
77

STUDIA HUMANISTYCZNE AGH Tom 13/4 • 2014

http://dx.doi.org/10.7494/human.2014.13.4.77

Konrad Turek*

Jagiellonian University

RETIREMENT AS AN EFFECT  

OF EMPLOYER-EMPLOYEE RELATIONS

employees; their role, however, is still not well recognised and expressed in theoretical frameworks. In order 

to better understand individual retirement and to design successful ageing policies we should consider the 

behaviour and attitudes of employers. 

The article presents the organisational perspective on retirement and contributes to a theoretical consideration 

of the role of employers and work environments in the retirement process. It discusses the classic economic 

approaches, including the deferred payment model, and in referring to sociology of economy and management 

sciences it presents the employer’s perspective in relations with older workers. The main goal of the article is 

to consider the retirement process as an effect of employer-employee relations. 
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INTRODUCTION 

In the previous century the average life expectancy grew radically but the legal age of 

increasing it have been introduced only recently. Currently, such reforms have already been 

carried out or are planned in 28 out of 35 OECD countries, of which 13, including Poland, 

are postponing the retirement age to 67 (OECD 2012). It should not come as a surprise 

that a system designed over 120 years ago for an entirely different social structure requires 

adjustment to today’s conditions. However, shifting of the eligible age of retirement will not 

automatically relieve the federal budget. To avoid the costs of pensions being transferred to 

or disability pensions), it is necessary to increase and extend labour market activity. Until 

recently, in analysing retirement processes most researchers focused on the individual level 

and considered incentives to employees. The role of employers was often neglected, even 

though success in designing an ageing policy also depends on employers (Vickerstaff, Cox and 

Keen 2003; Henkens and van Dalen 2013). They need to be willing and capable of providing 
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opportunities for extended employment and manage an older labour force in an effective 

manner. At the same time, many opinion surveys show that employers are not necessarily in 

favour of such changes (Conen 2013). For example in Poland in 2009 only 20% of employers 

were in favour of increasing the eligible retirement age and 41% were in favour of limiting 

and Turek 2011). Negative attitudes and stereotypes in a work environment can constitute 

The article contributes to a theoretical consideration of the impact of organisational 

environment and the role of employers in shaping later stages of workers’ careers and retirement 

decisions. First, it presents the organisational perspective on retirement, focusing on retirement 

driven by company requirements. It is followed by an analysis of a classical economic approach 

in the form of the deferred payment model, pointing out its problems and limitations. Then, 

referring to sociology of economy and management sciences, the employer’s perspective on 

the older worker is described. Finally, the article discusses the model of retirement considered 

as an effect of employer-employee relations. 

PERSPECTIVES ON THE RETIREMENT PROCESS  

The fundamental dimensions of analysis of the retirement process are the pension system 

second can offer additional motivation for leaving work in the form of disability pensions or 

pre-retirement allowances. However, in a broader perspective, the retirement process is often 

considered as an effect of  and  mechanisms, based on Beehr’s model (Beehr 1986; 

decisions and make the retirement process voluntary or involuntary. Individual factors refer, 

include among others work type, pension systems, public policy and cultural norms. All of 

them can push an employee out of work, as staying in it may result in negative consequences 

(e.g. a decrease in health or satisfaction), but they can also pull one to stay in employment 

(or – from another perspective – they can pull one to retirement, e.g. by a preference to have 

more free time or engage in voluntary activities). 

Numerous studies about the retirement process have investigated a long list of such factors 

(Feldman 1994; Taylor and Shore 1995; Lumsdaine 1996; Shultz, Morton and Weckerle 1998; 

While economists focus mainly on replacement rates (the ratio of incomes and retirement 

on qualitative research in Poland, analyse the retirement process from the perspective of an 

individual who adapts to cultural patterns which determine the shape of social roles in older 

age. Among push and pull factors they specify health, family relations, care obligations, loss of 

and a need for stability and security. Other research also considers relations with a partner 

(linked retirement decisions, Blau 1998). Some research also shows that older workers 
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are often forced into retirement – either by cultural norms or by employers, who do not see 

any place for them or prefer to employ a retired person (which is cheaper and provides more 

individual retirement decisions are presented in Figure 1. 

Figure 1. Some determinants in the retirement decision 

Source: own elaboration
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The most popular is the individual level of analysis, where the retirement is viewed mainly 

as a voluntary and employee-driven transition, as a matter of individual choice and prefer-

ences (Henkens and van Dalen 2013). A wide range of literature also focuses on the system 

2013; Holzmann 2013). Very often both these levels are combined in the analysis. 

The last perspective, organisational, is least developed. Henkens and van Dalen (2013) 

conditions for continuing work, although their role is still not well recognised or expressed in 

theoretical framework. Vickerstaff, Cox and Keen (2003), in analysing case studies of British 

companies, found that earlier retirement was mainly driven by employer requirements and the 

situation of the company, not by public policy. Thus, they conclude that the main force of any 

goes too far, as analysis or retirement requires including the individual and the system as well. 

RETIREMENT DRIVEN BY COMPANY REQUIREMENTS:  

DEFERRED PAYMENT MODEL

Consideration of retirement as a process driven by company requirements results from 

the attention of economists who have been systematically investigating this relationship since 

the 1950s (  Clark, Kreps and Spengler 1978), giving an impulse for development of the 

economy of earnings and human capital theory. 

The neo-classical economy assumed that employers are remunerated according to their 

marginal productivity (Greller and Simpson 1999). For a long time a prevailing assumption 

( Skirbekk 2004). At the same time cross-sectional and longitudinal research of income 

the age of 40–55 years and then stay on the same level or slightly decrease at pre-retirement 

age (Becker 1964; Mincer 1974;  Neumark 2006). Differences were found only in the 

slope’s steepness (the pace of changes), the peak age, and the length of stabilisation period 

(and of course the nominal level of incomes), which depended on the country, work group, 

education, historical period, . One of the most prominent neo-classical approaches, human 

capital theory (Mincer 1958; Becker 1964; Ben-Porath 1967), assumed that the increase in 

productivity and in income results from the continuous increase of human capital of the 

individual, although in older age they can both decrease. 

of a  – a situation when income does not match marginal productivity 

(Lazear 1979) (Fig. 2). Since the 1970s it has been a popular subject of research. According to 

the human capital theory any gap results from the costs of investment in human capital in 
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younger age, but from the perspective of the entire working life the average income equals 

productivity. However, many theoretical models from the 1970s and 1980s questioned the basic 

assumptions of human capital theory ( Polachek and Siebert 1993). The neo-institutional 

approach in economics emphasised that productivity and incomes are not ideally correlated 

due to moderating mechanisms embedded in institutional and structural relations (Greller and 

Simpson 1999). Among them were seniority rules, according to which an increase in earnings 

productivity (Mincer 1974; Carmichael 1983; Hutchens 1989; Barth 1997). Such  or 

regulations (e.g. in the public sector or a part of pre-retirement labour protection employment), 

tradition and culture (e.g. in Japan), or it can play a motivational role (Ilmakunnas et al. 2004). 

Most importantly, however, the wage-productivity gap meant a potential loss for 

employers. Regardless of whether it really appears or what size it reaches, even an assumption 

that it could emerge was an important barrier for the employability of older workers. It also 

had consequences for the length of the work life and for retirement, what was emphasised 

at best by the concept of  that stated the basis of analysing retirement as 

a process driven by the company’s requirements (Fig. 2). 

The classic deferred payment model was developed by Lazear (1979), Lazear and 

Moore (1984) and Medoff and Abraham (1980; 1981). The famous “Lazear’s contracts” 

were long-term, unwritten contracts between employer and employee. According to them, 

at the beginning of one’s career earnings are lower than the marginal productivity indicates, 

while in the last stage of employment the relation inverses. This mechanism of deferred 

payment should motivate employees to work and stay in the company. The model indicated 

system discourages an employee from committing fraud or abuse and performing low quality 

reward (  Hutchens 1987). 

Figure 2. Deferred payment model

Source: own elaboration
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Medoff and Abraham (1980; 1981) used the mechanism of contracts between 

the employer and employee for explaining data from US companies, according to which 

the increase of earnings with tenure weakly correlated with productivity ratings done by 

supervisors. Later on much other research also involved this model for interpreting the results 

(e.g. Harris and Holmstrom 1982; Hutchens 1987, 1989; Barth 1997; Dustmann and Meghir 

2005). For instance, Kotlikoff and Gokhale (1992), based on 300,000 employment records 

from a 14-year period, interpret the observed wage-productivity gap as consistent with Lazear’s 

theory and inconsistent with Becker-Mincer’s human capital theory. 

PROBLEMS OF DEFERRED PAYMENT MODEL:  

PRODUCTIVITY, INCOME AND TIME 

PRODUCTIVITY 

Despite the long tradition of theoretical and empirical elaborations, the basic assumption 

of neo-classical economics about the trajectory of productivity and earnings, as shown in 

Figure 2, does not necessarily has to be met. First of all, research on the relationship between 

age and productivity, whether measured at the individual level or at the organizational level, 

analysis and extensive literature reviews indicate that although the age effect is sometimes 

research shows an increase in performance in older groups (McEvoy and Cascio 1989; 

Sturman 2003; Daveri and Maliranta 2007; Hellerstein, Neumark 2007; Ng, Feldman 2008). 

Age-productivity relationships cannot be easily generalised. Productivity does not depend 

on chronological age, but on a set of individual characteristics of the worker and conditions 

relation depends on (a) individual factors, (b) type of work, (c) HR management and company 

policy (

Social psychology and management sciences usually talk about workers’ job performance 

(leaving productivity for economists, although sometimes these terms are used interchangeably). 

In the classic approach of these sciences, job performance was regarded as a function of 

capacity (related to age), willingness, and opportunity to perform (Blumberg and Pringle 

1982). Skirbekk (2004) adds an important element – productive potential – which is the result 

of individual determinants of productivity (Fig. 3).

This issue was considered even more broadly in the concept of “work ability”, developed 

in the early 1990s by the Finnish Institute of Occupational Health (Ilmarinen and Tuomi 

1992; Ilmarinen 2001). Work ability is the result of the functioning of the human resources 

is composed of functional abilities (physical, mental, and social). The second level refers 

to competence, skills and knowledge. The third concerns values, attitudes, motivation and 

satisfaction. Finally, the fourth level is the work environment: work demands, community 

and management. Family and friendship relationships are also meaningful, as are the social, 
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political, legal, economic, and infrastructural environment. Ilmarinen and his colleagues, 

however, particularly emphasize the importance of the work environment. Until recently, 

the most common response to the growing demands of a job was to raise the level of human 

resources (e.g. by training). However, according to their concept, high work ability requires 

also improving the quality of working conditions and management.

Figure 3.  

Source: Skirbekk 2004: 152

Figure 4. Work ability model

Source: Ilmarinen 2001: 549
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COSTS AND TIME 

The second problem of the deferred payment model refers to the understanding of costs 

and time. First of all, earnings are not the only cost generated by a worker. Human resources 

and development, placement, management, system costs of work (taxes), absenteeism, 

and alternative costs (e.g. cost of lost productivity during training) (Flamholtz 1999; Ng, 

and investments. Such a broader perspective can change the curve and its relation with age, 

especially if we consider investments, as then it is necessary to include the period of return. 

As well, the temporal character of the relation between employer and employee was 

Lazear’s model of deferred payment considered the career-time relation of productivity and 

earnings, it neglected the relationship between the particular employer and the particular 

employee and the fact that workers change jobs. Employers do not only assess the current 

marginal productivity or current costs, but consider a longer period. Therefore, what has to be 

included among the others are previous performance, expectations about future performance 

and costs, and expected period of work in the company. 

EMPLOYER’S PERSPECTIVE ON THE (OLDER) WORKER

LIMITATIONS OF EMPLOYER’S DECISIONS: EMBEDDEDNESS AND MENTAL MODELS 

Trying to specify the role of employer for retirement decisions of workers we should sketch 

out the employer’s perspective. First, we have to consider the limitations of the employer’s 

knowledge, skills and possibilities.

Harris and Holmstrom (1982) offered an alternative to Lazear’s model. Rather than 

focusing on retirement, they considered the functioning of actors in a situation of incomplete 

information. The initial earnings are usually relatively low because employers do not know how 

young, newly hired employees will perform in the job. On the other hand, at the beginning of 

a career the employee does not know his or her value either. Hence, both sides have to learn 

to observe the effects of work. Importantly, Harris and Holmstrom emphasised that employers 

specify the workers’ value based on a subjective and imprecise assessment of productivity. 

Long-term contracts which average the life-time earning play a role of protection: for the 

employer, against lack of information about productivity, and for the employee, against 

short-term decreases in productivity ratings resulting in loss of income. Older workers have 

enough time to learn and prove their value and to negotiate higher earnings, at the same time 

lowering insurance costs (due to the decrease in remaining work time). As well, Bishop (1987) 

proposed replacing strong assumptions of neo-classical human capital approach by asserting 

that wages actually depend on the marginal product , given the 

employer’s incomplete information. 
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The limitations of actors’ knowledge and decision-making processes has been analysed 

by sociology and psychology. One of the key concepts in the sociology of the economy 

referring to economic behaviours is (Granovetter 1985). It concerns the im-

pact of certain individual and external factors on economic activities of the individual, as 

opposed to the under-socialised vision of the individual in the most basic view of classical 

and neoclassical economics, which assumes a free market of perfectly informed sellers and 

buyers, who act fully rationally, but do not maintain any relations other than economic. 

Zukin and DiMaggio (1990) distinguished four types of embeddedness: structural, 

cognitive, cultural, and political. The central element of structural embeddedness is the 

recognition of economic relations as interpersonal relations oriented and limited by the 

network of relationships between actors and patterns of social relations. An example 

of the impact of structural embeddedness is reduction of negative age stereotypes of 

managers in highly individualized relations with familiar older people, compared to re-

lationships with new or unknown employees (Perry and Finkelstein 1999; Posthuma and  

Campion 2007). 

The cognitive dimension of embeddedness refers to the mental limitations of economic 

reasoning which cause individuals and organizations to not follow the neoclassical model 

of rationality. This leads to the adoption of the concept of bounded rationality of actions. 

One of the main limitations is the lack of complete knowledge about the current situation 

and the uncertainty of the consequences of actions. Obtaining information, if even pos-

sible, is often associated with certain costs. The process of inference is also limited by 

the cognitive capabilities of the individual, the level of information-processing skills and 

ability to make decisions. In the context of the situation of older workers, one of the main 

of age management.

Cultural embeddedness concerns the role of collectively shared interpretations in shaping 

strategies and economic goals. Culture, in the form of beliefs, ideologies, common opinions, 

and sets of norms and regulations, in fact imposes certain restrictions on the freedom of 

interpretations. For example, cultural norms are important in determining an “adequate” 

retirement age (in this context we can speak about the culture of age,  Guillemard, Rein 

1993). This type of embeddedness also clearly reveals differences in the content of age 

stereotypes among employers from different countries (e.g. Harper et al. 2006). 

Finally, political embeddedness concerns the asymmetry of power relations between 

the actors. This asymmetry may result from legal frameworks, unequal access to resources, 

and the degree of social legitimacy. The impact of legal norms and public institutions on 

the functioning of companies is an obvious example of this kind of embeddedness. This 

perspective refers to one of the most important paradigms in research on ageing today, 

the political economy of aging (Phillipson 2006). It focuses, among others, on the ways 

a political system shapes the opportunity to engage older people in economic activity, and 

also analyses the process of dependence of older people on social policy, health systems, 

and social services.
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Social psychology introduced the concept of  to describe the rules of 

reasoning for explaining behaviours of individuals and entire communities (Denzau and North 

1994; Mathieu et al. 2000). Mental models are organized knowledge structures that allow 

individuals to describe, explain and predict events. In particular, they allow one to understand 

and interact with the environment, predict and explain the behaviour of others, recognize 

the relationships between the elements of the environment, and build expectations for the 

course of events. They also affect inference and decision-making. They are often shared by 

individuals operating in the same environment (e.g. work), which allows them to collaborate 

The concepts of embeddedness and shared mental models indicate that the key elements 

in the framework for interpreting the relationship between an employer and an older employee 

are internal and external limitations. Economic activities do not happen in a social vacuum. 

are important for the development of the situation of older workers. 

EMPLOYEE’S VALUE TO THE ORGANIZATION 

Human capital theory treats the worker and his or her work as an asset that contributes to the 

or technological) requires one to consider what will happen with it in the future (e.g. what 

by the market price. However, human capital is not a subject of trade, thus the uncertainty 

of its value is higher (Lev and Schwartz 1971). Generally, estimation of a worker’s value 

requires one to asses (within the perspective of time) his or her productivity, promotability, 

transferability and retainability (Fitz-enz 2009: 134). In economics and management sciences 

services the individual is expected to provide for the period of time the individual is expected 

to remain in the organization (Flamholtz 1999: 160).

The

a form of analytical models. It aimed at estimations of employee’s value in real numbers – 

the so-called , based on functions of such factors like 

expected future work performance, future costs, age, and time of retirement. For instance, in 

the classic model Lev and Schwartz (1971) used a simple equation for the human capital value 

of a person that included annual earnings (estimated with help of statistical data for sector) 

and expected age of retirement. Flamholtz (1972a; 1974/1999) proposed a more complex, 

both in mathematical and theoretical terms, model of an individual’s expected realizable 

value (Fig. 5). The value was based, , on probability of leaving the company before 

that the individual’s skills and knowledge are important to the organisation only if they are 

used in a productive way (Flamholtz 1972b), therefore he included in the model motivation 

for their use (i.e. activation level).
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 Model of employee’s value to an organisation by Flamholtz

Source: Flamholtz 1972b: 668

Morse (1973) suggested focusing on human resources of the whole organisation rather 

than on the individual human capital. It required including in the model an additional part 
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more assumptions were needed for mathematical predictions. Each subsequent prediction was 
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time: their actions are often based on past experience, intuition, simplifying assumptions or 
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build expectations about employees’ future behaviour, performance and costs and according 

to these make their decisions. These expectations can be based on prevailing sociological 

beliefs (stereotypes) or on previous statistical experience, i.e. knowledge about how certain 

categories of workers normally perform at work, how they develop and what their career 

paths are. However, the economy is never fully predictable. Even when based on previous 

labour market employers have very limited experience, and second, it is often impossible to 

measure an individual’s performance, or such measurements are inaccurate. Therefore, even 

if the employers are trying to make decisions based on knowledge, it is impossible not to 

use some kind of preconceptualization, generalization or prejudice. This can of course result 

in discrimination (Conen 2013). What is more, employers are not able to fully predict the 

consequences of their actions or reactions of employees to the change of situation in which 

they operate.

Despite the critiques, Human Accounting Models were successfully used in the practice 

the rather uncontroversial conclusion that employers seek out different methods to evaluate 

company. From the employer’s point of view such strategy is rational: it reduces uncertainty, 

speeds up decision-making in the company. 

RETIREMENT AS AN EFFECT OF EMPLOYER-EMPLOYEE RELATIONS

Despite the inevitable margin of unpredictability, the relationship between employer 

and employee in a particular social, political and economic environment can be grasped in 

a theoretical model. The model presented in Figure 6 summarizes the process of retirement 

context. The employer, with his or her knowledge, experience, attitudes, opinions, plans and 

expectations (e.g. about future developments in the market and the behaviour of other actors), 

formulates expectations about the employee. On the one hand, they are based on productive 

potential, age (and other characteristics that could potentially be relevant to the employer, 

such as gender, appearance, ethnicity or sexual orientation) and employment history (all the 

knowledge that the employer may have about a particular employee). On the other hand, 

one is the 

costs, including indirect and alternative). The second element is the  

, which is performance understood in a broad perspective, as in social 
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psychology (Ng, Feldman 2008). It includes not only the core work tasks, but also involvement 

in the life of the organization, communication with co-workers, helping others, one’s impact 

on the team, adhering to the rules and standards, accepting the company values, as well as 

discipline and loyalty. The third element is the , which can 

The employer in making decisions includes the potential period in which the employee will 

employer – will not leave the company in the near future have a higher value. 

Figure 6. Retirement as an effect of employer-employee relations

Source: own elaboration. 
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gap, which means losses for the company. This can result in actions pushing the older 

worker into retirement. Employers who prefer younger or middle-aged workers will not 

be as willing to invest in the development of employees approaching retirement age, nor 

in age management, career planning or training programs. The reduction of the number of 

lowering labour costs (Taylor and Walker 1998). In the case of older workers an unfavourable 

approach of employers may negatively affect their well-being, decrease motivation to work, 

retire as soon as possible. This creates a vicious cycle, negatively affecting both sides of 

the employment contract. It may also adversely affect the prospects of older job seekers. 

A different character of this relationship (based on favourable approach to ageing staff) can 

bring the opposite effect. Therefore, attitudes and actions of employers are a central element 

of the analysis of retirement process at the organizational level. 

CONCLUSIONS 

The article proposes considering the retirement process as an effect of employer-employee 

relations for retirement decisions is found in the literature. Research in Poland has shown 

that employers’ opinions about the lower productivity of older workers correlated with 

organizational policies aimed at pushing older workers to retirement, while positive opinions 

van Dalen 2013). However, the role of employers in retirement decisions is still underestimated 

retirement age is the fundamental tool shaping retirement processes; however, employers are 

longer. In order to better understand individual decisions about leaving the labour market in 

older age we should consider the role of the employer. As well, the success of public policies 

aimed at increasing the effective exit age depends to a large extent on the actions and attitudes 

of employers. Their behaviour results not only from economic calculations and a fully 

rational assessment of the situation, but also from stereotypes, prejudices, mental models, 

and knowledge and limitations of the social, political and cultural reality. An expected (by 

the employer) decrease in job performance and developmental potential, expected increase of 

costs and shortening remaining career time contributes to the diminishing future value of the 

ageing worker. It can lead to adverse mechanisms. For employers, low productivity of older 

workers means potential costs and losses. For employees, a negative attitude and reluctance 

of employers can adversely affect their professional situation and opportunities in the labour 

market. This means that regardless of the real potential, productivity and retirement plans 

of a worker, the employer’s opinions have an impact on the work situation and retirement 

decisions. 
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