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Confluence Investment Management offers various asset allocation products which are managed using “top
down,” or macro, analysis. We publish asset allocation thoughts on a weekly basis in this report, updating the
report every Friday, along with an accompanying podcast and chart book.
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The Impact of Older Americans on the Labor Market

In analyzing the path for the economy, an important factor is separating the temporary effects of
the pandemic from those that are longer lasting. The debate over whether inflation will be
transitory is tied to this determination. The impact on the labor markets is another element. One
change that appears to be permanent is that the pandemic accelerated retirement among baby
boomers.

Currently, Americans born in 1959 or earlier are eligible for Social Security, but 65 years old
remains the traditional retirement age. Americans working past 65 years old, at least as a
percentage of the total labor force, was common after WWII. Social Security was still relatively
new. However, from 1947 to 1985, the participation rate for Americans over the age of 65 fell
from the 28.6% peak in October 1949 to a low of 10.4% in June 1984. The number of
Americans in the labor force over the age of 65 peaked at 11.2 million in February 2020. It has
fallen since the onset of the pandemic. The participation rate, the percentage of workers relative
to the labor force, has declined since the onset of the pandemic and is continuing to decline.
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The chart above shows both the actual number of civilians employed over the age of 65 and the
percentage of these workers compared to the labor force of 65-year-olds and older. Participation
has been rising since the early 1990s. Some of this rise is simply due to a rising population of
Americans aged 65 years and older relative to the total population.
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This chart shows the actual and projected level of 65-year-olds and older compared to the total
population. The percentage has been rising since 2003 and is forecast to plateau in 2040. The
entire baby boom generation will be 65 years or older by the end of the decade.

We developed a simple model to measure labor participation of those 65 years and older
compared to the population of that age cohort. Starting in 2008, the model generally predicted
the path of participation in this age bracket. However, since the pandemic, participation has
plunged, and the pattern suggests that it’s likely permanent. Using a similar calculation using the
employment/population ratio for this age cohort, the decline in older worker employment
represents around 833,000 jobs. Assuming a stable labor force, that would have reduced the
overall unemployment rate to 4.9%.
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What impact would a decline in workers aged 65 and older have? Since older workers are often
paid more due to their years of service, losing these workers will, at least initially, improve
margins. It will almost certainly lead to some increased hiring of younger workers and may
accelerate lowering the age of the workforce. Industries will not be equally affected; some are at
high risk. For example, in 2020, 32.9% of farmers and 25.0% of aircraft assemblers are in this
age bracket.

For markets, older Americans who leave the workforce may be inclined to reduce their equity
positions. However, returns in fixed income are paltry, so the potential negative impact might be
less than one would expect. Dividend-paying equities could be particularly attractive. But
overall, the impact on financial markets will likely be centered on the wage effects.

Past performance is no guarantee of future results. Information provided in this report is for educational and illustrative purposes
only and should not be construed as individualized investment advice or a recommendation. The investment or strategy discussed
may not be suitable for all investors. Investors must make their own decisions based on their specific investment objectives and
financial circumstances. Opinions expressed are current as of the date shown and are subject to change.

This report was prepared by Confluence Investment Management LLC and reflects the current opinion of the authors. It is based
upon sources and data believed to be accurate and reliable. Opinions and forward-looking statements expressed are subject to
change. This is not a solicitation or an offer to buy or sell any security.
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