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Explained Variable - 1 = Employed at T-10 & T, 0 = Employed T-10,

but not at T (Logit)
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Abstract

This study examines the problem of underemployment among older
Israeli adults (age 50+), analyzes its causes, and proposes ways to address
it. The rate of participation of older adults in the Israeli labor force
starts dropping when people reach their early fifties, and continues to
decline over time. As a result, older adults are currently employed at a
substantially lower rate than younger people: before the outbreak of the
COVID-19 pandemic, the employment rate of people aged 55—64 was only
70 percent—16 percentage points lower than that of people aged 35-44.

A low employment rate among older adults may have severe social and
economic repercussions: Their earnings are lower and poverty rates are
higher, and they save less toward their pension, which adversely affects
their standard of living after retirement. This situation is expected to
place a growing burden on the public purse, because many older adults
will need government support in the form of welfare benefits and income

supplements.

Usingindividual level administrative data on employment, education, and

income of workers spanning a period of two decades, this study analyzes
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the employment of older adults in Israel and the characteristics of those
dropping out prematurely from the labor force. In addition, we survey
policy measures used abroad to encourage the employment of older
adults and the success rate of these measures, and assess the current
Israeli policy in light of these findings. This analysis serves as a basis for
recommendations of possible policy measures for increasing employment

among older adults in Israel.

Our analysis highlights the fact that certain individual characteristics
are systematically associated with early retirement from the labor force.
For example, workers in industries such as mining, agriculture and
communications tend to leave the labor force prematurely, while workers
in fields such as education and health tend to stay employed even at
more advanced ages. While these patterns are not without change — for
example, early retirement in financial services and hi-tech is now more
commonplace than it was a decade earlier — policymakers can identify
and target assistance at specific populations with a high risk of premature

dropout from the labor force.

Another factor that makes it hard for older adults to remain employed is
that skills they acquired have diminished or become less relevant for the
needs of today’s labor market. Analyzing data on workers’ skills, we find
massive differences across age groups: older Israelis have significantly
weaker skills in all the categories we examined, especially in computer
skills. Moreover, we find a significant skill gap between older adults who
are employed and those not working (to the detriment of the latter).
This skill gap between employed and unemployed is a good deal smaller
among workers aged 40-49, i.e., those who represent the older workers
of tomorrow. While their skills are slightly better than those of the older
adults, they are nonetheless substantially poorer than those of young

people.



Abstract

These findings highlight the great importance of maintaining the
relevance of older workers in the emerging labor market. In order to
contend with this challenge in the coming years, a new policy is clearly

needed.

A chief principle underlying our recommendations for change is the need
to increase the investment in a preventative policy focused on reducing
the number of older employees dropping out of the labor force to begin
with. In contrast, the current policy is primarily reactive in nature and
focused almost exclusively on getting unemployed adults back to work.

The preventative approach we recommend will include the following:

(1) Establishing a system for continual assessment of groups of workers

who are at risk of dropping out of the labor force.

(2) Supporting the ability of older adults to continue working by means of

incentives to invest in upgrading their skills while still employed.

(3) Subsidizing employers who finance training programs for older
employees, including ones still in the work force.

(4) Changing the retirement age policy, by gradually raising the
retirement age for women and attaching the periodical updating of the

official retirement age to life expectancy in the country.

In combination with other recommended actions such as incentives
for employers and assistance programs designed specifically for older
employees, it will be possible to substantially improve Israel’s ability to

keep workers employed until retirement age.
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