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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 a special section within
our Daily Comment report, updating the piece every Friday.
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The pandemic has clearly affected the economy. The decline in economic activity in Q2 will be
historic. However, it is still unclear what effects will be temporary and what will be long-lasting.
A recent paper suggests that one permanent change may be a reduction in older workers.
COVID-19 has a disproportionately negative impact on older people; studies have shown that
nearly 75% of fatalities have occurred among those over the age of 65. That age falls roughly in
the middle of the baby boom generation. Anyone born in 1955 or earlier falls into this high-risk
category.

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. But, 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 10.8 MM in February. It has fallen sharply since.
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This chart 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
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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.

POPULATION +65 AS A % OF TOTAL POPULATION

24+ - 24

20 /_/ 20

16 / 16

-

4

L0 00 0
10 20 30 40 50 60 70 80 920 00 10 20 30 40 50 &0 70 80 S0 QO

Source: Haver Analytics

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.

It is possible that the tendency for COVID-19 to be a greater risk to older workers may mean that
the drop in employment for adults 65 and over will be lasting. These workers have the option of
taking Social Security and don’t necessarily need to take the risk of returning to work. If they do
leave the workforce for an extended period, perhaps 18 to 24 months for a widely available
vaccine, employers may be less open to hiring this age of worker when a younger one can be
found.

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. It may also lead these older households to lower
the risk in their portfolios by reducing equity positioning. Of course, given current paltry interest
rates on low-risk fixed income, investors striving for yield will be forced to take on equity-like
risk at times. It is still unclear whether the pandemic will lead to a permanent shift, but there is a
good chance it will. Thus, we will continue to monitor this development.

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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