 1.10 0.99 0.94 1.00 0.88
(0.06) (0.08) (0.08) (0.05) (0.08) (0.07)

Note: Social-democratic: DK, NL, SE; Conservative: AT, BE, CH, DE, FR; Mediterranean: ES,
GR, IT; Post-communist: CZ, PL. All control variables used in the initial model (cf. Table 14.2)
are also included here. Significance: *** = 1%; ** = 5%; * = 10%.

a conservative country) retire earlier than their childless counterparts (Table 14.2c), a
result which — again — appears to be driven mainly by “younger” cohorts of women.
Conversely, “late” fathers living under a social-democratic regime are shown to retire
later than childless men (Table 14.2h).

14.4 Summary

The main findings of our initial assessment of the association between men’s and
women’s reproductive history and retirement in Continental Europe can be sum-
marised as follows:

e Different from previous research for Germany (Hank 2004), our findings based
on SHARELIFE suggest that mothers (just as married women) are more likely
than childless women to exit the labour force early, whereas fathers tend to retire
later than other men. These findings might, in general, be interpreted as a
reflection of a weaker labour force attachment among mothers and a greater
responsibility of fathers as male breadwinners lasting well into individuals’ late
career phase.

¢ However, the association between childbearing and earlier retirement appears to
be particularly strong among women living under a social-democratic or post-
communist welfare state regime, that is, in countries exhibiting relatively high
levels of female labour force participation. This might indicate that mothers in
conservative and Mediterranean countries who re-entered the labour market
after childbirth may be a selective group characterised by an above average
attachment to employment. To investigate further the role of specific welfare
state interventions (particularly such supporting mothers’ employment or grant-
ing them special pension entitlements) is beyond the scope of this paper and
therefore remains an important task for future research.

e There is some indication for a closer relationship between individuals’ repro-
ductive history and retirement decisions among “younger” cohorts born 1940 or
later. This is likely to indicate changes in the work-family nexus across time,
which clearly deserves further attention.
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Chapter 15
Quality of Work, Health and Early Retirement:
European Comparisons

Johannes Siegrist and Morten Wahrendorf

15.1 Relations of Quality of Work and Retirement

Extending labour marked participation of older people (aged 55+) is an important
target of European social policy (“Lisbon Strategy”). In addition to reducing
economic incentives of early retirement, investments into “good” work, in terms
of a favourable psychosocial work environment, are proposed as promising mea-
sures towards this end. Distinct national social policies may enhance such efforts.

In this contribution, we investigate whether important aspects of a “good”
quality of work (in terms of a favourable psychosocial work environment) experi-
enced during a relevant stage of people’s employment trajectories are associated
with a reduced probability of early retirement. Preliminary findings based on
SHARE data indicate that the intention to leave work and employment prematurely
is strongly associated with a poor work environment, in particular with a health-
adverse psychosocial work environment (Siegrist and Wahrendorf 2009; Siegrist
et al. 2007). However, it is not known whether factual retirement decisions follow
the same pattern. Because health is an important determinant of early retirement we
are also interested in exploring associations of quality of work with health, at least,
given the restrictions of our study design, with health status after labour market exit.

Given the fact that SHARE offers opportunities of studying country variations
we additionally analyse associations of distinct indicators of national labour and
welfare policies with quality of work as well as with early retirement. This analysis
is based on evidence indicating differential effects of labour and welfare policies on
quality of work and its association with health (Dragano et al. 2010). More specifi-
cally the following two complementary hypotheses are tested: First, we assume a
relationship between the degree of active labour and social policy and aggregate
measures of quality of work across the European countries under study. Second, we
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assume a relationship between the degree of active labour and social policies and
the extent of early retirement across countries.

How is quality of work defined and measured in this analysis? To measure
quality of work theoretical models are needed that identify specific stressful job
characteristics. Several such models were developed (Antoniou and Cooper 2005),
but two models received special attention in occupational research, the demand-
control-support model (Karasek et al. 1998) and the effort-reward imbalance model
(Siegrist et al. 2004). The first model identifies stressful work by job task profiles
characterised by high demand, low control (decision latitude) and low social
support at work. The second model claims that an imbalance between high efforts
spent and low reward received in turn (money, esteem, career opportunities, job
security) adversely affects health. In SHARELIFE all core dimensions of these two
work stress models were assessed using 12 Likert-scaled items from the original
questionnaires (see Measurement).

Against this background, we provide preliminary answers to the following three
questions:

1. Is poor quality of work experienced during a significant period of participants’
employment trajectory associated with reduced health after labour market exit?

2. Is poor quality of work experienced during a significant period of participants’
employment trajectory associated with a higher probability of early retirement?

3. Does quality of work vary according to specific indicators of national labour
market and social policies? Does the same hold true for the probability of early
retirement?

15.2 Measuring Quality of Work in SHARELIFE

In addition to retrospective data from the SHARELIFE project, we use data derived
from the second wave of SHARE with information on respondents’ health status.
For the analyses, we included all people aged 50 or older who reported to be
employed at least once during their life course. Furthermore, since we were
interested in the influence of quality of work on health during retirement, we
restricted the sample to people who already left the labour market in wave 2.
Finally, respondents who had difficulties to respond to the retrospective question-
naire (4%) were not included either. This results in a sample of 6,619 men and 7,688
women (N = 14,307) from 13 European countries.

SHARELIFE contains an extensive module on work history collecting informa-
tion on each job a respondent had during his or her working career (the mean
number of jobs is 2.7; see also Chap. 11). In addition to general information (e.g.
occupational status, working time), this module includes an assessment of the
psychosocial work environment of the last main job of the working career (lasting
longer than 5 years). As a result, quality of work during working life (assessed
retrospectively) can be related to health and well-being during retirement. Furthermore,
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quality of work can be related to information on the participants’ retirement behaviour.
For the respective analyses, we created five binary indicators of poor quality of work,
all based on 12 questionnaire items (4-point Likert scaled) taken from established work
stress measures. Each indicator corresponds to a core dimension of existing work stress
models (Karasek et al. 1998; Siegrist et al. 2004): physical demands (two items),
psychosocial demands (three items), social support at work (three items), control at
work (two items), and reward (two items). The respective dimensions were replicated
in factor analyses. Here we calculate a simple sum-score for each dimension with
higher scores indicating poorer quality of work (threshold: scoring in the upper tertile of
the respective measure). The items are displayed in Table 15.1.

Our first research question points to the association of poor quality of work with
health status after labour market exit. To this end, we used five different binary
indicators of health, taken from the second wave of SHARE and widely used in
recent publications (e.g. Avendano et al. 2009): Poor self-perceived health (less
than good), scoring high on depressive symptoms (more than three symptoms on
the EURO-D-scale), diagnosed chronic diseases (two or more), self-reported symp-
toms (two or more), and a measure of functional limitation (at least one ADL or
TADL limitation). To study associations between quality of work and early retire-
ment (our second research question), we created a binary indicator measuring
whether or not respondents were employed at the age of 60 (for all respondents
aged 60 or older).

We choose specific macro indicators related to labour market policies within the
European countries under study, in particular measures of active labour market
policies (ALMP). In general, six different categories of ALMP are distinguished
(cf.: European Commission 2009), of which two are used in the context of our
analyses: (a) measures related to training programs for the working population, and
(b) measures related to rehabilitative services of a country. Training programs refer to
programs aiming at increasing working skills, such as workplace training or further
education. They improve the level of qualification and strengthen older people’s
position within the labour market. To represent this category, we use two indicators

Table 15.1 Measures of quality of work

Dimension Item (strongly agree, agree, disagree, strongly disagree)

Physical demands 1. My job as [job title] during [time period] was physically demanding.
2. My immediate work environment was uncomfortable (e.g. noise, heat,
crowding).

Psychosocial 3. I was under constant time pressure due to heavy workload.
demands 4. My work was emotionally demanding.
5. I was exposed to recurrent conflicts and disturbances.
Control 6. I had very little freedom to decide how to do my work.
7.1 had an opportunity to develop new skills.
Reward 8. I received the recognition I deserved for my work.
9. Considering all my efforts and achievements, my salary was adequate.
Social support at 10. I received adequate support in difficult situations.
work 11. There was a good atmosphere between me and my colleagues.

12. In general, employees were treated with fairness.
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in our analyses, one indicator referring to the factual participation in such activities,
and one indicator referring to the extent of a country’s labour market expenditures
invested into training programs. Specifically, the first indicator is measured as percentage
of persons aged 25-64 who stated that they received education or training in the last
month. The extent of expenditures is measured as percentage of GDP. The second
category of ALMP concerns rehabilitative services in a country, and more specifically
supported employment and rehabilitation services for people with limited working
capacity. Such measures are thought to increase rates of return to work of people with
chronic illness and to reduce time intervals from treatment to re-uptake of work. Our
proposed indicator is the amount of a country’s expenditures in such programs,
expressed as percentage of GDP. For each macro-variable, we collected information
available from 1985 to 2005 from the OECD database, and we computed a respective
country mean score for each indicator.

Additional variables are gender, age (divided into age categories), and occupa-
tional status (based on ISCO-codes) of the main job of the working career. Respec-

9 G

tive categories are “legislators and professionals”, “associated professionals and
clerks”, “skilled workers”, and “elementary occupations”.

We performed two sets of analyses. First, we present bivariate and multivariate
associations between poor quality of work on the one hand and health and early
retirement on the other hand. All multivariate analyses are based on logistic
multilevel models for binary outcome variables, with individuals (level 1) nested
within countries (level 2). This allows for an accurate adjustment for country
affiliation. In a second set of analyses, we investigate associations between the
three macro indicators on the one hand and the two main measures of quality of
work (low control, low reward) and early retirement on the other hand. Weights
were considered within the analyses.

15.3 Effects of Quality of Work on Health
and Early Retirement

Is the experience of poor quality of work during a prolonged period of one’s
working associated with poor health after labour market exit? Table 15.2 gives an
initial answer to this question — our first research question. Results indicate that
people who experienced poor quality of work in their main job are more likely to
report reduced health. This holds true for all five indicators of poor health. As
exemplified in Fig. 15.1 by the health indicator of depressive symptoms, this
association holds true for all single countries under study, using low control and
low reward at work as two main indicators of poor quality of work. The associations
reported in Table 15.2 remain significant in multilevel models, where age, gender,
occupational status, and country affiliation are considered as potential confounders
(see Table 15.2). These findings suggest that the experience of an adverse psychosocial
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Table 15.2 Quality of work and health after labour market exit and early retirement (in %)

Poor health Empl. at
age 60

Poor SRH High depr. 2+chronic 2+symptoms Functional

symptoms diseases limitations
High phys. Yes 56.2 35.1 61.4 57.4 29.2 19.9
demands No 41.4 25.5 49.5 454 18.9 254
High psych. Yes 48.6 25.9 55.5 52.5 23.6 21.3
demands No  43.2 322 50.9 46.3 20.2 25.1
Low work  Yes 55.9 24.5 50.5 57.2 30.0 17.4
control No 41.5 39.1 57.8 45.5 18.7 26.0
Low reward Yes 51.9 24.5 57.7 56.5 26.7 21.2
No 42.7 38.7 50.6 45.7 19.6 25.1
Low social Yes 50.9 36.8 49.2 54.1 25.6 20.6
support No  40.7 23.3 56.1 44.4 18.1 22.9

B No M Yes
Low work control Low reward

SE
DK
DE
NL
BE

SE
DK
DE
NL
BE

FR FR
CH CH
AT AT

IT
ES
GR
Cz
PL

IT
ES
GR
Ccz
PL

0% 20% 40% 60% 0% 20% 40% 60 %

Fig. 15.1 Quality of work and depressive symptoms after labour market exit

environment is related to poor health during retirement —even after taking into account
workers’ occupational status and country affiliation.

To investigate our second research question, — the association between quality of
work and probability of early retirement — we again consider Table 15.1 where the
proportion of people still employed at the age of 60 is presented according to the
five indicators of poor quality of work. As can be seen, this proportion of retired
people who indicated to have been still employed by the age of 60 is always higher
in the group reporting good quality of work as compared to the group reporting poor
quality of work. However, once the multivariate model adjusts for the effects of
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occupational status and country affiliation these differences are no longer statisti-
cally significant, with the exception of low control at work. This observation may
indicate that occupational status accounts for some part of the association between
poor quality of work and early retirement. Similarly, the country seems to be an
important confounder, affecting both the level of quality of work and the probabil-
ity of being still employed at the age of 60. This latter aspect is explored more
rigorously in the following section.

How are the three macro indicators related to the two main indicators of poor
quality of work (low control and low reward), and to early retirement? Answers are
given in Figs. 15.2 and 15.3. First, we observe a pronounced association between a
country’s amount of activities related to lifelong learning and its aggregate measure
of quality of work (on the left hand side of Fig. 15.2): Higher participation rates in
lifelong learning go along with better mean quality of work (higher amount of
control and reward at work). However, when comparing this ALMP indicator with
the second indicator, the proportion of expenditures in such activities as part of the
GDP, respective associations with quality of work are less pronounced (see the
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Fig. 15.2 Macro indicators and poor quality of work
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Fig. 15.3 Macro indicators and still employed at age 60

Table 15.3 Associations between quality of work and health and early retirement: results of
multilevel logistic regression models (odds ratios and level of significance)

Poor health Empl. at
age 60
Poor SRH High depr. 2+chronic 2+symptoms Functional
symptoms diseases limitations
High phys. Yes 1.40%%* .29 1.43%%% 1.47%%* 1.46%%* 0.94
demands No —
High psych. Yes 1.32%%* 1.40%%* 1.327%%% 1.49%%%* 1.43%%% 0.95
demands No -
Low work  Yes 1.33%%* 1.36%%* 1.10* 1.28%%* 1.31%%* 0.77#%%
control No -
Low reward Yes 1.33%%* 1.55%%* 1.18%%%* 1.42%%% 1.317%%* 1.03
No -
Low social ~ Yes 1.45%%%* 1.64%%* 1.297%%% 1.46%%* 1.47%%* 1.03
support No —

All odds ratios are based on logistic multilevel models with individuals nested in countries, and are
adjusted for age categories, gender, and occupational status in main job
Note: *p < 0.05; **p < 0.01; ***p < 0.001

middle of Fig. 15.2). This finding may indicate that the first variable is better suited
to capture a respective macro-level effect on quality of work (Table 15.3).

Second, with regard to expenditures in rehabilitative services, associations with
quality of work are again observed in the expected direction: higher investments at
country level go along with better mean quality of work (see right hand side of
Fig. 15.2).

Third, in Fig. 15.3 we analyse respective associations of the three macro-
indicators with the probability of staying at work beyond age 60. Again, the
strongest associations are found in case of rates of participation in lifelong learning,
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where continued employment at older age is more prevalent among people working
in countries with high rates of participation, such as Sweden, Denmark or the
Netherlands.

15.4 Summary

In this chapter, retrospective data from SHARELIFE were used to measure poor
quality of work in working life and to study its association with five indicators of
poor health after labour market exit (question 1), and with continued employment in
late mid-life (question 2). Furthermore, we studied whether poor quality of work
and continued employment vary according to specific macro indicators of labour
market policies (question 3).

Our main results are as follows:

e First, we found strong evidence that people who experienced poor working
conditions during a significant period of their employment trajectory are more
likely to report poor health during retirement. Associations were consistent
across different health indicators and were observed for all five indicators of
poor quality of work (high physical demands, high psychosocial demands, low
control, low reward, and low social support at work). Associations remain signifi-
cant after considering occupational status and country-affiliation in multivariate
analyses. Apparently, poor quality of work remains associated with people’s health
status after retirement, independent of occupational status and country affiliation.

e Second, continued employment at older age (60 or older) was found to be more
prevalent among people who experienced “good” quality of work, in particular
high control at work. However, these associations weakened considerably when
occupational status and country affiliation were considered in multivariate ana-
lyses. This suggests that occupational status and country affiliation both affect the
level of quality of work and the probability of being still employed at the age of 60.

e Third, quality of work was generally higher in countries with a pronounced
active labour market policy. This association was most pronounced in case of
high participation rates in training programs for adults (lifelong learning).
Similarly, continued employment into old age was more prevalent in countries
with high expenditures in rehabilitation services.

In conclusion, these results show that an active labour policy for older workers
and the investment into continued education during working life (life long learning)
have beneficial effects on working conditions, in terms a favourable psychosocial
work environment. Given the strong associations of good quality of work on mental
and physical health, long-term effects on employees’ health are considerable. There-
fore, promoting quality of work by strengthening these more distant determinants may
have beneficial medium- and long-term effects on the workability of an ageing
workforce in Europe.
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Chapter 16

Working Conditions in Mid-life and
Participation in Voluntary Work After
Labour Market Exit

Morten Wahrendorf and Johannes Siegrist

16.1 Social Position and Participation Across European
Countries

Promoting participation in productive activities after labour market exit is an
important challenge for European policies. Not only society as a whole might profit
from an increased investment, but also older people themselves, since participation
in a productive activity, such as voluntary work, was shown to improve health and
well-being in older ages (Bath and Deeg 2005) — a finding that was also found in the
two first waves of SHARE (Siegrist and Wahrendorf 2009a). These results suggest
that being engaged in a productive activity after labour market exit helps to
cope with the ageing process because valued earlier activities are replaced by new
ones, providing opportunities of positive self-experience which in turn strengthens
well-being and health. Previous findings, though, show that participation varies consi-
derably according to social position and between different countries (see also
Hank 2010).

Higher participation rates were particularly observed among people with higher
education and higher income. Whereas the descriptive evidence of this social
gradient of participation is convincing, the explanations given so far are limited
and still need to be explored. In particular, the relative contribution of earlier stages
in the life course in explaining these variations, such as working conditions in mid-
life, remains an open challenge. But why — or how — should former working
conditions exactly be related to participation in productive activities after labour
market exit?

One reason might be that the motivation of getting active is higher, given that
positive work-related experience occurred. In other words, people in low social
position might experience poor working conditions in terms of exposure to psycho-
social stress at work. As a result, the intention to retire is higher (Siegrist and

M. Wahrendorf (D<) and J. Siegrist

Department of Medical Sociology, University of Duesseldorf, Universitatsstrasse 1, 40225
Duesseldorf, Germany

e-mail: wahrendorf@uni-duesseldorf.de; siegrist@uni-duesseldorf.de

A. Borsch-Supan et al. (eds.), The Individual and the Welfare State, 179
DOI 10.1007/978-3-642-17472-8_16, © Springer-Verlag Berlin Heidelberg 2011



180 M. Wahrendorf and J. Siegrist

Wahrendorf 2009b), and leaving the labour market is probably not experienced as
such a remarkable “role loss”, which needs to be compensated, but rather as a relief
from the obligations of employment (Westerlund et al. 2009). As a consequence,
people in low social position are probably less willing to engage in such an
activity after labour market exit. Another reason might be that “good” working
conditions in midlife contribute to increased health at older age, which in turn
favours the participation in productive activities after labour market exit. Along
these lines, several longitudinal investigations demonstrate that former working
conditions exert long-lasting effects on health and well-being (Blane 2006). But
long lasting influences on participation in productive activities still need to be
explored.

In addition to variations according to social position, former SHARE-findings
also show that participation rates differ between countries, in particular in case of
volunteering (Hank 2010; Siegrist and Wahrendorf 2009a). While rates of volun-
teering were found to be high in the Northern countries together with the Netherlands,
Belgium and France, rates were rather low in Italy, Spain and Greece and the two
Eastern countries. So far, these findings are generally discussed in the frame of
tailored policy programs which may encourage participation in productive activity
(Hank 2010; Salomon and Sokolowski 2003). But which policy programs are these
exactly? Can this probably also be related to country-specific labour market policies
that increase working conditions in mid-life (e.g. rehabilitative services). Recent
findings based on the SHARE study show clear country-variations of quality of
work according to such factors (Dragano et al. 2010). But can these factors also be
related to participation after labour market exit?

Taken together, the complex associations between policy measures, working
conditions in mid-life and participation in productive activities remain as an open
challenge and have not been explored so far. One reason is that former investiga-
tions are mainly based on cross-sectional findings, with no available information
from former stage in the life course. With its broad set of retrospective life history
information from respondents in 13 Continental European countries, SHARELIFE
offers unique opportunities to relate former life stages with participation after
labour market exit, and to give initial answers to the addressed questions above.
More specifically, three questions will be explored.

1. Are working conditions in mid-life associated with participation in productive
activities after labour market exit?

2. If so, to what degree can this association be explained by better health after
labour market exit?

3. Which macro factors are related to higher participation rate and might help to
increase participation in productive activities in older ages?

To study these questions, we focus on volunteering as an important type of
productive activity, and we analyse working conditions, in terms of different
aspects of respondents’ work history (see Measurement section), including the
exposure to psychosocial stress at work during the working career — all information
taken from the retrospective data collection in SHARELIFE.
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16.2 Measuring Working Conditions in Mid-life
in Relation to the Welfare State

For our analyses we combined the information from the SHARELIFE survey, with
information from the second wave of SHARE, where participation in volunteering
was assessed. Since we were interested in participation in voluntary work after
labour market exit, we restricted the sample to people aged 50 or older who already
left the labour market at wave 2. Moreover, if the interviewer reported any
difficulties of the respondent to answer the questions in the retrospective question-
naire, respondents were excluded (4% of the cases). This restriction results in a
sample of 14,150 respondents. Weights were considered within the analyses.

SHARELIFE includes an extensive module on work history. This module allows
us to reproduce the respondents’ principal occupational situation from the age of 15
onwards, by collecting information on each job together with details on periods
where the respondent was not employed (if the respective period lasted 6 months or
longer). Information on jobs includes a measure of occupational status (based on
ISCO codes), information on working time (full-time or part-time), and information
on the psychosocial work environment (for the last main job of the working career).
Information on existing gaps includes a description of the situation (e.g. unem-
ployed, sick or disabled, domestic work, etc.). On this basis, we created a variable
describing the respective employment situation for each age between 15 and 65 (or
age at the SHARELIFE interview if respondent younger than 65) using seven
different categories. The categories and their prevalence by age are displayed in
Fig. 16.1 separately for men and women for the total SHARELIFE sample.

For the following analyses, six variables were created to describe specific character-
istics of respondents’ work history based on the collected information: (1) a binary
indicator describing whether the respondent experienced an episode of unemployment
in working life, (2) years since labour market exit, (3) a variable indicating whether
an episode of being sick and disabled occurred during working life, (4) the average
number of job changes in the working life. Moreover, we created a variable measuring
(5) the occupational status of the main job of the working career. The categories are
“Legislators and professionals”, “Associated professionals and clerks”, “skilled work-
ers”, and “elementary occupations”. And lastly, to measure adverse psychosocial
working conditions, we created (6) five binary indicators measuring core dimensions
of work stress — again for the main job of the working career. Those indicators are based
on 12 questionnaire items (four-point Likert scaled) referring to existing questionnaires
(Karasek et al. 1998; Siegrist et al. 2004). The assessed dimensions are physical
demands (two items), psychosocial demands (three items), social support at work
(three items), control at work (two items), and reward (two items). For the analyses,
we calculated a simple sum-score for each dimension with higher scores indicating
higher work stress and created a binary indicator, where participants scoring in the upper
tertiles of the respective measure were considered experiencing poor quality of work.

Rather than using existing welfare state typologies for our analyses, we choose
specific macro indicators of welfare state interventions of a country, both related to
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Fig. 16.1 Employment situation by age

the labour market policy of a country: (1) extent of lifelong learning, and (2)
amount of expenditure in rehabilitative care. Life long learning is a key concept
to promote decent employment at all ages. Especially the older workforce profits
from continuous education as it improves their level of qualification and therefore
their position in the labour market. The variable refers to persons aged 25-64 who
stated that they received education or training in the 4 weeks preceding the EU
Labour Force Survey. Information on expenditure in rehabilitation service is taken
from the Eurostat database on labour market policy. It refers to the labour market
policy expenditures that are invested in supported employment and rehabilitation
services, measured as percentage of GDP. For both macro-variables, we used the
mean value based on the available information since 1985. Both aspects are thought
to be related to “good” working conditions — life long learning, since it improves the
level of qualification and increases personal control at work and opportunities in the
labour market, and rehabilitative care, since it influences the probability and time
interval of returning to work by increasing the health status during working life.

As mentioned above, participation in voluntary work was used as our main
outcome variable, which was measured in wave 2 of the SHARE project. More
specifically, respondents were asked whether or not they were involved during the
last 4 weeks in “voluntary or charity work”.

Additional variables are gender, age (divided into age categories), education (low,
medium, high) as well as two health indicators taken from wave 2: one binary indicator
for functional limitation (either ADL or IADL limitations) and poor self-perceived
health (less than good on a five—likert scale ranging from excellent to poor).
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16.3 Associations of Working Conditions and Volunteering
After Labour Market Exit

How are working conditions related to participation in volunteering? Table 16.1
gives an initial answer to this question, by showing the participation rates according
to all covariates under study. But before turning to working conditions, we first
observe that participation varies according to gender (more men), age (higher rates
between age 60 and 80), and education (higher rates among higher educated).
Furthermore, both health indicators are associated with increased participation
rates. With regard to working conditions the results suggest that participation

Table 16.1 Participation in voluntary work according to covariates in % (weighted)

Gender Male 13.6
Female 11.4
Age group (wave 2) 50-59 years 10.7
60—69 years 14.7
70-79 years 12.7
80 years or more 6.0
Education Low 7.5
Medium 13.8
High 24.7
Functional limitations Yes 6.3
No 14.0
Poor self-rated health Yes 7.8
No 16.1
Occupational status Legislators and professionals 25.6
Ass. professionals and clerks 15.0
Skilled workers 11.0
Elementary occupations 7.0
Episode of unemployment Yes 9.8
No 12.7
Episode of sick and disabled Yes 9.6
No 124
Job changes None 9.3
1-2 12.8
3 or more 15.4
Years since last job 1-5 years 15.5
5-15 years 13.6
16 or more 9.9
High physical demands Yes 5.7
No 14.0
High psychosocial demands Yes 11.8
No 124
Low work control Yes 7.1
No 13.6
Low reward Yes 7.5
No 13.5
Low social support Yes 9.0
No 14.1

Total 124
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rates are higher among people who had a higher occupational status in working life,
who experienced frequent job changes in their, and among those who experienced
no episode of unemployment or of being sick and disabled.

When turning to the indicators of psychosocial work conditions, we observe for
all five indicators that people who experienced poor working conditions in their
main job are less likely to participate in voluntary work once they left the labour
market. This holds particularly true in case of high physical demands, low work
control, low reward at work and in case of low social support at work. Results of
Table 16.1 are consistent at the country level — as exemplified for social position
(Fig. 16.2) and for low control and low reward (Fig. 16.3).

But to what extent can these associations be explained by increased health in
older ages? To answer this question (our second research question) we additionally
present results of multivariate analyses in Table 16.2, where the effect is estimated
for each working condition — before (model 1) and after adjustment for the two
health indicators under study (model 2). When turning to model 1 (first column), we
observe that findings of the descriptive analyses remain stable. Again, people with a
higher occupational status in their working career are more likely to participate in
volunteering during retirement, as well as people who experienced no period of
unemployment, or with frequent job changes. Furthermore, four of the five work
stress indicators are found to be significantly associated to volunteering during
retirement, namely high physical demands, low work control, low reward at work
and low social support at work. Importantly all these reported associations are only
modestly reduced when adjusting for health after labour market exit in model 2, and

B No [ Yes
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Fig. 16.2 Psychosocial working conditions in main job and volunteering after labour market exit
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Fig. 16.3 Social position in main job and volunteering after labour market exit

these associations remain significant. This result suggests that the experience of
poor working conditions in midlife reduces the probability of volunteering during
retirement independent of participants’ health status.

Next, we explore how the two macro indicators are related to country-rates of
participation. Results are displayed in Fig. 16.4. We observe that participation rates
are generally lower in countries with lower rates of life long learning and in
countries that invest less in occupational rehabilitative services.

16.4 Summary

With this contribution we set out to study the long lasting influences of working
conditions in mid-life on participation in voluntary work after labour market exit
using information on respondents’ work history collected in the SHARELIFE
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Table 16.2 Associations between working conditions and participation in voluntary work: results
of multilevel logistic regression models (odds ratios and significant level)

Model 1 Model 2

Occupational status Legislators and professionals 1.54%%* 1.47%%*
Ass. professionals and clerks 1.43%%% 1.36%%*
Skilled workers 1.28%%* 1.25%%*
Elementary occupations

Episode of unemployment Yes 0.77%* 0.78%
No

Episode of sick and disabled Yes 0.78 0.89
No

Job changes None
1-2 1.14% 1.15*
3 or more 1.31%*%* 1.33%*%

Years since last job 1-5 years
5-15 years 0.97 1.00
16 or more 0.81%* 0.86

High physical demands Yes 0.72%%*% 0.76%*
No

High psychosocial demands Yes 1.00 1.04
No

Low work control Yes 0.79%* 0.83*
No

Low reward Yes 0.72%%%* 0.75%%%*
No

Low social support Yes 0.79%* 0.84*
No

Model 1: adjusted for age categories, gender, and educational attainment
Model 2: Model 1 plus self-perceived health and functional limitations
Note: *p < 0.05; **p < 0.01; ***p < 0.001
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Fig. 16.4 Macro indicators and volunteering after labour market exit
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interview to identify specific working conditions in mid-life. By doing so, we were
particularly interested in studying the relative contribution of an adverse psychoso-
cial work environment on the probability of participation. Moreover, we studied the
question to what extent this association can be explained by decreased health status
during retirement. Finally, we explored the relation between specific macro indi-
cators which are thought to affect active engagement of retired people (by improving
work and employment in midlife) and likelihood of participating in volunteering.
Results can be summarized as follows:

1. Our findings emphasize that people who experienced poor working conditions in
midlife are less likely to engage in volunteering after labour market exit. This
holds true for people who experienced an episode of unemployment, who were
holding a low status job, and who had few job changes. Moreover, poor
psychosocial working conditions were associated with low participation rates,
specifically work and employment conditions defined by high physical demands,
low control, low reward, and low social support.

2. These reported associations remain significant after adjusting for health status
(functional limitations and self-perceived health). Apparently, working condi-
tions seem to have long-lasting effects on the probability of participating in
productive activities after labour market exit — effects that are not substantially
reduced by people’s health status.

3. The extent of volunteering in early old age is also influenced by a nation’s
investments into macro-structural policy measures that aim at improving
quality of work and employment. Our results demonstrate this effect for two
such indicators, the extent of lifelong learning, and the amount of resources spent
in rehabilitation services. In either case, country’s overall rates of participation in
volunteering were clearly higher compared to countries with fewer investments.

Our results show that SHARELIFE offers promising opportunities to study life
course influences on participation in productive activities after labour market exit,
focussing on working conditions over the life course. Previous investments in
voluntary work during working life (beside work) might be another important
predictor (Erlinghagen 2010). Yet, since we focussed on respondents’ principal
occupational situation over the life course, this information was not included.
Despite this possible shortcoming, the findings suggest that promoting working
conditions in midlife might not only increase health and well-being, but also
encourage participation in productive activities after labour market exit.
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Chapter 17
Scar or Blemish? Investigating the Long-Term
Impact of Involuntary Job Loss on Health

Mathis Schroder

17.1 Job Loss: A Risk for Individual Wellbeing

Job loss is one of the most undesirable events for an individual, as it may affect a
person’s wellbeing negatively on a multitude of dimensions. There may be direct
and indirect effects of job loss on wellbeing, and these effects may be temporary or
permanent, depending on the outcome of interest. Ruhm (1991) and Jacobson et al.
(1993) for example show that wage earnings — not surprisingly — decline dramati-
cally in the event of a job loss. However, this effect is permanent in the sense that a
comparable group without a job loss follows a much higher wage path in the years
following the job loss. Effects on family life have also been shown: Charles and
Melvin (2004) find a significant increase in divorce probability for laid-off indivi-
duals. Bono et al. (2008) show that fertility decisions are changed due to a job loss,
resulting in delayed or forgone child birth. Various papers find a negative effect of
job loss on health. Clearly, health is an example where an indirect effect can be
imagined — through lower wages, investments in health are declining, and then
overall health is affected in addition to a possible direct effect (through depressive
symptoms caused by the unemployment situation, for example). Sullivan and von
Wachter (2009) find an increase in mortality, Strully (2009) shows that there are
effects on subjective health measures as well. Others, for example Salm (2009) or
Browning et al. (2006), argue that health effects are rather spurious and not
necessarily caused by the job loss. Long-term effects on health have not yet been
investigated, mainly due to lack of suitable data.

One common problem in the literature on involuntary job loss is the direction of
causality: if people are less productive, they will lose their job and then are likely to
earn less in the future. A similar argument holds for deteriorating health, which
might lead to a loss of the job in the first place. A solution to this issue is to find
reasons for the job loss, which are not linked to the outcome variable. The literature
cited above uses the common approach of “displaced” workers to (arguably) solve
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this problem. A displaced worker is a worker who has lost his job due to a plant
closure, where the plant is sufficiently large for the individual worker not to matter
much in the closure (Ruhm 1991; Jacobson et al. 1993; Sullivan and von Wachter
2009). In this case, the individual’s influence is not enough to cause the closure, but
the closure affects all those losing their job in the same way. Even though this
approach may not be perfect, it is the closest way to disentangle the individual
reasons for job loss from a common and thus exogenous one.

The effects of an exogenous involuntary job loss, however, do not only depend
on the loss of the job itself, but to a potentially large extent also on the institutional
settings in the background. In a system with mandatory complete health insurance
coverage, one would expect the effects of job loss on health to be less severe than in
a system which only provides health insurance coverage through the employer.
Institutional settings may also shorten the duration in unemployment after job loss,
which could be positive or negative on wages — a higher match quality may take
more time to be found but lead to higher wages, but a long lasting unemployment
support may lead to larger human capital depreciation. Where a family is supported —
financially or otherwise — independent of employment of its members, a spell of
unemployment may have less influence on fertility or marriage decisions.

This paper uses the SHARELIFE data to investigate the long term effects of job
loss on health, exemplified through three health outcomes, to test whether health
effects last or are only temporary. The effects of job loss due to displacement are
compared to those which are related to lay-off or firing to test whether there are
notable differences. Finally, a country’s institutional settings related to the labour
market are considered in their influences on individuals’ long term health. SHARE-
LIFE is especially useful for this project, as it allows for the first time to relate
events in a person’s life course (here: involuntary job loss) to long term outcomes
(here: health). A combination of SHARELIFE data with SHARE data from waves
1 and 2 is used for a full set of control variables.

The next section provides a review of the literature. Section 17.3 defines the sample,
explains the measurements of the outcome variables and introduces the institutional
variables that are used in this analysis. Section 17.4 then shows the analyses, whereas
Sect. 17.5 briefly summarizes.

17.2 Literature Findings on Job Loss and Wellbeing

Ruhm (1991) uses five waves of the Panel Study of Income Dynamics (PSID) to
investigate the effect of job loss on unemployment probability and wages. Applying
a definition of mass layoffs and plant closures for displacement, he finds that while
the unemployment probability in the following five years is not affected by dis-
placement, wages are permanently lower by 10—13% compared to those workers
not displaced. In a similar study, Jacobson et al. (1993) use administrative data from
the US federal state of Pennsylvania to elicit the effects of mass-layoffs on wages of
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high-tenured workers. They find losses in earnings of about 25% compared to pre-
displacement earnings even six years after the job was lost.

Sullivan and von Wachter (2009) employ the same Pennsylvania dataset to
investigate how the health of these workers has suffered from displacement. In
linking their sample to administrative death records they are able to test whether the
mortality of displaced workers is increased after job loss. Indeed they find that
mortality rates for the displaced workers are 50-100% higher than for the non-
displaced. Strully (2009) uses three waves of the PSID (1999, 2001, 2003) when
looking at the relationship of health and job loss. She distinguishes between several
different job loss categories, allowing for no-fault, fired or laid off, voluntary, or
other types of job loss. In a first step, Strully then relates health prior to the job loss
to the job loss category and finds that while those fired or laid off are in worse health
prior to the job loss, a no-fault job loss is not associated with bad prior health, which
is taken as support for the exogeneity of plant closure and health. She reports that
while the short-term effects for fired individuals are stronger on self-rated health,
they are still substantial and significant for those with a no-fault job loss, suggesting
that job loss is associated with worse health.

There are also some findings in the literature that question the effects of job loss
on health. Salm (2009) looks at the health of individuals experiencing a job loss in
the US with the Health and Retirement Study (HRS). He is able to look at objective
as well as subjective measures of health by different reasons of job loss. He does not
find any effect of plant closure or of being laid off on health, only — not surprisingly —
when people leave for health reasons, their health deteriorates in the subsequent
periods. The sample of investigation, however, consists only of older individuals
and therefore the number of people “under treatment” of displacement is rather
small. Browning et al. (2006) investigate how job loss is associated with medical
stress indicators. They use a 10% random sample of the Danish male population and
link these records to business and hospital records. They report that displacement
does not cause hospitalization for stress-related illnesses for various definitions of
displacement. They speculate that this finding may be related to the generous
welfare scheme in Denmark compared to the United States. In another study of
European administrative data, Eliason and Storrie (2009) look at the Swedish case
and observe a higher mortality of those who are displaced in Sweden — thus
contradicting the effects Browning et al. find in a country that at least from the
outset is very similar to Denmark.

This chapter explores the possibilities of advancing the literature on two fronts:
first, we analyze true long-term health effects after job loss. The SHARELIFE
sample allows looking at individuals whose job changes have happened up to 50
years prior to the current health measures. This gives a new perspective on the
consequences of involuntary job loss on health. In addition, for the first time we are
able to compare the effects of displacement across a number of European countries,
which allows investigating the influence of the institutional settings in these
countries regarding the treatment of the unemployed. While the comparison of
the previous studies across countries is difficult because the measures are different
both for displacement and health, the ex-ante harmonization in the SHARELIFE
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countries guarantees that there are no such issues: the questions and health mea-
sures are identical across all participating countries.

17.3 Job Loss and Health in the SHARELIFE Sample

This paper uses SHARELIFE data, but augments it with the data from waves
1 and 2 from SHARE. Similar to the literature cited above, there are several
restrictions to the sample, which are necessary to make sure that the effects found
are not due to sample composition. The first selection has to be on those individuals who
are atrisk of losing their jobs due to displacement, which, obviously, rules those out who
have never been employed. Furthermore, since civil servants and military personnel
usually do not face the risk of a business closure, these are excluded from the analysis.
Although self-employed face the risk of displacement, they are excluded in the ana-
lyses, because a business closure can be caused by their behaviour, and thus the
causation of displacement on outcome is not (as) clear. In addition, as the agricultural
sector has usually a lot more day-to-day workers and less stable employment, all
individuals in this sector are left out.

There are a number of other restrictions to ensure that the analysis is sound. Only
individuals between 50 and 90 years of age at the point of the third interview are
considered, although the findings are robust against changes in this variable. To not
be biased by individuals who change their jobs after training, the minimum age at
job change is 20, whereas no person displaced after 60 is still in the data to avoid
confounding effects with retirement decisions. To avoid effects of the depression
and war era, only job changes after 1950 are used, and to avoid effects correlating
with SHARE wave 1 and 2, only displacement up to 2004 are considered. Indivi-
duals of the former German Democratic Republic, of the Czech Republic and of
Poland are not considered in the analysis, as they did not have comparable condi-
tions before and after the fall of the communist countries. As events are sometimes
a long time ago for these respondents, individuals with low cognitive ability (as
measured in wave 2 of SHARE) are excluded.

There are two sets of individual explanatory variables: the first is to control for
differences prior to job change. These include childhood variables, specifically
health as a child, access to health care as a child, school performance, amenities at
home, people per room, whether the home was private or not, and — as a measure for
socio economic status of the parents — whether there were enough books to fill one
shelf in the house at age 10. Variables prior to job change also include the years of
education, occupation and industry indicators, and some parental characteristics.
Job and industry characteristics are taken from the first job a person had to avoid
confounding effects that may have come after job loss. The second set provides
contemporary information in order to correct for differences at the point of the
interview which are not influenced by displacement. These are age and gender, and
— unless noted otherwise — country fixed effects.
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The central explanatory variable is the one defining involuntary job loss and the
comparison category. The variable RE031, which is asked for all job spells a person
reports, provides an intuitive definition of three types of job changers (one volun-
tary, two involuntary):

1. Those who always changed their job on their own account and thus always
voluntary

2. Those who were at least once laid off and never experienced a business closure

3. Those who have at least once lost their job because of a plant closure

In the analysis, the comparisons always use the voluntary changers as a bench-
mark for the other two groups, with the expectation that group (1) fares better than
group (2) and (3), while the effects for group (2) are expected to be larger than for
group (3) because of the before mentioned issues of causality.

The analyses are restricted to the following outcome variables — self-perceived
health, defined as being in poor or fair health, having at least one chronic disease
and having at least one depressive symptom as measured via the EURO-D scale in
wave 2 of SHARE. This spread provides a nice overview of subjective, objective
and mental health, thus covering a wide range of individual health measures. The
effects of job loss depend on the institutional settings and on how well the individ-
ual is caught in the safety net the institutions provide. For this paper, the concen-
tration is on the unemployment benefit structure that each country had in 2007,
where four dimensions are considered: the replacement rate, the duration of pay-
ment, the qualifying conditions and the employee contributions. Assuming that the
changes over time are not dramatic, using the current setting as a proxy adjusts
reasonably well for the institutional background at the time of the job loss.

Figure 17.1 shows the differences in self perceived health comparing those
losing their job involuntarily and those who change voluntarily, split by country.
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Fig. 17.1 Fraction reporting poor or fair health by job change status
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While the substantial differences in reported health across countries also depend on
the reporting style (Jiirges 2007), the differences within a country show an interesting
variation over Europe: in Sweden, for example, the difference in health between
voluntary and involuntary job changers is basically non-existent, whereas in Germany
or Austria, those who suffer from involuntary job change are much more likely to
report bad health. This variation in within-country differences may be partially driven
by how well the institutional settings (i.e. the respective unemployment benefit
system) are able to help the individual when coping with unemployment.

17.4 The Analysis of Job Loss and Health

Before turning to the actual analysis of the effects of job loss on health, we first have
to consider how involuntary job loss is related to health prior to that event — the
approach Strully (2009) used as evidence that job displacement is exogenous to
health. Childhood health is used here as a proxy for health prior to job loss. The bars
in Fig. 17.2 represent regressions of the likelihood of involuntary job loss on an
indicator of childhood health, thus comparing the two groups with involuntary job
loss separately to those who always changed their job on their own account.
Regressions with robust standard errors were run separately for men and women,
the error bars reflect the 95% confidence intervals around the coefficients of health
on job loss.

Even though childhood health is a retrospective measurement and thus clearly
influenced by the respondents’ current situation, the relationship shown in Fig. 17.2
is similar to what Strully finds in her analysis with a clear difference in the two
groups: there are no effects of childhood health on the likelihood of being in the
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Fig. 17.2 Childhood health in relation to job change reasons



17  Scar or Blemish? Investigating the Long-Term Impact of Involuntary 197

group of those suffering from plant closures (group 3), while reporting good or
better childhood health reduces the likelihood of being in the group of those
suffering from layoff or firing significantly (10% level). Although the effects are
slightly smaller for women, there is no difference in the qualitative results.

The analysis now turns to the issue of displacement and health in the current
situation. As mentioned above, we will look at three different health indicators:
current self perceived health status (1 if fair or poor), chronic diseases (1 if at least
one disease), and depression (1 if at least one symptom mentioned). We are
interested in how these health indicators vary with the job change history — how
do those who are displaced or fired fare compared to those who never had this
experience? Figure 17.3 shows the coefficients from regressions run separately by
gender of the respective health variable on the indicators for displacement (group 3
above) and lay-off (group 2), controlling for the wide range of variables mentioned
in Sect. 17.2, i.e. demographic, childhood and parental characteristics as well as
industry, occupation and country indicators. Hence we will tease out the differential
effect of involuntary job loss by group compared to those never suffering from
involuntary job loss. (The bivariate regressions did not lead to qualitatively differ-
ent results and are thus not reported here.) The error bars again reflect the 95%
confidence interval around the coefficients from a regression with robust standard
eITorS.

The essential message in Fig. 17.3 is that both groups suffering from involuntary
job loss are in worse health compared to those who never experience a displacement
or a lay-off. However, one can also see small differences between the groups: those
who were displaced show smaller effects, which also are not always significant at
the 95% level. This is in line with what was postulated before — health and lay-offs
may be intertwined, such that bad health causes the lay-off initially at least for some
cases, which leads to larger effects here. Displacement does not seem to relate to
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chronic diseases for men, while for females having suffered from lay-offs has a
positive correlation with having chronic diseases. While females have slightly
stronger effects on self reported health and chronic diseases, men seem to suffer
more from depressions following an involuntary job loss. These gender differences
are not significant, however.

17.5 Influences of the Welfare State

We now turn to the analysis of how the welfare state structure affects the current
health of those individuals who have either been displaced or fired. We have seen
the differences in health reports between involuntary and voluntary job changers in
Fig. 17.1, and those differences across countries could have their reason in the
institutional backgrounds of each country. Table 17.1 shows the current (2007)
rules of unemployment benefits, where we specifically consider the replacement
rate measured as the ratio to previous income, the duration of benefit payments, the
qualifying conditions measured as the ratio of weeks an individual has to contribute
to the system over the past year, and lastly the employee contribution as a percent-
age of income. (This table is a strong simplification of the reality in an attempt to
put all countries into a common framework. The calculation of duration of benefits
is partly based on weeks and thus produces “odd” numbers.) When looking at the
welfare state variables, a clear-cut prediction of how they should influence the
health of the unemployed is not clear — a more lenient welfare system could produce
better health, but also in the long run it could lead to individuals less satisfied with
their health.

The regression analysis using the unemployment benefit structure assumes that the
combination of these measures is meant to help the individual reduce the negative
effects of unemployment and thus aims at assessing the joint effect of these measures.
For the purpose of evaluation, we now leave out the country fixed effects in the
following regressions, and instead include the welfare state variables. However, all

Table 17.1 Unemployment benefit system variables by country

Replacement Duration of Qualifying Employee
rate benefits ratio contribution
(months) (%)
SE 0.70 9.9 1 0.00
DK 0.90 12.0 17 8.00
DE 0.67 12.0 17 3.25
NL 0.70 24.0 35 0.00
BE 0.60 12.0 30 0.87
FR 0.66 40.0 14 2.00
CH 0.70 13.2 26 1.00
AT 0.55 12.0 28 3.00
IT 0.30 7.0 26 0.00
ES 0.70 6.0 9 1.55

GR 0.40 8.3 16 1.33




17  Scar or Blemish? Investigating the Long-Term Impact of Involuntary 199

other control variables mentioned above are still included in the model, which again
is estimated with robust standard errors.

Since the previous analyses have shown that the differences between those
displaced and those suffering from lay-off are small, we now return to the beginning
and split the sample into those with an involuntary job change and those who
changed voluntarily, i.e. group 1 compared to the combination of groups 2 and 3
(a separate regression did not yield different results). Each of the four welfare state
variables in Table 17.1 are considered as explanatory variables as well as their
differential influence (via interaction terms) on those who lost their jobs involun-
tarily. For reasons of brevity, the only dependent variable considered here is self-
reported health. However, we calculate the effects separately for men and women.
In order to elicit the effect of the welfare state on health for those who have lost
their job, we use the coefficients of the interaction terms, calculate the effect of each
welfare state variable at its respective country mean and then sum over all effects.
Hence, we calculate the joint differential effect of replacement rate, duration of benefits,
qualifying ratio, and employee contributions on the health of those suffering from
involuntary job loss.

Results are shown in Fig. 17.4 separately for men and women, where each bar
shows the joint differential effect of the welfare state variables on the likelihood to
be in bad health for those who report having had any involuntary job loss. In both
regressions, the hypothesis that the welfare state variables do not have any explan-
atory power has to be rejected (at 5% level), however, the joint differential effect is
only significant for females. This is reflected in Fig. 17.4, showing much larger
effects for women reporting involuntary job loss than men. The effect is clearly
positive for women, as the likelihood to be in bad health is reduced in every country
except Denmark by at least 10%. For men, only in Denmark we see an effect that is
estimated to be larger than a 5% reduction in the likelihood to be in bad health. The
gender difference may be in part a (positive) selection effect for the period under
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consideration: while men were in general the main breadwinners and thus had to
stay in the labour market, women who lost their job involuntarily and stayed in the
labour market despite possible outside options such as marriage or childbirth, may
have been in better health. However, since we control for childhood health, this
effect would have to be rather strong.

17.6 Summary

This paper shows that there are long term effects of involuntary job changes on
health. Both individuals reporting that they were laid off and those reporting to have
lost their jobs due to plant closures are in worse health than those individuals never
experiencing lay-offs or displacement. This holds true for three different health
indicators: self-perceived health, chronic diseases, and depressive symptoms. It is
likely, that the sample analysed here suffers from a survivor bias: individuals who
have suffered greatly from a job loss may already have died. However, this would
bias the results towards zero, such that the observed effects may in reality be even
stronger.

Men and women are almost equally affected by an involuntary job loss in terms
of health, although women experience slightly stronger effects. In part, this may be
due to a selection into the workforce — women in the age group considered may
have had substantially different motives to work, which the control variables are not
able to pick up.

The differential effects of the unemployment benefit system on the health of
those with involuntary job loss have to be considered with care, because of the
simplifications mentioned and also because their inclusion may also pick up pure
state variation. However, the difference between men and women is of interest —
controlling for age, occupation, industry and socio-demographic background vari-
ables, it seems as if the welfare state has particularly helped women in reducing
negative effects of involuntary job loss on health.
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Chapter 18
Life-Course Health and Labour Market Exit

in 13 European Countries: Results From
SHARELIFE

Mauricio Avendano and Johan P. Mackenbach

18.1 Health and Labour Market Participation

Despite dramatic increases in life expectancy during the second half of the twenti-
eth century, the proportion of lifetime individuals spend in the labour force has
decreased in most European countries during the last decade. Although the official
retirement age in most of Europe ranges between 60 and 65 for women and 62 and 65
for men, the age at which Europeans actually withdraw from the labour market varies
markedly across countries, and is generally well below the official age (Romans 2007).
Among women, the median retirement age ranges from 55 in Poland and Slovenia, to
63 in Sweden; among men, it ranges from 57 in Poland, to 65 in Estonia and Cyprus
(Romans 2007). The determinants of these variations are not well understood due to
the complexity of retirement decisions and pathways to retirement. Understanding the
determinants of these variations is essential for the development of policies that can
increase labour force participation in Europe.

Particularly at old age, health is a major determinant of transitions in and out of
employment (Haan and Myck 2009). The mechanisms through which illness may
lead to labour market exit can be conceptualized in two ways: First, illness may lead
to impairments that limit the ability to work; second, illness may lead to eligibility
to public disability benefit programmes, which enable individuals to earn non-wage
income while out of the labour market. Consistent with these two mechanisms, two
types of policies may influence the rate of exit from the labour market as a result of
illness. First, health promotion and prevention policies have the potential to produce
healthy workers that remain longer in the labour force. Second, higher generosity of
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public disability benefit programmes might be an incentive for disability insurance
uptake, leading to higher exit rates attributable to illness (Borsch-Supan 2006, and
Chap. 19). Policies on these domains differ dramatically across countries and may
influence the link between illness and labour force participation. Cross-national
comparisons provide a unique opportunity to identify policies that can ameliorate
the impact of health on labour force participation in Europe.

Previous studies have focused primarily on the short-term impact of mid- and
old-life health on retirement (Bound et al. 1998; Disney et al. 2006; Dwyer and
Mitchell 1999; Haan and Myck 2009; Romans 2007; Tanner 1998), but less is
known about how health since the early years of productive age influences the
likelihood of leaving the labour force later in life. In this paper, we examine the
impact of periods of long-term illness over the life-course on labour force partici-
pation in a sample of 13 European countries participating in SHARELIFE. Three
hypotheses underlie our analysis: First, we hypothesize that periods of illness over
the life cycle have a long-standing impact on the ability to work and the likelihood
of leaving the labour market at older ages. Second, we expect larger government
investments in public health to reduce the impact of illness on the ability to work,
thus leading to gains in economic productivity. Finally, we hypothesize that more
generous disability insurance and unemployment benefit programmes lead to a
stronger association between health and labour market exit, as these may work as
financial incentive towards earlier health-related exit from the labour market.

18.2 Measuring Labour Market Exits and Health

Our analysis is based on men who participated in the SHARELIFE survey, and who
were also interviewed in the first wave of SHARE. Due to the complexities of
labour market histories in older cohorts of women, our analysis focuses on men
only. Data from SHARELIFE was linked to basic demographic and labour force
participation data from the first wave (2004/2005) of SHARE, except for the Czech
Republic and Poland, where the first wave took place in 2006/2007.

Based on the life History Event Calendar approach we reconstructed life his-
tories of adult health using the questions asking participants about the number of
periods of ill health or disability experienced during adulthood that lasted more than
a year. Individuals were asked the starting and ending year of each period of illness,
as well as the specific medical condition that accounted for each period.

For work participation, individuals were asked about their entire labour market
history, including transitions in and out of employment over the life-course.
Participants reported the date on which they entered the labour market, at which
point follow-up started. Based on the approach of previous studies (Disney et al.
2006), labour market exit was defined as the last observed exit from economic
activity (if observed), thus assuming inactivity as an absorbing state.
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We exploit the event history structure of the data to assess long-term effects
of health on labour force participation in failure-time or duration models (Box-
Steffensmeier and Jones 2004). We reconstructed the date at which individuals
entered the labour market and observed individuals thereafter. During the observa-
tion period, individuals were at risk of experiencing a transition from employment
to non-employment. Individuals that did not experience a transition out of employ-
ment were censored, because although the outcome event may be experienced,
employment status after the last point of observation was unobserved.

The Cox Proportional hazard model was used to model survival time in the
labour market as a function of illness status, controlling for age of entry into the
labour market, education, age of illness and country. We are interested in the effect
of experiencing at least one period of illness during adulthood on “survival” in the
labour force. Illness status and age of illness were treated as time-varying covari-
ates. Individuals could change the value of illness status from “no illness” to
“illness”. Similarly, individuals and periods without illness were assigned the
mean age of illness, which changed to the observed age of first illness for those
who reported having had an illness period.

Analysis was restricted to individuals who at some point in their lives entered the
labour market, because those who did not enter employment were not at risk of
experiencing a transition out of the labour force. Thus, individuals who reported
that they had never done any paid work were excluded. The final sample size
included 8,132 male participants. Individuals who started to work immediately after
completing school were assigned the date in which they finished high school as the
date of entry into the study. Individuals that reported a gap of non-employment after
high-school were assigned the date of their first job as the date of entry into the
study. Participants who started to work before completing their full-time education
did not report the exact age and were assigned the median age of entrance into the
labour market of other participants (18 years). Individuals who were still employed
at the time of interview were right-censored at interview date.

18.3 Illness over the Life-Course

Figure 18.1 shows the age-adjusted prevalence of reporting one or more periods
of illness that lasted at least 1 year during the years of productive life for the
13 European countries in SHARELIFE. Overall, 13% of participants reported
having experienced an episode of illness, but there were large variations across
countries. Switzerland (8%) and France (9%) experienced the lowest prevalence of
illness, while the highest prevalence was observed in Poland (17%) and the Czech
Republic (27%).

The nature of these periods of illness is summarized for the entire sample of males
in Fig. 18.2. Percentages add to more than a hundred because individuals could report
more than one condition as responsible for each period of illness. Heart disease,
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Fig. 18.2 Medical conditions that account for the first period of illness in men aged 50 years or
older who experienced at least one illness period

including angina, heart attack and other heart diseases, accounted for the largest share
of periods of illness lasting at least 1 year (19%). The second major cause of periods of
illness was back pain (14%), followed by cancer (7%), diabetes (6%), arthritis (6%),
psychiatric conditions (5%), and eyesight problems (5%). Other listed conditions
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accounted each for less than 4% of periods of long-term illness. In total, 30% of illness
periods were attributable to conditions that were not included in the list.

The distribution of conditions was overall very similar across all countries.
However, there were some important regional differences. In the Nordic countries
as well as in Western Europe, around 20% of all cases of illness was attributable to
back pain, compared to only 7% in Southern Europe and 10% in Eastern European
countries. While heart disease and angina accounted for 8% of illness periods in the
Nordic countries and 14% in Western European countries, this figure was 23% for
Southern Europe and 24% for Eastern European countries. Cancer had a larger
share of all illness in Nordic (9%) and Western (10%) European countries than in
Southern (5%) and Eastern (6%) European countries. About 20% of all periods of
illness in Northern Europe was attributable to other conditions not included in the
list, compared to around 30-33% in Western, Southern or Eastern European
countries.

18.4 The Impact of Illness on Labour Market Exit

For a selected set of countries, Fig. 18.3 shows survival curves that summarize the
length of time individuals survive in the labour market before exiting (or censor-
ing), according to whether they experienced at least a period of illness earlier in
their life. Participants who never experienced a period of illness (“healthy life””) had
generally higher rates of labour force participation and lower exiting rates at all
ages than individuals who at some point in their life experienced a period of illness.
Although in some countries the lines approached each other, in most countries
differences were substantial. For example, in Austria, at age 55, 74% of men who
had never experienced a major illness were still in the labour market, as opposed to
only 57% of those who had experienced a period of long-term illness. By age 60,
40% of those in good health were still in the labour market, as opposed to only 18%
of those who had a period of illness. In France, 72% of healthy men were still in the
labour force at age 55, compared to 63% of those who had experienced a period of
illness. At age 60, 37% of healthy men were in the labour market, compared to only
24% of those who had experienced a period of illness. In Italy, as well as in Greece
and Spain, there was little difference in the employment trajectories of those with
and without a previous history of long-term illness. However, survival curves
ignore the time-varying nature of illness, underestimating potential differences in
survival.

Figure 18.4 shows the hazard ratio of labour market exit according to whether
individuals had experienced at least one period of illness lasting a year or more over
their life course, incorporating illness as a time-varying covariate. Effects appear
now to be much more consistent across countries. In the total sample, a period of
long-term illness is significantly associated with twice higher risk of exiting the
labour market over the years of productive life. There were, however, important
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Fig. 18.3 Survival in the labour market according to age, split by illness status in a Cox
Proportional Hazard model for men at ages 50 years and older

variations across countries. Long-term illness increased the risk of future labour
market exit by almost three times in Germany and Poland, and by around twice in
Austria, Denmark, the Czech Republic and Spain. Strong effects were also
observed in Belgium, the Netherlands, France, Italy and Sweden, where illness
increased the risk of labour market exit by 60-80%. Effects were not significant in
Switzerland possibly due to the small sample size, while in Greece, there was no
evidence of an association.
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Fig. 18.4 Hazard ratio of last labour market exit according to illness status in a time-varying Cox
Proportional Hazard model for men at ages 50 years and older

18.5 The Role of Public Health and Labour Policies

Differences among countries in the impact of illness on labour market exit may be
explained by a variety of both health care and labour policies. In this section, we
explore to what extent expenditures in relevant policies are correlated with life-course
health and the magnitude of the association between illness and labour market exit.

Panels A to D in Fig. 18.5 summarize the association of expenditures in public
health and curative care as percentage of GDP with the prevalence of long-term
illness and the hazard ratio that summarizes the association between illness and
labour market exit. Panels A and B show that expenditures in public health were not
correlated with the prevalence of long-term illness or the association between
illness and labour market exit. In contrast, Panels C and D show that higher
expenses in curative care were associated with lower prevalence of long-term
illness (r = —0.74, p = 0.015), and hazard ratios on the impact of illness on labour
market exit (r=—0.44, p = 19), although only the former was significant.

Panels E and F show that while there was no significant correlation for expendi-
tures in disability and sickness (r = 0.22, p = 47), higher expenditure in unemploy-
ment benefit programmes was associated with a stronger association between illness
and the risk of labour market exit (r = 0.60, p = 0.053). In supplementary analyses,
we explored this further by examining correlations with unemployment benefit dura-
tion and average net replacement rates for the year 2004 from the OECD employment
outlook. There was a non-significant positive correlation between unemployment
benefit duration and the impact of illness on labour market exit (r = 0.329,
p = 0.324). In contrast, although the correlation was not significant, higher average
net replacement rates over 60 months of unemployment seemed to be correlated with a
stronger association between illness and labour market exit (r = 0.46, p = 0.11).
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Conclusions

Three hypotheses guided our analysis. First, we hypothesized that periods of illness
over the life cycle have a long-standing impact on the ability to work and the
likelihood of leaving the labour market at older ages. In support of this hypothesis,
we found that in most European countries, long-term illness is associated with
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earlier exit from the labour market. We hypothesized that higher public health
investments might ameliorate this association. Our results are inconclusive but
generally do not suggest a strong correlation of the level of public health invest-
ments with the prevalence of long-term illness or the magnitude of the association
between illness and labour force participation. Investments in curative health care
do seem to be strongly associated with the prevalence of long-term illness and the
impact of illness on labour market exit, although correlations were not significant
for the latter. Our third hypothesis referred to the role of labour market pro-
grammes. We found that larger investments in unemployment benefit programmes
are associated with a larger impact of illness on labour force participation. Although
correlations with average replacement rates and unemployment duration policies
did not reach statistical significance, overall findings suggest that higher unemploy-
ment benefits may potentially work as incentive towards earlier exit from the labour
market due to illness. (These findings are confirmed by Borsch-Supan and Roth,
Chap. 19).

It is important to consider a number of limitations in our study. First, our analysis
examines associations, and ignores the fact that illness might be endogenous to
labour force participation. Lower labour force participation may lead to poorer self-
reports of health, or both health and labour force participation may be the result of
unobserved characteristics such as parental investments or family background.
Therefore, although our results are consistent the hypothesis that poor health leads
to shorter working lives, they are also consistent with other hypotheses involving
reverse causality or unobserved heterogeneity. Second, our study is based on a life-
history event approach, and may therefore suffer from mortality selection, as
individuals who did not survive to become part of the survey are unobserved. If
poor health increases the risk of exiting employment, we would expect mortality
selection to downwardly bias estimates, as those in poor health would be more likely
to be unobserved. Third, information on periods of illness and employment histories
might be susceptible to recall bias. Finally, our assessment of the impact of welfare
state policies is only a first approximation that ignores that time-varying nature of
employment and public health policies. Future analyses should focus on linking
national data on policies over time to the particular timing of events of illness and job
loss experienced by participants.

Despite these limitations, our study raises important questions regarding the
impact of poor health on work and the potential mechanisms behind this associa-
tion. Findings are consistent with previous studies showing that adverse shocks to
individual health predict individual retirement (Disney et al. 2006; Haan and Myck
2009). Our results extend these findings by suggesting that periods of illness impact
duration in the labour market, even if these events occurred at a relatively early
point in the life-course. Previous evidence suggests that ill health is a major reason
for retirement among men in several European countries (Bound et al. 1998; Tanner
1998). It has been suggested that this association may be explained by the “justifi-
cation hypothesis”, i.e., self-reports of health are misreported as individuals use
health as justification for leaving the labour force (Bound 1991). This phenomenon
is unlikely to explain our results, because periods of illness assessed in our study
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referred often to health shocks that occurred many years before retirement decisions
took place. In addition, our measure is not based on an overall self-assessment of
health, but on self-reports of specific periods of illness accounted by specific
medical conditions.

Several plausible mechanisms may explain the association between illnesses and
labour market exit. Poor health may directly prevent productive activity thus
leading to early retirement. Periods of long-term illness may be indicators for
general poor health, so that individuals who experience a period of illness earlier
in life may be prone to experience late-life problems that ultimately lead to early
retirement. Poor health may also lead to a change in preferences and the “price” of
leisure time, as the need for non-work time to care for health increases. Our results
are consistent with these two potential mechanisms linking health and earlier exit
from the labour market. On the other hand, poor health may also lead to higher
consumption of health care, potentially forcing individuals to delay retirement to
meet their consumption needs. This second explanation is not consistent with the
finding that ill health leads to earlier exit from the labour market. This may be due
to the fact that European countries enjoy close to universal health care coverage,
potentially diminishing the need to increase work to meet health care consumption
needs. Overall, our results are consistent with the view that poorer health leads to
earlier exit from the labour market because of its effects on preferences and
productivity (Dwyer and Mitchell 1999).

Our results suggest that the association between poor health and labour market
exit is complex and varies substantially across countries with different welfare state
policies. We find that higher investments in unemployment benefit programmes are
associated with stronger associations between ill health and retirement. This sug-
gests that while health as such plays an important role, individuals also respond to
incentives to retirement, and may use unemployment benefit programmes as a
potential pathway to leave the labour market as a result of illness.

In conclusion, our study suggests that periods of illness during the life-course are
associated with an increased risk of leaving the labour force, but the magnitude of
this association varies across countries. Our results suggest a new area of explora-
tion to disentangle how historical reforms to labour market programmes have
influenced the role of illness in early retirement, and how this varies across
European countries with different welfare state policies and institutions.
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Chapter 19
Work Disability and Health Over the Life Course

Axel Borsch-Supan and Henning Roth

19.1 Work Disability Across European Countries

Disability insurance — the insurance against the loss of the ability to work — is a
substantial part of social security expenditures and an important part of the welfare
state regime in all developed countries (Aarts et al. 1996). Like almost all elements
of modern social security systems, disability insurance faces a trade-off. On the one
hand, disability insurance protects unhealthy people who are not able to work from
falling into poverty before they are eligible for normal retirement benefits. On the
other hand, however, disability insurance creates incentives to exit the labour force
early and may act as another pathway to early retirement without the incidence of a
major health loss.

The recipiency rates of disability insurance (DI) benefits vary strikingly across
European countries, see Fig. 19.1. They are defined as the share of all individuals aged
50-64 who receive benefits from DI. With 15.6% and 11.6% the Nordic countries
Sweden and Denmark have fairly high recipiency rates. The Central European
countries cover a broader range. The rate of the Netherlands is 14.0% and thus similar
to the Nordic countries while in France only a 1.7% of the people receive DI benefits.
In the Mediterranean countries lower rates can be observed varying from 3.3% in
Greece to 9.0% in Spain. The Eastern European countries exhibit the highest reci-
piency rates. While the Czech Republic with 12.3% is in a range with Denmark or the
Netherlands, the Polish rate of 19.2% exceeds the rest by far.

Why are so many more individuals aged 50-64 receiving DI benefits in Den-
mark, Sweden and the Netherlands than in e.g. France or Germany? Why so many
fewer individuals in Greece than in Poland? This chapter investigates the causes for
this variation. Three candidate causes come to mind: cross-national differences in
the age structure, cross-national differences in health, and cross-national differ-
ences in the early retirement incentives created by the DI system. In earlier work
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Fig. 19.1 DI recipiency rate in 13 European countries
Source: SHARE wave 2 (2007), population weighted data

based on the 2004 waves of SHARE, ELSA and HRS, we showed that cross-
sectional differences in demographic structure and current health status cannot
explain the cross-national differences in DI recipiency (Borsch-Supan 2005)
although health explains a great deal of the within-country variation (see also
Chap. 18). A second stage of our research was based on two waves of data. We
showed that health events between waves did not significantly trigger a higher
probability of becoming a DI benefit recipient (Borsch-Supan 2008).

The poor explanatory power of a broad battery of health measures used in these
studies, including objective and subjective measures as well as performance mea-
sures of physical and mental health, is disturbing and undermines the role of DI as
an insurance of last resort against failures of health in working age. It has been
criticized, however, that current health measures, as broad as they may be
measured, do not appropriately capture the full impact of poor health on employ-
ability. Rather, it is argued, work disability is the result of a long lasting process of
becoming sick and finally unable to work.

This paper therefore takes a life-course approach. Thanks to the new SHARE-
LIFE dataset, we are able to add to the analysis a set of variables that account for
those long-run effects. We first create lifetime health indicators that describe
childhood and adulthood health status. In addition, we take other life-course features
into account such as childhood socio-economic status, quality of the working place
and marital status over the whole life course.

In the following section, we will briefly describe our approach. We then present
our results at the individual level. We find that both current and life-course health
significantly influences the probability of receiving DI benefits. We then turn to the
cross-national level. We find that welfare state differences dominate at this level
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while cross-national health differences remain largely irrelevant even when taking
life-course health measures into account.

19.2 Variables and Technique

We focus our analysis on people at the age between 50 and 64 because this is the
time span in which exiting the labour market via DI may be an attractive opportu-
nity for early retirement. Beginning with age 65, normal retirement benefits are
available in all 13 countries in our analysis. The baseline of analysis is the year
2007. We have a large number of 10,385 observations, on average 800 in each
country, with substantial differences across countries. Our dependent dummy
variable is the recipiency of DI benefits. Following the three candidate causes and
distinguishing current status from life-time influences, we employ five categories of
variables:

1. Current basic demographic characteristics: age, gender and years of education.

2. A broad range of variables describing current health: self-perceived health,
functional physical status described by the number of limitations in activities
of daily living (ADL) and limitations of instrumental activities of daily living
(IADL), mental health status as measured by EURO-D, grip strength as indicator
of physical performance.

3. Life course health indicators include childhood health status and adulthood
health status. Childhood health is described by the number of illnesses lived
through until the age of 15. For adulthood health a similar measure is taken, and in
addition a binary variable indicating if someone had suffered from an extended
period of poor health. Moreover, we include the number of gaps in the working
history in which a person was sick or disabled.

4. Life course control variables include childhood socio-economic status, work
quality and marital status. The socio-economic status during childhood is
measured by the number of books, rooms per person in the accommodation
and relative skills in mathematics at the age of 10. Work quality is measured as
the subjective assessment of the physical and psychological demands at work.
We also account for the number of jobs during lifetime. Finally, we include
binary variables indicating if someone has been married, divorced or widowed
during her or his lifetime.

5. Variables describing the generosity of the welfare system regarding DI and
alternative pathways are taken initially from OECD (2003). We have updated
and extended these indicators to the countries not covered by the OECD. In
general the OECD gives scores from 0 to 5 whereat a higher score represents a
more generous system. At DI coverage 5 points are given if the DI covers the
whole population while 0 points represents coverage only for employees. The
minimum disability level that is required to be eligible is measured as percentage
measure of work disability. The lower the percentage required the higher the
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score given. The maximum benefit level is measured as a replacement rate. A
higher rate leads to a higher score. The strictness and whether DI benefit
eligibility requires a medical assessment or whether a vocational assessment is
sufficient is also included in the analysis. Finally, we insert a measure for the
strictness of the unemployment insurance as an alternative pathway of early
retirement.

Our analysis is divided into two parts. First, we relate at the individual level
whether a person receives DI benefits to the above set of explanatory variables. We
do this by pooling the SHARELIFE data from all countries and performing probit,
logit and linear regression analyses. We also assess how much total variation in DI
benefit recipiency at the individual level is explained by the different categories of
variables.

Second, we analyze the cross-national variation depicted in Fig. 19.1. To do
so, we perform simulations which hold some of the explanatory variables counter-
factually constant. If this group of variables were the main cause for the international
variation, the simulated outcome should produce roughly identical percentages of DI
benefit recipiency in each country.

19.3 Regression Results at the Individual Level

Since the dependent variable — receipt of DI benefits — is binary we begin with a
probit and a logit specification. Only the probit results are shown below since they
yield very similar results explaining about 23% of the total variation (measured as
the pseudo R?) which is quite a satisfactory value at the individual level. We also
used a linear specification because it delivers essentially the same regression results
(although on a different scale) and permits a more straightforward way to decom-
pose the total variance.

All five categories of variables are jointly statistical significant: the corresponding
F-test values are 23.4 for demographic variables, 208.6 for current health measure,
29.6 for the welfare state indicators, 201.9 for life-course health and 90.3 for all other
life-course variables. Table 19.1 presents the results for the probit and linear specifi-
cation. For the probit model, marginal effects are shown rather than the regression
coefficients.

Age and years of education have a negative effect on the receipt of DI benefits.
Hence, older individuals have a smaller probability of receiving DI benefits. This
may sound counterintuitive since health declines as we age. However, we control
for health, see below, and alternative retirement pathways become available at older
ages. More educated individuals are less likely to receive DI benefits. Male
individuals are more frequently DI benefit recipients than female.

All current health measures have the expected sign and are significant, except
for the number of ADL limitations. A dummy variable of the presence of
ADL limitations, however, is significant. Better health leads to a lower probability
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Table 19.1 Determinants of DI recipiency

Variables Probit Linear

Marginal Standard Coefficients Standard

effects error error
Age (years) —0.001 (0.0006) —0.001**  (0.0006)
Gender (dummy) —0.044 %% (0.0070) —0.056***  (0.0082)
Education (years) —0.0027%** (0.0007) —0.002**  (0.0007)
Self-perceived health (1-5) 0.038#3#* (0.0028) 0.039***  (0.0030)
ADL (0-6) 0.002 (0.0050) 0.022 (0.0140)
IADL (0-7) 0.025%3%* (0.0046) 0.067***  (0.0125)
Maximal grip strength (kg) —0.001*** (0.0003) —0.001***  (0.0004)
EURO-D (0-12) 0.004##* (0.0012) 0.005***  (0.0016)
Childhood illnesses (0-7) —0.003 (0.0027) —0.005 (0.0031)
Adulthood illnesses (0-5) 0.017%%* (0.0026) 0.037***  (0.0058)
Working gaps due to sickness (0-2) 0.052%3#* (0.0114) 0.118*** (0.0301)
Period of very poor Health (dummy) 0.056%%** (0.0051) 0.060***  (0.0061)
Rooms per person —0.003 (0.0065) —0.002 (0.0030)
Number of books (dummy) —0.002 (0.0055) —0.002 (0.0056)
Mathematical skills (dummy) —0.007 (0.0052) —0.005 (0.0050)
Number of jobs —0.003%*:* (0.0013) —0.005***  (0.0013)
Physical demand of work (dummy) 0.0227%#3%#* (0.0053) 0.024#**  (0.0062)
Psychological demand of work —0.005 (0.0049) —0.007 (0.0051)

(dummy)

Married (dummy) -0.013 (0.0089) —0.019* (0.0105)
Divorced (dummy) 0.012* (0.0063) 0.015**%  (0.0072)
Widowed (dummy) 0.005 (0.0094) 0.005 (0.0109)
Coverage (0-5) 0.010%%** (0.0030) 0.011*** (0.0036)
Minimum disability level (0-5) 0.010%3%* (0.0027) 0.009***  (0.0025)
Replacement rate (0-5) —0.007%* (0.0029) —0.006**  (0.0027)
Medical assessment (0-5) 0.005* (0.0025) 0.007***  (0.0028)
Vocational assessment (0-5) —0.017%%:* (0.0028) —0.017*** (0.0034)
Unemployment benefits (0-5) 0.013%%:* (0.0043) 0.014%*  (0.0055)
Constant 0.125**  (0.0599)

wHk k% Significant at 1%, 5%, 10%, respectively

of receiving DI benefits. As a remarkable result, we find that the more subjective a
health measures is, the stronger is its influence. This may be an indication of some
extent of self-justification (see Banks et al. 2004).

The life-course health variables show a clear picture. All life course indicators
describing long-term health show the expected direction. Moreover, these variables
are highly significant jointly but also each for itself as it can be seen in the table
above. This result is robust over all three specifications. The variable describing
childhood health is not significant.

Among the other life-course variables, the only significant ones are the subjec-
tive physical demand of work, the number of jobs and the binary variable describing
if someone has been already divorced. Higher physical demand of the work leads to
a higher probability of receiving benefits while an increase in the number of jobs
leads to a decline in the reception of DI benefits. Suffering from at least one divorce
increases the probability of being eligible.
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The OECD indicators describing the generosity of the welfare system regarding
DI and alternative pathways vary only across countries. They are nevertheless
jointly significant and have, besides the replacement rate, the expected direction:
the more generous the DI, the higher the probability of receiving the benefits. The
broader the job range of vocational assessment, the less likely is the receipt of DI
benefits. Strict eligibility rules and a low replacement rate of the unemployment
insurance, a possible alternative pathway to retire early, increase the likelihood of
receiving DI benefits.

Figure 19.2 shows how much variation at the individual level is explained by
each of the five groups of variables, for simplicity using the linear regression
model. The full linear model explains some 14.65% of the variation in the data.
Basic demographic characteristics and education explain less than 1% of the
individual variation. The OECD indicators vary only across countries and there-
fore explain, by definition, very little at the individual level. Current health
measures have the largest explanatory power with over 9% of the individual
variation explained. Life-course health variables are almost as powerful and
explain 7.2% of the individual variation, while the other life-course variables
explain 6.5%. These results are in line with the findings by Avendano and Macken-
bach, Chap. 18.

Quite clearly, both current and life-course health are highly predictive of receiv-
ing DI benefits at the individual level. Together, the health variables explain 12.4%
of the total variation, i.e. 85% of the explained variation. Self-rated health is far the
strongest single health variable, explaining 6.8% of the total variation.

full model 14.65% %

demography 0.67 %

health 9.13%
welfare state- 1.68%
lifecourse health- 7.22%
lifecourse others- 6.51%

0% 2% 4% 6% 8% 10% 12% 14% 16%

Fig. 19.2 Explanatory power of variable groups (in % of explained variation). Based on the linear
regression model
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19.4 Counterfactual Simulations at the Country Level

This decomposition is dominated by intra-country individual variation and there-
fore does not shed much light on the large variation across countries. In order to
separate cross-national from within-country variation, we predict DI recipiency
rates at the country level with a counterfactual simulation which sets potential
explanatory variables at the same level (usually the sample average) for all indivi-
duals across all countries. If a group of variables were the main driver of cross-
national differences of DI recipiency, then equalizing these variables should also
equalize the DI recipiency rates.

We perform three sets of such counterfactual simulations. The first set repro-
duces the results of Borsch-Supan (2005) with the 2007 data. It equalizes the
demographic structure (i.e., all individuals are counterfactually assigned the same
age, gender and number of years in education) and health. Figure 19.3 shows the
resulting counterfactual cross-national distribution of DI recipiency rates.

The second bar for each country in Fig. 19.3 equalizes age, gender and education
across countries. Quite clearly, the resulting counterfactual DI benefit recipiency
rates are virtually identical to the actual rates, represented by the left bar. Hence,
age, gender, and education differences across countries can be ruled out as drivers
of the cross-national variation in DI recipiency.

The right bar equalizes all current health measures. In countries with a relatively
low level of health (especially Poland) and in Switzerland, where health is particu-
larly high, we can indeed attribute some of the cross-national variation in DI benefit
recipiency to health since the counterfactual prediction puts these countries closer
to the average. The opposite, however, is true for those three countries in the
EU15 in which benefit recipiency rates were particularly high in 2007: Sweden,
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Fig. 19.3 Demography and health. Simulation based on linear regression model. Brackets denote
standard errors
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Denmark, and the Netherlands. For these countries, correcting for health exacer-
bates the cross-national differences rather than levelling them off. Moreover, e.g. in
Germany, measurements of objective health turn out to be better than the European
average, while self-rated health is reported to be lower than the European average.
Equalizing both objectively measured and self-rated health thus compensates each
other. The opposite can be observed in Belgium. In summary, except for Poland,
Greece and Switzerland, current health is not a main driver of cross-national
variation in DI recipiency. This is a remarkable result as DI recipiency should be
linked to work disability and thus health.

Current health, however, even if broadly measured, may be too narrow a health
measure to determine the probability of receiving DI benefits because health events
which took place much earlier in life may have driven the transition out of work.
Possible influences are multi-dimensional. There may be direct effects of childhood
diseases that have undermined resilience in old age and then lead to a disability.
There may also be indirect effects of childhood diseases that worsen adult health at
earlier stages. Often, disabilities are the result of long periods of illness and
suffering from physical or mental impairments. Current health measures cannot
reflect such long-term developments. Moreover, there may be other childhood
living conditions such as socio-economic status that may build the background
for later health problems and disability.

We take account of these possibilities by performing a second set of counterfac-
tual simulations, now equalizing the life-course health and other life-course vari-
ables available in the SHARELIFE data, such as indicators for socio-economic
status, marital history and work satisfaction.

Figure 19.4 presents the results. They are unambiguous: life-course variables
do not explain the cross-national variation. Not a single difference is statistically
significant.
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Fig. 19.4 Life-course health and other life-course factors. Based on the linear regression model.
Brackets denote standard errors



19  Work Disability and Health Over the Life Course 223

Base Welfare State
25%

20% - H
15% - I I [

10%
I

5%

0%

SEIDKIDEINLIBEIFRICHIATI ITI ESIGRICZI PLI

Fig. 19.5 Welfare state generosity. Simulation based on linear regression model. Brackets denote
standard errors

So far, we have ruled out demographics, education, current and life-course
health and other life-course characteristics as causes for the cross-national differ-
ences in DI benefit recipiency. Among the variables discussed in the introduction,
institutional features and their incentives created remain as another potential cause.
Our third set of counterfactual simulations therefore equalizes all variables that
describe the generosity of the DI system and potential alternative pathways, such as
unemployment insurance.

Figure 19.5 shows that actual and simulated now diverge considerably. Except
for Switzerland and Poland, the simulated recipiency rates of DI benefits are much
more equal across countries when we assume the same institutional framework in
every country. Most importantly and as opposed to Fig. 19.3, those three countries
in the EU1S in which benefit recipiency rates were particularly high in 2007 —
Sweden, Denmark, and the Netherlands — now exhibit much smaller DI rates when
the generosity of their DI systems is reduced to the average level across the 13
included countries.

19.5 Discussion and Conclusions

In assessing our results, it is important to distinguish individual level variation from
cross-national variation. Since we have more than 10,000 observations and only 13
countries, our regression results (Table 19.1) are dominated by the within-country
variation. Here, both current and life-course health variables are highly significant
both jointly and each for itself at the individual level. This shows that these variables
are reliable measures of health, and they indeed contribute to about 85% of the
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overall explained variation across individuals. Variables describing the welfare
state, however, especially the generosity of the DI system, cannot determine within
a country if someone receives DI benefits because all individuals face the same
DI system.

In our counterfactual simulations (Figs. 19.3-19.5), we only see the cross-
national variation. At this level, the roles of health and DI system generosity switch
completely. Neither current nor life-course health can be identified as a source of
cross-national variation in the DI recipiency rates, while variables describing the
generosity of the DI system have strong explanatory power. This explanatory power
is driven by the large differences in DI generosity across countries as described by
the OECD indicators.

This leads to a threshold interpretation (Croda and Skinner 2009): Our broad set
of health variables rank individuals well by health within each country. The thresh-
olds, however, beyond which DI benefits are granted, are country-specific and have
almost no relation to health. They are products of institutional characteristics such
as minimum benefit levels and assessment requirements.
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Chapter 20
Health Insurance Coverage and Adverse
Selection

Philippe Lambert, Sergio Perelman, Pierre Pestieau, and Jérome
Schoenmaeckers

20.1 Adverse Selection and Health Insurance

The term adverse selection is used in the insurance literature to describe a situation
where an individual’s demand for insurance (either the propensity to buy insurance,
or the quantity purchased, or both) is positively correlated with the individual’s risk
of loss (e.g. higher risks buy more insurance), and the insurer is unable to allow for
this correlation in the price of insurance. This may be because of private informa-
tion known only to the individual, or because of regulations or social norms which
prevent the insurer from using certain categories of known information to differen-
tiate prices (e.g. the insurer may be prohibited from using information such as
gender or ethnic origin or genetic tests). To test for the presence of adverse selection
one checks the conjecture that contracts with more comprehensive coverage are
chosen by agents with higher accident risk.

The problem is that such a test can as well reveal the presence of moral hazard.
Like adverse selection moral hazard results from information asymmetry. In the
case of adverse selection the informational issue concerns the individual’s risk; in
the case of moral hazard; it concerns the individual’s behavior. Moral hazard occurs
when the party with more information about its actions or intentions has a tendency
or incentive to behave inappropriately from the perspective of the party with less
information. Ex ante, it will be less cautious; ex post, it will seek overcompensation.
In health insurance ex post moral hazard is likelier than ex ante moral hazard.

In the recent years, several authors have tested the relation between risk and
insurance and have shown that the relation is not as clear as suspected. Chiappori
and Salanié (1997, 2000) find no evidence of adverse selection in the automobile
insurance market. Their main finding is that, although unobserved heterogeneity on
risk is probably very important, there is no correlation between unobservable
riskiness and contract choice. In other words, when choosing their automobile
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insurance contracts, individuals behave as though they had no better knowledge of
their risk than insurance companies. They are the first to show that the risk-coverage
correlation can be either sign and to stress the need of a new model. Similarly, in the
life insurance market, Cawley and Philipson (1999) do not find evidence of adverse
selection.

On the opposite side, Finkelstein and Poterba (2004, 2006) find evidence of
adverse selection in the UK annuity market. Along the same lines, Olivella and
Vera Hernandez (2006) observe the presence of adverse selection in British insur-
ance markets, especially in private health insurance markets. Clearly the debate is
wide open.

In this paper we intend to investigate on the basis of the information collected by
SHARE if there is a relation, and if so what is its sign, between health risk and
insurance coverage. In other words we are not planning to go beyond a simple
statistical description of the relation between these two variables controlling for
various characteristics of the concerned individuals.

For this purpose, SHARELIFE and wave 2 of SHARE contain valuable infor-
mation. On the one hand, SHARELIFE surveyed retrospectively individuals about
long periods of ill health or disability over their whole life. On the other hand,
WAVE 2 questioned the same individuals on the characteristics of their health
insurance coverage. Combining the answers given to these questions we estimate,
for each country and for selected health care kinds, the relationship between health
risks and insurance coverage, using a simple logistic model with full coverage as
the dependent variable.

Two previous studies analyzed voluntary private health care insurance using
SHARE data: (Paccagnella et al. 2008) and (Bir6 2010). They however have a
different concern. Paccagnella et al. (2008) analyze the effect of having a voluntary
health insurance policy on out-of-pocket spending for individuals aged 50 or more.
They show that private insurance policy holders do not have lower out-of-pocket
spending than the rest of the population. They also find that the main determinants
of private insurance purchase are different in each country and this reflects the
differences in the underlying health care systems. Biré (2010) is interested by the
presence of moral hazard.

20.2 Health Insurance Coverage

In wave 2, individuals were asked the following question: Who finally pays for
health care: yourself only, mostly yourself, mostly your health insurance, or your
health insurance only? This question was repeated for several kinds of care:
medical visits to doctors (general practitioners or specialists), hospitalization (in
public or private hospitals), nursing care (at home or in nursing homes), as well as
for dental care and prescription drug expenditures. In this study we are particularly
interested in full health insurance coverage (paid by your health insurance only) for
the first three kinds of care indicated above.
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Fig. 20.1 Health care full insurance coverage (%)

Figure 20.1 reports, for each country, the percentage of individuals reporting full
health insurance coverage for visits to doctors, hospitalization and nursing care. In
each case, we consider an individual to be fully covered if he/she reports full
coverage for at least one of the kind of care considered, e.g., hospitalization in a
public or a private hospital. The analysis is limited to the 50-79 years old indivi-
duals who participated in both, wave 2 and SHARELIFE.

From Fig. 20.1 and depending on the kind of care, SHARE countries can be
classified according to the proportion of the aged population with full health
insurance coverage. For visits to doctors and hospitalization coverage, a first
group includes the Denmark (DK), The Netherlands (NL), Spain (ES), Italy (IT),
Poland (PL) and Czech Republic (CZ), which reach rates close to or higher than
90%; a second group is composed by Sweden (SE), Belgium (BE) and Switzerland
(CH) with percentages lower than 30%; and finally, a third group comprises the rest
of countries reporting intermediate rates of full coverage. For nursing care, the
situation is dramatically different. In six countries — SE, BE, CH, AT, GR and CZ —
less than 20% of respondents reported full coverage.

As expected, this classification is highly driven by national health care insurance
institutions. As reported in Bir6 (2010), all SHARE countries analyzed here have
universal mandatory health insurance, private for Switzerland but public for the
others, the only exceptions are the Netherlands (NL) and Spain (ES) where high
earners are excluded from public health insurance. But universal coverage does not
mean full coverage, in several cases cost sharing is the rule. Moreover, it happens
that people can not take a private insurance to cover their participation in health
costs, e.g. Belgium for visits to doctors, subscribing to a private insurance for health
expenditures not covered by social protection schemes (co-payment) is forbidden;
and in others this is allowed, e.g. Germany, where a fixed co-payment amount, 10 €,
is charged in every quarter a doctor is visited (independent of total consumption).
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Nevertheless, out of specific institutional regulations, in most cases full coverage is
likely to be the result of a private individual decision. This is the main assumption we
are making here. We postulate that individuals’ health insurance behaviour is revealed
by full coverage, compared with lower levels of coverage, and potentially affected by
health risk expectations, as well as by other factors like gender, age, education and
economic status. Another assumption is that respondents did not make systematic
mistakes in reporting their health coverage status. Given the health insurance com-
plexity, a potential measurement error bias exists which is probably related to
individuals past experience with health providers and health insurance issues.

20.3 A Health Risk Indicator

SHARELIFE adds a valuable retrospective dimension to SHARE, particularly on
health status. For the purpose at stake in this study, the availability of retrospective
information opens the possibility to build innovative indicators of individuals’ health
risks based on their own health status experience over previous periods of their life.
By construction, these indicators would likely be more suitable than those built on the
basis of contemporaneous information exclusively. We argue here that individuals’
perception of health risks, a latent variable, is correlated with past health experiences
which potentially affected individuals’ health insurance behaviour.

Our choice of this indicator relies on the number of long periods of ill health in
adulthood. They are reported by SHARELIFE respondents who were invited to
answer the following question: Apart from any injuries you’ve already told us about
today, as an adult, how many periods of ill health or disability have you had that
lasted for more than a year: none, one, two, three or more, have been ill or with
disabilities for all or most of my life?

From the original answers to this question, we computed the percentage of
individuals who suffered one or two or more long term spells of ill health (the
remaining category corresponds to individuals with no spells of ill health). Figure 20.2
reports the average country percentages. The two extreme cases are, on the one hand,
Switzerland (CH), with the lowest share of individuals with spells of ill health and, on
the other hand, the Czech Republic (CZ), with nearly one third of the 50-79 cohort
reporting at least one long term spell of ill health over their life span. Note that the
variability of this indicator is high within countries across age and educational
categories (not reported here).

20.4 The Health Risk Insurance Coverage Correlation

In order to test the potential correlation between health risks and health insurance
coverage we proceed with the estimation of logistic models with full insurance
coverage as the dependent variable. For each country, we estimate separately three
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Table 20.1 Logistic model: health risk variable parameter

Country Visits to doctor Hospitalization Nursing care
Parameter (P-value) Parameter (P-value) Parameter (P-value)
AU 0.132 (0.229) 0.189 0.047)"" 0.106 (0.378)
BE 0.072 (0.551) —0.137 (0.056)" 0.128 0.050)"
CH —0.101 (0.462) —0.109 (0.422) 0.059 (0.715)
Ccz —0.047 (0.635) —0.001 (0.988) —0.201 0.011)™
DE 0.059 (0.456) —0.039 (0.636) 0.066 (0.459)
DK 0.310 (0.165) 0.139 (0.521) —0.147 0.051)"
ES 0.317 .01~ 0313 0.014)” —0.094 0.117)
FR 0.231 0.01)" 0.255 (0.008)"™ 0.246 0.013)™
GR —0.130 (0.030) 0.014 (0.836) —0.498 0.001)™
IT 0.161 (0.230) 0.545 (0.002)"™ 0.096 (0.123)
NL —0.198 (0.266) —0.416 0.014)” —0.097 (0.239)
PL 0.240 (0.205) 0.223 (0.168) —0.016 (0.823)
SE 0.141 0.127) —0.042 (0.779) 0.187 (0.148)

Sokok ok ok

, , : Significant at the 1%, 5% and 10% level, respectively

models of full insurance coverage: visits to doctors, hospitalization and nursing
care, respectively.

Table 20.1 reports the estimated parameters associated to the selected health risk
indicator, which is the number of long-term ill health and disability periods, with
values ranging from O (none) to 4 (have been ill or with disabilities for all or most of
my life). The estimated parameters must be interpreted as marginal effects of increas-
ing health risk on full health insurance coverage. A positive value would confirm the
prevailing of individuals’ adverse selection behaviour, and negative or statistically
non significant parameters the absence of this relation. Several control variables were
added to the model: age, gender, education and wealth quartiles.

With the exception of France, no other country exhibits positive and significant
parameters for the three health insurance branches analyzed here. However, we found
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also positive and significant parameters in the case of Spain (ES) for visits to doctors,
in the case of Austria (AU), Spain (ES) and Italy (IT) for hospitalization and finally in
the case of Belgium (BE) for nursing care. And these results appear to be driven
mainly by health care institutions’ regulations than by adverse selection behaviour.
This is the case of France and Spain, for instance, where individuals with heavy
diseases, like cancer, are fully reimbursed.

We proceed to some sensitivity analysis. First, similar results were obtained using
alternative models in which the health risk indicator was represented by categories
instead of a continuous variable. Second, also comparable results, but with even less
significant parameters, were obtained with the sample restricted to the population aged
50-64 years old in order to limit the potential selectivity bias due to higher mortality
rates among people in bad health. Third, separate regressions were performed by
gender and the results generally confirmed those reported in Table 20.1, with the only
exception of full hospitalization coverage in the case of men, for which near all the
parameters were not significant. We also tried to explain our results using the main
characteristics of national health care systems, which are regularly published by the
OECD (2009). Nothing significant resulted from this exercise.

20.5 Conclusions

Summing up, it appears that with a few exceptions there is no evidence of a huge
adverse selection problem in health insurance among European elderly people. And
even the exceptions are likely driven by full public health coverage offered by some
European countries for specific risks. Nevertheless, both adverse selection and moral
hazard are a key issue to be taken into account in the design of health care insurance,
mainly in the ongoing debate on long-term care insurance, public or private, in many
countries. This has lead governments and insurance companies to offer lump-sum
reimbursement and not full reimbursement in case of dependence. Such an arrangement
is clearly unsatisfactory but can only be explained by adverse selection and ex post
moral hazard, which are more pervasive in long term care than in acute health care.

Certainly this short paper offers very preliminary results that need to be con-
firmed when new waves of SHARE are available. In the meantime, what clearly
appears from this exercise is that SHARELIFE and SHARE data combined offer a
rich framework for future research on adverse selection in health insurance.
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Chapter 21
Lifetime History of Prevention in European
Countries: The Case of Dental Check-Ups

Brigitte Santos-Eggimann, Sarah Cornaz, and Jacques Spagnoli

21.1 Access to Dental Care: An Indicator of Performance
of Health Care Systems

European countries differ in various aspects of their health care systems, including
the level of public investments and the importance given to prevention in national
health policies. However, little is known regarding the association between the
dissemination of preventive practices in populations included in the SHARELIFE
project and public policies in health domain.

Access to care is a major characteristic for the performance of health care
systems. Its assessment includes measurements of the reported use for a range of
ambulatory and hospital services considered as an indicator of realized access.
Some aspects of health care are particularly sensitive to the risk of inequality in
access. It is the case of dental care. Indicators of access to dental care are part of
recent WHO and OECD reports on health and care (WHO 2010; OECD 2009); they
show a strong relationship with individuals’ socio-economic circumstances (De
Looper and Lafortune 2009; Van Doorslaer and Masseria 2004). Previous results
from an analysis of SHARE baseline data indicated that, in participating European
countries, visits to the dentist were unrelated to gender but increased with the level
of education (Santos-Eggimann et al. 2005). Preservation of the mastication capac-
ity is crucial to avoid denutrition and its consequences on health and function in
older age. While in most countries European recommendations are issued for yearly
dental check-ups, dental care remains costly, it is mainly offered by professionals
active in the private sector and its coverage by social health insurances varies
between countries from no one in Spain to complete in Austria (OECD 2009).

This chapter has the first objective to describe holes in the lifetime use of routine
preventive dental controls in the SHARELIFE population, by country. The second
aim is to confront differences in underuse of dental check-ups observed across
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European countries with contextual indicators that describe national human
resources and reimbursement policy regarding dental care.

21.2 Data on Individuals and Health Systems

SHARELIFE, the third wave of SHARE data collection, included original retro-
spective questions on individual lifetime use of dental care. They concentrated on
dental check-ups and care regularly performed from childhood to the time of
interview. Information was collected on the age of respondents when starting to
visit a dentist regularly, the average frequency of dental visits, periods of interrup-
tion and related age category of respondents, as well as reasons for not having
dental check-ups and care regularly over the life course. For each respondent, we
defined holes in the lifetime use of routine preventive dental controls as periods in
which dentists were either not regularly visited, or visited less frequently than every
2 years. These periods were characterized by the age of respondents: during
childhood (0-15 years), youth (16-25 years), young adulthood (2640 years),
adulthood (41-55 years), middle age (56-65 years) and older age (66—80 years).

Analyses of SHARELIFE individual data were performed on respondents aged
52-80 years from 13 countries participating in SHARELIFE, taking account the
complete design information available from SHARELIFE and Share wave 2 to com-
pute a correct estimate of variance. In order to take account of cohort effects, analyses
were conducted for respondents aged 5265 years and 66-80 years separately.

Results are displayed in four geographic regions: Northern (Sweden SE, Denmark
DK, Netherlands NL), Continental (Belgium BE, Germany DE, Austria AT, France
FR, Switzerland CH), Southern (Spain ES, Italy IT, Greece GR) and Eastern (Czech
Republic CZ, Poland PL) countries.

A total of 21,281 respondents born between 1928 and 1956 were included in
analyses. The sample size ranged from 711 in AT to 2,286 in GR. Respondents were
categorized into two age classes, 52—65 years (57.0%) and 6680 years (43.0%). The
proportion of women was 55.7% in the first and 52.9% in the second age category.

Context variables describe national manpower (density of dentists: number of
dentists in practice/1,000 inhabitants) from 1960 to 2006, according to 2008 OECD
Health data, and the coverage of dental care (out-of-pocket dental expenditure as a
percentage of total dental expenditure) in 2006, according to OECD indicators
(OECD 2009). Additional information on health policy for selected countries was
collected from WHO European observatory of health systems reports (WHO 2010).

21.3 Lifetime Underuse of Dental Care in European Countries

Both the level and the pattern of the lifetime underuse of dental care of middle aged
individuals, as measured from self-reported information, varies widely between
European regions. Figure 21.1 shows that, over the lifetime, underuse of dental care
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Fig. 21.1 Proportions of SHARELIFE respondents aged 52—65 years in 2008 who underused
dental care at given ages

in subjects currently aged 52—65 years was at the lowest level and stable in all three
Northern countries. Along the whole life course, a slightly higher (although not
significantly) proportion of underuse is reported in NL as compared to DK and SE,
except in the childhood period. In all three countries, underuse does not exceed 17%
at all ages, with very close proportions observed in DK and SE.

Countries of the Continental region of Europe share a common pattern of
lifetime experience: BE, DE, AT, FR and CH all experience a decline in underuse
of dental care over the life course. However, the level of underuse varies substan-
tially between these countries. It is the highest in BE and FR, where proportions
decline from 62% in childhood to 43% at age 56—65 years, with a slightly higher
level in BE than in FR. Underuse decreases during the life course from 44% in
childhood to 33% at age 56—65 years in AT, and from 41 to 23% in DE. It is the
lowest and characterized by the smallest decline over the life course in CH (from 23
to 17%). Figure 21.1 also shows that the ranking of countries in Continental Europe
is maintained all over the life course, with Belgian respondents experiencing the
highest level of underuse from their childhood to their middle age, and Swiss
respondents reporting the lowest level of underuse during their whole life.

Like in Continental Europe, countries in the Southern region display a decline in
underuse of dental care with age. However, their level is very high, with proportions
of underuse ranging between 82 and 88% in childhood, and between 62 and 71% at
age 56—65 years. GR experience a particularly high proportion of underuse of
dental care in adulthood, while ES and IT share a similar experience of underuse
along the whole life course.

In Eastern Europe, CZ and PL display a similar pattern of underuse unaffected
by age. The level is low (between 8 and 10%) in CZ, where it compares with the



236 B. Santos-Eggimann et al.

experience of Northern countries. By contrast, it is high in PL (between 58 and
63%), where it compares with Southern countries in adulthood.

The life course experience of dental care in European populations seems to have
improved over time in all countries participating in SHARE. A comparison between
Figs. 21.1 and 21.2 suggests a cohort effect: in all countries except SE, the level of
underuse reported by individuals aged 66-80 years (Fig. 21.2) is higher during the
whole life course, than the level reported by the 52—65 years old (Fig. 21.1).

In the Northern region, differences between countries are larger than in the
younger age category, and Fig. 21.2 displays an age effect that was not observed
in Fig. 21.1: underuse of dental care reported by individuals aged 66—80 years was
higher in their childhood and youth than in their adulthood and in older age. NL
shows the highest level of underuse, ranging between 45% in childhood and around
30% from age 16-25 to age 76—80 years, and SE the lowest level (from 19 to 10%).

In the Continental region, the ranking of countries is similar in Figs. 21.1 and
21.2 except for DE. Underuse of dental care declines from 79% in childhood to 59%
at age 76-80 years in BE, and from 48 to 34% in CH. However, the lifetime
evolution of underuse for 66—80 year old individuals in DE is characterized by a
high proportion of underuse in childhood (59%, rank 3/5) to a low proportion in the
adulthood and older age (25% at age 7680 years, rank 5/5).

A high level of underuse over the life course is registered in Southern countries
for respondents aged 66—80. The order of countries is the same as the order
observed for the younger age category of respondents; differences between
countries, however, are larger and increasing over the life course. The level of
underuse declines slightly from 94% in childhood to 85% at age 7680 years in GR.
The slope is steeper in ES (from 94 to 76%) and in IT (from 90 to 68%).
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Fig. 21.2 Proportions of SHARELIFE respondents aged 66-80 years in 2008 who underused
dental care at given ages
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In Eastern Europe, the life course decline of underuse reported by individuals
aged 66-80 is moderate, and the level of this indicator is much lower in CZ (from
25% in childhood to 18% at age 7680 years) than in PL (from 83 to 72%).

21.4 Elements of Health Policy Regarding Dental Care
in European Countries

In most countries participating in SHARELIFE, there is no clear evidence of a
relationship between the level of underuse of dental check-ups and care and the
density of dentists as shown in Fig. 21.3. While the level of underuse reported by
respondents aged 52-65 is very close over their whole life course in the three
Northern countries, a sizable difference in dentists’ density is observed between NL
(low density) and SE (high density), with DK in an intermediate position. This
ranking, however, reflects the order of countries observed in the older age group,
with a lower level of underuse over the life course in SE, a higher level in NL, and
an intermediate level in DK. Differences today are smaller, with a level at 0.5
dentists/1,000 inhabitants in NL and 0.8 in SE and DK. In these Northern countries,
the current proportion of dental expenditure paid out-of-pocket is estimated at 63%
in SE and at 69% in DK (no data available in NL).
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Fig. 21.3 Number of dentists in practice/1,000 inhabitants) from 1960 to 2006 or last year
available, by country (source: OECD Health data 2008)
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Countries in the Continental region have less difference in dentists’ density.
DE has the highest density over the whole 1960-2006 period. BE was character-
ized by a low density in 1965-1969 and a continuous increase in the following
40 years; it ranks as high as DE in the most recent year (0.8). FR also increased
its density in the past 30 years and ranks slightly below DE and BE in 2005 (0.7).
AT and CH are in the lowest range among these countries, with a quite stable
density that compares to the density of NL today (0.5). Despite their increasing
dentists’ density over time, and despite a proportion of dental expenditure paid
out-of-pocket in the low range (BE 34% and FR 28%), these two countries have
the highest level of underuse of dental care in the Continental region. By
contrast, DE, cumulating a high dentists’ density over the last 45 years and the
lowest out-of-pocket share of dental care expenditure, has a moderate level of
underuse. The Swiss situation, where dentists’ density is in the middle range and
dental care expenditures are only marginally financed by the community (out-of-
pocket share 91%), is particular, with a favorable position regarding underuse of
dental care.

Among Southern countries, ES was characterized by a particularly low density
of dentists from 1960 to the middle of the years 1980. Density then increased up to
0.5 in 2006. This level compares with IT in the recent years (no data available
before 1993). By contrast, the dentists’ density in GR was at 0.4 in 1960 and
increased to 1.2 in 2005. The very high proportion of the population experiencing
underuse of dental care along the whole life course in ES may be explained not only
by a low density of professionals, but also by the fact that dental care is almost
exclusively paid out-of-pocket (97%) in this country. Information regarding the
share of dental care expenditure paid out of pocket in GR and IT is not available in
the OECD database.

In the Eastern region, the evolution of dentists’ density differs between CZ,
where it increased from a low 0.2 dentists/1,000 inhabitants in 1970 to 0.7 in 2006,
and PL, where dentists’ density increased from 0.3 in 1960 to 0.5 in 1977-1991, and
then declined to reach 0.3 in the end of the 1990 years. The share of out-of-pocket
financing of dental care is lower in CZ (30%) than in PL (69%), which may explain
the much higher level of underuse of dental care over the life course in PL.

21.5 Reasons for Missing Routine Dental Controls
in European Countries

SHARE participants reporting holes in their lifetime use of routine preventive
dental controls were also asked about causes. In all countries, a majority of
respondents mentioned that they did not perceive a need, it was not usual to have
dental check-ups, or information was lacking (Fig. 21.4).

The proportion mentioning that they had no place to receive this type to care near
home did not exceed 5%, except in GR (18%) and in PL (12%). Overall, financial
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Fig. 21.4 Proportion of respondents reporting holes in their lifetime use of routine preventive
dental controls who mentioned that that they did not perceive a need, it was not usual to have
dental check-ups, or information was lacking

reasons (cost of care or lack of insurance coverage) were mentioned in 16%, but
the proportion exceeded 20% in CH (30%), ES (29%), SE (28%), DK (24%) and
GR 21%).

21.6 Conclusions

Underuse of dental care over the life course compromises health in old age and
should be limited to improve the quality of life. SHARELIFE data indicate that
even in countries characterized by the most favorable conditions of professional
manpower and care reimbursement, and using a very conservative estimate of
underuse of dental care (periodicity of controls at least every 2 years was the cut-
off used in this analysis, while most countries recommend yearly visits to the
dentist), underuse of dental care concerns at least 10% of the population aged
52-80 years.

Large variations were observed between European regions and countries, with
levels of underuse reaching more than 85% along the whole life course in some
countries. In most cases, high levels of underuse can be explained by a dentists’
density lower than 0.5/1,000 inhabitants and / or by a large proportion of dental care
bills paid out-of-pocket. Intriguing situations, like CH where the level of underuse is
moderate and the proportion of dental care expenditure financed out-of-pocket is very
high, may have roots in a sufficient dentists’ density conjugated with a high level of
income. In GR, the high level of underuse of dental care despite a very high density of
dentists may be related to the high cost of this type of care (Siskou et al. 2009) or to
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variations in density by region (e.g. Athens 1.66/1,000 inhabitants, Ionian Islands
0.57/1,000 inhabitants in 2001, according to data provided by the Hellenic Statistical
Authority (EL.STAT.)). Further investigations should be dedicated to gain a better
understanding of the specific situation in countries or regions, and to integrate the
potential multiple causes of underuse of dental care in Europe.
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Chapter 22
Disparities in Regular Health Care Utilisation
in Europe

Nicolas Sirven and Zeynep Or

22.1 Regular Care Use as a Public Health Issue

A standard doctor visit or routine check-up can be essential for maintaining good
health. People who have regular checkups may identify health issues well before
any symptoms show up and receive the treatment for reducing onset and complica-
tions. Many of the costly and disabling conditions can be prevented through early
detection. Therefore, improving access to routine checkups is considered as an
objective for the health care systems (WHO 2002). For instance, women are
advised to have regular gynaecological visits from an early age and mammography
from 50 onwards. Major guidelines recommend periodic comprehensive evaluation
of blood values and regular follow-up of blood pressure after a certain age (Mandel
et al. 2000). Persons who have regular eye examinations may experience slower
decline in vision and functional status (Gohdes et al. 2005).

Despite common recommendations and quasi universal health care coverage in
all European countries, there are large differences in the utilization patterns of
different health services. Even across countries with similar levels of GDP (Gross
Domestic Product) per capita, the rate of using recommended services varies
significantly. Moreover, there is a large body of work showing that in many countries
the probabilities of seeing a doctor (and the number of visits) are not identically
distributed across socio-economic groups after correcting for differences in the need
for care. More specifically, a “pro-rich” bias in the use of specialist care is well
demonstrated in Europe (Van Doorslaer et al. 2004, 2006). At the same time, studies
show that the magnitude and direction of these inequalities vary significantly from
one country to another (Hanratty et al. 2007). This may reflect different strategies for
setting up and coordinating preventive and curative health care services. The level of
available health resources and their organisation varies significantly across welfare
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states. However, the link between the organisation of health care resources and their
long-term utilisation is not well understood.

In particular, little comparative information is available on different types of
health service utilisation such as routine health check-ups and variations in utilisa-
tion patterns over a longer time span to compare the shift (if any) in healthcare
habits of different generations. First, most studies examine the variations in care
utilisation at one point in time since the usual datasets do not allow for analysing
respondents’ long term health care habits. Second, very few studies proposed a
cross-country analysis of the disparities in different types of care utilisation. It
remains unclear whether variations in health service utilisation are a generalized
phenomenon, or whether these inequalities are observed only for some services,
countries and demographic groups. Third, there is little information on the evolu-
tion of health care utilisation habits of different generations and the role of health
care policies in determining these utilisation patterns.

SHARELIFE provides a unique source of internationally comparable informa-
tion on individual’s long-term health care utilisation patterns as well as their life-
course social, economic, and health status. It is important to identify the patterns of
regular care use within and between countries and analyse the determinants of use
in order to improve health policies in welfare states. The objective of this study is
twofold: first, it aims to compare and investigate the determinants of health care
utilisation habits over the life span of individuals across European countries.
Second, the study proposes an analysis of the impact of country-specific time
related macroeconomic factors which characterize welfare states. In particular,
we test the role of health sector development with respect to general economic
growth in determining healthcare utilisation habits.

22.2 Measuring Healthcare Utilisation Habits

SHARELIFE provides some original information on the health care consumption
habits of individuals over their life course. In particular, respondents are asked
whether or not they had regular health check-ups over the course of several years.
For instance: “Have you ever had your blood pressure checked regularly over the
course of several years?” This differs from the usual questions on health care
consumption asking if the respondents had consumed health care over a specific
period (usually over the past year). The respondents are asked if they have regular
check-ups for six types of care. Santos-Eggimann et al. in Chap. 21 address the issue
of dental check-ups over the life course, while we focused on the five other types of
care: blood pressure, blood tests, vision tests, and (for women only) gynaecological
visits and mammograms. Our dependent variables are binary taking the value 1 if
the respondent ever had regular health check-ups and 0 otherwise. In the descriptive
analysis, the variable “age when regular health care started” is also taken into
account; but this variable is not used as dependant variable in this chapter. Addi-
tional variables retained in the multivariate analysis are described below.
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The information provided in SHARELIFE allows comparing the consumption
patterns of different generations. In order to examine the change in healthcare
utilisation patterns, we have constructed three cohorts observing the age distribu-
tion of respondents in our sample: Cohort 1 consists of people who were born
between 1925 and 1934, Cohort 2 consists of those who were born between 1935
and 1944 and Cohort 3 corresponds to those born after 1945.

This data is complemented by the information collected in SHARE wave 1
(2004-2005) and 2 (2006-2007) providing data on the current life circumstances of
individuals aged 50 and over in 15 European countries. The sample used in this study
was restricted to respondents (1) who were interviewed in at least one of the first two
waves, and re-interviewed in SHARELIFE; and (2) whose understanding of ques-
tions asked in SHARELIFE was satisfying (442 cases were deleted, 1.6% of the
initial sample). The final sample includes 22,251 respondents (96% of the initial
sample) from 13 countries covering four Euro-regions: North (Sweden, Denmark, the
Netherlands), East (Czech Republic, Poland), Continental (Belgium, Germany, Austria,
France, Switzerland), and South (Spain, Italy, Greece) of which 12,128 women.

At the individual level, we have information on both the initial and current life
circumstances which might have a direct or indirect impact on individuals’ care
consumption habits. Moreover, we can control for general respondents character-
istics: gender, age, having children and current and lifetime health status as natural
determinants of care utilisation. The health status is assessed by the following
variables:

e Current self-rated health (SRH): a dummy taking the value 1 if the respondents
perceive her health as excellent or very good at wave 3, and O otherwise

e Chronic conditions: a dummy taking the value 1 if the respondent reports 2 or
more chronic illnesses (cancer, diabetes, etc.) at wave 1 or wave 2, and 0 other-
wise

¢ SRH at 10 years old: self-rated retrospective value of health, taking the value 1 if
the respondent reports that health during childhood was in general excellent or
very good, and O else (i.e. good, fair, or poor, or spontaneously “Health varied a
great deal”)

e Periods of ill health or Ever physically injured: a binary index of health, taking
the value 1 if the respondent reports any periods of ill health over the life-cycle
(>1 year) or if she reports any physical injury over the life-cycle (>1 year)

e For vision tests only: (1) whether or not the respondents wear glasses, (2) a
dummy taking the value 1 if the respondent declares her eyesight for seeing
things at a distance (like recognising a friend across the street) is excellent or
very good, and O otherwise.

In order to capture the socio-economic conditions of the individuals we used the
following:

e Labour market situation: (1) A dummy indicating if the respondent ever worked,
and (2) a dummy taking the value 1 if the respondent is still at work at wave 3,
and 0 otherwise
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¢ A comfort index made out of 6 items (whether or not the household’s accommo-
dation had the following when the respondent was 10 years old: fixed bath, cold
running water supply, hot running water supply, inside toilet, central heating,
and whether or not there was a room by person) taking theoretical values
between 0 (none of them) and 6 (all of the items)

¢ A dummy indicating if the respondent encountered any periods of Financial
Hardship throughout her life;

e Assets at interview time (cross sections of three waves): the average amount of
assets in Euros the respondent reports over the first two waves of SHARE. We
use assets instead of last-year income, since this variable is a better indicator of
economic well-being of individuals over the life course. Total assets have a
smoother evolution over the life course and they discriminate better than yearly
incomes which become less informative after a certain age (due to retirement
and common pension schemes);

e Education: highest level of education completed (in three categories: none or
primary, secondary, and tertiary);

e A set of country by cohort dummies were included in the models.

At the country level, we are interested in the role of economic development
versus healthcare system in determining healthcare utilisation habits. Four variables
were considered at the country level: (1) GDP per capita, (2) Total health expendi-
ture per capita, (3) Public expenditures on health, and (4) the density of practicing
physicians. Country-specific time series are constructed using several editions of
the OECD Health database covering the period 1975-2005. For the purposes of the
regression analysis, each series is divided into three sub-periods corresponding to
the economic development and health care provision for three cohorts of indivi-
duals aged in their 50s. Thus, for Cohort 1, we measure economic growth and health
care supply for the period 1975—-1985, for Cohort 2 the period is 1985-1995 and for
Cohort 3 it is 1995-2005. For each indicator we calculated (1) the average volume/
level over 10 years, (2) the mean average annual growth rate over 10 years, and (3)
Total growth rate over 10 years.

22.3 Regular Health Care Use at a Glance

Significant differences in regular health care utilisation are observed across countries
and gender (Table 22.1) and across different age groups. Figure 22.1 compares the
share of population having regular check-ups by age, in four country groups. North-
ern countries (Sweden, Denmark and the Netherlands) have lower rates of regular
health check-ups for all indicators except for mammography for which the rates are
significantly higher than all other countries. Southern countries (Spain, Italy, Greece)
followed by the continental Europe have systematically higher check-up rates for
blood tests, blood pressure tests, vision tests and gynaecological visits. The preva-
lence of regular health care check-ups seems to increase with age in the case of blood
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Table 22.1 Population having ever had regular health check-ups, by gender, in %

Country Blood tests Blood pressure Vision tests Gynaeco. Mammo-
tests tests grams
Women Men Women Men  Women Men Women Women
only only
Austria 72.0 68.7 63.2 61.7 77.9 64.9 74.9 66.1
Germany 69.4 69.9 65.1 61.3 71.4 66.8 78.9 45.9
Sweden 414 52.7 54.6 61.7 50.5 443 81.7 88.9
Netherlands 51.8 53.0 62.7 61.6 63.4 57.1 479 83.1
Spain 85.4 82.8 81.9 73.7 70.0 64.7 59.8 68.5
Italy 80.8 79.0 75.7 75.8 59.3 52.4 57.3 57.7
France 78.9 77.0 87.3 88.5 84.8 82.3 71.9 75.2
Denmark 50.7 51.9 474 51.2 47.8 38.0 56.8 32.8
Greece 89.5 85.3 82.7 80.8 74.6 67.2 69.4 46.4
Switzerland 60.9 65.2 69.6 65.8 69.8 64.0 75.2 48.4
Belgium 83.3 84.4 84.6 84.6 76.7 71.7 69.9 71.6
Czechia 48.5 53.9 60.1 63.3 67.4 57.3 86.0 62.3
Poland 58.0 52.4 68.7 58.2 56.0 44.6 51.5 38.4
Total 72.3 71.6 73.1 70.8 68.8 63 67.1 58.6

Note: Calibrated individual weights used

tests and blood pressure tests. This could be explained by the decline in health status
by age. These tests become more frequent as health status deteriorates. But, no cohort
or age effect is found in the case of vision tests, which is surprising as often vision
deteriorates after 50 years old. As expected, the prevalence of regular gynaecological
visits and mammograms is higher for younger cohorts. It is interesting to note that
the rate of regular mammogram use for the first cohort (oldest generation) in Northern
countries is even higher than for the second cohort in all other countries which
suggests that this specific preventive policy have been effectively adopted in these
countries since the middle of the last century.

Additional information on the health care utilisation habits provides useful
insights. Figure 22.2 demonstrates the shift in health care utilisation behaviour for
three cohorts. It shows that (1) the mean age for starting regular health check-ups is
decreasing at each new cohort (except for mammography), and (2) the prevalence/
use of regular health check-ups increases at each new cohort. For example, the age
of starting regular check-ups for blood pressure has been dropped from after 70
years old for the first cohort (born between 1925 and 1935) to around 50 for the
third cohort (born between 1945 and 1955). It is also interesting to note that for the
later cohorts there is a little “peak” around 20 years old concerning blood tests,
blood pressure and vision tests, suggesting that new cohorts (especially post-war
ones) may have benefited from prevention policies at an early age. Regular gynae-
cological visits and mammograms follow a somehow different pattern since the
period of start for these tests is age-specific: around 20 years old for the former
(child bearing age) and around 50 years old for the latter. Therefore, no significant
shift in starting age was expected. Nonetheless, there is a visible upward shift in the
prevalence of women having regular gynaecological visits and mammograms at
each new cohort. Such differences suggest a significant change over the past
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Fig. 22.1 Population having regular health check-ups, frequencies by Euro-regions and age-class
Source: SHARELIFE (2008-2009). Calibrated individual weights used

40 years in health care consumption habits of European populations which might
partly explain improving health outcomes.

Figure 22.3 provides some information on the reasons given for not having
regular health care check-ups. “Not considered to be necessary” is the main motive
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Fig. 22.2 Age at the start of regular health check-ups

Source: SHARELIFE (2008-2009). Calibrated individual weights used

cited to explain why respondents do not use regular health care: more than 80% of
the cases for blood tests, blood pressure, and vision tests, and about 70% for
gynaecological visits and mammograms. While this pattern remains constant across
cohorts, there seems to be some variations across euro-regions in particular for
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Fig. 22.3 Reasons given for non-regular health check-ups, frequencies by Euro-regions and
cohort of birth
Source: SHARELIFE (2008-2009). Calibrated individual weights used

gynaecological visits. The results show that about 20-30% of the population have
other reasons for not using regular care: not affordable, not covered by health
insurance, did not have health insurance, time constraints, not enough information
about this type of care, not usual to get this type of care, no place to receive this type
of care close to home, etc. Clearly, the importance of these issues depend directly
on the health care system design and need to be tackled by appropriate health
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policies in different countries. Furthermore, the item “Not considered to be neces-
sary” could also capture confounding reasons like being in good health, or having
little information about prevention. Note that while the prevalence of regular health
check-ups has been increasing at each generation (Fig. 22.2), the major reason for
not having regular health care has not changed over the three generations. This
suggests that there is room for improvement in all countries through public infor-
mation and education strategies.

22.4 Determinants of Individual Healthcare Habits

A general finding in the literature is that privileged people in terms of socio-
economic conditions (education, income, etc.) have a higher propensity to use
specialist care. Although this result is well established on cross-sectional and
panel data (where care utilisation is investigated over the last year or the last 6
months), little is known on variations in different types of health services which can
have a direct impact on individuals’ health and wellbeing. Moreover, health care
utilisation over the life-cycle may have a different pattern than health care con-
sumption at a given point. SHARELIFE retrospective data allow for examining
consumption habits of individuals over their life course. In order to establish the
determinants of regular health care utilisation at the individual level, separate Logit
models are run for each dependant variable indicating whether or not individuals
ever had regular blood test, blood pressure, vision test, gynaecological visits and
mammography. The models control for the following variables at the individual
level: general individual characteristics (having children, age and gender), health
status, socio-economic conditions (Box 2). Moreover, a series of country and cohort
dummies are used for taking into account unobserved heterogeneity across countries
and cohorts. Note that in the present analysis individual level observations are
nested naturally in cohorts and in countries. Hence we define 39 clusters (C)
corresponding to the interaction between countries (J = 13) and cohorts (T = 3).

Results of the logistic regression analysis (Table 22.2) suggest that, all else being
equal, men have higher propensity to have regular blood pressure tests than women
but lower propensity to have regular vision tests. In addition, controlling for the
cohort effects, gynaecological visits and mammograms decrease with age (within
cohorts). Age is not significant for other regular health care check-ups. We also note
that women with children have significantly higher propensity to have regular
gynaecological visits and mammograms, which may suggest that having children
has a longer term impact on women’s care utilisation habits.

The results concerning the impact of health are consistent with the literature:
reporting an excellent or very good health status at wave 3 is associated with a
lower propensity to have regular blood pressure tests and blood tests, while no
impact on the other types of services. On the other hand, having two or more
chronic illnesses increases the odds of using all types of health services regularly
including vision tests. Moreover, having experienced long periods of ill health or
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Table 22.2 Determinants of regular health care use (odds-ratios, logit estimates)

Dependent variable Blood Blood Vision Gynec. Mammo-
pressure tests tests visits grams
Male 1.076%* 1.106 0.744%%*
Age at wave 3 1.030* 1.026 1.016 0.954 %% 0.942*
With children 1.116 1.134 1.121%%* 1.487%** 1.226%**
Secondary education 1.005 1.004 1.281%**  1.373%%%* 1.357%**
Tertiary education 0.962 1.040 1.401%%*  ].544%%* 1.592%%*
SRH when child 1.153%%* 1.149%** (0.992 0.983 1.024%%*
Periods of ill health injured 1.396%%* 1.441%%%  1.210%**  1.095%%* 1.127%**
SRH at wave3 0.796%%* 0.817***  0.987 1.054 1.028
2+ chronic illnesses 2.52 1% 2.597***  1.365%**  [.111%* 1.260%**
Wear glasses - - 2.544%%* -
Eyes distance (excellent/ - - 0.877#%*  — -
v.good)
Did you ever work? 1.2247%%% 1.432%%% ] 246%** ] 383%%* 1.605%**
(ref. = yes)
At work at wave 3 1.007 0.951%**  1.187***  1.099 0.874%#%
Periods of financial hardship ~ 0.932 0.984 1.006 1.048%* 0.995
Childhood comfort index 0.995 0.989 LOLI#**  1,063%%* 1.005
Assets quartile 2 1.015 1.032 1.188%**  1.111%*** 1.106%**
Assets quartile 3 1.062 1.097%*%  1.158**% . 2]8%%* 1.422%%*
Assets quartile 4 0.974* 1.084%#**  1.149%%%  ]263%** 1.489%#*
Obs. 22,251 22,251 22,235 12,128 12,128
Pseudo R? 0.112 0.137 0.092 0.112 0.190

Note: *** p < 1%; ** p < 5%; *p < 10%. Country-cohort fixed effects included but not shown
in the table. Categories not shown are reference categories (female, without children, primary
education, and assets quartile 1

having been severely injured appear to increase significantly the propensity to use
regular health care. Note that the retrospective self-rated health status in childhood
is also associated with regular blood pressure and blood test use, as well as regular
mammograms: good child health increases the propensity to have these tests
regularly.

As to the impact of socio-economic conditions, we first note that, all else being
equal, the impact of socio-economic variables is stronger for vision tests, gynae-
cological visits, and mammograms which are performed by specialists or depend on
referral from specialists. Blood pressure tests, usually carried out regularly by
generalists, appear to be distributed more equitably. Second, people with high
levels of assets have significantly higher propensity to use regularly all of the health
services, except blood pressure tests. Controlling for other socio-economic vari-
ables and health status, the odds of having regular gynaecological visits are 26%
higher for people with highest level of assets (fourth quartile) compared to those
with lowest asset levels. Furthermore, controlling for assets levels, higher levels of
economic comfort during childhood also seem to increase the odds of having
regular vision tests and gynaecological visits. Third, even after the impact of
economic conditions taken into account, the education appears to be a significant
determinant of regular care utilisation. All else being equal, the odds of having
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regular gynaecological visits and mammograms are 50% higher for women having
tertiary education compared to those having only primary education. Finally, having
a job or being in the labour market has a mixed effect on regular health care use. On
the one hand, having ever worked is the most important determinant of regular care
utilisation for all services. The odds of having regular blood test are 43% higher for
people who have had a job one time in their life compared with those who have never
worked. The Odds ratios are 1.6 for mammography, 1.4 for gynaecological visits and
1.2 for blood pressure and vision tests. This may reflect the existence of preventive
policies introduced through work place regulations but also the insurance status
which may depend directly on work status in some countries. On the other hand,
controlling for age, having a job at the time of the survey seems to reduce propensity
to have regular blood test and mammography. This may suggest the higher time cost
of health care for those who are actively in the labour market.

22.5 Exploring Cross-Country Differences
in Healthcare Habits

The results from Table 22.2 show that, adjusted for the individual differences in
health and living conditions, there is still significant heterogeneity in regular care
utilisation between countries and cohorts. For example, the Logit coefficients
presented in Fig. 22.4 give the propensity of using regular blood tests by country
and by cohort, after controlling for individual characteristics of respondents. They
indicate that there is a north—south gradient in the propensity to have regular blood
tests. These findings corroborate previous findings from Fig. 22.1, and allow
disentangling country effects from cohort effects.

In order to explain these differences in regular care use across countries and
cohorts, we estimated panel data models with time fixed effects. The coefficients of
country/cohort clusters (fixed effects) for each type of regular heath care are used as
a new dependant variable to be regressed on a set of country-cohort level context
variables. Cohort 1 for Poland and the Czech Republic were removed from this
analysis because some context variables were not available for the period 1975-1985
for these two clusters.

In these models, we test for the impact of general economic development of a
country (GDP) and the resources devoted to health care system on health care
utilisation patterns of country/cohorts. As presented before we have three variables
for measuring overall health system resources. These health care variables are
introduced one by one in the equations together with the GDP. This probably
captures better the general economic and health care conditions for each cohort in
different countries. It also allows “isolating” the effect of health care policies on
regular care use from the confounding influence of economic growth. For sake of
simplicity, only the significant results are displayed in Table 22.3 (Comprehensive
results are available from the authors upon request).
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Fig. 22.4 Propensity to have regular blood tests, by cohort and country
Note: Fixed effects controlled for a set of individual variables. Reference is AT1 (Austria, Cohort 1:
Before 1935)

The results suggest that physician density has a significant impact on the
utilisation of most health services. The propensity to have regular blood pressure,
blood tests, vision tests, gynaecological visits is significantly higher in country/
cohorts where the number of physicians per capita is higher. However, concerning
mammography, there is no significant impact of physician density on their regular
utilisation. This is not surprising since in most countries, breast cancer screening is
also carried out within specific targeted programmes mobilising different resources,
while all the other services require a physician contact/visit. In addition, controlling
for GDP growth, individuals who were in countries and cohorts where the average
growth rate in health expenditure was higher, have a higher propensity to use
regular health check-ups for blood pressure, blood and vision tests. The health
expenditure growth (in real terms) reflects probably the overall investment effort in
healthcare by period and by country and may indicate improvement in availability
(easier access) of services. It is interesting to see that controlling for health care
resources, GDP growth does not have any significant impact on individuals’ care
consumption habits. There is even a small negative impact on the use of blood
pressure tests, which may suggest that during the periods of rapid economic growth,
time cost for healthcare is higher and less attention is paid to health (Ruhm 1996).
When time invariant effects are taken into account (cohort effects), cross-country
differences in Europe in terms of the prevalence of regular health care utilisation is
partly explained by national strategies regarding the provision of practising physi-
cians and overall investment in health care.
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Table 22.3 Determinants of cross-country differences in regular health care use (odds ratios)

Dep. var: coeffs. of clusters Blood Blood Vision Gynec. Mammo-
from logit models pressure tests tests visits grams
Model 1

GDP per capita, mean average 0.810* 0.84 0.84 0.842 0.993

annual growth rate
(over 10 years)
THE per capita, mean average 1.265%* 1.244%* 1.210%* 1.038 1.069
annual growth rate
(over 10 years)

Model 2

GDP per capita, total growth 0.982 0.985 0.986 0.986 0.997
rate (10 years)

THE per capita, total growth 1.017%%* 1.016* 1.014%%* 1.003 1.007
rate (10 years)

Model 3

GDP per capita, average 0.999%#* 0.999%**  (0.999***  1.000 1.000
(over 10 years)

Practising physicians — 1.400%%* 1.525%**  1.241% 1.331%* 1.053
density/1,000 pop. average
(over 10 years)

Time fixed effects model

Model 4

GDP per capita, mean average 0.784* 0.817 0.807 0.844 1.037
annual growth rate
(over 10 years)

THE per capita, mean average 1.291%%* 1.263* 1.230%%* 1.021 1.059
annual growth rate
(over 10 years)

Model 5

GDP per capita, total growth 0.979* 0.982 0.982 0.986 1
rate (10 years)

THE per capita, total growth 1.019%** 1.018* 1.015%%* 1.002 1.006
rate (10 years)

Model 6

GDP per capita, average 0.999%*%* 0.999%**  0.999%**  1.000 1.000
(over 10 years)

Practising physicians — 1.9627%%%* 2.160%**  1.289 1.719%*  1.282
density/1,000 pop. average
(over 10 years)

Note: THE = Total health expenditure. GDP and THE at NCU 2000 GDP price levels.

*Ep < 1%; **p < 5%; *p < 10%

22.6 Conclusion

This study provides some new evidence on the variations of health care utilisation
habits of different cohorts in 13 European countries. We found that while there is a
general shift toward more regular and preventive care utilisation in all countries;
there are still significant differences between countries and cohorts.
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Our results confirm that there are significant social inequalities in the life
time regular utilisation of health care services allowing for early detection and
prevention, after correcting for differences in the need for care over the life-cycle.
Individuals with higher levels of education and assets have a higher propensity to
have regular use of blood tests, vision tests, gynaecological visits, and mammo-
grams. The impact of education is significant even after controlling for income and
occupation. We also find that social inequalities are stronger for services provided
by specialists.

There is also evidence that, once the individual effects have been isolated, cross-
cohort and country differences in the prevalence of regular care use are partly
associated with national health policies. Controlling for GDP growth, physician
density also appears to be a significant determinant of regular utilisation of all
health services except for mammography. Moreover, countries and cohorts which
have experienced higher growth rates of total health expenditures have higher
prevalence of regular blood pressure tests and regular vision tests. In contrast, the
impact of overall economic growth on health care utilisation habits appears to be
insignificant if not negative.

These results suggest that there is significant room for public health policies for
reducing disparities in regular use of health services within and across European
countries. Health promotion and education can play an essential role for assuring
equal and timely treatment of diseases within and across countries. Moreover,
strengthening primary care provision appears to be critical for improving health
systems’ ability to provide and develop services in a timely manner.

References

E Doorslaer, Van, Masseria, C., Koolman, X., & OECD Health Equity Research Group. (2006).
Inequalities in access to medical care by income in developed countries. Canadian Medical
Journal, 174(2), 177-183. doi:10.1503/cmaj.050584.

Gohdes, D. M., Balamurugan, A., Larsen, B. A., & Maylahn, C. (2005). Age-related eye diseases:
An emerging challenge for public health professionals. Preventing Chronic Disease, 2(3), A17.

Hanratty, B., Zhang, T., & Whitehead, M. (2007). How close have universal health systems come
to achieving equity in use of curative services? A systematic review”. International Journal of
Health Services, 37(1), 89—-109.

Mandel, J. S., Church, T. R., Bond, J. H., Ederer, F., Geisser, M. S., Mongin, S. J., et al. (2000).
The effect of fecal occult-blood screening on the incidence of colorectal cancer. The New
England Journal of Medicine, 343(22), 1603—1607.

Ruhm, C. J. (1996). Are recessions good for your health? National Bureau of Economic Research
(NBER), Working Paper, no.5570.

Van Doorslaer, E., Masseria, C., & the OECD Health Equity Research Group Members (2004).
Income-related inequality in the use of medical care in 21 OECD countries. OECD Health
Working Paper, 14.

WHO (2002). Integrating prevention into health care. Fact Sheet. No. 172. Geneva.



Chapter 23

Does Poor Childhood Health Explain Increased
Health Care Utilisation and Payments in Middle
and Old Age?

Karine Moschetti, Karine Lamiraud, Owen O’Donnell, and Alberto Holly

23.1 The Long-Lasting Health Care Consequences
of Childhood Conditions

There is growing evidence of a large, positive and significant association between
health experienced in childhood and that evolving in adulthood. For example, Case
et al. (2005), using data from a British cohort followed from birth, find that poor
health in childhood is correlated with reduced health in adulthood up to the age of
42. The association remains after controlling for socioeconomic circumstances
in both childhood and adulthood. One of the many potential implications of such
a correlation is that the health care costs of an ageing population will, in part, be
determined by health events experienced in childhood and may be less responsive
to the prevention and treatment of health problems that arise in adulthood. On
a more positive note, the health care costs of ageing may be lower than anticipated
since cohorts that will reach old age in the coming years have experienced better
childhood health and health care than did their predecessors. This paper examines
directly the extent to which health care utilisation and payments in middle and old
age are predictable from childhood health experiences.

The analysis is made possible by the rich data provided by SHARELIFE, which
provides detailed retrospective life histories, including health events in childhood
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that can be linked to the contemporaneous SHARE panel data on health, health care
utilisation and payments for health care for populations aged 50+. The cross-
national nature of SHARE makes it possible to examine whether the ability of
childhood health to predict health care utilisation at older ages varies across
European countries. This would be expected if cross-country variation in the
universality and quality of health care during the childhood of the SHARE cohorts
was sufficiently marked such that childhood health problems were more likely to be
effectively treated within some systems than in others. The correlation between
health in childhood and adulthood may also vary across countries if there was
variation in the extent to which poor childhood health disrupted education. A
curtailed education may have long term health consequences through health knowl-
edge, behaviour and economic circumstances.

Examination of cross-country variation is an indirect way of investigating the
extent to which the long-lasting health care consequences of childhood illness can
be mitigated. A more direct approach is to test whether constrained access to health
care in childhood is correlated with reduced health and increased health care use in
later life. The SHARELIFE data are somewhat limited in the information provided
on health care use in childhood, but we use that which is available to test the
hypothesis.

Section 23.2 describes the data drawn from SHARE and SHARELIFE. Sec-
tion 23.3 presents the association between childhood health status and health care
use and payments in middle and old age, while Sect. 23.4 investigates the possible
mechanisms responsible for this correlation. Section 23.5 examines whether the
association between childhood health status and health care use varies across
groups of European countries. Section 23.6 discusses the relevance of our findings
for policy and future research.

23.2 Data

We use health care utilisation and payment data from the first and second waves of
the SHARE survey combined with retrospective data on childhood health from
SHARELIFE. The analysis is based on a pooled sample of respondents for which
information on all required variables is reported. The sample consists of 25,737
individuals, of whom 13,438 were interviewed in both waves of SHARE, 9,528
were interviewed in wave 1 only and 2,771 were interviewed only in wave 2. All
were interviewed in SHARELIFE. Overall, the sample comprises 39,175 observa-
tions from 13 countries (Austria, Germany, Sweden, Netherlands, Spain, Italy,
France, Denmark, Greece, Switzerland, Belgium, Czech Republic and Poland).
The proportion of women is 56% and the mean age is 63.

We use the following dichotomous indicators of health in childhood (defined as
age less than 16): (1) whether the respondent reports his/her health status during
childhood as “fair” or “poor” versus “good”, “very good”, or ‘“excellent”;
(2) whether he/she reports to have had at least one of the following childhood
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illnesses — polio, asthma, respiratory problems other than asthma, severe diarrhoea,
meningitis/encephalitis, chronic ear problems, speech impairment and problems
with vision (question HS008); (3) whether he/she reports to have had at least one
childhood illness or condition from another list — severe headaches or migraines;
epilepsy, fits or seizures; emotional, nervous or psychiatric problems; broken bones,
fractures; appendicitis; childhood diabetes or high blood sugar; heart trouble;
leukaemia or lymphoma; cancer or malignant tumour (question HS009); (4) a
dichotomous variable indicating whether he/she had at least one inpatient stay of
1 month or longer, or had three or more hospital stays over a period of 12 months,
during childhood. Furthermore, we use whether the respondent’s parents smoked
during his/her childhood as an indicator of exposure to a health risk. Finally, access
to health care during childhood is measured by whether or not the respondent
reports that s/he did not have a usual source of care during childhood. Admittedly,
this is a rather crude indicator of constrained access to care, but, as will be
demonstrated, it is nonetheless informative in explaining health and health care
use in adulthood.

Health care utilisation (HCU) in middle and old age is measured by the reported
number of contacts with a physician (either a General Practitioner or a specialist)
during the previous 12 months. Out-of-pocket (OOP) payments include non-
refundable expenses for inpatient care, outpatient care, prescribed drugs and
nursing homes and monetary values are expressed in Euros, adjusted for purchas-
ing power parity. This is more comprehensive than our measure of utilisation, in
the sense that it covers more types of medical treatment. However, it will vary not
only with the quantity of care but also with the prices paid, which vary with
insurance coverage that, in turn, is dependent on country, age, health condition
and economic circumstances. Apart from their correlation with utilisation, OOP
payments are of interest because of the burden they place on the household. We
seek to establish whether individuals afflicted by illness in childhood are carrying
an economic burden of this, in terms of increased payments for health care, in
middle and old age.

Health status in middle and old age is measured by standard indicators: (1) self-
assessed health status collapsed into a binary indicator distinguishing good—excellent
health from poor—fair health; (2) whether the respondent suffers from a diagnosed
chronic illness; (3) whether he/she reports at least two symptoms (see note to
Table 23.1 for list) (4) the number of limitations in activities of daily living and
instrumental activities of daily living. In addition, we control for smoking status in
adulthood through indicators of currently smoking and of having stopped smoking.

Measures of socioeconomic status in adulthood are education level, collapsed into
three categories [Low level (International Classification of Education — ISCED — 1-2),
Intermediate level (ISCED 3-4), High level (ISCED 5-6)], log annual gross house-
hold income per capita and employment status represented by an indicator of
whether the individual is not working and is below the age of 65. Moreover, all
specifications and models estimated include country dummy variables, as well as
gender—age group dummies using five age groups: [45-54], [55-64], [65-74],
[75-84], [85+].
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Table 23.1 Association of number of doctor visits with childhood health, without and with
control for adult health and socioeconomic status. Negative binomial regression on pooled wave
1 and 2 data

Dependent variable: Number of doctor visits ~ No control for ~With control ~ With control for

adult health or  for adult adult health and
SES health SES
Childhood health
Health reported as fair or poor 0.1873%** 0.0665%** 0.0631%*
Any illness from question HS009 0.0598*** 0.0096 0.0097
Any illness from question HS008 0.0719%** 0.0162 0.0184
Inpatient stay >1 month or >3 times 0.0880%** 0.0570%* 0.0569%*
in any year
Childhood health risks and health care
Parent smoked 0.0372%%* 0.0273%%* 0.0267*
No usual source of health care 0.0748%%* 0.0027 0.0035
Adult health
Health reported as good, very good or —0.439%** —0.429%**
excellent
Smokes currently —0.0899%**  —0.0907***
Has stopped smoking 0.0347%** 0.0393%**
Has a diagnosed chronic illness 0.4460%** 0.441%%*
Has at least two symptoms 0.337%#%%* 0.333%%*
Number of limitations in (instrumental) 0.0667*** 0.0651%#*%*
activities of daily living
Adult socioeconomic status
Log household income per capita 0.0196%**
Intermediate level of education (ISCED 3-4) —0.0248
High level of education (ISCED 5-6) —0.0240
Not working and less than 65 0.1401%**
Observations 39,175 39,175 39,175
Chi-square test for the joint significance 0.0000 0.0010 0.0015

of childhood health and health risks
variables, p-value

Notes: *p < 0.1 **p < 0.05; ***p < 0.01 based on robust standard errors adjusted for clustering
at individual level. All models included gender—age and country dummies. Childhood health in
comparison to good, very good or excellent. Minor illnesses HSO08 are excluded. Health in
comparison to fair or poor. Symptoms form SHARE question PHO10

23.3 Association Between Childhood Health and Health
Care Utilisation in Adulthood

We begin by describing the total association between health status in childhood and
doctor visits and private OOP payments for health care in middle and old age.
Figure 23.1 plots the mean number of doctor visits by age for those reporting
good—excellent health (brown) and those reporting poor—fair health (blue) during
childhood. The profiles are strikingly different. Around the age of 50, those who
report poor—fair health during childhood consult the doctor at least 60% more than
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Fig. 23.1 Mean number of doctor visits by age split by self reported health status before age 16

those who report good—excellent health in childhood. Those reporting good—excellent
health in childhood are above the age of 70 before they reach the utilisation rate of
those reporting poor—fair health at age 50. There is a clear upward trend in doctor visits
with age for the sample reporting good—excellent health in childhood. This is much
less apparent for the group reporting poor—fair health. Consequently, by age 80 there is
no difference between the groups in their use of doctors.

In early middle age individuals who report poor health in childhood appear to be
already in a very poor state of health and are making intensive use of health care. They
may already have contracted the chronic conditions that will materialise only in old age
for individuals who were healthy in childhood. If so, this points to very large differ-
ences in inherent health, which are already evident in childhood. However, it could also
be that causality runs in the opposite direction. It may be that individuals experiencing
severe health problems in middle age and making frequent use of health care are more
likely to remember childhood health problems and to report poor health in childhood.

Similar patterns are observed for the age profiles of doctor visits when childhood
health is measured by other indicators, such as having had a childhood illness,
condition or inpatient stay. We can examine the association between each indicator
and health care utilization and payments using regression analysis.

Firstly, we run a negative binomial model of the number of doctor visits
(Cameron and Trivedi 1986) on the pooled data set including our complete set of
indicators of childhood health and circumstances, while also controlling for gender—age
group dummies and country dummies. Given that we have pooled wave 1 and 2 data,
standard errors are computed allowing for clustering at the level of the individual. The
results (Table 23.1, column 1) confirm a significant and strong positive correlation of
childhood ill-health with the number of doctor visits in middle and old age. All four
indicators of health status in childhood are individually strongly significant. In addition,
variables proxying health risks and access to health care during childhood are
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associated with more visits to the doctor. That is, having had a parent who smoked and
not having had a usual source of health care during childhood are both associated with
increased visits at the 5% level of significance.

Secondly, we estimate a two-part model of OOP expenditures (Duan et al. 1983;
Jones 2000) consisting of a Logit model to explain the probability of having a
positive payments (Table 23.2) and a least-squares regression for positive (log
transformed) OOP amounts (Table 23.3).

Indicators of childhood health status are highly jointly significant in explaining both
the probability of incurring OOP payments and their level. Having experienced at least
one illness from both of the lists of childhood illnesses is significantly correlated with a
higher probability of paying OOP for health care (Table 23.2, column 1). Childhood

Table 23.2 Association of propensity to incur any out of pocket expenses for health care with
childhood health, without and with control for adult health and socioeconomic status (logit model)

Dependent variable: 1 if any OOP for No control With control  With control for
health care for adult for adult adult health and SES
health or SES health
Childhood health
Health reported as fair or poor 0.0778 —0.0277 —0.0181
Any illness from question HS009 0.1635%** 0.1135%** 0.1003*3**
Any illness from question HS008 0.2306%** 0.1587%** 0.1345%**
Inpatient stay >1 month or >3 times in 0.0046 —0.029 —0.0230
any year
Childhood health risks and health care
Parent smoked —0.0324 —0.0388 —0.0385
No usual source of health care —0.1076* —0.1431%*%  —0.1220*
Adult health
Health reported as good, very good or —0.1352%%*  —(.1763%**
excellent
Smokes currently —0.2690%**  —(0.2668%**
Has stopped smoking 0.0161 0.0094
Has a diagnosed chronic illness 0.5875%%* 0.5866***
Has at least two symptoms 0.5433%** 0.5538%***
Number of limitations in (instrumental) —0.0388**  —0.0326*

activities of daily living

Adult socioeconomic status

Log household income per capita 0.0946%**
Intermediate level of education(ISCED 3-4) 0.1668%*%*
High level of education (ISCED 5-6) 0.2346%**
Not working and less than 65 —0.0334
Observations 39,175 39,175 39,175
Chi-square test for the joint significance 0.0000 0.0001 0.0014

of childhood health and health risks
variables, p-value

Notes: *p < 0.1 **p < 0.05; ***p < 0.01 based on robust standard errors adjusted for clustering
at individual level. All models included gender—age and country dummies. Childhood health in
comparison to good, very good or excellent. Minor illnesses HSO08 are excluded. Health in
comparison to fair or poor. Symptoms form SHARE question PHO10
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Table 23.3 Association of positive amount of OOP payments with childhood health, without and
with control for adult health and socioeconomic status (OLS regression)

Dependent variable: Log of positive OOP No control for ~ With control ~ With control
payments adult health or  for adult for adult health
SES health and SES
Childhood health
Health reported as fair or poor 0.1450%** 0.0237 0.0276
Any illness from question HS009 0.0762%** 0.0389* 0.0310
Any illness from question HS008c 0.0480%* 0.0064 —0.0075
Inpatient stay >1 month or >3 times in 0.0690* 0.0444 0.0498
any year
Childhood health risks and health care
Parent smoked 0.0417%* 0.0326* 0.0314*
No usual source of health care 0.0570 0.0020 0.0137
Adult health
Health reported as good, very good or —0.3260%%*%  —0.3490%**
excellent
Smokes currently —0.0227 —0.0218
Has stopped smoking 0.0140 0.0116
Has a diagnosed chronic illness 0.3741%** 0.3712%**
Has at least two symptoms 0.2479%** 0.2543%**
Limitations in (instrumental) activities of 0.12927%** 0.1329%**

daily living

Adult socioeconomic status

Log household income per capita 0.0686%**
Intermediate level of education (ISCED 3-4) 0.0988%#**
High level of education (ISCED 5-6) 0.1705%**
Not working and less than 65 0.0566%**
Observations 27,611 27,611 27,611
Chi-square test for the joint significance 0.0000 0.0198 0.0408

of childhood health and health risks
variables, p-values

Notes: *p < 0.1 **p < 0.05; ***p < 0.01 based on robust standard errors adjusted for clustering
at individual level. All models included gender—age and country dummies. Childhood health in
comparison to good, very good or excellent. Minor illnesses HSO08 are excluded. Health in
comparison to fair or poor. Symptoms form SHARE question PHO10.

illness is also associated with a higher level of OOP payments, as is having experienced
a long, or repeated, stay in hospital during childhood (Table 23.3, column 1).

Conditionally on having positive OOP expenses, having had a parent who
smoked is associated with a higher level of OOP payments, at the 5% level
(Table 23.3, column 1). There is no evidence that lack of access to a usual source
of health care in childhood is associated greater payments for health care in
adulthood. In fact, this variable is negatively associated with the probability of
paying out of pocket for health care.

The three regressions confirm a significant association between health and health
risks in childhood and health care utilization and payments in middle and old age.
Individuals who report poorer childhood health status, childhood illness, extended
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or repeated inpatient stay during childhood, or being exposed to parental smoking
visit their physicians more often and incur higher OOP payments for health care
beyond the age of 50. The regressions also provide some evidence that health care
in childhood is associated with health care utilisation in middle and old age. Those
that did not have a usual source of health care during childhood visit the doctor
more often as adults.

23.4 Exploring Mechanisms Responsible for the Association

Why is childhood health status correlated with health care utilisation and payments
in middle and old age? The most obvious mechanism is through adult health, which,
according to the existing literature, could be direct (Kuh and Wadsworth 1993;
Barker 1995) and/or via socioeconomic status (SES) (Marmot et al. 2001; Case
et al. 2005). Another possible mechanism is from childhood health problems to
socioeconomic status and subsequently health care seeking behaviour, conditional
on health care needs. In spite of the universal nature of European health care
systems, the widespread commitment to equity in access to health care and the
relatively low level of OOP payments in many countries, socioeconomic differ-
ences in the utilisation of health care, particularly specialist care, remain (Van
Doorslaer et al. 2004). These inequalities may reflect, amongst other factors,
educational differences in health expectations and knowledge of health care. But
conditional on measured adult health and SES, health care utilisation may remain
correlated with childhood health. In part, this could arise from a direct causal effect,
perhaps because an early-life experience of ill-health and health care permanently
influences preferences for the receipt of care from doctors and hospitals. Of greater
importance, most likely, is an ability of reported child health to provide information
on variation in health status over and above that which can be captured by the
indicators included in a survey, even one so rich in health indicators as SHARE. In
this case, childhood health indicators provide valuable information on inherent
health status that could prove useful in a number of contexts. For example, it
might be used as a determinant of the demand for health insurance.

With the aim of assessing the relative importance of these different mechanisms,
we observe how the association between the childhood health indicators and doctor
visits and OOP payments change as we sequentially add controls for adult health
status (column 2 in Tables 23.1-23.3) and then socioeconomic status (column 3 in
Tables 23.1-23.3). If childhood health has a direct impact on health care use in
middle and old age, or if it provides information on inherent health status over and
above that contained in the indicators of adult health, then after the controls are
added the childhood health variables will continue to have significant effects on
health care use at older age.

As expected, the indicators of adult health status are strong predictors of doctor
visits (Table 23.1, column 2). Controlling for health in adulthood, the coefficients
on the indicators of childhood health fall greatly in magnitude but, together with
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exposure to parental smoking, they remain jointly significantly correlated with doctor
visits. Individually, poor—fair self-assessed childhood health status and long, or
repeated, inpatient stays remain significant positive predictors of the number of doctor
visits. Exposure to parental smoking also remains significantly correlated with
increased visits to the doctor. Since the adult health indicators include current and
past smoking status, this is suggestive of a direct impact of parental smoking on health
care utilisation in adulthood over and above that through the influence on the persons
own smoking behaviour. Lack of access to a usual source of health care during
childhood is no longer significantly correlated with doctor visits once control is
made for adult health status. This implies that lack of access to care in childhood is
negatively correlated with health in adulthood and this is shown explicitly for all
indicators of adult health in Table 23.4 (column 1). This is suggestive of inadequate
treatment of childhood health problems having long terms consequences for health
and, in turn, utilization of health care.

Adding controls for SES has less effect on the magnitude and the significance of
the coefficients of the childhood health variables. The indicators remain highly
jointly significant and both reported poor—fair childhood health status and child-
hood inpatient stay continue to be positively correlated with increased doctor visits,
as does parental smoking at the 10% level of significance. These results suggest that
childhood experience of illness has a long-lasting direct impact on health care
seeking behaviour and/or that the childhood health indicators operate as proxies
for current inherent health that is not fully captured by contemporaneous health
indicators.

Table 23.4 Access to health care in childhood and its correlation with indicators of health status
in adulthood by major European regions and average share of the population with total medical
coverage in 1960

All Southern  Central Northern  Eastern
countries Europe Europe Europe Europe
Percentage with no usual 5.69% 8.37% 4.87% 3.23% 7.24%

source of health care
during childhood
Pearson’s Correlation b/w not having usual source of health care in childhood and indicators of
health in adulthood
Health reported as good, very  —0.0372* 0.0011 —0.0381* —0.0013 —0.115*
good or excellent
Has a diagnosed chronic illness 0.0173*  —0.0017 0.0319* 0.0004 0.0826*
Has at least two symptoms 0.0285*  0.0073 0.0187* 0.0232%* 0.1148%*
Limitations in (instrumental) ~ 0.0571*  0.0753* 0.0281%* 0.0051 0.1196*
activities of daily living
Observations 39,175 11,386 14,914 9,505 3,370
Average share of the population 61.70% 74.24% 88.70% Not available
with total medical coverage
in 1960 (OECD 2005)
Notes: All models included gender—age and country dummies. Childhood health in comparison to
good, very good or excellent. Minor illnesses HS008 are excluded. Health in comparison to fair or
poor. Symptoms form SHARE question PHO10
*Indicates Chi-square test rejects null of independence at the 5% level or lower
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With respect to the explanation of the propensity to spend OOP on health care
(Table 23.2, column 2), upon the inclusion of adult health status variables, most of
the coefficients of the childhood health variables fall in magnitude but both
indicators of illness in childhood remain significant and the set of childhood health
measures are still highly jointly significant. Joint significance of the child health and
health risks indicators is also maintained in explanation of the level of OOP
payments, but in this case only two of the indicators remain individually significant
at the reduced level of 10% (Table 23.3, column 2). As with doctor visits, the
introduction of SES indicators has little effect on the childhood health coefficients
and their joint significance.

In summary, we find that poor childhood health does predict greater health care
utilisation and payments in middle and old age. This predictive ability falls sub-
stantially, but remains significant, when adult health status is controlled for.
Controlling for education and socioeconomic status has a much smaller impact
on the correlation, suggesting there is little impact from childhood health to SES
and subsequently to health care utilisation. There is also some evidence that
inadequate treatment of childhood health problems has long terms consequences
for health and, in turn, utilization of health care.

23.5 Does the Association Vary Across Europe?

As suggested in the introduction, differences in the coverage and effectiveness of
health care systems during the childhood of the SHARE cohorts may result in cross-
country variation in the degree to which childhood health problems predict health
care use in middle and old age. To investigate this, we distinguish four geographic
areas: Northern (SE, DK, NL), Central (BE, DE, AT, FR, CH), Southern (ES, IT,
GR) and Eastern (CZ, PL) countries. Figure 23.2 plots the age profile of mean
number of doctor visits by self-assessed childhood health status for the four areas.

At all ages, the average number of visits to a doctor is lowest in the Northern
European countries and is highest in Southern Europe. In all four geographic areas,
those who report being in poor—fair health during childhood visit the doctor more
often in middle and old age than those who report being in good—excellent health
during childhood. The difference is much larger in Southern Europe than it is in the
other regions, and while the disparity decreases as people get older in Northern,
Central and Eastern Europe, this is not true in Southern Europe. These differences,
at least in part, seem to be attributable to differences in the propensity to report poor
childhood health status. Only 5% of respondents in the Southern countries report
poor—fair health status in childhood whereas the respective percentages are 6.8%,
9.5% and 10% in Eastern, Northern and Central countries. Consequently, the
disparity in health status between those reporting poor—fair and those reporting
good—excellent would be expected to be greater in Southern countries and the
greater disparity in health care utilization in this region may reflect this.
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Fig. 23.2 Mean number of doctor visits by age split by health status in childhood for European
regions

Running the same regression models for each geographic area separately reveals
that, after controlling for adult health, childhood health and health risk indicators
are significant predictors of doctor visits and OOP payments in Southern and
Central Europe but not in Northern and Eastern Europe. Respondents from South-
ern and Eastern Europe are less likely to have had access to a usual source of care
during childhood (Table 23.4, columns 2-5) and this is a predictor of higher OOP
payments only in these two regions. Southern Europe is also the region in which, in
1960, the lowest proportion of the population was enjoying full medical coverage
(Table 23.4). This suggests, although it certainly does not confirm, that the Southern
European cohorts experienced less adequate treatment of childhood health pro-
blems resulting in long term consequences for health and, in turn, health care
payments.

23.6 Conclusion and Policy Relevance

We have shown that childhood health is a strong predictor of health care utilization
and payments in middle and old age. This predictive ability is considerably
weakened when control is made for measured health in adulthood, although it
remains significant. Controlling for socioeconomic status has little or no effect.
The correlation is stronger in Southern and Central Europe than it is in Northern and
Eastern countries.
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The fact that correlation holds in Southern Europe, and in some extent in Central
Europe, but not in Northern Europe may be interpreted as indicative of childhood
health problems having longer lasting implications in countries that were further
from universal health care during the childhood of the SHARE cohorts of older
individuals. In 1960, when the youngest of the SHARE cohort was around 5 years
old, the proportion of the population with total medical coverage was lowest in
Southern Europe and highest in Northern Europe (Table 23.4). These cross European
differences in coverage correspond both with those in the proportion of the SHARE-
LIFE respondents reporting not having a usual source of health care in childhood
and with the strength of the association between childhood ill-health and health
care utilisation in adulthood. This suggests that the correlation between childhood
health and adult health and health care utilisation may be weaker for cohorts younger
than the SHARE sample. Medical coverage is now universal throughout Europe, the
effectiveness of medicine has increased tremendously and barriers to access have been
reduced. Childhood health problems would therefore be expected to leave less of a
lasting impact than they did in the past.

Our analysis is pertinent to the much discussed health care costs of ageing
populations. Ability to curtail these costs will depend, among other things, on the
extent to which health care use in old age is driven by health experiences in
childhood. Our results are consistent with childhood health conditions having
long-lasting effects on health, and consequently utilisation of health care. If there
are indeed such very long lived consequences of childhood illnesses, then there
would be very long lag times in realizing the returns to timely and effective policy
interventions. By the same token, the magnitude of these lifetime returns could be
very large. Improving childhood health in populations now will lead to future
cohorts costing less in old age than do their current counterparts.

But we should be careful about rushing to such bold implications. It could very
well be that childhood health correlates with health care utilisation in old age
because both reflect inherent health status. Variation in childhood health reflects
the variation in the physiological and psychological robustness of individuals that is
present throughout the lifetime and generates persistent differences in the utilisation
of health care. On this interpretation, the correlation we observe does not necessar-
ily indicate opportunities for long term returns to effective childhood health care. It
does mean that variation in lifetime health care costs may be predictable from an
early age. Depending upon whether information on childhood health problems is
kept private, or must be shared with insurers, this will have important implications
for the efficiency and/or equity of health insurance.
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Chapter 24

Persecution in Central Europe and Its
Consequences on the Lives of SHARE
Respondents

Radim Bohacek and Michal Myck

24.1 Reflections of European History

The analysis of life history of individuals living in Europe would not be accurate
and complete without considering the major historical events of the twentieth
century. Many respondents in the SHARE sample have lived through periods of
Nazi or Soviet occupation, direct World War II experience, the post-war period, and
in the case of the Czech Republic, East Germany and Poland, through several
decades of communism. In this chapter we provide the first results on effects these
historical events have had on the life of individuals and their families in the SHARE
sample.

To our knowledge, these issues have not been studied quantitatively in a general
sample framework of the whole population. The existing literature mostly consists
of historical research, case studies, and specialised samples of Holocaust survivors
or patients suffering from post-traumatic stress disorder. The SHARELIFE data
offer a unique and perhaps the last opportunity to analyse the effects of these
important historical events on welfare of European populations.

24.2 Persecution in Europe in the Twentieth Century

Following Rummel (1994), we define persecution as “the responsibility of a
government, regime, or self-governing group for an unarmed and non-physically
threatening person’s death, imprisonment, dispossession, deprivation of individual
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rights or freedoms”. Because much of persecution occurred during wartime, we
exclude combat deaths during war or military action, non-combatants that die as a
by-product of military action, and punishment for what would normally be crimes.

One might perceive persecution as extreme cases of negative “welfare policies”
of governments which are the subject of this publication. It is obvious that orga-
nised persecution has the most drastic and horrifying consequences on a person’s
life, physical and mental health, family, education, professional career and other
aspects of their existence. These effects, apart from immediate short term conse-
quences, may have important long-lasting implications. It is also well documented
in Beebe (1975), Danieli (1998), and Krell et al. (1997) that these effects may bear
consequences on younger generations. In this chapter we provide evidence on the
scale, form and consequences of persecution as reported by the sample of SHARE-
LIFE respondents. We provide an account of reports of persecution in all SHARE
countries, but focus our analysis on three populations who were most likely to have
suffered from persecution in the twentieth century — the Czech Republic, former
East Germany and Poland.

We are aware of the difficulty of analyzing and comparing these acts of perse-
cution across time, different countries and different regimes. Nevertheless, we
believe that our quantitative analysis can provide important insights into the scale
of the dramatic forms of state intervention into people’s lives, and their conse-
quences in terms of past and current wellbeing of the European populations.

24.3 European History and State Persecution
in the Twentieth Century

In this section we provide a brief and incomplete list of types of state intervention in
SHARE countries which would qualify as persecution according to the definition of
Rummel (1994). They can be broadly related to World War II, the communist
regimes, civil and colonial wars, and persecution in democratic regimes.

Among the first category belongs the persecution by the Nazi and Soviet regimes:
the Holocaust, genocide and reprisals against occupied populations, imprisonment
or concentration camps, forced labour and resettlement, forced military service,
various forms of persecution affecting job prospects and education opportunities.
All of these acts of persecution were also directed against these regimes’ own
population (also before the beginning of the war). The reasons for persecution
were political, racial, religious, sexual orientation, class origin, or any other char-
acteristics convenient for the regime in power. Among World War II we include also
the post-war persecution of German nationals on the liberated territories either by
the Soviet Army or the domestic majority population (murder, violence, forced
resettlement and dispossession in the Czech Republic and Poland in 1944-1946).

Depending on the age of our respondents, the communist regimes in the Czech
Republic (1948-1989), East Germany (1945-1989) and Poland (1944-1989)
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covered all or nearly all of childhood and a substantial proportion of adult lives of
our respondents. The intensity of persecution varied greatly between regimes and
time periods. The most intense periods of persecution occurred until 1956, with
several hundred thousand persons affected by murder, labour camps, imprisonment,
political trials, forced collectivization, resettlement and other acts of violence. In
the later periods, the forms of persecution were less severe but continued in the
form of restricted access to education or persecution at work, penitary military
service, psychiatric confinement, and other restriction of civic freedoms (including
travel). All or nearly all private property was confiscated by the government (except
for Polish small scale farmers and shop owners). Relatively liberal periods (e.g.
early 1968 in the Czech Republic) were followed by political clamp-down and
periods of significant unrest and persecution all the way until the collapse of the
communist rule in the late 1980s. The reasons for persecution were mostly political,
religious and based on class origin.

The third category of persecution in SHARE countries is related to civil wars,
military dictatorships and colonial wars. These include the Spanish civil war and its
consequences, the Greek civil war, or the French, Dutch or Belgian loss of colonies,
notably the French war in Algeria.

The last category covers the persecution in otherwise free and democratic
societies in which people at different times experienced persecution because of
sex, race, origin, religion, age or other reasons.

Importantly, there were several layers of society which were affected by perse-
cution disproportionately than others: the Jewish population during the Holocaust
and after (e.g. in 1968 in Poland), other religious and ethnic minorities, wealthy
people, church members and intellectuals. Often the same individuals were perse-
cuted first during World War II by the Nazis, and then by communist regimes after
the war. The crucial aspect of persecution is that it was not only one member of the
family that was affected but consequences were faced also by close relatives either
directly or as a result of resettlement, job or educational restrictions.

24.4 State Persecution in the SHARELIFE Questionnaire

The current generation of SHARE respondents may include some of the last
surviving individuals who have lived through World War II, the most oppressive
years of communism and other instances of major turmoil. The SHARELIFE data
may thus be one of the last opportunities to examine the consequences of these
events on people’s past and their current situation, in particular in an international
context.

Significant numbers of individuals who have suffered persecution are no longer
alive, many either as a direct consequence of oppression, or because persecution
indirectly shortened their lives through effects on health and living standards.
Moreover, persecution in almost all of its forms experienced in twentieth century
Europe was far from “random”, and usually wealthy or well educated families were
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more likely to suffer from it. Both of these factors would imply that any observed
effects of persecution which we identify in the data would represent a lower bound
of the overall consequences of persecution. If some individual characteristics
positively affect the outcomes we measure and on the other hand were positively
correlated with persecution the coefficients on persecution will be biased. Despite
this potential bias, as we shall see, we can still identify significant negative
implications of persecution on the lives of SHARE respondents.

The SHARELIFE questionnaire contains an entire section focused specifically
on persecution. Two main questions in this section address the general experience
of persecution and dispossession in the following manner:

e There are times, in which people are persecuted or discriminated against, for
example because of their political beliefs, religion, nationality, ethnicity, sexual
orientation or their background. People may also be persecuted or discriminated
against because of political beliefs or the religion of their close relatives. Have
you ever been the victim of such persecution or discrimination?

e There may be cases when individuals and their families are dispossessed of their
property as a result of war or persecution. Were you or your family ever
dispossessed of any property as a result of war or persecution?

These main questions for those who report persecution or dispossession are
followed up by detailed questions on the form and consequences of persecution
as well as timing and form of dispossession.

The sample we use for the analysis is based on SHARELIFE data for individuals
who could be merged with earlier waves of the survey. The initial sample includes
23,981 individuals from 13 countries, of which 22,897 gave valid information to the
persecution and dispossession questions. This sample is used for the initial descrip-
tive analysis of persecution data for all countries. The more detailed analysis in
Sects. 24.3 and 24.4, which focuses on the Czech Republic, the former German
Democratic Republic (GDR, East Germany) and Poland, uses information from
SHARELIFE and some matched data from previous waves of SHARE concerning
health and life satisfaction outcomes. Since from the German sample we only use
data on those who prior to 1989 lived in the East Germany, the sample is much
smaller compared to those in the Czech Republic and Poland. Some sample
statistics on the three central European populations are given in Table 24.1. In
total we have valid information on persecution questions for 1,815 individuals from
the Czech Republic, 430 Germans and 1,710 Polish respondents.

Table 24.1 Sample statistics: Czech Republic, East Germany, and Poland

Ever persecuted Czech Republic East Germany Poland

Yes No Yes No Yes No
Number of observations 166 1,650 39 391 102 1,608
Average age 66.6 63.3 64.1 65.1 67.4 63.0
Female (%) 0.52 0.56 0.42 0.56 0.43 57.3

Source: Authors’ calculations using SHARELIFE data
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Fig. 24.1 Persecution and dispossession in the SHARELIFE Sample

Figure 24.1 shows the percentage of all respondents that were victims of
persecution or whose family was dispossessed. In the Czech Republic, Poland,
Germany, France and Belgium more than 5% of SHARE respondents have been
persecuted and in the first three countries also dispossessed of their property. In the
Czech Republic more than 10% of the current 50+ population have been directly
affected by persecution according to the two measures.

The fraction of persecuted persons grows with age: among respondents who are
older than 80 years, 18% were persecuted in the Czech Republic, 14% in Poland
and 11% in Germany. Among those who prior to 1990 lived in the former East
Germany, more than 37% of respondents older than 80 years were dispossessed,
compared to only 18% in the former West Germany.

When looking at the data on persecution we must remember that respondents’
current countries of residence may not necessarily have been the countries or
regimes where they experienced persecution or where they were dispossessed. In
fact, in many cases persecution or dispossession may have led or been part of forced
relocation. This applies in particular to populations of Germany and Poland, which
were subject to significant forced migration as a result of changing borders in the
aftermath of World War II. A high number of individuals experiencing persecution
or dispossession in other countries were born outside their current country of
residence.

In Figs. 24.2 and 24.3 we distinguish between those born within and outside the
current borders of countries in which they were interviewed respectively, and the
figures confirm the significant relationship between migration and persecution. On
average only about 3% of respondents who were born within the borders of their
current residence were persecuted and dispossessed. This is in contrast to the
average of 17% among those born outside current borders. The figures also explain
why we observe instances of persecution in such countries as Denmark or Sweden,
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Fig. 24.2 Persecution and dispossession in the SHARELIFE Sample — individuals born within
current borders of country of residence
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Fig. 24.3 Persecution and dispossession in the SHARELIFE Sample — individuals born outside
current borders of country of residence

which are likely to have been hosts to immigrating individuals who escaped
persecution.

Interestingly, the results indicate also the different nature of the communist
oppression (primarily targeting its own population in order to preserve its power)
and of the Nazi regime in Germany and occupation of France and Belgium. While
the fraction of the dispossessed in the Czech Republic is relatively independent
of the birth place, the high fraction of dispossession among Germans and Poles
reflects the resettlement at the end of World War II.

State persecution took various forms, and affected individuals in different
countries in many ways. A full account of the instances of persecution, their roots
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and political background would require a detailed analysis of the European political
history of the twentieth century, which is beyond the scope of this chapter. Thus the
next section focuses on three populations which, in political terms, have been
subject to the same form of state oppression, namely the Czech Republic, the former
East Germany and Poland. Each of these countries has been under the communist
rule for a significant part of the lives of SHARE respondents in these countries. We
show that despite the common roots of the three regimes, their nature, the degree of
oppression and the forms of persecution were very different. Our analysis demon-
strates that despite the fact that a long time has passed since the individuals
experienced direct forms of persecution, and despite the 20 years of democratic
experience, the consequences of persecution on individual’s welfare, their asses-
sment of life achievements and life satisfaction are still present to this day.

24.5 Persecution and Its Consequences in Central Europe

In this section we focus in more detail on three populations of the SHARE sample
with common political history, namely the Czech Republic and Poland, and the
“German Lander” which constituted the former German Democratic Republic. For
these three samples we examine the differences in the reported form and conse-
quences of persecution. In the analysis we distinguish two types of consequences:

¢ Direct implications, by which we mean the consequences experienced by the
respondents at the time they were subject to persecution. The SHARELIFE
interview directly asks for the details described.

e Long-term effects, by which we understand the consequences on the welfare of
SHARE respondents, their assessment of their career and general life-satisfaction.
The long-term effects are identified either from questions asked independently of
the specific persecution questions in the SHARELIFE interview or from previous
waves of the survey.

One of the most important features of the data on persecution in the Central
European SHARE sample, despite the common history of the communist rule after
World War II, are significant differences in terms of the timing and the reported
main reason for persecution. In Fig. 24.4 we present the distribution of the (first)
experience of dispossession reported by the respondents in the three populations.
The differences are striking and they reflect the specific timing of major historical
events which affected the lives of respondents.

In the Czech Republic, only 5% of all dispossessions took place during World
War II, while over 76% in the period between 1948 and 1956. The timing in Poland
and Germany reflects more directly the consequences of the outbreak and duration
of World War II, as well as the time immediately following the war. The Polish
population suffered from dispossession both by Nazi Germany and the Soviet
Union in the period 1939-1943. In the following years it was subjected to forced
nationalisation, land dispossession, and forced migration as a result of the
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Fig. 24.4 Timing of dispossession in Central Europe
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Fig. 24.5 Type of property lost to dispossession in Central Europe

communist take-over from mid-1944 and during the years immediately following
the war, and the border changes in 1945. In Poland, 26% of dispossessions occurred
in 1939-1940 and 44% in 1944-1947 [those who were born outside the current
Polish border lost their property mainly after the war (53%)]. Dispossession among
the German population is largely a reflection of the shifting borders and relocation
(79%), though East Germans have also been subjected to collectivisation and
nationalisation.

Differences between the populations are also evident in the type of property
which was lost due to dispossession (Fig. 24.5). This reflects on the one hand the
prime focus of nationalisation or collectivisation, and on the other the different
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nature of main wealth holdings in the middle of the twentieth century in the Czech
Republic, East Germany and Poland. Houses and land were the most frequently lost
assets in Poland (almost 80% of cases), while land was taken away from 60% of
dispossessed East Germans and Czechs. Almost 30% of Czech respondents who
suffered dispossession lost their business, a much higher proportion than in the East
Germany (14%) and Poland (6%). The type of property lost reflects the timing of
dispossession (Fig. 24.4). In Poland and Germany, houses and farms were the main
property families lost in forced resettlement during and after World War II. In the
Czech Republic, the main type of lost property are farms and farm land during the
forced collectivization as well as full nationalization of businesses from 1948 to
1953. The SHARELIFE data also reflect differences in terms of compensation for
property lost during the war and communist years. While 47% of Czechs have not
been compensated for their lost property, the proportion is much higher among the
East German population (54%) and is highest in Poland (65%).

Figure 24.6 presents further interesting differences between the three regimes,
and shows information on the reported main reason for persecution, where respon-
dents were prompted to choose from:

e Own political beliefs (1),

e Own religion (2),

¢ Own ethnicity or nationality (3),

e Own sexual orientation (4),

e Own background (class/property ownership) (5),
¢ Political beliefs or religion of close relatives (6),
¢ Or other reasons (7).

Figure 24.6 groups categories (4), (6) and (7) as “other”. “Political” corresponds
to category (1), and “background” to category (5). Once again there are important
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Fig. 24.6 The main reason for persecution in Central Europe
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differences in the experiences of the three populations. While political reasons
dominate in all countries, they seem to be much more frequent in the Czech
Republic (61%) compared to Poland (40%). Ethnicity/nationality was an important
reason for persecution in Poland (22%), but least prominent to the current residents
of the Czech Republic. Note that ethnicity is also the second most important reason
for Poles. Finally, about 10% of respondents in all these ex-communist countries
state that their family background, as well as political beliefs and religion of their
relatives were also important reasons for persecution. There are important and
interesting differences in terms of the main reason for persecution when we
compare the former East and West Germany (figures not reported here). While
among those who prior to 1989 lived in West Germany and report being subjected
to persecution, ethnicity/nationality was the main reason (47%), among East Ger-
mans this is the case only for 12% of the persecuted. Only 15% of persecuted West
Germans report their political beliefs as the main reason for persecution (compared
to 47% in the East). Naturally these differences reflect the post-war political
development in the two parts of Germany.

In the communist countries, job-related persecution was one of the most preva-
lent forms (see Fig. 24.7). This is in particular evident in the data for the Czech
Republic. Almost 40% of persecuted people were denied promotions or experi-
enced pay cuts, more than 20% of persecuted persons lost their jobs. 35% of Czechs
who experienced persecution were harassed or assigned to tasks of lower responsi-
bility or qualification, and almost 30% experienced difficulties finding a job ade-
quate to their training or qualification. In East Germany these numbers are also high
(25% lost their jobs) while in Poland persecution with immediate implications for
the job situation was much less frequent. Only about 10% of Poles in the SHARE
sample who admit to having been persecuted lost their jobs as a result of persecution,
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Fig. 24.7 Persecution and direct job implications in Central Europe
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and an even lower proportion experienced difficulties finding a job in consequence
of persecution.

There is no doubt that an important part of the SHARE sample who lived in the
former communist regimes have been subjected to significant stress and discrimi-
nation due to their political beliefs, religion or ethnicity. They and their families
suffered financial consequences in terms of lost wealth, and in terms of their career
development. Although a lot of time has passed since the time when the respondents
were subjected to persecution, and prior to the SHARELIFE interview they have
lived for almost 20 years under free, democratic regimes, the SHARE data show that
the history of persecution does not remain unmarked in terms of their current health
and welfare. We turn to these long-term effects of persecution in Sect. 24.6 below.

24.6 Long-term Effects of Persecution

Two types of broad welfare measures have been selected for analysis of long term
effects of persecution in Central Europe — six different measures of health, and four
different measures of life satisfaction. It is clear that persecution has had detrimen-
tal effects on individuals’ lives. For example, in the SHARELIFE interview, those
persecuted are much more likely to report having experienced periods of stress,
poor health, financial hardship or hunger. Although significant amount of time has
passed since the periods when individuals were persecuted, as we shall see below
the experience of persecution matters for their current situation.

Figures 24.8 and 24.9 report odds ratios for the likelihood of experiencing
several forms of poor health (Fig. 24.8) and life satisfaction (Fig. 24.9). In all
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Fig. 24.8 Persecution and long-term effects on health in Central Europe
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Fig. 24.9 Persecution and long-term effects on life satisfaction in Central Europe

cases we control for age and gender of the respondents, as well as for a number of
early life circumstances. The latter are based on several variables from in the
SHARELIFE interview including childhood housing quality, relative performance
at school, controls for the profession of the main bread winner and number of books
in the household at childhood. The black bars correspond to 90% confidence
intervals for the odds ratios.

We analyse three measures of health reported in the SHARELIFE interview:
current status of general health (reported “fair” or “poor” health), and declarations
of experiencing disability or long-term illness. The other three measures are taken
from the baseline interview in wave 2, and we examine the odds of having three or
more symptoms of poor health, three or more limitations in activity of daily living and
declaring four or more symptoms of depression. The experience of persecution in
Poland is reflected in odds ratios in excess of one for all measures of health considered,
and in almost all of these the effects of persecution are statistically significant. The
effects are less significant in the Czech Republic but also strongly above one in four
out of six cases. Only in the DE-E sample the effects do not seem to be significant,
which partly reflects the much lower sample size of East German respondents.

The experience of persecution does not seem to have strong effects on overall
life satisfaction, or the likelihood of looking back at life with happiness (Fig. 24.9),
though in the latter case in Czech Republic and Poland there is some evidence on
the difference between those who experienced persecution and those who did not.
Only in the Polish case this is significant at 90%, and persecuted individuals are
twice as likely to report that they do not look back at life with happiness compared
to those who did not suffer persecution. It seems that although persecuted indivi-
duals have gone through significant periods of stress and various extreme situations,
their assessment of life overall does not differ that much from others. Interestingly
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the SHARELIFE data also suggest that they are more likely to report a specific
period of happiness. Such attitudes are also reported in studies on the Holocaust
survivors and their children (see Krell et al. 1997; Shmotkin and Litwin 2009).
However, when we look at satisfaction with professional life, the consequences of
persecution are still very strong, in particular in the Czech Republic, where as we
saw in Fig. 24.7, the direct implications on professional life were most severe. The
Czech respondents who experienced persecution are three times as likely to be
dissatisfied with their job achievements, and almost twice as likely to report
dissatisfaction with their careers in comparison to those who did not experience
persecution. In Poland persecution increases the likelihood of reporting disappoint-
ing job careers by about 80%, and while the effects are not significant in the former
German Democratic Republic they are in similar range.

24.7 The Role of Distant Past in SHARE Data

SHARELIFE data provide a unique source of information on the effect of often
remote historical events and circumstances on the lives of European populations.
The data identify instances of persecution and property dispossession among those
currently aged 50+, who have themselves experienced the tragic side of the
European twentieth century history.

In this chapter we have presented the information collected in the SHARELIFE
interview on often dramatic experiences of European populations in the twentieth
century. The data recorded reflect experiences in World War II and in its immediate
aftermath, dramatic situations of populations who lived under communist regimes,
as well as instances of persecution related to the period of de-colonisation, and other
national political distress. A high proportion of those who report having been
persecuted, in particular in West European countries, was born outside the current
borders of these countries, and persecution is likely to have been the key motivation
behind their migration. In the entire SHARELIFE sample almost 5% responded that
they have experienced being persecuted, with the highest proportion in the Czech
Republic (12%) and lowest in the south of Europe (about 2%). Persecution in the
twentieth century Europe often led to the loss of lives or had extremely severe
effects on health, which may have led to a significant shortening of people’s lives. It
also led to forced migration or to departure of native populations to escape the
oppressive nature of European regimes. Any analysis on those who survived and
remained in their countries can thus uncover only a “lower bound” of the detrimen-
tal effects of persecution on people’s lives.

Our focus in the analysis has been on three populations who were heavily affected
by both World War II and subsequently the long period of communism, namely the
Czech Republic, the German population who lived in the German Democratic Repub-
lic, and Poland. The common past makes the three a particularly interesting case for
comparison, both in terms of extent and form of oppression. While in all three cases
political reasons were most frequently given as the main reason for persecution,
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oppression for political reasons was more frequent in the Czech Republic than in
Poland or the German Democratic Republic. In the latter two, ethnicity or nationality
was on the other hand a more frequent main reason for persecution than in the Czech
Republic. In the Czech Republic persecution had more significant effects on the
position at work, with greater frequency of harassment and denied promotions.

Although the reported instances of persecution and dispossession in the majority
of cases took place a long time ago, the consequences of these situations are felt by
the respondents to this day. These effects are evident in the case of long-term health
effects and are reflected in lower satisfaction with life and professional career.
Interestingly, the country where the effects of persecution on satisfaction with
career are strongest, the Czech Republic, is also the country where persecution
had most frequent immediate implications on the position on the labour market. The
Polish persecuted population seems to have suffered most in terms of their health
state as a consequence of persecution, with the persecuted individuals almost twice
as likely to report problems in several health dimensions.

Even though our analysis treats instances of state oppression from the distant
past, there are lessons from it which have implications for the policy of the European
welfare state in twenty-first century. We could divide them into two main areas:

¢ Significant periods of stress and oppression have serious detrimental long-term
effects on health; this places particular responsibility on democratically elected
governments with respect to the compensation towards and care of those who
experienced persecution in the past. This regards both those who experienced
persecution in their home countries in Europe, as well as those who emigrate as a
result of persecution and find their home in the EU.

e Although the nature of harassment at work in communist regimes was different
to the forms it might take nowadays, it seems that there is a strong link between
the experience of harassment and job satisfaction. Appropriate anti-harassment
legislation may thus contribute to higher satisfaction with work and as a result
perhaps contribute to longer working lives.

The initial analysis using persecution information collected in SHARELIFE
interviews presented in this chapter is only the first attempt to uncover the con-
sequences of dramatic events from respondents’ life histories on their welfare. In
future work we will investigate the effects on health and wellbeing in more detail,
on family and social circumstances, as well as on economic implications of
persecution, such as employment histories, incomes and wealth accumulation.
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