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FACULTY RETIREMENT INCENTIVES BY COLLEGES AND UNIVERSITIES
John Pencavel*
. Introduction

The ending of mandatory retirement has given tenured faculty a new job privilege® Except for
faculty dismissed for cause, atenured faculty member’s decision to leave a university or college is now
entirely at the discretion of thefaculty member. At onetime, theimplicit contract between auniversity and a
professor involved tenure for acertain number of yearsfollowed by itstermination at aspecified age. The
professor was protected from job dismissal for his views, but in return the ingtitution was permitted
unilateraly to sever its association with him a aparticular age. With the end of mandatory retirement, this
univerdty-initiated severance has been ended.

Y et academic tenurewas not intended to provide aguarantee of lifetime employment. 1n 1940, the
American Association of University Professors provided a classic statement about academic freedom and
tenure:®
‘Ingtitutions of higher education are conducted for the common good and not to further the interest of elther
theindividua teacher or theingtitution asawhole. The common good depends upon thefree search for truth
and itsfree exposition. Academic freedom isessentid to these purposes and gppliesto both teaching and
research....... Tenure is a means to certain ends; specificdly: (1) freedom of teaching and research and of
extramurd activities, and (2) a sufficient degree of economic security to make the profession attractive to
men and women of ability. Freedom and economic security, hence, tenure, areindispensable to the success
of an inditution in fulfilling its obligations to its sudents and to society.’

The argument here is that society’s wdll-being is enhanced by protecting the employment of the

scholar who expresses unpopular views. In addition, this statement perceivesthat guaranteed employment
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requiresapay policy and soit expressestheimportance of adequate“ economic security.” Thegtatementis
slent about mandatory retirement.*

Theend of mandatory retirement of collegeand university faculty in January 1994 hasincreased the
employment of older faculty. Inacomprehensve andysisof inditutionswhosefaculty participatein TIAA-
CREF, Ashenfelter and Card (2002) reported that, whereas the retirement rate of 70 year old faculty was
about 75 percent prior to thelifting of mandatory retirement, thisfell to below 30 percent in the two years
from 1994 to 1996. These changes were Smilar across different types of colleges and universities and
across disciplines. Smilarly, Clark, Ghent, and Kreps (2001) report that, at the three North Carolina
research universties, retirement rates of tenured faculty aged 69 years dropped from 61 percent intheyears
1988-92 to 38 percent after the elimination of mandatory retirement whilethose aged 70 yearsfel from 77
percent to 13 percent.

With the end of mandatory retirement in academia and the rise in employment of older faculty,
colleges and universities have resorted to other meansto induce employment separations. The purpose of
this paper isto review these other meansand to consider how el se universities may be expected to respond
to the changes resulting from the end of mandatory retirement. Though the literature sometimes portrays
universties policiesto induce employment separationsasif they aredidinctiveto academia, infact thereare
many examples from other types of labor markets of employers devising procedures that respond to
congraints placed on their ability to terminate the employment of workers.

In labor markets in generd, though employment-at-will was once the prevailing doctrine in this
country governing employer behavior with respect to employment separations, it has now been eroded to

such an extent that alarge part of the personne or human relations departments of many businesses are
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devoted to specifying and implementing policiesto facilitate the dismissa and layoff of employees. Various
pieces of satute (such asthe 1935 Nationa Labor Relations Act, Title VI of the 1964 Civil Rights Act,

and the 1990 Americans with Disabilities Act) have placed congraints on the behavior of employerswith
respect to the separation of their employees. Furthermore, decisions in state courts have recognized

exceptions to the employment-at-will rue® Most collective bargaining contracts in this country require
managements to go through explicit procedures to end the employment of any worker covered by these
contracts and sometimes there are mandatory severance payments that the employer must pay the

terminated worker. What operates for unionized workers in this country obtains for a large number of

workers- unionized or not - inmany countries of theworld. Seeninthislight, the congtraintsimplied by the
end of mandatory retirement on universities provide just another example of a set of policies that restrict
what employers may do to terminate the employment of employees.

What policies do colleges and universities now use to affect the employment decisons of their
tenured faculty? And what do we know about the relative effectiveness of these policies? This paper takes
up these questions by exploiting two bodies of data. Thefirst consstsof the data collected from the Survey
of Changesin Faculty Retirement Policies conducted by Ronad Ehrenberg and his colleaguesat Cornell
University.® The survey was conducted in August and September 2000 and it collected information from
608 inditutions. | augment this useful survey with information on these ingtitutions kindly provided by the
American Association of University Professors.

Inaddition, | draw upon the adminigtrative datataken from thefaculty payroll and benefitsofficesat
the University of Cdifornia (UC). In the early 1990s, the UC system engaged in the largest “ buyouts’

(voluntary severance payments) of any academic inditution in history. Why were these buyout programs
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indtituted, how did they operate, and what wastheir effect? What may belearned from these buyouts about
the gpped of buyout programs as mechanisms to effect the employment of tenured faculty?

| shal argue in this paper that the employment problems presented to colleges and universties
resemble thosefaced by employersin other labor markets and the phased retirement programs and buyouts
that have become common in higher education have been used by other types of employerstoo. Buyouts
seem to have specia apped to colleges and universities because they hold the prospect of effectingacutin
payrolls and of changing the demographic structure of the faculty quickly. However, forecagting the
consequences of buyoutsisdifficult to determinewith any confidence especidly when faculty speculatethat
an " unsuccessful” buyout now may befollowed by amore generousbuyout in thefuture. Inan environment
of volatile expectations, buyouts may not yield the outcomes that university administrations seek.

More generdly, contrary to the predictions of observerswriting about twenty years ago when the
Age Discrimination Act was being discussed, the end of mandatory retirement has not brought about the
attenuation of tenurein higher education. The system of tenure remains very much the same asit was and,
for the mogt part, it has not been replaced with long-term employment contracts or other features that
compromise guaranteed employment for the tenured faculty member. The reason for thismay well be that
colleges and universities have found that the measures a hand are adequate to ded with the conjunction of
tenure and the aging of faculty. Among these measures has been the growth of part-time faculty and
ingructors without tenure-track status. (See Ehrenberg and Zhang (2005).) So whilethe system of tenure
has remained broadly untouched by the end of mandatory retirement, it is now extended to asmdler share
of theingructionad employees of universtiesand colleges. The growth of contingent employment that has

characterized many labor marketsin recent decades has a so been afeature of the labor markets of higher



education.

I1. Penson Plans and Retirement Patterns

College and university procedures reating to the employment of older tenured faculty are usualy
cdled retirement policies. However, of course, only an individua can determine whether he or sheretires
from market work; more precisdly, the university designs incentives for such faculty to relinquish tenure.
Theindividud may “retire’ from the university, but not necessarily from labor market work. Indeed, itisnot
uncommon for faculty who have accepted a “retirement” incentive to return to work a the very same
inditution from which he has just “retired”. What has hgppened is that the individua faculty member has
relinquished tenure and his Satus has changed markedly upon hisreturn to university employment. Inwhat
follows, dthough we shdl refer to an individud retiring or leaving employment, in many indanceswhet is
involved is the surrender of tenure,

Themonetary incentivesto induce the renunciation of tenure and the separation of atenured faculty
member from the university are often linked to the pension program or are financed out of the penson fund
and thisiswhy theuniverstiesthink of them as*retirement” incentives. However, thereisnothing preventing
theindividua from engaging in market work after “retirement” from histenured employment at auniversty.
Indeed, inasurvey of dl older wage and salary workers, Brown (2000) found that nearly haf of thosewho
accepted temporary retirement incentives were employed for pay two years later.” The corresponding
percentage for univerdty faculty may well be lower than this, but regardless the point remains that
“retirement” incentives are more precisely separation incentives.

Many universty policies designed to induce older faculty to relinquish tenure are linked to the

characteristics of the penson plan ot isnot surprising thet theterms of theindividua’ s pension plan hasa
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marked effect on whether the individua electsto retire® There are two broad classes of pension plan: a
defined benefit (DB) plan and a defined contribution (DC) plan. A typica DB pension plan specifiesthe
annud flow of pension benefit usualy as depending on an individud’ s pre-retirement slary and on other
variables (often, years of service). It isthe employee’ s benefit thet is defined. A typicad DC pensonplan
specifiesthe payments made by the individua and employer into afund whichisinvested in securities. The
vaue of theaccumulated assatsisdetermined at thetimethe worker retireswhereit isusudly convertedinto
an annud flow of income (an annuity). With aDC plan, it is the employer’ s payments that are defined.

One theme running through this paper is the important consequences of choice of penson plan.
Many features of an inditution’ s retirement policies are associated with the indtitution’ s pension plan type.
Although generdizations are sometimes difficult, in many casesfor older faculty, atypicd DC plan embodies
greater incentives to remain & work than a DB plan. This is best understood by considering the
comparative returns to onemore year of work for afaculty member under aDC plan and then under aDB
plan.

Under aDC plan, with each year of work, an employee adds another year of contributionsto his
pension wedth, he earns returns on his prior penson wedlth, and his monthly annuity will be larger a an
older age reflecting the shorter life expectancy remaining. Under aDB plan, one more year of work adds
onemore year of service to the formula defining pension income (unlessthe individua has aready reached
the maximum benefit). However, the addition to pension income from one more year of work under aDB
planistypicaly not aslarge asthe consequencesfor the pension annuity under aDC plan of one moreyear
of work. Indeed, the expected present value of pension benefitsunder aDB plan often falswith onemore

year of work for someone aged over 60 years.
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For thisreason, other thingsequd, auniversity that haseected to operatewithaDC pensonplanis
likely to find it has alower retirement rate of older faculty and, perhaps, a greater need to devise explicit
retirement incentives than a university that uses a DB pension plan.® Indeed, we shall note below that
colleges and universitieswith DC pension plans are more likely to operate a permanent phased retirement
program and to have offered faculty buyouts than colleges and universitieswith DB pension plans.

Themaost common penson plan offered by educationd inditutionsisan exclusve DC plan dthough
it is not unusud for different varieties of DC plans to be available. In Ehrenberg’ s (2003) survey, some
two-fifths of responding ingtitutions reported offering their faculty one or severa DC plansonly. Fifteen
percent offered a DB plan only.™

The incidence of DC pension plans is markedly different between private and public indtitutions.
According to Table 1, virtudly al private inditutions offer aDC plan only. Mogt public inditutions offer
faculty achoice between aDC planand aDB plan. Thisisgeneraly effected by dlowing faculty toenroll in
pension programs available to al state employees and these are often DB type plans. In addition, these
public colleges and universities offer their faculty aDC plan.™

Because of the sharp differencesin the incidence of pension plan type between private and public
inditutions, in examining various features of inditutions' retirement programs, it isimportant to differentiate
between the effect of any penson plan type and the effect of the private-public digtinction. 1n other words,
when two variables are highly correlated (asis the case here involving penson plan type and the private-
public character of the indtitution), it is important to identify whether, in andyzing various fegtures of
retirement programs, the principa variable is the pension plan type or the private-public nature of the

school. We shdl accomplish thisthrough multivariate andys sthat separatesthe corrdations associated with



pension plan type from the correlations associated with the private-public Satus of the inditutions.

To be specific, suppose (as we shal do below) we andyze the incidence of phased retirement
programs across inditutions and we want to determine those features of these inditutions that are
associated with the incidence of phased retirement programs. Thus, let y beavariable that takesthe vaue
of unity for those indtitutions with a phased retirement program and of zero for those ingtitutions without a
phased retirement program. In the research reported below, we focus on three classes of variablesto
determine their association with the occurrence of phased retirement programs. the type of pension
program, the type of institution (as messured by the Carnegie dassification),'? and whether theingtitution is
private or public. We may writethisas
1) prob(y = 1) = F(DC, DOCTORAL, PUBLIC).

In other words, the presence or absence of a phased retirement program can be interpreted as the
probability that an ingtitution has a phased retirement program. DC takes the vaue of unity for those
inditutions that operate only a Defined Contribution type of penson plan and of zero for others.
DOCTORAL takesthe vaueof unity for thoseingtitutions classfied asDoctord granting ingtitutionsand of
zero otherwise. PUBLIC takesthe vaue of unity for Public collegesand universitiesand of zerofor Private
collegesand univerdties. Fisthelogidtic didtribution, adigtribution that ensurestheimplied probabilitiesare
neither greater than unity nor less than zero. This equation (and others that are modificaions of this
specification) may be fitted to the Sx hundred or so inditutions that provided information to Ehrenberg
(2003) and maximum likelihood estimates of the implied effects of these three classes of variables on the
incidence of phased retirement programs may be derived.

Inthisexample, y slandsfor the incidence of phased retirement programs and, indeed, thiswill be
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oneof the variableswhose patternswill beinvestigated below. In addition, we shdl examinetheincidence
of buyout programs and assess the separate effects of DC, DOCTORAL, and PUBLIC on buyout
programs. For both the incidence of phased retirement programs and the incidence of buyouts, we shal
find that there is a separate and distinct role for each class of variable. That is, the penson plan typeis
associated with (say) theincidence of phased retirement even holding congtant the separate effect of being a
Public or Private university.

Weturnfirgt to aconsideration of exigting retirement incentives availableto collegesand universties
with specid attention later to phased retirement and buyout programs.

[11. What Retirement Incentives Do Universities Use?

Temporary and Permanent Policies

It is useful to distinguish two types of retirement incentives. Some incentives are in place for a
gpecific period of time in response to a particular and temporary set of circumstances. These aspire to
effect adiscrete changein the sze and/or age composition of the faculty within afew monthsor years. On
the other hand, some incentives are viewed as part of an indtitution’ spermanent personnd policiesdesigned
to address the enduring issues posed by the end of mandatory retirement. Because these policies are, in
fact, never permanent and can be changed, the distinction between the two types of policiesmay blur. For
example, theterms of the permanent policies may be changed at atime when the University isexperiencing
budgetary problemsand, dthough the new * permanent” policies may beintroduced without specifying that
they will operate only for a certain time, in practice they may wel be dtered again when budgetary
conditions change.

The temporary policies are sometimes described as “window” policies because they gpply for a
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specified period of time. Thisisasuitable digtinction provided it isunderstood that there are two different
meanings to “time’: cdendar time and age. Usudly, the window policies are responses to transtory
budgetary problems and they offer severance opportunitiesfor faculty wholeave (or, sometimes, promiseto
leave) between one calendar date and another calendar date. However, they apply usudly to faculty at
specified ages and, in this sense, some have used the word “window” to describe policiesthat operate for
faculty only within a designated age interval. Used in this sense, permanent retirement policies are dso
“window” policies becausethey are often specified for faculty in particular age groups. That is, there may
be permanent severance incentives for faculty who retire within the window of ages 60 to 65.

In generd, a universty provides inducements for an employee to quit by changing his returns to
university employment compared with his returns to leaving this employment. The returns to university
employment are affected by the age profile of earnings. Among workersin generd, median red earnings
tend to fall after a certain age.®* The age at which this happensis|later for well-educated workers than for
poorly-educated workers, but it tends to be the case for al such workers.

Among university teachersand researchers, nomind earningsincreasestend to be smaller for faculty
aged intheir sixtiesand a series of meager pay raises can serve asaclear Sgnd for faculty to expect further
modest increases. Although every organization must avoid the gppearance of itspay policiesbeingtied to
age rather than to productivity, in practice the university’s sdary policies are an adjunct to its retirement
policies becausefor many disciplinesan age- productivity association isstrongly suggested with productivity
falling with age after a certain point.** Expressed differently, just as upward-doping earmings-age profiles
may discourage employeeturnover a younger ages, o downward-doping age-earnings profileslater inlife

embody incentives to leave employment.



12

Explicit Retirement Incentives

In addition to the implicit incentives provided by their pay policies, universties may put in place
explicitincentivesfor faculty to retire. Theseincentivestake different forms, but some are characterized by
various severance pay opportunities for quitting by a certain age. A typica severance incentive pays a
retiring faculty member an amount that is proportiond to his or her most recent sdary and the factor of
proportiondity declineswith age. Usudly faculty aredigibleonly if they haverecorded acertain number of
years of sarvice at the university.”® Another form of monetary incentive takes the form of some sort of
pension credits.'’

These are examples of monetary incentives accompanying a trangtion. There are aso non
monetary inducements to enhance the returns to rinquishing tenure. For many academics, the socid
aspects of work - the daily contact with colleagues and students, the sense of being part of a shared
enterprise - are closdy intertwined with the “job” aspects. Hence the opportunity for an individua upon
retirement to retain an office or lab gpace and remain arespected figure in the collective venture can be an
important inducement to retire. Moreover, for many scholars, their work isanintegra part of their identity
and the opportunity to continue their work in asocia setting can be a very important component of their
wdl-being. They are often ready to waive tenure and the administrative chores of being afaculty member,
but they do not want to forego the socid aspects of employment and the explicit connection to their
scholarly work. For these people, the opportunity to retain an office or |ab space or be eligibleto apply for
research grants makes the trangtion to retirement more attractive.

Ehrenberg’ s (2003) survey asked whether the ingtitution offered various benefitsto retired faculty

and the summary of responses are given in Table 2. This table presents the responses for
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Doctora/Research Universities separatdly from the other categories of colleges and universities because our
multiple regression andyssindicated that the only cons stent difference among indtitutionswasthat between
Doctora/Research Universitiesand dl others and there was no persi stent correlation between theincidence
of these benefits and the Public-Private nature of the ingtitution or the incidence of these benefits and the
type of pension plan that operated. 1n every instancein Table 2, theincidence of benefits provided retirees
is very much greeter at Doctora/ Research Universities than at others. For example, three-quarters of
Doctora Universties report they grant retirees office space whereas only two-fifths of other collegesand
universties claim to do so.™®

Of specid concern to retirees is hedth insurance and four-fifths of the inditutions responding to
Ehrenberg’ s (2003) survey reported thet retireeswere digiblefor group medica insurance. Y et only three-
fifths of these inditutions actualy contributed to the cost of this hedlth insurance. Ehrenberg (2003) noted
that “the fallure of ingtitutions to contribute to retiree hedth insurance may provide an incentive for their
faculty membersto delay ther retirements and inditutions would profit by serioudy considering thisissue’
(p. 7).

Mog inditutions alow some retired faculty to carry on teaching on a part-time arrangement.
However, once afaculty member retires and loses tenure, colleges and universitiesarein apostion to be
quite sdlective in determining who is permitted to teach. Some faculty negotiate part-time teaching
arrangements before (and sometimes as a condition of) retiring.

V. Phased Retirement Programs

Onetype of permanent retirement policy concerns the modification of the terms of employment to

permit phased retirement.  With these programs, faculty do not move discontinuoudy from full-time
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employment to full-timeretirement, but rather for aperiod of timethey occupy anintermediate Sateinwhich
their teaching and advising respongbilities are reduced over those responsibilities associated with full-time
employment. According to the recent Cornell study, 27 percent of ingtitutions responding to their survey
reported the existence of such phased retirement programs. In those phased retirement programs, about
one-third of indtitutions had procedures that did not require individuals to seek and obtain adminigtrative
gpprovad to take advantage of them wheress, for the remaining two-thirdsof indtitutions, individua faculty
members needed some sort of adminisirative sanction to avall themselves of this benefit.

Thetypica phased retirement program specifies an agewindow (bath minimum and maximum ages)
for digibility and alength of service requirement. Usudly the faculty member participating in such phased
program gives up tenure and commitsto moveinto full-timeretirement after agiven number of years(usudly
threeor five). Faculty in phased retirement are paid lessthan their full-time sdary athough non-sdary fringe
benefits are often comparable to full-time employment.  For indance, inditutions usudly pay into the
individud’s hedlth insurance program at the same rate as if the individua were a full-time faculty member.
One survey of universities (Ledie and Janson (2005)) suggests thet, by providing older faculty with more
employment options, a phased retirement program boosts morale among long-serving employees.

Allen, Clark, and Ghent (2004) provide an excellent case study of the phased retirement program
introduced at the 15 campuses of the University of North Carolinasystemin 1997-98."° To bedigiblefor
the UNC phased retirement program, faculty must be tenured and aged at least 50 years with 20 years of
service or at least 60 yearswith 5 yearsof service. Most campuses selected aperiod of threeyearsfor the
intermedi ate state of semi-employment (phased retirement). At UNC, those occupying the state of phased

retirement are not digible for most fringe benefits. By comparing the characterigtics of thefaculty who opted
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for phased retirement in 1997-98 with the characteristics of those who in 1995- 96 dected to remain fully
employed and those who in 1995-96 chose to retire full-time (i.e., a atime when part-time employment
was not an option), Allen, Clark, and Ghent (2003) argue that the people choosing phased retirement in
1997-98 appear more sSimilar to those who remained at work in 1995-96 than thosewho retired completdly
in 1995-96. The suggestion isthat, in the absence of the phased retirement option, most of those faculty
who chose phased retirement would have remained full-time faculty members. Thisis akey issuein
assessing the value of phased retirement programs: in the absence of such programs, what fraction of the
phased retirees would be working full-time and what fraction would be retired completely? Those who
criticize phased retirement programs often presume to know what the aternative activity would have been.

Data from Ehrenberg's (2003) study were andyzed to determine the inditutiond variables
associated with the incidence of phased retirement programs. As described in Section |1 above, three
categories of variables were examined for their association with the occurrence of phased retirement
programs. the type of pension program, the type of ingtitution (as measured by the Carnegie classification),
and whether the indtitution was private or public. We may write thisas

prob(PHASEDRET = 1) = F(DC, DOCTORAL, PUBLIC)

where PHASEDRET takesthevaueof unity for aninditution with aphased retirement program and of zero
otherwise. DC takesthevaueof unity for thoseingitutionsthat operate only a Defined Contribution type of
pension plan and of zero for others. DOCTORAL takesthevaueof unity for thoseinditutionsclassfied as
Doctord granting ingditutions and of zero otherwise. PUBLIC takes the vaue of unity for Public colleges
and universities and of zero for Private colleges and universities. F is the logidtic distribution and the

equation isfitted to data on 607 inditutions.
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Maximum likelihood estimates of the implied effects of these three classes of variables on the
incidence of phased retirement programs are contained in column (1) of Table 3 Theseresultsareto be
interpreted asfollows: holding each of these groups of variables congtant, phased retirement programs are
more likdly in inditutions

with defined contribution (DC) penson plans. Holding congtant the Private- Public digtinction and
the Carnegie classfication, an inditution with apure DC planis 24 percent morelikely to operatea
phased retirement program than an indtitution that has some sort of defined benefit program. As
argued in section |1 above, thisreflectsthe programmeti c features of aDC programthet offer fewer
incentivesto retire compared with a DB program so that ingtitutions with DC plans areinduced to
resort to other schemes (such as phased retirement program) to encourage retirement. In addition,
because DB retirement benefits are often inked to an individud’s sdary immediatdy prior to
retirement, faculty on DB plansdo not want to conclude their employment earning lessthan full pay
asisimplied by the typica phased retirement program.

that are classfied by the Carnegie system as Doctorate-granting inditutions. These Research

universties have an 10 % greater probability of offering a phased retirement program than other

types of colleges and universities.

that are Public inditutions. Holding other variables congtant, Publicingitutions have aseven percent

higher probability of offering phased retirement programs than Private ingtitutions®

The specificationin column (1) of Table 3treatsdl indtitutions other than Doctord inditutionsasthe
same with respect to the incidence of phased retirement programs. The specification in column (2) alows

for different effects across the other types of Carnegie-classfied inditutions with separate categories for
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Madgter’ sDegreeindtitutions, for Bacca aureste indtitutions, and for all two year colleges. 1t doesappear as
if phased retirement systems are least common in two year colleges.®

In addition to the equations whose results are reported in columns (1) and (2) of Table 3, other
equations were estimated to describe the incidence of phased retirement programs. For instance, we
examined whether the Private- Public digtinction described above varied with the Carnegie classification so
that, for ingtance, Public Doctord schoolswere different from other types of Public inditutions. Infact, no
further meaningful satistica differences were obtained.

V. Buyout Programs

Sometimes educationd ingtitutions determinethat an abrupt reduction inthelevel or compaosition of
faculty employment is caled for. In these circumstances, a common technique is a buyout program that
offers certain faculty for a specified period of time greater returns to relinquishing tenured employment.
Theseare sometimes cdlled * retirement windows™ dthough thislanguage may be mideading. “ Retirement”
connotesleaving al paid employment whereas these buyouts are opportunitiesfor digiblefaculty to give up
tenured employment and the individua faculty member does not necessarily retire from market work. In
addition, the word “window” has a double meaning: it refersto a specified period of caendar time during
which this separation opportunity isin effect; and it refers dso to an age window of digible faculty.

These buyouts are often prompted by an unexpected change in the indtitution’s financia Stuation
such as, inthe case of aPublic university, alarge cut in the state' s support for higher education. Of course,
Privateinditutions are subject to the vagaries of their financia environment too. Thesefinancia motivations
for buyouts are sometimes complemented by the need that Some universitiesfed to change the demographic

compogtion of its faculty.
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Thesereasonsfor auniversity or collegeingituting abuyout program are no different from thosethat
impd any business to inditute such a policy. In other words, many firms and businesses experience
fluctuating fortunes and, a times, they face the need to made sharp reductions in their labor costs. For
conventional businesses, these labor cost reductions are often effected by a combination of layoffs and
nomina pay cuts, options that are usudly denied to colleges and universities in dealing with their tenured
faculty. Neverthdess, outside of higher education, some conventiond for-profit firms have chosen to use
buyout programsin preferenceto layoffsand wage cuts. Thesefirmsview themsdavesasengaged inalong-
term (though usudly implicit) contract with their empl oyees and the effectiveness with which their employees
work depends crucialy on how management dedls with its labor force. 1n these circumstances, offering
severance incentives (buyouts) to employees is more likely to maintain worker morale and preserve
incentives to workers to acquire firm-gpecific skills.

Evidencethat buyouts are not restricted to college and university faculty is provided by the surveys
of individuds from the Hedth and Retirement Study, a nationdly representative longitudind survey of
individuas aged 51-61 yearsin 1992. In these data, Charles Brown (2000) found that, in the first haf of
the 1990s, an estimated 8.8% of workers had been offered at |east one buyout opportunity. Among those
workers who had |eft their employersin atwo year period, one-tenth had quit upon accepting a buyot.
Thisindicatesthat separations prompted by buyouts represent anon-trivia component of al such turnover.
The individuas offered such buyouts were a sdlect group of the work force: they were much better
educated than thetypica worker and tended to be professiona or manageria workerswho had workedfor
along timefor alarge (often unionized) firm; those who received buyout offers earned about forty percent

more than those who did not.
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With respect to educationa indtitutions in particular, Ehrenberg (2003) reported that some 35
percent of collegesand universities had offered buyouts since 1995. Some of these buyoutswere part of a
permanent program to induce separationswhile, in other cases, they weretemporary programs presenting
faculty with more atractive separation opportunities for a particular period of time. Ehrenberg (2003)
reported the interesting finding that there was atendency for someingtitutionsto have offered morethan one
temporary buyout plan and he conjectured that, “ once awindow plan is adopted and then expires, faculty
believe that future window planswill be adopted and thresten to delay their retirements until a subsequent
plan is adopted. This puts pressure on ingtitutions to adopt a subsequent plan if they want to encourage
their older faculty toretire’ (p. 4). Therole of expectationsin influencing the operation and effectiveness of
these buyout programs will be returned to below in the discussion of the programs a the Universty of
Cdifornia

Some buyouits take the form of lump-sum cash payments and others represent an addition to the
individual’ sretirement contributions especialy when the pension planisof the DB type?® However, itisnot
the case that, overal, buyouts were more common in ingitutions that operated a DB pension plan. This
concluson was arived a from multivariate andyss of the data from the Cornel study which were
investigated to identify the indtitutiona variables associated with the incidence of buyouts. As described
earlier, three classes of variableswere examined for their association with theincidence of buyouts: thetype
of pengon program, the type of indtitution (as indicated by the Carnegie classfication), and whether the
indtitution was private or public. In particular, the following equation was specified:

prob(BUYOUT = 1) = F(DC, DOCTORAL, PUBLIC)

where BUY OUT takesthe vaue of unity for an indtitution that had reported any buyout since 1995 and of
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zero otherwise. DC takesthe vaue of unity for those ingtitutions that operate only a Defined Contribution
pension plan, DOCTORAL takesthe value of unity for Doctora granting indtitutions, and PUBLIC takes
the vaue of unity for Public colleges and universties. F denotes the logidtic digtribution and the equetion is
fitted to data.on the 595 indtitutions providing information on buyouts. Maximum likelihood esimates of the
implied effects of these three classes of variables on the probability of buyouts are contained in column (3)
of Table3.*

These results have the following interpretation: holding each of these groups of variables constant,
buyouts are more likdly in inditutions

that are Private. Public indtitutions were 18 percent less likdly than Private inditutions to have

offered a buyout program over the previous five years.

that are classified as Doctora. Such research universitiesare about 17 percent morelikely to have

offered a buyout program than other types of colleges and universities.

with apension program that isexclusively of the Defined Contribution type. Inditutionsoffering just

aDefined Contribution plan are 13 percent morelikely to have offered abuyout program during the

five years prior to the survey than inditutions with at least some type of Defined Benefit plan.
As was the case with respect to the incidence of phased retirement programs, ingtitutions operating DC
plans appear to be those that find the need to introduce incentives to faculty to retire.

The estimatesin column (4) of Table 3 go beyond the smple distinction between Doctora and nort
Doctord inditutions and they dlow for differences among Master’ s Degree indtitutions, Baccalaureate
ingtitutions, and al two year colleges. Infact, asfar astheincidence of buyout programsis concerned, the

other three types of indtitutions are Smilar and, according to conventiona tatistical tests, the specification



21

that allows for these finer differences does not provide a superior description of the data.

V1. A Case Study of Buyouts: the Univerdity of Cdifornia, 1990-94

The Apped and Drawbacks of a Buyout Program

A buyout program has clear intrinsic gppeal. The basic notion is to provide monetary and non
monetary incentives to induce faculty to renounce tenure and quit employment with the ingtitution. Often,
pension fund reserves are drawn upon to effect the severance payments. Inthisway, adiscrete changeis
effected in both the level and the composition of theindtitution’semployment. If people are sendtiveto the
incentives offered (that is, if only smal monetary incentives are required to induce the required changein
employment), then the budget savings can be consderable. Also, because the buyouts are usudly offered
over a short interva of caendar time, the employment effects (and, therefore, the budget savings) are
reglized quickly.

Therearetwo principal concernswith buyouts. First, thereistheissue of the computation of payroll
savings and pengon expenditures. Although buyout programs will reduce payrolls and may do so swiftly,
they raise disbursements from pension funds both now and in the future. The appropriate intertemporal
cadculaions need to be made to ensure that, on baance, this is a prudent use of reserves. These
caculationsinvolve an assessment of whether pension reserves are adequate or projected to be adequate.
Colleges and universties need to be able to forecast accurately the size of the reduction in payrolls
accompanying any buyout program. What isknown about the ability of collegesand universitiesto forecast
the number of quits in response to the incentives offered?

Second, evenif thenumber of tenured faculty accepting the buyouts are predicted accurately, what

about the composition of retirements? Is there an adverse sdection problem meaning that the most
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productive senior faculty accept the severance incentives and the least productive remain in employment?
The concern here is that the more productive faculty are likely to have the more attractive dternative
employment opportunities and, therefore, are more inclined to accept the severance incentives, quit the
organization, and move to another college or university.”® Thiswill belessof aconcernif faculty view their
principa option asone of retiring from &l paid work rather than becoming re-employed somewhere lse.®

The apped of buyouts asameansto effect employment reductions may be severely compromised
by these two defects. These shortcomings probably explain why most employersin the economy do not
use such severance incentives to effect employment reductions: mogt firms implement employment
reductionshby layoffsor dismissds, that is, by the employer initiating the separation. Most employersdo not
choose to present their employees with amenu of severance payments and then leave the decision to their
employees of whether to accept these payments and to quit. Because tenure prevents colleges and
universties from laying off dgnificant numbers of senior faculty (except when the inditution is in dire
circumstances), employer-initiated separations are not an option for ingtitutions of higher education.
However, thesetwo possible defectswith buyoutsremain for universties: the number of separationsmay be
“to0” high or “too” low and the mix of separations (the adverse sdection problem) may have undesirable
consequences for the indtitution.

The Universty of California’'s VERIPs

What is known about the importance of these two concerns? To address this issue,
consder thefollowing casestudy that involvesthelar gest number of faculty accepting buyoutsin
any group of ingtitutions of higher education: the early retirement programs used by the

University of Californiafor tenured faculty in thefirst half of the 1990s?” Thesebuyout programs
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were induced by a state budget crisis that brought about sharp reductions in the state's
appropriationsfor higher education. Though the UC system responded in different waysto this
reduction in support, its most important response (measured by the cost reductions that were
effected) wasto provideincentivestotenured faculty torelinquish their tenure. Inthe firg half of
the 1990s, almost 2,000 tenured faculty (over 20 percent of all faculty in 1990) accepted the
monetary inducements and left their positions.

Theessential idea behind the schemewasasfollows. Whilethe University’ soperating budget
was in a desperate position, its pension reserves (the UC Retirement Plan) were very well funded. By
gtatute, income could not be redllocated from the pension fund to the current operating budget so, instead,
people were induced to switch from current payrolls to receiving pension income. In this way, because
dollars could not be transferred from one account to another, people wereinduced to switch from receiving
income from one source to another source.

Becausethe severance paymentswere funded out of pensionreserves, the buyoutswere portrayed
as exly retirement programs. Indeed, the common name for them was verips: voluntary early retirement
incentive programs. Anecdota evidence suggests that, indeed, some of those who accepted the buyouts
did cease paid employment. However, we aso know that some faculty accepted the severance incentives
and did not ceasework. Indeed, many returned to teachin their origind departmentsathough they were no
longer tenured and their Satus was quite different.

The firgt verip (named Plus 5) was extended in academic year 1990-91 and offered additiona
pension benefits to those who quit employment by 1 July 1991: cdl thisveripl. The second verip (named

Take 5) was offered in 1992-93 and the resignation date was 1 January 1993: cdl thisverip2. Thethird
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verip (named VERIP3) was introduced in 1993-94 and the separation date was 1 July 1994 cdl this
verip3. Daafrom the payroll and benefits offices of the UC system were used to anayze the acceptance
rate: the probability of an individua accepting the severance incentives offered to him or her.?® Because
adminidrative dataare usedin thisandys's, informeation about each faculty member’ shedth satusor income
from other sources (such as the spouse' s income), variables relevant to the severance decision, is not
available. Thiswould be a serious shortcoming if we sought afull account of severance decisions. In fact,
our research god isthe narrower onelisted above, that is, to evaluate the university’ s ability to forecast the
consequences of its buyout program and, for this objective, the information on employees we have is
precisgly what any university administration would have.

UC's pension program &t the time of the three verips was a DB plan that offered cost-of-living
adjusted annual payments proportiond to a faculty member’s highet UC sdary over a three year
consecutive period. The factor of proportionality rose with age at retirement and years of service. The
severanceincentives changed the formulafor computing pension benefits by operating separately ontheage
and years of service factors. Suppose, for each eigible faculty member i, we defineS to betheratioof i's
verip monetary bonus to i’ s pension incomein the absence of theverip. S isanindicator of the magnitude
of thesaveranceincentive. § varied acrossindividualsand, indeed, for thesameindividua, S varied across
verips because the terms of the verips were not the same. In veripl and verip2, the mean and median
vaues of § were about 19 percent, but in verip3 the mean and median values of S were 46 percent.
Indeed, in verip3, a some age and seniority levels, the value of S could reach as high as 90 percent.”

The Conseguences of the VERIPs

In the UC verips, is there ardationship between the magnitude of the severance incentive and the
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probability of its acceptance? Suppose, for each individua faculty member digible for a severance
payment, we form theratio of pension income offered by the verip to the individud’ sincome from work at
UC. Thisisthe replacement ratio.® For each verip, organize faculty by their ages. For dl faculty of the
same agein agiven verip, average their replacement ratios and compute the fraction of faculty who accept
the verip bonus.® Figure 1 presents these observations in a scatter diagram: the horizontal axis measures
the average replacement rate for faculty of a given age in a given verip; the vertica axis measures the
fraction of age-specific faculty digible for the verip who accepted it.

The positive dope to the relationship in Figure 1 is unmistakable: as pension benefits increase
rdaiveto saary, so alarger fraction of faculty of agiven age accept the severanceincentive. The convex
shapeto the relationship suggeststhat increasesin the replacement ratio have alarger effect on acceptances
at higher replacement rates. Figure 1 strongly suggests that faculty are responsive to monetary incentives.
Approximately, at areplacement ratio of 0.75, aone percent increasein the replacement ratio isassociated
with a 3.7 percent increase in the acceptance rate.

Forecasting the Response to Severance Incentives

However, this finding does not address the issue of whether the overal severance or acceptance
rate can be predicted with some confidence. Because the observations in Figure 1 describe average
behavior (averaged in each age group), individud variations in replacement rates and in acceptances are
conceded. Each observation in Figure 1 does not represent the same number of individud faculty: more
faculty were digible a older ages where replacement ratios were higher than at younger ages where
replacement ratios were lower. It is a the individud leve that the cost of the program needs to be

assessed. I the acceptance rate can be forecast with accuracy, the cost of the program can be cal culated
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with some reliability. To determine a program’s cost, what needs to be predicted is not so much the
aggregate severance rate, but the response of individua severances to different dternative monetary
incentives.

These buyout programs at UC provide arare opportunity to addressthisissue becausethere were
three such programs and we may ask whether the behavior displayed in one verip may be used usefully to
predict severance behavior in later verips. One might think that the prospect for reliable prediction in this
setting is auspicious: in each indtance, one is forecasting from behavior reveded by one group of faculty
members to subsequent behavior by the faculty at the same university - in someinstances, the very same
people - no more than eighteen months later.

Toassessthis, | used theindividud observationsin veripl to estimate rel ati onships between, onthe
one hand, the buyout acceptance decision and, on the other hand, alarge number of characterigtics of the
faculty membersincluding the size of eachindividud’ s severance incentive, income, base pension, age, UC
campus, and academic department. These estimated rel ationships were then used to forecast severance
probabilitiesfor eech digibleindividua inverip2. These predicted probabilitiesare aggregated for al faculty
of agiven age. Theimplied severance rates by age are then compared with actua severancerates by age.
Smilarly, usng thedataon digibleindividuadsin verip2, equationsreaing their severance decisionto setsof
independent variableswerefitted. | then asked how well verip3's severance probabilities could be forecast
using the verip2 behavior thus embodied in these fitted equations.

In each instance, the forecastswere not at al encouraging. Severanceratesby agein verip2 were
substantialy below those predicted on the basis of behavior reveded in veripl. Smilarly, severancerates

by agein verip3 were noticeably lower than thoseforecast by the severance equation fitted to faculty eigible
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for verip2 and, a fortiori, were considerably lower than those forecast by the severance equation fitted to
faculty digible for veripl.®*® To provide aparticular example, at the aggregatelevel, compared with actual
acceptance rates, verip3's acceptance rates were about 21 percent lower when using veripl's estimated
equation to predict verip3's acceptances and were about 49 percent lower when using verip2's estimated
equation to predict verip3'sacceptances. Onthe basisof thisevidence, our ability to forecast severancesis
defective.

Why are such forecasts flawed? There are two explanations. The first concerns divergent
expectations. Veripl was unprecedented at UC and faculty tended to believethiswasasingular, not to be
repeated, event. Then verip2 demonstrated that it could be repeated and, indeed, because UC’ s budget
woes continued, faculty conjectured that another buyout program was probable. When buyoutsoperateina
context of volatile expectations and when these expectations vary across individuas in a manner that is
essentidly not identified, itisnot surprising that behavior in one buyout may not describewd | behavior inthe
next buyout.

A second reason thwarting accurate forecadts is the changing compostion of the digible faculty
across the buyout programs. The problem is that, when faced with the same monetary incentives to quit,
individuas differ in thelr responses and the reasons for these differences contain an eement that is
intringcally unobserved. That is, akey variable affecting the severance decision - eech individud’ s“taste’
for remaining a tenured faculty member - varies across individuas and makes the digible population of
faculty heterogeneous. When the population of faculty digible for the severance payments changes from
one buyout program to another, the pattern of these different and unobserved propensities to accept the

buyout changes in unknown ways and this obstructs prediction
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Inwhat sensewasthe population digiblefor the buyouts different acrossthe verips? Firg, digibility
conditionswere less grict from one verip to the next. In addition, verip2's digible faculty conssted in part
of those who had been offered incentivesto quit in veriplbut had rejected them. So, holding congtant the
monetary inducements to quit, the distribution of verip2's digible faculty conssted of more people with a
high “taste’ to remain a UC faculty member than thosein veripl. Those with ahigh propensity to quit had
aready accepted veripl's severanceincentives and relinquished their tenure. So, from veripl to verip2, the
digtribution among the digible faculty of unobserved propendties to accept the severance incentives
changed.® A similar argument can be offered with respect to the digible faculty in verip3.

The Adverse Sdection Problem

Werethemore vauable membersof UC' sfaculty particularly inclined to accept the buyouts? If so,
the “qudity” of UC sfaculty changed with the loss of the more productive faculty and the retention of the
less productive faculty. There are two pieces of information relevant to this.

Firdt, consder the relation between severance rates and sdaries. Faculty saaries vary for many
reasons including age, length of service, academic discipline, and campus. However, holding thesefactors
constant, there ought to be aresidua association between anindividud’ s sdary and hisor her worth to the
inditution. So one may ask whether, holding other factors constant that are correlated with salary, were
those people who enjoyed higher salaries (and, under these circumstances, appear more vauable to the
indtitution) moreinclined to quit UC. Theunambiguousanswer is“na”. On the contrary, other thingsequd
(including the severance incentive), those individuas with higher sdaries were less inclined to accept the
buyout program,® a finding that is commonly found in studies of the relationship between pay and quit

rates.®
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Second, Kim (2003) collected information on the research publicationsand citation rates of faculty
eligiblefor the verips. He documented that, measured over the yearsimmediately before the verips, those
faculty with lower research output were moreinclined to accept the severance incentives than other faculty.
In addition, using the ratio of each individud’ s research output in the three years prior to each verip to the
individud’ s research output over the previous fifteen years, Kim found that those faculty whose research
output had dowed down in recent years were more likely to choose the buyout opportunities than faculty
whose research output had remained the same.

These two pieces of evidence do not support the notion of an adverse sdlection problem. 1t does
not appear to have been the case that the more productive and vauable faculty were more inclined to
accept the severance incentives.

Conclusion on the VERIPs

The experience of the verips certainly confirmsthat large reductionsin tenured faculty employment
can be effected by offering individuas inducements.  Although individua faculty diplay considerable
heterogeneity intheir behavior, on average, faculty are responsveto severanceincentives. Thereductions
in employment by age achieved at UC are pictured in Figure 2 that shows the sharp reductions at older
ages. declineswere 25 percent among those aged 56- 60 years, 55 percent of those aged 61-65 years, and
71 percent of those aged 66 or moreyears.  Alsothefear that the more va uable members of thefaculty
would be more gpt to quit seems unfounded. Given the reductions in employment that were effected
without the loss of some of the more productive faculty, UC administrators appear to believe the verips
were a success. However, | know of no careful cost-benefit anadlyss to support this conclusion.

Adminisgtrators gppear to have arrived at thisjudgment by noting (1) the sharp reductionin payralls, (2) the



30

ability of the pengon fund to absorb the number of faculty accepting the severance incentives, and (3) the
absence of an adverse sdlection problem. In other words, even though severances were very difficult to
forecast and the inability to forecast accurately helps to explain why there were three buyout programs
rather than Smply one, the verips were a very important component of the solution to UC's budgetary
problems. However, the UC system must have been aless effective teaching and research indtitution during
and after these years and | am not aware of a study that has tried to assess these scholarly losses.

There does seem to be a problem in making accurate predictions of the severance rate and,
therefore, of the program’s cost. Different forecasting schemes were andyzed and they were wanting in
providing rdliable predictions. Unfortunately UC did not form or make public estimates of the severance
rate they anticipated with each verip so it isimpossible to compare their projections with outcomes. | did
unearth one UC document calculating the cost implications of verip2 and it describes a “worse case
scenario” asonewith afaculty severancerate of 20 percent. Infact, theactud severanceratein verip2 was
18 percent, substantialy lower than the central tendency of their “ scenarios’ of 25 percent. The suggestion
here is that UC had problems in forming accurate forecasts. Indeed, thisis compatible with the fact that
another verip, verip3, was devised shortly after verip2 was offered.

VII. Concluson

The labor markets of higher education are sometimes characterized as being unlike dl others. In
particular, the conjunction of tenure and the absence of mandatory retirement are often seen as posing
digtinctive problemsto indtitutions of higher education. | have tried here to emphasize the smilarity of the
problems facing higher education and those facing many other employers, that of devising incentives to

induce employeesto quit. Policies such asbuyoutsand phased retirement programsthat have been usedin
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higher education to address their employment problems are found in other parts of the economy.

Wha may be surprising is the extent to which the end of mandatory retirement has seen o little
recond deration of tenured employment contractsin academia. If one goesback to theliterature of fifteento
twenty years ago when the consequences of the end of mandatory retirement in higher educationwerebeing
discussed, many observers predicted that, without mandatory retirement, universities would gtart to
chalengetenure and to devise new contracts designed to circumvent the problems of inducing senior facuity
to quit. For example, some proposed supplanting tenure with fixed term contracts of ten or fifteen years
while others devised schemes to dlow nomind sdariesto fal with seniority to attenuate the rewards to
continued universty employment.®” Though there have been challenges to tenure, for the most part they
have been atypica.

| interpret this to mean that, for the most part, the costs imposed on universties by the end of
mandatory retirement have been manageabl e and the programsto inducetheretirement of older faculty have
been aufficiently effective that colleges and universities have not been motivated to undertake more
fundamenta changes in the nature of tenured employment contracts in higher education.

One reason why tenure has remained virtudly intact is that the adjustments have been borne by
those who are neither tenured nor on the tenure track. The ratio of non-tenure track (often part-time)
faculty to tenure-track faculty has increased and the sdaries of full-time nonttenure track faculty have
declined relative to those of full-time tenured and tenure-track faculty (Ehrenberg and Zhang (2005)).
Increasingly, theteachersa American collegesand universitiesare separated into two groups. the*ingders’
consist of ardatively cosseted and privileged group who enjoy the entitlements of tenureand of being onthe

tenure track; the “outsders’ are part-time and full-time non-tenure track faculty who often have the
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gppearance of contingent workers. The end of mandatory retirement imposed on collegesand universities
additiona costs of employing tenured and tenure-track faculty and so thedrop in their relative use and the
increase in the relative employment of those off the tenure track should not be surprising. By combining
phased retirement and buyout programs with greater use of ingtructors off the tenure track, colleges and
universities gppear to have avoided the drastic re-thinking of tenure arrangements that observers forecast

twenty years ago.
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Each observation in this figure shows the replacement ratio and verip acceptance rate for agiven verip at

each age of thefaculty. Thereare nineteen agesfor each verip: age52 yearsor less, age 70 yearsor more,
and each single years of age from 53 yearsto 69 years.

Figure 2

Tenured Faculty Employment by Age a the University of Cdifornia Before and After the Buyouts

Employment of faculty enjoying tenure protection fell from 8,368 in 1990 to 7,333 in 1994, a tweve
percent reduction.
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Tablel

Type of Penson and Private- Public Status. Percentage of All Indtitutions

Public Private Total
Defined Contribution (DC) 8.1 33.1 41.2
Defined Benefit (DB) 13.8 1.5 15.3
Combined DC-DB 7.1 0.5 7.6
Both DC and DB Offered 35.7 0.2 35.9
Tota 64.7 353 100.0

Source of data Survey of Changes in Faculty Retirement Policies, Ehrenberg (2003).
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Table2

The Percentage of Indtitutions Offering Various Benefits to Retired Faculty

Doctora/Research  All Other Colleges All Colleges &

Benefit Provided to Univergties & Univergties Univergties
Retired Faculty

office space 75.6 40.4 47.6
ecretarid assstance 54.5 29.3 344
access to inditution's 88.6 61.2 66.8
computer system

telephone 65.9 36.2 42.3
travd funds 228 8.0 11.0
parking 86.2 62.8 67.6
lab space 421 13.0 219
apply for research 81.1 42.9 54.5
grants

Source of data: Survey of Changesin Faculty Retirement Policies, Ehrenberg (2003). Thequestiononlab
spaceis, “Areretired professorswho are scientists assigned lab space using the same criteriathat are used
for tenured faculty members?’ The question on research grantsis*” Areretired faculty digibleto continueto
goply for research grants through the university?”  In these two cases, the numericd entries in the table
represent the answers “yes’ as a percentage of answers“yes’ plus“no” (eliminating “not applicable’).



Table3

Maximum Likeihood Estimates of Indtitutiona Variables Associated with
the Incidence of Phased Retirement Programs and the Incidence of Faculty Buyouts

Phased Retirement Programs
1) 2
right-hand side variables
Defined Contribution = 1 0.239 0.236
[0.000] [0.000]
Doctord =1 0.099
[0.020]
Public=1 0.073 0.087
[0.199] [0.146]
Masters=1 -0.056
[0.245]
Baccalaureate = 1 -0.100
[0.066]
2 year indtitutions =1 -0.149
[0.008]
-2 x (maximized log 673.7 670.6

likelihood)

3

0.126
[0.030]

0.173
[0.000]

-0.183
[0.030]

697.8

Buyouts

(4)

0.130
[0.002]

-0.200
[0.002]

-0.164
[0.002]

-0.210
[0.001]

-0.158
[0.005]

696.8

40

p vaues corresponding to two-tailed teststhat the estimated log gtic coefficients are not different from zero

are reported in square brackets.

Source of data: Survey of Changes in Faculty Retirement Policies, Ehrenberg (2003).
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1. I an most grateful to Ronald Ehrenberg for access to data collected from the Survey of Changesin
Faculty Retirement Policies and to John W. Curtis, Director of Research at AAUP, for providing
information on collegesand universities. Thispaper benefitted from commentsfrom Morley Gunderson on

aprdiminary draft and from participants at the Three R's Conference.

2. Mandatory retirement wasrenderedillegd by amendmentsto the Age Discriminationin Employment Act
of 1986. Collegesand universities sought and won an exemption from thisand were permitted to impose a
retirement age of 70 years. This exemption came to an end in January 1994. Since this time, tenured

faculty may or may not retire at any age.

3. This can be found at http://www.aaup.org/statements/Redbook/1940stat.htm.

4. For amore recent assessment of the issues regarding tenure, see McPherson and Schapiro (1999).
5. For instance, see the discussion in Dertouzos and Karoly (1992).

6. This survey was a collaborative effort involving the American Association of University Professors, the
TIAA-CREF Indtitute, the American Council of Education (ACE), the College and University Professond
Association for Human Resources (CUPA-HR), the Nationd Association of College and University
Business Officers (NACUBO), and Cornell Universty. Of 1,382 ingtitutions that were surveyed, 608
provided ussful replies. Theresponseratewashigher for Doctord ingtitutions especidly thosein the Public

sector. See Ronald G. Ehrenberg (2003).
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7. The characterigtics of these subsequent jobs were different however. Thejobsinvolved lesswork and
lower pay. More precisaly, those who had accepted their separation offers and then returned to paid
employment worked, on average, about eleven fewer hours per week and four fewer weeks per year
compared with their pre-buyout work level. On average, their hourly pay was about 40 percent lower than
their pre-buyout wage. Thesedataarefrom thefirst two waves of the Hedlth and Retirement Study in 1992

and 1994.

8. Lumsdaine and Mitchell (1999) provide an excellent review of researchon retirement and pension plan

types.

9. This conjecture finds support in Allen, Clark, and Ghent’s (2003) analysis of retirement behavior of
tenured faculty at the University of North Carolina scampuses. Since 1971, newly hired UNC faculty may
select between aDC plan or aDB plan. Theauthorsfind thosefaculty inaDB plan aremorelikely toretire
and to enter a phased retirement program than those in a DC plan. Though this is consigtent with the
reasoning in the text, one should aso note that there is some smultaneity here: other things equa, those
faculty with greater tastes for leisure are more likely to select a DB type of penson plan so the inherent
work-leisure preferences of the faculty are reveded in both the choice of penson plan and the retirement
behavior. That is, rather than the pension plan type inducing different retirement behavior, the choice of

pension plan and retirement behavior are joint outcomes of faculty work-leisure preferences.

10. In these data, indtitutiona contribution rates to DC programs were mostly between 5 and 12 percent

with 10 percent being the most common vaue. About 15 percent of indtitutionswith DC plans had rates of
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contribution that varied by age, years of service, or sdary. The faculty member’s contribution rate so
varied across inditutions with 16 percent of ingtitutions requiring no contribution from the individud, 21
percent requiring 5 percent, and the remaining specifying rates from one to twenty percent (though thelone

20 percent was a digtinct outlier).

11. Table 1 reveds that dmost eight percent of inditutions (almost dl public) offer a combined DC-DB
plan. Inthese cases, it ssemsasif the basic pensonisaDB plan which requires mandatory participation.

Then individuds are given the opportunity to supplement this DB plan with a contribution to a DC plan.

12. The Carnegie Classification of Ingtitutions of Higher Education coversdl U.S. collegesand universties
that grant degrees and that are accredited by an agency recognized by the U.S. Secretary of Education.
Thedassficationismade a theleve of acampusevenif acollegeor universty ispart of alarger inditution.
Inthis paper thefollowing categories are used: Doctoral/Research Universtiesthat provide awiderangeof
baccaaureate and doctora programs, Magter’'s Colleges and Universities, ingitutions that offer a wide
range of baccaaureste programs and graduate education usualy concludes with a master's degree;

Baccaaureate Colleges, primarily undergraduate colleges with principa emphasis on baccaaureste
programs, and Associate's Colleges that are mainly two year inditutions and usudly award no

bacca aureate degrees, some with faculty ranks and some without faculty ranks.

13. | emphasize that the description of the age-earningsreationship hereisintermsof red earnings (thet is,
earnings deflated by some relevant price index). Nomina earnings often continue to rise with age.

However, even though basic nomina sdariesmay not fal with age, various supplementsto salaries (such as
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paid summer months and opportunities within the University to augment one’ sincome) do tend to fal with

age and thisis why even total nomina compensation declines after a certain age.

14. See, for instance, Oster and Hamermesh (1998) and Stephan and Levin (1992).

15. For arguments regarding the incentive effects of the dope of age-earnings profiles, see Lazear (1981).

16. My own indtitution furnishes an example. Stanford Univerdty’ s Faculty Retirement Incentive Program
specifies faculty as eigible who have at least 15 years of service and aged between 60 and 69 years.
Currently, if such faculty retire, each recelves a severance payment equd to twice hisannua sdary if aged

between 60 and 66 years a retirement or equa to his sdary if aged between 67 and 69 years.

17. Examples of different types of early retirement incentives are provided in Chronister and Kepple

(1987).

18. Equation (1) in Section 11 abovewasfitted for each benefit provided toretirees. That is, for each of the
eight benefitslisted in Table 2, the |eft-hand Sde variablerdated to its presence or absencein aningtitution
and the right-hand sde variables indicated the penson plan type, the category of ingtitution (using the
Carnegie classfication), and whether the indtitution was Public or Private. The only meaningful results
concerned the distinction between Doctora/Research universities and dl other colleges and universties.
This is why we neglect the other variables and focus in Table 2 on the difference between Doctora

universties and other ingitutions.

19. My own indtitution provides another example. The School of Humanities and Sciences a Stanford
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University operatesa” Retire Then Phase-In” program inwhich afaculty member offiddly retiresandthenis
caled back a no morethan 50 percent for up to three years as an emeritus professor. In another option, a
faculty member reduces his gppointment to haf-time for up to three years and then officidly retires. The
second option is less popular as the individuad remains a faculty member and is ligble for adminidtrative
duties. During the three year part-time gppointment, salary increases are locked in at three percent per
year. For other programs, seethe contributionsin thisvolume of Steven Allen and of John Pamer, Miched

Flusche, and Myra Johnson.

20. These edimates are those implied by changing the vaue of the right-hand side dichotomous variable
from zero to unity and evauaing theimplied changein the probability of phased retirement (wherethe point
of evduation isat the sample mean vaues of theright- hand sidevariables). The numbersin square brackets
in Table 3 arethe p-vauesof the null hypothesisthat the associated logit coefficientsare different from zero

on atwo-taled normd digtribution test.

21. Thenull hypothesis that the incidence of phased retirement programs association is uncorrelated with
whether the indtitution is Private or Public can be rgjected at only the 20 percent level. After examining the
data he collected, Ehrenberg (2003, p. 2) reported that “....programs to encourage phased retirement are
morelikely to be present a privateinditutions’ and thisistrue on the basis of Smple crosstabulations of the
data. However, upon controlling for theincidence of DC plans (which are much more prevaent at Private
indtitutions), the link between phased retirement programs and Private inditutions is closer to being the
opposite of what he reported; that is, though strong inferences are ingppropriate, it gppears asif, holding

constant pension plan type, Public inditutions are more likely to offer phased retirement programs.
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22. However, on ajoint test and at the five percent significancelevd, the specification whose estimates are

reported in column (2) would not be judged as providing a superior fit to that in column (1).

23. The enhancement of retirement benefits is effected by furnishing the individua with the benefits from
more years of service or by granting the individud a termind leave (during which retirement benefits
accumulate) prior to retirement. Augmenting an individua’s DC retirement benefits is less advantageous
because additional employer contributionsto aDC plan are regarded as cash paymentsthat are subject to

federd income tax in the year the payments are made.

24. As for Table 2, these edtimates are those implied by changing the vaue of the right-hand sde
dichotomous varigble from zero to unity and evauating the implied change in the probability of phased
retirement (wherethe point of evauationisat the sample mean vaues of theright-hand Sdevariables). The
numbers in square brackets in Table 3 are the p-vaues of the null hypothesis that the associated logit

coefficients are different from zero on atwo-tailed norma distribution tes.

25. Canadian friends report agtory that illustrates the adverse selection problem. A well-known Canadian
university issaid to have offered itsfaculty auniform buyout package. All digible membersof the Computer
Science Department |eft and no-one left from the Classics and Philosophy Departments. | have not been

able to find confirmation of this sory.

26. Indeed, if faculty view the choice presented to them as that between continuing employment & the
inditution or retiring from paid work (not of obtaining work at another inditution), then the question

becomes that of whether more productive faculty vaue their leisure time in retirement more or less highly
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than less productive faculty. If the more productive faculty have alower vaue of ther leisure time upon
retirement, then the adverse selection problem does not operate: the less productive faculty are more

inclined to accept the severance incentives and quit paid work.

27. The discussion that follows draws heavily on Pencavel (1997, 2001). Vauable perspectives on the

verips are provided by Kim (2003) and Switkes (2001).

28. The acceptancerateisalso caled thetake-up rate or quit rate or severancerate. Eligibility criteriawere
eased with each subsequent verip and depended on the sum of afaculty member’ sageand years of service.
In veripl, this sum had to be 80 or more; in verip2, the sum had to be 78 or more; and in verip3 the sum

had to be 73 or more.

29. This particular value of S would be presented to afaculty member who was aged 57 yearsand had 20
years of service and who was at any UC campus except Berkeley. In verip3, the terms of the severance

incentives differed somewhat between Berkeley and other UC campuses.

30. Soif §istheratio of I’ sverip monetary bonustoi’ spensionincomein the absence of theverip, if po is
i’s pension incomein the absence of the verip, and if y; isi’sUC salary, then the replacement ratio isp,; (1

+ 9) /vy , thefraction of i’s sdary that the verip's pension income will replace.

31. There are nineteen age categories. the youngest are aged 52 years or less and the oldest are aged 70
years or more; in between, there are seventeen more ages from 53 through to 69. With nineteen age

categories per verip and three verips, thereare 57 observationsin al on the replacement rate and the verip
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acceptance rate. Figure 1 is a scatter diagram of these 57 observations.

32. The replacement ratio so measured is one year’ s pensions and one year’ s sdary, but of course what
matters to each individua are pension benefits and income in future years too. We lack information on
futureincome so an explicit calculation of futureincome cannot be undertaken. However, akey varigblein
caculating that futureincomewill beeach faculty member’ sagewith younger faculty computing their income
and their pension over more years. Tacitly, Figure 1 recognizes this by computing the replacement ratio
separately for faculty at each age. In other words, each observation in Figure 1 correspondsto faculty of a

given agein agiven verip.

33. A crude suggestion of thisis indicated in Figure 1 by the fact that, at a given replacement retio, the
square entries (corresponding to veripl) tend to be higher on the verticd axis than the circles
(corresponding to verip2) and to the crosses (corresponding to verip3), especidly at high values of the
replacement ratio. Thisis*crude’ for two reasons. Firdt, each “observation” in Figure 1 corresponds to
different numbers of underlying individuals. Thus, a areplacement ratio of 0.45, the observed acceptance
ratesin veripl (the square) and in verip3 (the cross) are close. However, only 3.7 % of veripl's eigible
individua faculty membersand only 5.6 % of verip3'sdigibleindividuds are observed at thispoint. Many
more individua faculty are observed at higher vaues of replacement ratios where the verticd difference
between the observationsis greater. A second reason why thisinferenceis*crude’ isthat other variables
affecting the severance decison are not being held congtant in Figure 1. Thisis important because these
other variables (such as age and campus) are correlated with the replacement rate measured on the

horizontd axis.
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34. Indeed, we may compare the behavior in verip2 of those faculty who had rejected veripl's severance
incentives (cal thesethe* repeaters’) with the behavior in verip2 of thosefaculty newly digiblefor abuyout.
Almogt two-thirds of verip2's digible faculty were repeaters. Other things equd, the repeatershad a6.5
percent lower probability of accepting verip2's severance incentives than the non-repeaters. This lower
acceptance rate of verip2's repesters supports the notion that the distribution of severance probabilitiesin
verip2 differed fromthat in veripl and, more specificaly, that verip2'sdigiblefaculty conssted of thosewith

agreater propendty to retain their tenure at UC.

35. Reasoning aong these lines is contained dso in Allen, Clark, and Ghent's (2004) investigation of

retirement behavior at the Univerdity of North Carolina' s campuses. They find that, other thingsequd, the
probability of faculty moving to phased or totd retirement islower among more productive faculty wherean
individud’ sproductivity ismeasured by the magnitude of hispay increasesover thepreviousthreeyears. In
their sample of faculty who participate in TIAA-CREF, Ashenfdter and Card (2002) report that, at any

age, faculty with higher sdaries arelesslikdly to retire.

36. For instance, see Farber (1999).

37. For adiscusson of some of theseideas, see Oi (1979) and Weller (1987). Thus, one suggestion was
to divide afaculty member’ ssdary into two components, one of which could not fal in nomind termswhile
the other would be adjusted to reflect the individua’ s contributions to various aspects of the university’s

activities. A frequent proposd isto replace tenure with long-term but fixed employment contracts.



