
 Social Security Bulletin • Vol. 67 • No. 1 • 2007

Summary
This article describes responses to removing 
the retirement earnings test in 2000 for persons 
at the full retirement age or older. We examine 
annual earnings and retirement benefi t claims 
from Social Security administrative data that 
cover the 4 years before and after the change. 
Three fi ndings emerge from the study.

First, the effect on earnings of removing 
the earnings test is uneven across people with 
different earnings levels. We fi nd little effect 
on earnings at lower levels, but the effect 
on earnings in the mid to upper levels (50th 
to 80th percentiles) is large and signifi cant. 
Such a fi nding indicates that the removal most 
affects people with earnings levels above the 
earnings test threshold. The largest increases 
in earnings are found at the 70th percentile for 
persons who have attained ages 65–69 and at 
the 60th percentile for those turning 65.

Second, there is no clear evidence of the 
effect of the test’s removal on the overall rate 
of labor force participation. A small rise in 
work participation among individuals aged 65–
69 may be at least partially attributable to the 
trend already under way. Increases in work 
participation that do occur are mostly attrib-
utable to retaining older workers rather than 
inducing older workers back into the work-
force. The effect appears to increase over time, 

suggesting that the removal has long-lasting 
effects on work participation.

Third, the removal of the earnings test 
accelerated applications for benefi ts by 2 
to 5 percentage points among individuals 
aged 65–69 and by 3 to 7 percentage points 
among those reaching age 65.

Introduction
The retirement earnings test, which has been 
part of the Social Security Old-Age and 
Survivors Insurance (OASI) program since 
its inception in 1935, has been gradually 
modifi ed by exempting certain age groups, 
increasing allowable earnings, and decreasing 
withholding rates. A rationale for modifi ca-
tions is to encourage older people to work 
so that their earnings can supplement their 
Social Security benefi ts as people live longer 
and healthier lives. The most recent major 
modifi cation occurred in April 2000, when 
Congress enacted the Senior Citizens Freedom 
to Work Act of 2000, which removed the earn-
ings test for individuals at the full retirement 
age (FRA), age 65 or older.1 The removal of 
the test in 2000 is one of the most substantial 
changes in recent years because it affects both 
the most recent cohorts of persons who have 
reached the FRA and a wider range of ages 
than had prior modifi cations.
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Although the earnings test compensates individuals 
for postponing benefi t entitlement by increasing their 
future benefi t streams through the delayed retirement 
credit and automatic benefi t recomputation, many 
people do not view those adjustments as actuarially 
fair. That is, many people view the earnings test as a 
tax on earnings above the test threshold, causing both 
a reduction in work effort (for example, hours of work, 
earnings, and work participation) of old-age benefi -
ciaries and a delay in applications for Social Security 
retirement (old-age) benefi ts.

Three recent studies of how the earnings test 
affects work and earnings in the United States found 
mixed effects on the labor supply of older workers. 
Although Friedberg’s (2000) results indicated a small 
but signifi cant effect of the earnings test on the labor 
supply of older workers, Gruber and Orszag (2003) 
indicated that the earnings test had no robust infl uence 
on labor supply and appeared to accelerate benefi t 
receipt among eligible individuals. Results reported in 
Loughran and Haider (2005) indicated that the earn-
ings test had a substantial impact on hours worked and 
benefi ts claimed for men.

This study focuses on the most signifi cant single 
change in the history of the U.S. earnings test. It 
provides comprehensive empirical evidence on the 
effects of removing the earnings test for persons 
aged 65–69 by using a large Social Security Admin-
istration (SSA) administrative data set that covers the 
period from 4 years before to 4 years following the 
removal (1996–2003).2 By including 4 years of data 
after the removal, we are able to investigate reactions 
not only immediately following the removal but also 
for several years after. Examining responses by older 
workers over time is especially important because 
some of them face substantial constraints on reentering 
the labor force, such as from deteriorating health and 
outdated skills. Further, our data allow us to examine 
the uneven impact of the earnings test removal across 
the distribution of earnings. Individuals with lower 
levels of earnings may respond differently to the test 

removal than people with earnings near or above the 
earnings test threshold.

This article is based on Song and Manchester 
(2006). For more details about the technical aspects of 
the analysis, please refer to that paper.

Earnings Test Rules
The earnings test that applies to persons from ages 
FRA to 69 was removed in 2000, but old-age benefi -
ciaries still remain subject to an earnings test until they 
reach the FRA. Social Security benefi ts of persons 
aged 62–FRA* (that is, the FRA minus 1 month) at 
year-end are reduced by $1 for every $2 earned beyond 
the threshold, which was $11,520 in 2003. Those who 
reach the FRA during the year are subject to a more 
moderate test; benefi ts are reduced $1 for every $3 
earned beyond the threshold, which was $30,720 in 
2003.3 Thus, the removal of the earnings test in 2000 
not only eliminated the test for those who had attained 
ages 65–69 (more precisely, FRA to 69), but it also 
considerably relaxed the test for those turning 65 
(FRA).4

The retirement earnings test operates in a relatively 
simple manner. Social Security benefi ts are reduced if 
earnings exceed the threshold amounts, but the reduc-
tion in benefi ts is at least partially offset in the future 
through the delayed retirement credit and benefi t 
recomputation.5 Thus, the earnings test has both “tax” 
and “transfer” features.

The tax feature of the earnings test includes both 
threshold amounts and withholding rates. The thresh-
old amount varies by the year in which the test applies 
and by the ages of the benefi ciaries (Table 1). Before 
the removal of the earnings test in 2000, the threshold 
for persons aged 65–69 as of 1999 was $15,500; for 
those aged 62–64 it was $9,600. The benefi t with-
holding rate was $1 for each $3 of earnings above the 
earnings test threshold for individuals aged 65–69 and 
$1 for each $2 for individuals aged 62–64.

1996 1997 1998 1999

62–64 8,280 8,640 9,120 9,600 $1 for each $2 of earnings above the threshold
65–69 12,500 13,500 14,500 15,500 $1 for each $3 of earnings above the threshold

SOURCE: Social Security Administration, Annual Statistical Supplement to the Social Security Bulletin, 2003  (2004).

Table 1.
Earnings test thresholds and withholding rates, 1996–1999

Age

Earnings test threshold (dollars)

Withholding rate
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The transfer feature of the earnings test, often 
overlooked because of the focus on the tax feature, 
compensates for the withholding of benefi ts under the 
earnings test by increasing the primary benefi ciary’s 
future benefi t stream. Two aspects of the Social Secu-
rity rules compensate individuals who are subject to 
the earnings test: the delayed retirement credit and 
benefi t recomputation. Future benefi ts for individuals 
who have not received benefi ts because of the earnings 
test (or for any other reason) are increased for each 
month in which no benefi ts are paid. This increase is 
1/4 of 1 percent for each month, plus 1/24 of 1 per-
cent for each even numbered year, from 1990 through 
2008, in which workers are at the FRA or older. Thus, 
for those who turned 65 in 2000–2001, the delayed 
retirement credit is 1/2 of 1 percent for each incremen-
tal month, or 6 percent per year.6 A benefi t recomputa-
tion rule may apply to persons who become entitled to 
benefi ts but who subsequently have substantial cov-
ered earnings. The recomputation can increase benefi ts 
when earnings in the additional years are higher than 
the lowest earnings used in the current computation.7 
In addition, reductions in benefi ts stemming from 
claiming benefi ts before the FRA can be undone by the 
recomputation if benefi ts have been withheld com-
pletely because of suffi ciently high earnings above the 
threshold.

When earnings exceed the test’s threshold, the total 
family benefi t is reduced accordingly, including all 
benefi ts (other than Disability Insurance) payable to 
anyone in the family entitled to benefi ts on the primary 
earner’s earnings record. For purposes of the earnings 
test, an individual’s earnings for the entire taxable year 
are counted, even if the individual has not been enti-
tled to benefi ts for the entire year.8 In addition, self-
employment earnings are counted for the year in which 
they are received, regardless of when they are earned. 
Countable income for the earnings test includes wages 
from covered employment, cash payments for agricul-
tural or domestic work, cash tips, deferred compensa-
tion, and pay for work not covered by Social Security 
if the work is done in the United States.9

Economic theory on the effects of the earnings test 
on labor supply is fairly straightforward and can be 
found in numerous studies.10 A general consensus from 
those studies is that a delayed retirement credit that is 
actuarially fair would offset the effects of the earn-
ings test. Removing the earnings test would not affect 
benefi t claim choices, earnings, or labor supply hours 
if current benefi t withholdings were exactly compen-
sated by future benefi t increases and individuals were 

forward-looking. When the transfer aspect of the earn-
ings test is ignored (or unfair) or when the discount 
rate is high, kinks appear in a static budget constraint 
under the earnings test. In that case, eliminating the 
test yields results equivalent to reducing marginal tax 
rates, but the change in marginal tax rates depends on 
individuals’ earnings levels and benefi t entitlement sta-
tus. The marginal tax rate is zero for nonbenefi ciaries 
or those who earn below the test threshold and 33 per-
cent for benefi ciaries who earn above the threshold 
until all benefi ts are withheld. Removing the earnings 
test yields negative income effects above the upper 
threshold where all benefi ts are withheld, both nega-
tive income effects and positive substitution effects 
between the upper and lower thresholds, and no effects 
below the lower threshold. In other words, effects 
of eliminating the earnings test on labor hours and 
earnings will not be the same for all individuals. The 
magnitude and direction of possible effects depend 
on the ratio of the rates of return at which individuals 
are willing to lend (that is, not claim benefi ts, or claim 
benefi ts and work above the threshold) to the rates 
that are available to them through Social Security. The 
latter is affected by the benefi t withholding rate, test 
threshold, delayed retirement credit, cost-of-living 
adjustment, and the time preference and mortality of 
the individual.

Data Sources
This study uses data on primary workers from an 
extract of the Social Security Administration’s 1 per-
cent (active) sample, commonly known as the Contin-
uous Work History Sample active fi le.11 The 1 percent 
samples are selected on the basis of certain serial digits 
of the Social Security number (SSN) and are generally 
considered to be random samples. To be selected for 
this study, a person must be fully insured by age 62 
and must never have received Social Security Disabil-
ity Insurance benefi ts. Once a person is selected, he 
or she stays in the active sample for life. For selected 
SSNs, information on annual earnings (both capped at 
the taxable maximum and uncapped), OASDI (Old-
Age, Survivors, and Disability Insurance) benefi t 
entitlements, and death records, if any, are obtained 
from several SSA administrative fi les.

The sources for the Continuous Work History 
Sample include the Numident, the Master Earnings 
File, and the Master Benefi ciary Record. The Numi-
dent is a master fi le of assigned SSNs that contains 
birth and death dates, place of birth, race, and sex. The 
Master Earnings File contains annual Social Security 
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summary earnings from 1937 to the present. It also 
contains annual detailed earnings, Medicare taxable 
compensation, and total compensation from 1978 
to the present for the U.S. population. The earnings 
records are taken directly from W-2 forms. A Master 
Earnings File record is created when the corresponding 
Numident record is created. The Master Benefi ciary 
Record fi le contains data related to the administration 
of the OASDI program, such as application and enti-
tlement dates, benefi t amounts, payment status, type of 
benefi ts, and demographic information. A benefi ciary 
record is established when an individual applies for 
benefi ts and the application is processed.12

The 1 percent extract of SSA administrative records 
provides several advantages over other data used for 
studying the effects of the earnings test. First, the 
1 percent extract contains accurate annual earnings 
records that are not plagued by the self-reporting prob-
lems that are common in survey-based records. We use 
Medicare taxable earnings because the earnings test 
counts all covered wage and self-employment income, 
including deferred compensation. The same defi ni-
tion of income has been taxable under Medicare since 
1994. Second, SSA data contain the exact date of enti-
tlement for old-age benefi ts. For the earnings test, indi-
viduals’ earnings for an entire taxable year are counted 
even if the individuals were not entitled to benefi ts for 
the entire year.13 Hence, whether or not an individual 
becomes entitled to retirement benefi ts during a given 
year is critical information. Third, the 1 percent sample 
contains a large number of observations and represents 
the general population. In our sample of fully insured 
individuals who are not receiving Social Security Dis-
ability Insurance benefi ts, approximately 88 percent 
are white and 54 percent are male. Sample sizes vary 
by calendar years, from 168,486 in 1996 to 178,217 in 
2003.

Methodology

The main features of the change in the earnings test in 
2000 dictate the age groups of interest for our study. 
Those features are (1) the complete elimination of the 
earnings test for individuals who have attained the 
FRA as of December 31 of the year before the relevant 
year and (2) a modifi ed earnings test with signifi cantly 
increased test threshold amounts for those who reach 
the FRA during the relevant year.14 Hence we consider 
two separate groups who are directly affected by the 
change in the earnings test: those who turn 65 during 
the year and those who have attained ages 65–69 by 
January 1 of a particular year. As comparison groups 

that are not directly affected by the change in the earn-
ings test, we consider those both younger and older 
than the affected groups: individuals turning 62–64 
and those who have attained ages 70–72.15 During the 
study period, those who had attained ages 70–72 faced 
no earnings test, while those turning 62–64 faced no 
change in test rules, except that the threshold amounts 
were gradually increased. As a result, there are two 
affected groups and two comparison groups in each 
calendar year from 1996 through 2003:

Group 1—the younger comparison group, who 
turn ages 62–64;
Group 2—the younger affected group, who turn 
age 65;
Group 3—the older affected group, who have 
attained ages 65–69;
Group 4—the older comparison group, who have 
attained ages 70–72.

Descriptive Analyses on Work and 
Retirement Among Workers Aged 62–72
Movements in work participation, benefi t entitlement, 
transitions to work, and earnings of the affected groups 
relative to the comparison groups give a preliminary 
view of the effects of the rule changes.16 From 1996 
to 1999, earnings test rules for our control and treat-
ment groups remained unchanged except for gradual 
increases in the test threshold each year. If our com-
parison groups are suitable, we expect to see parallel 
movements in outcome variables of the affected and 
comparison groups during the pre-2000 period.

Effects on Work Participation and Benefi t 
Entitlement

As shown in Chart 1, work participation rates during 
the preremoval period among those in the age groups 
62–64, 65, 65–69, and 70–72 are approximately 
52 percent to 55 percent, 40 percent to 44 percent, 
26 percent to 29 percent, and 16 percent to 18 percent, 
respectively. Results show that during the preremoval 
period, rates of work participation and benefi t entitle-
ment as of the end of each year tend to move together. 
Work participation rates increased slightly over the 
postremoval period, continuing the trend already in 
place. Benefi t entitlement rates among those aged 64 
or younger tended to fall slightly over the study period, 
but rates for those aged 65 or older tended to increase 
slightly over time.

Since approximately 85 percent of the younger 
affected group became entitled by the end of each year 

•

•

•

•
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Chart 1.
Rates of work participation and benefi t entitlement, by age group, 1996–2003

SOURCE: Authors’ tabulations using the 1 percent extract of the Social Security Administration’s Master Earnings File and Master Benefi ciary 
Record.
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in the preremoval period, it is hard to see changes in 
entitlement rates from Chart 1. We therefore present 
the percentage of benefi ciaries who became entitled in 
each year in Chart 2. The percentage of benefi ciaries 
who became entitled in 1999 and 2000 increased from 
22 percent to 28 percent for the younger affected group 
(those who were turning 65). Over the same period, the 
percentage increased from 1.5 percent to 2.7 percent 
for the older affected group (those who had attained 
ages 65–69). Following the removal of the earnings 
test, benefi t entitlement rates increased slightly for the 
two older age groups, but they decreased slightly for 
the two younger age groups, probably because of the 
gradual increase in the FRA. As a result of the gradual 
increase in the FRA for those who were born in 1938 
or later, the FRA differs across the 62–64 age group in 
2000–2003.17

Although the descriptive results show no clear evi-
dence of effects of the earnings test removal on work 
participation rates, they suggest that benefi t entitle-
ment rates for persons turning 65 are somewhat higher 
after the removal. The magnitude of the increase does 
not appear to be large, perhaps because most individu-
als have already become entitled to old-age benefi ts 
before they reach age 65.

Effects on Work Transitions

The large sample size and the longitudinal format of 
our data allow us to follow persons of a particular age 
from one year to the next. For each age 65 through 69 
as of the end of each year 1996–2002 (year t1), Chart 3 
presents joint probabilities of transitions from “not 
working” in year t1 to “working” in the subsequent 
year (year t2) from 1997 through 2003. The chart also 
presents age-specifi c probabilities of transitions from 
“not entitled” to “entitled.” Results show that the prob-
ability of transition from “not working” to “working” 
increased noticeably between t2 = 1999 and t2 = 2000 
but then stabilized at a lower level for ages 65–69. 
The probabilities of transition from “not-entitled” to 
“entitled” for those aged 65 almost doubled between 
t2 = 1999 and t2 = 2000 and more than doubled for 
those aged 66, then stabilized at a lower level after 
t2 = 2000. The numbers suggest that the removal of 
the earnings test in 2000 had a clear impact on benefi t 
claims among older workers.

Effects on Earnings

To examine more closely the effects on earnings at 
different points along the distribution, we look at nom-
inal earnings at the 40th through 80th percentiles for 

SOURCE: Authors’ tabulations using the 1 percent extract of the Social Security Administration’s Master Earnings File and Master Benefi ciary 
Record.

Chart 2.
Benefi ciaries becoming entitled during each year, 1996–2003
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Chart 3.
Probability of transition from not working in t1 to working in t2 and from not entitled in t1 to entitled in t2, 
by age at the end of t1

SOURCE: Authors’ tabulations using the 1 percent extract of the Social Security Administration’s Master Earnings File and Master Benefi ciary 
Record.
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those who work over the study period, by age groups 
affected by the rule change (Chart 4). Results show 
gradual increases in the earnings of working indi-
viduals over the study period, measured either by the 
simple mean over the entire sample or at each decile 
of the earnings distribution. The gradual increases in 
earnings at the various deciles appear to accelerate 
slightly in 2000 for both affected groups, which could 
indicate that earnings of the affected groups are infl u-
enced by the earnings test removal.

Numbers on upward earnings mobility by age 
indicate that the percentage of individuals with 
increased earnings over a 2-year span is greater in 
later years than in earlier years (top panel of Chart 5). 
Between 1999 and 2000, the probabilities of observ-
ing increased earnings for workers aged 65–69 rose 
by approximately 2 percentage points relative to 
earlier years, for all ages 65–69. Individuals with 
increased earnings can be decomposed into (1) those 
whose earnings rose from zero to a positive amount 
and (2) those who had positive earnings followed by 
even larger earnings. The fi rst component of earn-
ings mobility is equivalent to transitions in work 
participation from “not working” to “working.” The 
bottom panel of Chart 5 shows the second component 
of earnings mobility. Results indicate that most of 
the increases in earnings between 1999 and 2000 are 
attributable to higher earnings among those who were 
already working. This result is more convincing than 
results based on pooled cross-sectional data because it 
comes from comparing earnings of the same individual 
over 2 consecutive years.

Regression Analysis
Conventional regression analysis based on average 
earnings fails to detect the effect of the earnings test 
removal on earnings. But by analyzing the effects over 
different percentiles of the earnings distribution, as is 
shown here, we fi nd statistically signifi cant effects of 
the test’s removal in a way that is exactly as econo-
mists would predict.

Our regression analysis is based on a standard dif-
ference-in-difference model. We estimate the effects 
of the earnings test removal in 2000 on work partici-
pation, benefi t entitlement, and earnings using probit, 
ordinary least squares (OLS), truncated, and quantile 
regressions. Details are available in Song and Man-
chester (2006).

Estimated Effects on Work Participation

Our results show that the work participation rate 
among individuals who have attained ages 65–69 
increased by 0.8 to 2.0 percentage points following the 
earnings test removal in 2000. Results further show 
that those effects increased over the study period.

Finding a gradual increase in the effect of removing 
the earnings test on work participation is not surpris-
ing, for several reasons. Returning to the labor market 
may require a diffi cult and costly job search for those 
aged 65–69. Thus, estimated effects immediately 
following the removal probably understate the longer-
run effect. However, additional years of job search 
may not signifi cantly affect the work participation of 
those older workers, because their declining health 
and outdated skill levels constrain their labor market 
choices. If this is true, then an increase in work partici-
pation over time can result from the gradual increase 
in the number of older workers remaining in the labor 
market, not from older workers returning to the labor 
market.

Estimated Effects on Benefi t Entitlement

Results from our model suggest that the earnings test 
removal in 2000 has increased benefi t entitlements for 
those turning age 65 and for those who have attained 
ages 65–69. The effects tend to increase over the 
4 years for the older group, but they are relatively sta-
ble for the younger group. Estimated effects indicate 
that the benefi t entitlement rate for the older affected 
group increased approximately 2 to 5 percentage 
points after the test’s removal.18 It increased approxi-
mately 3 to 7 percentage points for the younger group.

Estimated Effects on Earnings

Our results using a reduced-form, truncated regression 
specifi cation of the difference-in-difference model sug-
gest that earnings increased approximately 4 percent 
to 10 percent per year among working individuals. 
Effects in 2000 appear to be much smaller than effects 
in 2001–2003.19 Such a result seems plausible for per-
sons who have attained ages 65–69, because the law 
was enacted in April 2000 and older people may need 
time to respond. Effects on earnings for individuals 
turning 65 are also found; estimates for 2000–2003 lie 
between 5 percent and 8 percent.

Previous research using standard regression analysis 
shows that the average earnings of persons who have 
attained ages 65–69 were not affected by the earnings 
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Chart 4.
Nominal earnings of the two age groups affected by the rule change, by earnings percentile, 1996–2003

SOURCE: Authors’ tabulations using the 1 percent extract of the Social Security Administration’s Master Earnings File and Master Benefi ciary 
Record.
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Chart 5.
Probability of an increase in earnings between t1 and t2 for those aged 65–69, by age at end of t1

SOURCE: Authors’ tabulations using the 1 percent extract of the Social Security Administration’s Master Earnings File and Master Benefi ciary 
Record.
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test removal (see Gruber and Orszag 2003). However, 
quantile regression methods permit us to focus on 
specifi c percentiles of the earnings distribution.20 We 
report results based on quantile regression in Table 2. 
The results show that the removal of the earnings test 
has increased earnings for working individuals who 
have attained ages 65–69 at the 60th percentile of the 
earnings distribution in 2000, 60th to 70th percentiles 
in 2001, and 60th to 80th percentiles in 2002 and 
2003 by statistically signifi cant amounts. Such results 
indicate that the effects are uneven across the earn-
ings distribution. At the 60th percentile, earnings in 
2001, 2002, and 2003 are increased by $734 (6 per-
cent), $1,066 (9 percent), and $1,138 (9 percent), 
respectively. At the 70th percentile, earnings in 2000, 
2001, 2002, and 2003 are increased by $180 (1 per-
cent), $966 (6 percent), $1,460 (9 percent), and $1,670 
(10 percent), respectively. Earnings at the 80th percen-

tile in 2001–2003 also increase by similar amounts. 
Our quantile regression results based on persons with 
positive earnings indicate that the effects on earnings 
are concentrated around the 60th to 80th percentiles of 
the earnings distribution. It turns out that the earnings 
test threshold in 1999 ($15,500) is just around the 
80th percentile for nonwhite females aged 65–69 and 
between the 60th and 70th percentile for white males 
aged 65–69.21 These results indicate that the removal 
of the earnings test has affected the earnings distribu-
tion just below the test threshold and up, as we would 
expect.

Again, the estimates using standard regression 
analysis (OLS) show no effects on earnings for the 
younger affected group—persons turning age 65. 
However, results based on quantile regressions for 
those who have positive earnings indicate that the 
test’s removal affects the 40th to 80th percentiles of 

0.4 0.5 0.6 0.7 0.8 0.9

Constant 8.7451 10.4437 12.5956 16.0643 22.1667 35.3851 11.5920
(0.1564) (0.1523) (0.1986) (0.2661) (0.3703) (0.5893) (0.7176)

Treatment dummy, 2000 -0.1956 -0.0847 0.4013 0.1802 -0.1921 -1.4246 0.0291
(0.1704) (0.1622) (0.2163) (0.2863) (0.4263) (0.8158) (0.8684)

Treatment dummy, 2001 -0.2646 0.1469 0.7335 0.9565 1.2221 -0.5214 0.5189
(0.1694) (0.1687) (0.2161) (0.3102) (0.4273) (0.6319) (0.8616)

Treatment dummy, 2002 -0.3165 0.1112 1.0662 1.4596 1.4536 -0.6260 -0.7408
(0.1507) (0.2053) (0.2809) (0.2971) (0.4973) (0.7177) (0.8528)

Treatment dummy, 2003 -0.5580 0.0609 1.1379 1.6702 1.5430 -0.6693 0.0322
(0.2203) (0.1657) (0.2566) (0.2864) (0.4734) (0.8642) (0.8444)

Constant 10.7848 12.5908 16.4331 21.9045 30.3644 43.1540 16.8818
(0.1776) (0.1718) (0.2936) (0.3609) (0.4686) (0.7872) (0.9468)

Treatment dummy, 2000 0.8382 1.5987 1.6765 1.5675 1.2879 1.1383 -1.2780
(0.2543) (0.4175) (0.4982) (0.5302) (0.6200) (0.8661) (1.4282)

Treatment dummy, 2001 0.3256 1.5221 1.7235 1.4488 0.3402 -0.1752 -1.3841
(0.3364) (0.3633) (0.4453) (0.5336) (0.6856) (1.2814) (1.4169)

Treatment dummy, 2002 0.5874 2.3427 2.5045 1.9187 0.5939 0.3488 -1.3584
(0.3308) (0.2967) (0.3754) (0.5043) (0.7411) (1.4093) (1.4012)

Treatment dummy, 2003 0.6025 2.1035 2.3703 2.8352 0.9764 1.1521 0.9228
(0.2295) (0.3859) (0.5114) (0.5456) (0.9951) (1.4436) (1.3781)

Table 2.
Quantile regression estimates of effects on earnings (earnings in thousands of dollars)

Effects on those who have attained ages 65 –69

Quantile regression

Variable
Ordinary

least squares

Numbers in parentheses are standard errors. Standard errors are calculated by bootstrap resampling with 40 repetitions.

Other covariates used in this regression are constant, male, race (white), age group dummies (62–64 and 70–72), and calendar-year
dummies from 1996 through 2002.

Effects on those turning age 65

SOURCE: Author's estimates.

NOTES: The dependent variable is annual earnings in thousands of dollars.

The sample includes observations with nonzero earnings.



12 Social Security Bulletin • Vol. 67 • No. 1 • 2007

earnings in 2000, the 50th to 70th percentiles in 2001 
and 2002, and the 40th to 70th percentiles in 2003. At 
the 60th percentile, earnings in 2000–2003 increased 
by $1,677 (10 percent), $1,724 (11 percent), $2,505 
(15 percent), and $2,370 (14 percent), respectively. 
Note that the estimated effects are larger for per-
sons who are turning age 65 than for those who have 
attained ages 65–69. This result is not surprising, 
because the younger age group not only has better 
health and skills but also has more choices in the labor 
market. Again, the percentiles at which the effects are 
signifi cant correspond to the earnings test threshold for 
persons attaining age 65.

In both affected groups, we found small and some-
times negative estimates at the 90th percentile of 
earnings, suggesting that high-income workers might 
reduce their earnings as the tax bite declines. However, 
examining the effect on an individual’s earnings using 
quantile regression alone seems inappropriate because 
the upper earnings test threshold, where all benefi ts 
are withheld, depends on family benefi t amounts and 
not just the primary worker’s earnings. That is, unlike 
the lower earnings test threshold, the upper threshold 
varies by individual. We cannot be sure of the effect of 
the earnings test removal on workers at the 90th per-
centile. To precisely measure the effects on earnings 
of high earners, we would need to identify those who 
earn above the upper threshold, taking the family ben-
efi t amounts into consideration. Thus, our small and 

statistically insignifi cant effects at the 90th percentile 
are not surprising.

Finally, for purposes of a simple specifi cation test, 
we estimate quantile regressions by including interac-
tion dummies for 1997–2003 and plot point estimates 
of those effects by year and percentile (Chart 6). If our 
regression model identifi es the effect of the earnings 
test removal, coeffi cient estimates of false treatment 
dummies would each equal zero. The chart shows 
(1) how the earnings distributions of the affected 
groups have evolved since 1996 after controlling for 
both time and group effects and (2) that the earn-
ings distributions of the treatment groups during the 
preremoval period have not changed signifi cantly from 
those of 1996, thereby lending support to the speci-
fi cation of our model. For persons who have attained 
ages 65–69, earnings at the 60th to 80th percentiles of 
the distributions during the postremoval period clearly 
contrast with earnings of the preremoval period. Simi-
larly, earnings at the 50th to 70th percentiles of the 
distributions for persons turning 65 are clearly affected 
by the test’s removal. More important, estimates 
for the years before the removal of the earnings test 
(1997–1999) are located near the horizontal line that 
indicates an estimate of zero. If our estimates captured 
effects caused by factors other than the earnings test 
removal, we would not expect to see the observed 
pattern of changes in the earnings distributions of the 
affected groups.
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Chart 6.
Estimates of the effects on earnings, by percentile and year

SOURCE: Authors’ estimates.

Those who have attained ages 65–69
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1 The FRA has been 65 for those who reach 62 in 1999 or 
earlier, and it gradually increases to 67 for benefi ciaries who 
reach age 62 in 2022 or later. The law was enacted April 7, 
2000, but the elimination of the earnings test for benefi cia-
ries was effective for taxable years ending after Decem-
ber 31, 1999. Earnings tests for individuals aged 75 or 
older, 72–74, and 70–71 were eliminated in 1950, 1954, and 
1983, respectively (Social Security Administration, Annual 
Statistical Supplement to the Social Security Bulletin, 2003 
[2004]).

2 Song (2003/2004) also examined the 2000 earnings 
test removal but used the Social Security Administration’s 
administrative data matched with the Survey of Income and 
Program Participation (SIPP). That analysis focused on the 
initial impact of the removal of the test by covering only the 
fi rst year following the removal.

3 See Social Security Administration, Annual Statistical 
Supplement to the Social Security Bulletin, 2003 (2004, 
240–241) for a brief history of changes in the retirement 
earnings test.

4 The removal eliminated the test beginning with the 
month a benefi ciary reaches the FRA. Note that the FRA 
gradually increases beginning with individuals born in 1938 
or later. Since those who were born in 1938 reach the FRA 
in 2003, most of them (those born in March or later because 
the FRA is 65 and 2 months for the 1938 cohort) are subject 
to the 62–64 earnings test through 2002 and the modifi ed 
earnings test in 2003.

5 The benefi t recomputation after initial entitlement is not 
directly associated with the earnings test. The benefi t recom-
putation is relevant if eliminating the earnings test affects 
earnings and if the new earnings are substantially higher 
than the lowest earnings in the current benefi t computation.

6 For persons claiming early benefi ts, monthly benefi ts 
are reduced from the full benefi t amount at the rate of 5/9 
of 1 percent per month for the fi rst 36 months and 5/12 of 
1 percent for any additional months. The delayed retire-
ment credit for those who reach age 65 in 2005–2006 is 2/3 
of 1 percent for each incremental month (or 8 percent per 
year).

7 Work by a person entitled only to dependent benefi ts 
would not increase his or her benefi t.

8 Monthly benefi ts are reduced by the amount of excess 
earnings beginning with the fi rst month of the year in which 
the individual is entitled to benefi ts. In the fi rst year that an 
individual is entitled to monthly benefi ts, benefi ts will not 
be reduced because of the retirement earnings test for any 
month that is a nonservice month, regardless of the amount 
of annual earnings for the year. A nonservice month is a 
month in which a person’s earnings from employment do 
not exceed 1/12 of the annual exempt amount and he or she 
does not perform substantial services in self-employment. 
For persons reaching the FRA, only earnings before the 
month of attaining the FRA are counted for purposes of the 
test.

9 The earnings test does not apply to individuals who are 
entitled to disability benefi ts or who are living outside the 
United States and their work is not covered by Social Secu-
rity. The foreign work test can be applied to persons under 
the FRA who reside outside the United States. See Social 
Security Administration (2004).

10 Some examples are Blinder, Gordon, and Wise (1980), 
Burkhauser and Turner (1981), Reimers and Honig (1993), 
Vroman (1985), Burtless and Moffi tt (1985), Gustman and 
Steinmeier (1985, 1991), and Packard (1990).

11 There are two versions of the Continuous Work History 
Sample: an active fi le and an inactive fi le. The active fi le 
includes individuals with earnings from any employment, 
whether from covered or noncovered work.

12 For further discussions on the Master Earnings File, the 
Master Benefi ciary Record, and other SSA administrative 
fi les, see Panis and others (2000).

13 For those who are attaining the FRA, earnings up to the 
month before reaching the FRA are counted for purposes of 
the earnings test.

14 For the sample used in this article, the FRA is 65 
except for those born in 1938 or later. The 1938 birth cohort 
reaches the FRA in 2003 if born in October or earlier, or in 
2004 if born in November or December. Thus, defi ning the 
control and treatment groups on the basis of age appears to 
be inconsistent with the rules in 2003. However, the FRA 
was 65 during the preremoval period considered in this 
article. To maintain consistency throughout the study period, 
we keep the defi nition of the control and treatment groups 
partitioned by age for the rest of this analysis. We would 
expect to detect any anomalies arising from the FRA change 
by including year-by-year dummies in the analysis rather 
than one posttreatment dummy.

15 For example, those who were born in 1936 through 
1938 are turning 62–64 in 2000, and those who were born in 
1927 through 1929 have attained ages 70–72 as of Decem-
ber 31, 1999. Those who were born in 1935 are turning 65 
in 2000, and those who were born in 1930 through 1934 
have attained ages 65–69 as of December 31, 1999. In 2000, 
therefore, the modifi ed earnings test applies for those who 
were born in 1935, but the test no longer applies to those 
who were born in 1930 through 1934.
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16 A person becomes entitled to benefi ts when he or she 
applies, is deemed to be eligible, and is awarded benefi ts.

17 We further discuss how our estimates may be affected 
by the changes in the FRA for the 62–64 age group in the 
full version of the paper (Song and Manchester 2006). 

18 The estimated increase in benefi t claims of 2.2 per-
centage points in 2000 following the test’s removal is not 
surprising and appears to be consistent with the result 
reported in Song (2003/2004). The estimated magnitude of 2 
to 5 percentage points may not seem large, but it indicates a 
rather large impact on benefi t claims among those who had 
not yet become benefi ciaries by age 65. Only 10 percent of 
those who had attained ages 65–69 had not yet claimed old-
age benefi ts before 2000.

19 Because the rule was changed in April 2000 and effec-
tive retroactively from January 2000, relatively small effects 
in 2000 are not surprising. 

20 See Buchinsky (1998) for the interpretation of quantile 
regression estimates.

21 Note that 88 percent of persons in our sample are white 
and 54 percent are male.
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