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Introduction
The employment of older workers into their mid-60s 
will be critical to ensuring that they enjoy a secure 
retirement.  Continued employment provides current 
income while working, avoids the actuarial reduction 
in Social Security benefits, allows 401(k) accumula-
tions to increase, and shortens the period of retire-
ment those assets must support.  One of the risks 
threatening the ability to work to older ages is being 
“displaced,” with displacement defined as the elimina-
tion of the worker’s job due to a shift in the demand 
for labor.  Displacement can easily throw 50-year-old 
workers off course, disrupt their retirement saving 
plans, and possibly lead to premature retirement.

This brief explores the displacement of older work-
ers over the period 1984-2004 using the biennial 
Displaced Worker Supplement to the Current Popula-
tion Survey.  The first section summarizes why con-
tinued employment is important.  The second section 
introduces key factors that could affect displacement 
trends.  The third section describes the Displaced 
Worker Survey and reports the raw data.  The fourth 
section reports regression results aimed at isolat-
ing the impact of age, tenure, and other variables on 
the probability of being displaced.  The fifth section 

reports the results from a similar analysis using the 
Health and Retirement Study.  

The bottom line is good news and bad news.  
The good news is that the data from the Displaced 
Worker Surveys show that older workers have a lower 
risk of displacement than younger workers, with no 
trend toward increasing displacement or worsening 
outcomes.  The bad news is that the lower probability 
of displacement for older workers is based on the 
correlation between job tenure and age.  Controlling 
for tenure, age does not protect workers from being 
displaced.  And tenure appears to be declining, which 
may suggest a greater risk of displacement in the 
future.  

Why Do People Have to Work 
Longer?
If people want to maintain their pre-retirement living 
standards once they stop working, they will have to 
work longer in the future.  One reason is that the 
period over which people have to support themselves 
with accumulated retirement assets is getting longer 
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extension of the Normal Retirement Age from 65 to 
67, the deduction of Medicare premiums — which 
are taken out before the check goes in the mail — and 
the increased taxation of benefits under the personal 
income tax.  As shown in Figure 2, the net Social 
Security replacement rate — benefits as a percent of 
pre-retirement earnings — will decline from 39 per-
cent today for the medium earner retiring at age 65 to 
30 percent in 2030.

And pension coverage in the private sector has 
shifted from defined benefit to defined contribution 
plans — primarily 401(k)s (see Figure 3).  In theory, 
401(k) plans could do as well or better than defined 
benefit plans since they are better for mobile employ-
ees.  But to date, balances are modest: $60,000 for a 
head of household approaching retirement.1
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Figure 1. Retirement Perioda of Males, 1950-2050
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a Retirement period is the difference between the average 
retirement age and the average mortality age for individuals 
aged 65.
Sources: U.S. Bureau of the Census (1962-2005) and 
authors’ calculations based on U.S. Social Security Adminis-
tration (2006).

(see Figure 1).  This extension of the retirement span 
initially was driven by a decline in the retirement age, 
but that decline halted in the mid-1980s at age 63 for 
men and 62 for women.  Since that time, the length-
ening of the retirement span has been driven solely 
by improvements in life expectancy — a trend that is 
expected to continue in the future.  

At the same time that retirement spans are 
increasing, the retirement income system is contract-
ing.  Social Security will replace less of pre-retirement 
earnings in the future than it does today, due to the 
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Figure 2. Social Security Replacement Rates for 
the Medium Earner, 2002 and 2030
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Figure 3. Workers with Pension Coverage by
Pension Type, Survey of Consumer Finances 
(SCF), 1983, 1992, and 2004
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With an expanded retirement period and a 
contracting retirement income system, people will 
simply not have enough money to support themselves 
adequately.  The most powerful antidote is to work a 
little longer to allow retirement wealth to grow and to 
shorten the period those assets must support.   

Many people plan to continue working well into 
their 60s, but adverse shocks often prevent them 
from doing so (see Figure 4).  In fact, one in five 
adults age 51-61 lost their jobs between 1992 and 
2002.  Losing a job often throws people’s retirement 
plans completely off course and causes them to retire 
early.  Displaced workers suffer an immediate loss of 
earnings, a period of unemployment, and generally 
a significant decline in earnings when re-employed.2  
Thus, it is very important to figure out whether the 
potential for older people to lose their jobs is increas-
ing or decreasing.  
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What Affects Displacement 
Rates for Older Workers?
The conventional wisdom is that older workers are 
less likely to be displaced than their younger coun-
terparts.  The theory is that when workers are young, 
they and their employers share the costs of acquir-
ing skills that are particularly useful to their role at 
a particular firm.3  When workers age, the employer 
enjoys the fruits of this investment because workers 
are more productive, and workers gain as their wages, 
defined benefit pension accruals, and other forms of 
compensation rise with tenure at the firm.4  Employ-
ers are reluctant to lay off older workers because they 
would lose their investment and be forced to train 
new younger workers.  Virtually every study looking 
at displacement rates has concluded that the probabil-
ity of being displaced declines with age.5

But things are changing, and some developments 
could lead one to think that the situation of older 
workers is becoming even more favorable and others 
that it is deteriorating.   

   • Educational attainment: Today the educational gap 
between younger and older workers has virtually 
disappeared, which would suggest that older work-
ers are less likely to be laid off.  

   • Changing career structures: A shift away from 
goods to services has contributed to a move away 
from hierarchical structures and career employ-
ment, which suggests more displacement.

   • Shift to defined contribution plans: The shift in 
the nature of pension coverage is good and bad 
news for older workers. The cost of defined 
contribution plans is not age-related so employers 
will not incur higher costs for employing an older 
worker vis-à-vis a younger worker.  On the down 
side, the shift away from defined benefit plans rep-
resents a shift away from long-term employment 
commitments. 

   • Aging of the baby boom: The baby boomers are an 
increasing percentage of the workforce.  Employ-
ers could think that they have too many older 
workers and may wish to rebalance the age com-
position of their workforce.

   • Changing patterns of tenure:  The data suggest 
that tenure for older workers has declined over 
the last two decades.  To the extent that tenure has 
declined, older workers may be less protected.  

Tenure will turn out to be an important part of the 
story, so Figure 5 takes a closer look at what has hap-
pened on the tenure front.  Mobility and tenure may 
still be a controversial area, but the data suggest that 
people are ending their worklives with less tenure on 
their job.  For example, among workers approaching 
retirement — aged 55-64 — 38 percent had been on 
their current job for 15 or more years in 2004, com-
pared to 45 percent in 1983.

Figure 4. Incidence of Selected Personal Shocks, 
HRS, 1992–2002

Source: Johnson, et al. (2005).

Source: Authors’ calculations from U.S. Bureau of the Cen-
sus (1984-2005). 
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What Do the Displacement 
Data Show?
The data for this analysis come from the 1984-2004 
Displaced Worker Surveys (DWSs).6  The survey at-
tempts to measure the number of workers who have 
lost their job through no fault of their own.  It asks 
workers whether they lost their job for one of the fol-
lowing reasons:

• their plant or company closed down or moved;
• their company had insufficient work;
• their position or shift was abolished;
• a seasonal job was completed;
• a self-operated business failed;
• other reason. 

These data, which are presented in Figure 6, do 
not include all job loss within the economy.  First, the 
survey collects and reports information on only one 
job loss for each individual.  Second, the distinction 
between layoffs and quits is not always clear.

In addition, the changing characteristics of the 
surveys require some adjustments.  First, the 1984-
1992 surveys asked whether individuals were dis-
placed during the previous five years, whereas the 
1994-2004 surveys asked about displacement during 
the previous three years.  For consistency, this analy-
sis focuses on workers who were displaced during the 
previous three years.7 

Second, while surveys before 1992 asked workers 
in all displacement categories follow-up questions, 
such as what year they lost their job or their earnings 
on their last job, the 1994-2004 surveys followed up 
only with workers displaced for the first three reasons 
described above.  Therefore, for all years, the num-
bers reported below include only workers in the first 
three categories.  

Figure 7 shows the displacement rate for those 
aged 50-64 compared to those 20-49 for the 1984-
2004 surveys.  The dates refer to the year of the 
survey — for example 2004 — but the survey refers 
to workers who were displaced in the previous three 
years — 2001-2003.  The displacement rate is the 
number of reported job losers over the three-year 
period — 2001, 2002, and 2003 — divided by the 
number of workers employed in the survey date, in 
this case 2004, plus those who had reported a job loss 
in the 2001-2003 period but who were not employed 
in 2004.

Three conclusions emerge from Figure 7.  First, 
displacement rates are cyclical.  Second, displacement 
rates are lower for older workers.  And third, no dis-
cernable upward or downward trends are evident over 
the 20-year period.  

Figure 7. Displacement Rates by Age, DWS, 
1984-2004

Source: Authors’ calculations from U.S. Bureau of the Cen-
sus (1985-2005).
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Figure 8. Probability of Displacement for 
Workers Age 50-64 Compared to Workers Age 
20-49, DWS, 1984-2004
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 What Is the Impact of Age on 
Displacement?
In order to isolate the impact of age on displacement 
rates, it is necessary to control for the various ways in 
which older workers might differ from their younger 
counterparts.  This can be done through the use of 
a probit regression that estimates the probability of 
being displaced and includes variables for gender, 
marital status, non-white, education, industry, and 
full-time status as well as age.8  The dependent vari-
able is equal to one if the worker was displaced dur-
ing the three-year survey period and zero otherwise.  
A separate equation is estimated for each Displaced 
Worker Survey between 1984 and 2004.  An additional 
set of equations is estimated for the 1996 and later 
surveys when tenure information became available 
for all CPS respondents.   

Figure 8 shows the effect of age on the probabil-
ity of being displaced controlling for gender, marital 
status, non-white, education, industry, and full-time 
status.  Being in the 50-64 age group reduces the 
probability of being displaced by somewhere between 
0 percent and 2 percent.  Thus, the regression ap-
pears to confirm the pattern in the raw data that older 
workers are less likely to be displaced than younger 
ones.9

Figure 9 reports the results for the same type 
of equation, except this time tenure variables are 
included and specific age categories are used instead 
of two groups designating young and old workers.  As 
noted earlier, tenure information is available for the 
entire workforce only for the 1996 and later surveys.  
Again, the equations were estimated for each survey 
year between 1996 and 2004.  Figure 9 reports the 
coefficients from the 2004 equation, but all the equa-
tions are similar.  The results show that tenure — not 
age — protected older workers from displacement.  
Holding tenure constant, older workers are actually 
more likely than their younger counterparts to be 
displaced.10  Thus, to the extent that workers change 
jobs late in their careers, they are increasing their risk 
of displacement.  These older workers lose the protec-
tion afforded by tenure and face the increased risk of 
displacement associated with age.

Do Other Data Sets Show 
Similar Results? 
To confirm that tenure, not age, is the factor protect-
ing older workers, additional equations were estimat-
ed using the Health and Retirement Study (HRS).  The 
HRS is a nationally-representative data set that began 
in 1992.11  It contains detailed information on educa-
tion, job history, health, and many other demographic 
and economic variables and therefore is ideal for this 
study.

Source: Authors’ calculations from U.S. Bureau of the Cen-
sus (1985-2005).

Source: Authors’ calculations from U.S. Bureau of the Cen-
sus (2005).
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As in the Displaced Worker Survey equations, it 
is tenure that has a large and statistically significant 
effect.  Tenure of ten or more years reduces the prob-
ability of displacement by more than 10 percentage 
points compared to tenure of less than one year (see 
Figure 10).  Even 5-9 years of tenure reduces the dis-
placement probability by 5 percentage points.  These 
magnitudes are roughly the same as those found in 
the analysis of the Displaced Worker Survey.12  

The HRS also has extensive information on pen-
sion coverage for each individual, making it possible 
to test the impact of pensions on the probability of 
displacement.13  Workers with pension coverage were 
divided into three groups: “defined benefit only,” 
“defined contribution only,” or “both.”  The results, 
as shown in Figure 11, suggest that coverage under a 
“defined benefit plan only” reduces the probability of 
displacement by about 4 percentage points, compared 
to about 2 percentage points for “defined contribution 
plan only” and about 3 percentage points for “both.”

The pension results are consistent with intuition. 
The thought going into the exercise was that pension 
coverage, and the interest it implies in employees, 
probably reduces the likelihood of displacement.  
This assumption seemed particularly likely in the 
case of defined benefit plans where workers are often 
represented by a union that might resist plant clos-
ings and other layoffs.  Furthermore, defined benefit 
plans often contain early retirement incentives that 
would obviate the need to lay off older workers.  

The HRS also allows an estimate of the perma-
nent impact of displacement, which helps to refocus 
on why displacement is such an important topic.  
Surveys consistently show that people plan to stay in 
the labor force until age 65, but the median actual 
retirement age is 62.14  Part of the explanation is that 
people get thrown off course by a negative shock.  
Many never recover fully.  Thus, displacement seri-
ously reduces the likelihood that older people will be 
employed and able to save for retirement.

To assess the impact of displacement on employ-
ment, the last HRS equation takes advantage of ques-
tions about whether the person had been displaced 
due to either a business closure or other reasons 
to estimate the impact of these events on future 
employment.  The sample consists of those who are 
working when they first enter the sample — that is, 
people with an attachment to the labor force.  In the 
estimated equation, the dependent variable is one if 
the person who was working when first observed is 
currently working, and zero otherwise.  The results 

Source: Authors’ calculations from University of Michigan 
(1993-2005).

Source: Authors’ calculations from University of Michigan 
(1993-2005).

The first equation used in this analysis estimates 
the probability of being displaced (not working be-
cause of a lay-off or business closure, which is treated 
separately from other lay-offs in the HRS).  In each 
case, the sample consists of those who were working 
in a previous period.  The equation includes three 
age groups: 50-54, 55-59, and 60-65; under 50 is the 
omitted group.  In addition, the equation includes 
variables used in the Displaced Worker Survey regres-
sions — gender, marital status, non-white, education, 
tenure, and industry, as well as establishment size (a 
variable not included in the DWS).    



Issue in Brief 7

show that, controlling for age, education, being 
female, married, non-white, and survey year, losing a 
job due to a business closure reduces the probability 
of working in subsequent waves by 13 percentage 
points and being displaced for all other reasons reduc-
es the probability by 21 percentage points (see Figure 
12).  The effect does diminish over time, but only by 
a small amount —  about one percentage point per 
year.  Thus, being forced to leave a job has a lasting 
effect on the employment prospects of older people.  

Conclusion
A number of conclusions emerge from this brief 
summary of trends in the displacement of older work-
ers.  While workers need to work longer to achieve 
retirement security, job displacement of older workers 
has lasting negative effects on employment prospects.   
Fortunately, older workers have had lower displace-
ment rates than younger workers, and displacement 
rates have not increased in two decades.  However 
job tenure, not age, drives displacement trends.  And 
declining job tenure suggests older workers could be 
more vulnerable in the future.

Figure 12. Impact of Displacement and Time 
Since the Event on Probability of Working, HRS, 
1992-2004
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Endnotes
1  Munnell and Sundén (2006). little effect on the coefficient estimates and standard 

errors for all other explanatory variables in the regres-
2  For a summary of the literature on displaced work- sions.
ers to 1998, see Kletzer (1998).  Using the Panel 
Study of Income Dynamics, Polsky (1999) found that 9  As in earlier studies, women, married people, and 
the consequences of job loss worsened between the those working full time have a low probability of 
periods 1976-81 and 1986-91. displacement, and race appears to have no impact.  

Private sector workers in goods-producing industries 
3  Becker (1975).   have a higher probability of displacement than those 

in private sector service industries.  In contrast, public 
4  Abraham and Farber (1987) and Altonji and Sha- sector employees have a much lower likelihood of 
kotko (1987) demonstrated a positive relationship displacement than their private sector counterparts. 
between tenure and earnings, supposedly reflecting 
the acquisition of firm-specific skills.  Topel (1991) 10  Over the 1996-2004 DWSs, displacement rates 
challenged these results, arguing that it was unclear averaged 16.5 percent for those with 0-1 years of ten-
whether the relationship reflected the acquisition ure; 11.9 percent with 1-4 years; 5.9 percent with 5-9 
of firm-specific skills or simply that high-wage jobs years; and 4.4 percent with 10 or more years.  
survive or that more productive people change jobs 
less frequently, both of which would produce a posi- 11  The original HRS survey interviewed people age 
tive relationship between tenure and wages.  Correct- 51-61 and their spouses (regardless of age), with about 
ing for these possible biases and using the first 16 12,650 individuals from about 7,600 households.  
waves of the Panel Study of Income Dynamics, Topel Children of the Depression (1923-1930) and War 
estimated that 10 years of seniority raises the wages Babies (1942-1947) were added in 1998, bringing the 
of the typical male worker by 25 percent over what he total sample to more than 22,000.  The survey was 
could earn elsewhere.  re-administered in 1994, 1996, 1998, 2000, 2002, 

and 2004.  The HRS is conducted by the Institute for 
5  Farber (1993, 1997a, 1997b, 2003, and 2005), Social Research (ISR) at the University of Michigan 
using the Displaced Worker Surveys (DWSs), showed and is made possible by funding from the National 
that the probability of displacement declines with age Institute on Aging.  See Juster and Suzman (1995) for 
when looking at men and women together.  Boisjoly, a detailed overview of the survey.  Additional informa-
Duncan, and Smeeding (1998), using the Panel Study tion is available at the ISR website: http://hrsonline.
of Income Dynamics, found that the likelihood of in- isr.umich.edu/.
voluntary joblessness for men with the same level of 
education is higher among younger men than among 12  The coefficients of many of the other variables 
those over 50.  Rodriguez and Zavodny (2000 and in the equation also are consistent with those in the 
2003) using the DWSs from 1984-1998 show that the DWS regressions.  Being female or married reduces 
probability of displacement decreases with age.   the likelihood of being displaced.  Having a college 

education reduces the probability of displacement by 
6  The Displaced Workers Survey was conducted as a small amount — 2 percentage points — which is 
part of the January Current Population Survey (CPS) also consistent with the DWS results.  Being non-
in 1984, 1986, 1988, 1992, 2002, and 2004 and the white appears to have no effect on the probability 
February CPS in 1994, 1996, 1998, and 2000.  of displacement for the HRS population, whereas it 

alternates between no effect and a slightly positive ef-
7  The adjustments are made following Farber fect on displacement in the DWS regressions. 
(1997a).  

13  The January and February CPSs which form the 
8  The analysis is limited to displacement because basis for the DWS analysis do not have pension data, 
of plant closure, position abolished, or slack work.  so we tried imputing coverage from the March CPS, 
Using a more detailed set of 56 industry dummy vari- but it was unsuccessful.
ables instead of the set of private goods sector, private 
service sector, and public sector dummy variables had 14  Employee Benefit Research Institute (1996-2006).
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