179

OLD AGE INCOME ASSURANCE—PART 1V

Tuz Errect oF RETIREMENT INcoME oN THE LaBorR ForcE BEHAVIOR
or RETIREES

The military pension given to retirees at a relatively early age
should act to reduce their labor force participation. Economic
theorists have discussed two possible effects, the “income” and the “sub-
titution” effects, of changes in market wage rates relative to the re-
turns to nonmarket activity which would operate in opposing direc-
tions on labor supply. Where the “income” effect operates, the portion
of nonmarket activity known as leisure is considered a superior good
which is then demanded in greater quantities as incomes rise. Since
market wage rates are an element of income, an increase in these will
give rise in an increase in the amount of leisure demanded. This de-
mand is usually considered to be satisfied at the expense of time spent in
market activity. The “substitution” effect describes the tendency to sub-

08
‘01
o amwem Navy
i errene vessens TUSMC |,
e e e = JSAF b
oe e Army 5
4
\ !
i l
ool |12 ‘i's
i Sg
. itz :
N :
E L E
Zoq B ‘ t
3 HHE \
2 5\2 & 3 ‘,‘\\3 4
i Y
o3 :2 E j,;\:;‘ :‘
HE AN
i M A
N Y
\ k !
N :g ?‘J'\‘ l\'\!.’l
i 1% ‘%i/
I il" /i\ AV
i Y PNy
Rl < —
N \/
R '
0
) 5 10 s 20 e *

Years of Active Service
FIGURE 1 Enlisted Loss Rates by Years of Active Service and Branch of Service, 1965



