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What Can We Learn from Analyzing Historical Data on Social Security Entitlements?
by Joyce Manchester and Jae G. Song

Data from administrative records of the Social Security Administration allow us to examine
patterns of initial entitlement to Old-Age Insurance benefits as well as Disability Insurance
benefits. We follow cohorts born in different years over their lifetimes to identify changes
in entitlements by age over time. Breaking out single birth cohorts shows close adherence in
entitlement ages to rule changes as well as increasing shares of cohorts relying on the Dis-
ability Insurance program in middle age.

Behavioral and Psychological Aspects of the Retirement Decision
by Melissa A. Z. Knoll

The majority of research dealing with the retirement decision has focused on the health
and wealth aspects of retirement. Research in the areas of judgment and decision making
and behavioral economics suggests that there may be a number of behavioral factors that
influence the retirement decision as well. This review highlights such factors and offers a
unique perspective on potential determinants of retirement behavior, including anchoring
and framing effects, affective forecasting, hyperbolic discounting, and the planning fallacy.
The author describes findings from previous research, as well as draws novel connections
between existing decision-making research and the retirement decision.

The 2006 Earnings Public-Use Microdata File: An Introduction
by Michael Compson

This article introduces the 2006 Earnings Public-Use File (EPUF), a data file containing
earnings records for individuals drawn from a 1-percent sample of all Social Security num-
bers issued before January 2007. The EPUF contains selected demographic and earnings
information for 4.3 million individuals. It provides aggregate earnings data for 1937 to 1950
and annual earnings data for 1951 to 2006.
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Caregiver Credits in France, Germany, and Sweden: Lessons for the United States
by John Jankowski

Analysts have long considered caregiver credits, or pension credits, provided to individuals
for time spent out of the workforce caring for dependent children and sick or elderly relatives,
as a way to improve the adequacy of retirement benefits for women in the United States. This
article examines the experiences of France, Germany, and Sweden with caregiver credits,
focusing particularly on the design, administration, and cost of these programs.

How Common is “Parking” among Social Security Disability Insurance Beneficiaries?
Evidence from the 1999 Change in the Earnings Level of Substantial Gainful Activity
by Jody Schimmel, David C. Stapleton, and Jae G. Song

The authors explore the extent to which Social Security Disability Insurance (DI) benefi-
ciaries restrain their earnings below the substantial gainful activity (SGA) level in order to
maintain their cash benefits. The extent of “parking” is measured by exploiting the 1999
change in the nonblind SGA earnings level from $500 to $700 and assessing its effect on
cohorts of DI beneficiaries who completed their trial work period, one of which was affected
by the SGA change, and one that was not.
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WHAT CAN WE LEARN FROM ANALYZING HisTORICAL DATA
ON SociAL SECURITY ENTITLEMENTS?

by Joyce Manchester and Jae G. Song*

We use data from Social Security administrative records to examine the lifetime patterns of initial entitlement to
retired-worker and Disability Insurance (DI) benefits across cohorts born in different years. Breaking out age-
at-entitlement patterns for different birth-year cohorts reveals close adherence in entitlement ages to changes in
program rules, such as increasing the full retirement age. The proportion of a cohort that becomes newly entitled
to DI benefits rises noticeably during recessions and at ages 50 and 55, and cumulative entitlement rate patterns
show that more recent cohorts rely increasingly on DI benefits in their late 30s and 40s.

Introduction

The age at which people become entitled to Social
Security benefits, both for retirement and for dis-
ability, affects not only individual benefit amounts
but also the proportion of the population that depends
on Social Security. Entitlement to a Social Security
retirement or disability benefit implies that a person
has met all the eligibility requirements and has applied
for that benefit. One way of analyzing entitlement
trends is from a cross-sectional perspective—com-
paring entitlement rates from one year to another.
Another way, which receives much less attention, is to
analyze age-at-entitlement trends across birth cohorts.
Changes in entitlement rates over a birth cohort’s
lifetime yield information about the interaction of
economic conditions, program rules, administrative
leniency, societal attitudes toward public programs,
and individual behavior. Analysis of age at entitlement
also tells us about the share of a particular cohort that
receives support from Social Security as that cohort
ages. In addition, we can compare entitlement rates at
particular ages across birth cohorts to see how depen-
dence on Social Security changes over time.

Two recent developments underscore the impor-
tance of understanding rates of Social Security entitle-
ment at different ages. First, the recent recession, with

its attendant layoffs and scarcity of job vacancies, has
likely led more individuals to apply for Social Secu-
rity benefits. Decreasing employment opportunities
together with the aging of the population have led to
higher numbers of applications for both disability and
early-retirement benefits (CBO 2010). The recession
has also led to a decline in payroll tax revenue, and
CBO (2011) projects that the Disability Insurance (DI)
Trust Fund will be exhausted in 2016 without legisla-
tive action to change the program’s finances.! Second,
the DI program in particular has grown rapidly in
recent decades, with notable expansions in the number
of beneficiaries with low-mortality diagnoses (Autor
and Duggan 2006).> Many of those beneficiaries will
remain on the rolls for many years to come, drawing
both DI and Medicare benefits.

We use data from Social Security administrative
records to compare the lifetime patterns of initial

Selected Abbreviations

DI Disability Insurance

FRA full retirement age

MBR Master Beneficiary Record
SSA Social Security Administration

* Joyce Manchester is with the Congressional Budget Office. Jae G. Song is with the Office of Quality Performance, Social Security

Administration.

Note: Contents of this publication are not copyrighted, any items may be reprinted, but citation of the Social Security Bulletin as the
source is requested. To view the Bulletin online, visit our website at http://www.socialsecurity.gov/policy. The findings and conclusions
presented in the Bulletin are those of the authors and do not necessarily represent the views of the Social Security Administration or the

Congressional Budget Office.
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entitlement to retired-worker and DI benefits across
birth cohorts. Examining differences between cohorts,
we find that age-at-entitlement patterns closely fol-
low program rule changes, such as raising the full
retirement age (FRA); the proportion of a cohort that
becomes newly entitled to DI benefits rises noticeably
during recessions and at ages 50 and 55; and more
recent cohorts increasingly become entitled to DI
benefits in their late 30s and 40s.

More than 54 million Americans received Social
Security benefits at the end of December 2010. Over
37 million beneficiaries were retired workers and their
dependents, more than 6 million were survivors of
entitled workers, and over 10 million were disabled
workers and their dependents (SSA 2011b). This article
looks at how many individuals entered the rolls at each
age, and for which program.

Data Description

The Social Security Administration (SSA) maintains
benefit records in the electronic Master Beneficiary
Record (MBR). A record is created for every person
with a Social Security number at the time of initial
application for benefits of any type. In addition to
benefit information, the record includes the benefi-
ciary’s sex and date of birth. We use an extract of the
MBR encompassing 100 percent of beneficiaries that
was created in August 2009. Further details appear in
the appendix.

The administrative data on entitlements are not
complete for all birth cohorts and all types of benefits.
When the MBR system was created in 1963, data for
all previous retired-worker entitlements were entered
into the system to produce complete retired-worker
entitlement records throughout the history of the
Social Security program. However, the records for DI
benefits are not complete prior to 1964. We analyze
cohorts born in 1944 and later for whom the data on
retired-worker and DI entitlements are essentially
complete. Unfortunately, recent MBR files may not
reflect all entitlements because both retired-worker and
DI entitlements can change retroactively. As a result,
data are incomplete for some months. For this article
we generally use data through 2008.

Some of the results presented here are compared
with those from SSA’s Annual Statistical Supplement
to the Social Security Bulletin. Our data differ slightly
because, in the interest of simplicity, we report only
the first entitlement for any type of benefit recorded for
each person.? If an individual becomes entitled to DI
benefits at age 55 and later converts to retired-worker

benefits at age 65, or if he or she leaves the DI rolls but
subsequently claims retired-worker benefits at age 65,
we count that person only once, at the DI entitlement
date. Based on the data restrictions cited above, we
present initial entitlements for retired-worker benefits
for birth cohorts from as early as 1890 through 1942,
using data through 2008. New DI entitlements shown
here begin with the 1944 cohort for ages 21 through 61
and run through the 1954 cohort for ages 21 through 53.

A Cross-Sectional Look at Initial Benefit
Entitlements for Retired Workers

Analysts seeking a cross-sectional view examine the
number of initial entitlements by age in a given year.
Table 6.B5.1 of the 2011 Annual Statistical Supplement
shows that benefit entitlements for new retired-worker
beneficiaries in 1999 and 2008 spike at ages 62 and
65; our Chart 1, although it omits conversions from
DI to retired-worker benefits and detail by sex, shows
similar results.* In 1999, 58.3 percent of new entitle-
ments went to people aged 62 and 16.0 percent went to
people aged 65. In 2000, SSA eliminated the retire-
ment earnings test for claimants at FRA or older;> and
by 2008, the upward adjustment of the FRA implied

a larger benefit reduction at age 62.° As a result, only
51.3 percent of new entitlements in 2008 went to
people aged 62, and the proportion going to people
aged 65 rose to 25.7 percent.

Of course, the proportions shown in cross-sectional
data refer to all new entitlements in a particular year
and do not reflect the distribution of entitlements
within each birth cohort by age. The first wave of baby
boomers, born in 1946, was eligible to claim retired-
worker benefits in 2008 at age 62. Absent any changes
to Social Security rules affecting that cohort, we
would expect the proportion of entitlements going to
claimants aged 62 to be higher in 2008 than in earlier
years. In fact, the 2008 proportion was lower than that
in 1999, probably due to the higher FRA for the 1946
cohort. The spike at age 65 remained large in 2008, as
the FRA for the 1942 birth cohort was 65 years and
10 months, meaning that many in that group did not
reach the FRA until 2008. Likewise, because the FRA
for the 1943—-1959 birth cohorts is 66, entitlements at
that age spiked at 14.7 percent in 2009 (not shown).”

The newly published SSA data allow us to examine
the age at new benefit entitlement in a particular year
separately for men and women. The pattern of new
entitlements by age and sex for 2008 (Chart 2) reveals
that women are more likely than men to be newly
entitled as retired-worker beneficiaries at age 62.

2
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Chart 1.
Percentage distribution of new retired-worker beneficiaries by age at entitlement (excluding individuals
automatically converted from DI to retirement benefits at FRA), 1999 and 2008
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SOURCE: Authors’ calculations based on SSA (2011a, Table 6.B5.1).

NOTE: Rounded components of percentage distributions do not necessarily sum to 100.

Chart 2.
Percentage distribution of new retired-worker beneficiaries by age at entitlement (excluding individuals
automatically converted from DI to retirement benefits at FRA), by sex, 2008
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Initial Entitlement to Retired-Worker
Benefits by Birth Cohort and Age

A different picture emerges when we examine the
pattern of new entitlements to retired-worker benefits
by age for each birth cohort. When particularly large
or small cohorts reach the earliest Social Security
eligibility ages, cohort outcomes differ noticeably
from cross-section outcomes. Using the MBR, we
examine the population within a particular birth
cohort who became newly entitled to retired-worker
benefits between ages 62 and 72, by age in years and
months.® None of our new retired-worker beneficiaries
was previously entitled to any other type of Social
Security benefit. We compare the age-at-entitlement
patterns of the 1910, 1920, and 1936 birth cohorts
(Chart 3). The 1910 birth cohort shows a spike in
entitlements for claimants in the month they reached
age 62. The Social Security Amendments of 1981
changed the entitlement rules such that a person had
to be age 62 for a full month to be eligible for retired-
worker benefits. With the 1920 birth cohort, the spike
in new entitlements moves to age 62 and 1 month. In
each of the cohorts studied, between 31.6 percent and
44.5 percent of the workers became entitled to retired-
worker benefits in their first month of eligibility.’

A smaller spike appears at age 65, the FRA for
each of the cohorts studied. Between 11.3 percent and
18.9 percent of the retired-worker beneficiaries in each
cohort was initially entitled to retired-worker benefits
at age 65. A much smaller rise in initial entitlements
occurs between age 64 and 9 months and age 65 for
several of the cohorts. Three months prior to turning
65, individuals can sign up for Medicare at their Social
Security office. While in the office, some individuals
also sign up to become entitled to retired-worker ben-
efits. The 1910 cohort also has a rise in entitlements at
age 63 and 9 months, for reasons that are not clear.

Only a small percentage of people in each cohort
become newly entitled to retired-worker benefits after
age 65, although a small bump appears at age 70.

Until a worker turns 70, the delayed retirement credit
incrementally boosts the eventual benefit amount for
every month past FRA that the person defers claiming.
Instituted in 1973, the credit initially equaled 1 percent
per year up to age 72. The credit rose to 3 percent per
year for the 1917-1924 cohorts. The Social Security
Amendments of 1983 reduced the maximum age to

70 and gradually raised the credit for later cohorts
until it reached 8 percent per year beginning with the
1943 cohort.

Chart 3.

New retired-worker beneficiaries, by age in years and months at entitlement, 1910, 1920, and 1936 birth

cohorts (in percent)
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Examining numbers of new entitlements by month
of age for more recent cohorts reveals that age-at-
entitlement patterns have paralleled FRA changes.
As the FRA increased from 65 for the 1937 and prior
cohorts to 65 and 2 months for the 1938 cohort, 65
and 4 months for the 1939 cohort, and so on up to
65 and 10 months for the 1942 cohort, the spike in
entitlements for men at age 65 moved with it (Chart 4).
The peaks move in step with the FRA increases for
every cohort. The story is much the same for women
(Chart 5), although the size of the peak at the FRA
is smaller relative to the peak at age 62 and 1 month.
When our MBR data extract was created in 2009, the
numbers were not yet complete for the 1943 cohort,
the first whose FRA 1is 66.

Another way to examine the patterns of entitlement
for retired-worker benefits is to look at the cumulative
percentage of retired-worker beneficiaries in a par-
ticular birth cohort who have become entitled by the
time they attain various ages. Program rules prohibited
workers born before 1892 from claiming retired-
worker benefits before turning 65. However, growing
shares of later cohorts did claim once retired-worker
benefits became available to women aged 62—64 in
1956 and to men at those ages in 1961 (Chart 6). For
example, of the retired-worker beneficiaries in the 1902

cohort, about 35 percent were entitled by age 62 %%.
That percentage rose to 55 percent for the 1932 cohort
before declining to 52 percent for the 1936 cohort.!
About 75 percent of retired-worker benefit entitlements
in the 1912 cohort had occurred by age 64 '.. That per-
centage gradually declined over subsequent cohorts,
reaching 68 percent for the 1936 cohort.

As the Social Security system matured in the
middle decades of the 20" century and more groups
of workers were covered, greater percentages of the
population aged 65 or older became entitled to ben-
efits. At the same time, people were becoming entitled
to benefits at younger ages. Only 40 percent of retired-
worker beneficiaries in the 1890 birth cohort were
entitled by age 65 ', but that percentage rose to about
93 percent for the 1900 birth cohort, coinciding with
the enactment of Medicare in 1965. The percentage
rose slightly for subsequent cohorts before declining
slowly over time to 90 percent for the 1934 cohort. It
then jumped to about 95 percent for the 1935 cohort,
whose members reached age 65 in 2000 as the retire-
ment earnings test was eliminated for claimants from
FRA (then 65) through age 69 (Song and Manchester
2007, 2008). The percentage entitled by age 67 2
has changed little across cohorts, at about 97 percent
beginning with those born in 1898.

Chart 4.

Number of men initially entitled to retirement benefits by age in months, 1936-1942 birth cohorts

Number (in thousands)
400 -

350 -

300 -

250 -

200 -

150

100

50+

0t/

1936, 1942
1937

1941
1938 1939 1940 !

L e e e e LA S S S s S St St i B

& 6‘93066‘%&\0& o 4 6‘%6‘\06‘ o 4 6‘%6‘\6‘ S & 6‘%6‘Q6‘ o 4 & &
q,"l«* Q,QS 613 Q’fﬁ Q;)S Qﬁ‘ Q’qﬁ 65% Q’qﬁ 6!5% 65% ,54‘« Q,bS Q’bﬂ 6“‘* Q,bﬂ 6“‘* bﬁ‘ 6"* 66,% éo* Q’cﬁ Q’oﬁ 6*‘ 6@ 6@‘ 6@ 6@

Age (years, months)

SOURCE: Authors’ calculations based on SSA's MBR, 100 percent data.

Social Security Bulletin, Vol. 71, No. 4, 2011



Chart 5.
Number of women initially entitled to retirement benefits by age in months, 1936-1942 birth cohorts
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Chart 6.
Cumulative shares of each birth cohort entitled to retirement benefits by the time they reach selected
ages, 1890-1936 cohorts

Cumulative percent entitled

Birth cohort

SOURCE: Authors’ calculations based on SSA’'s MBR, 100 percent data.
NOTE: Retirement benefits for those aged 62—64 were first offered to women in 1956 and to men in 1961.
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Initial Entitlement to DI Benefits by Birth
Cohort and Age

In recent decades, increasing shares of cohorts have
become entitled to DI benefits by the time they reach
their early 50s."" Attention has focused on DI because
of the growth in entitlements for that program (Autor
and Duggan 2003, 2006). In particular, because the
Social Security Disability Benefits Reform Act of
1984 expanded the list of mental and musculoskeletal
impairments that qualify a claimant for benefits, the
number of DI entitlements has grown rapidly. More-
over, the increase in the FRA and the larger benefit
reductions for claiming retired-worker benefits prior
to reaching FRA make DI more attractive for indi-
viduals born in 1938 or later (Duggan, Singleton, and
Song 2007).

To illustrate the growth in preretirement benefit
entitlements with an admittedly rough measure, we
use the MBR to determine the percentage of a birth
cohort that becomes newly entitled to DI benefits at
each single year of age and for each birth cohort. We
use the number of people in each birth cohort aged 50
as a scaling metric.'? Part of the change we observe in
entitlements by age stems from growing proportions
of women who are eligible for DI benefits over time,
both within a particular cohort and across successive

cohorts. Eligibility rules require a claimant to have not
only serious medical problems that prevent work but
also a recent work history, with earnings above a mini-
mum threshold in 5 of the last 10 years. Larger propor-
tions of women have become eligible for DI over time
as their labor force participation has increased.

We start by showing the percentages of a birth
cohort who become initially entitled to DI benefits
by single years of age between 25 and 61. We focus
on the 1944, 1946, 1948, 1950, 1952, and 1954 birth
cohorts (Chart 7), as the MBR contains complete
data on entitlements for those cohorts."”* We use data
through 2006, the year in which information for the
1946 cohort at age 60 is complete. A couple of previ-
ously documented patterns in entitlement trends stand
out. First, incidence rates peak at ages 50 and 55 for
each cohort (Chen and van der Klaauw 2008). At both
those ages, the vocational guidelines used in the DI
screening process change, reflecting lower expecta-
tions for claimants to adjust to other work, particularly
for individuals with little residual functional capacity,
limited education, and a history of work providing no
transferable skills."* Second, initial DI entitlements in
each cohort generally rise during times of economic
recession, as in 1974—-1975, 1991-1992, and 2001-2002
(Autor and Duggan 2003, Rupp and Stapleton 1995).

Chart 7.

Shares of each birth cohort entitled to DI benefits by age, biennial cohorts 1944-1954
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SOURCE: Authors’ calculations based on SSA’'s MBR, 100 percent data.

NOTE: Percentages are scaled to each cohort’s age-50 population.
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To further investigate the effect of the economy
and the stance of the DI program regarding new
entitlements, we next examine the incidence of new
entitlements by year, 1969-2006, for the same cohorts
studied above. Chart 8 shows the effect of the 1974—
1975 recession, with a modest increase in entitlement
rates across all cohorts. The 1980-1982 double-dip
recession is notable in that no increase in new entitle-
ments occurred: Those years correspond to restricted
allowance rates. However, the 1984 Social Security
Amendments relaxed some of the prior restrictions
and extended allowances to people with certain men-
tal and musculoskeletal impairments. That legislation
not only changed labor market conditions, it likely
contributed to increases in new entitlements in the
3—4 years leading up to the recession of 1990—-1991.
We also see rising entitlements in the years leading up
to 2000-2001. The slow pace of the economic recov-
ery following the 2001 recession corresponds with the
continued high incidence of new DI entitlements in
2002-2006.

To determine the cumulative share of each birth
cohort that becomes entitled to DI benefits by a given
age, we divide the number of new entitlements for
that age by the number of people in the birth cohort

aged 50.° We separate the sexes when showing the
share of a cohort that is entitled to benefits. In part, dif-
ferences between men and women reflect the fact that
a higher proportion of men are insured for disability
benefits. Among men in the 1944 cohort, over 17 per-
cent became entitled to DI benefits by age 61 (Chart 9).
Among men born just 2 years later, 21 percent became
entitled by age 61. More recent cohorts appear on track
to reach similar percentages. Among women, 13 per-
cent of the 1944 cohort became entitled to DI benefits
by age 61, as did about 16 percent of the 1946 cohort
(Chart 10). Of course, new DI entitlements can occur
up to the FRA, so cumulative DI entitlement rates will
ultimately exceed the percentages shown here.

Chart 11 highlights the differences between the
1944 and 1954 cohorts. For men the entitlement rate
by age 52 rose from about 8 percent for the 1944
cohort to about 10 percent for the 1954 cohort. Among
women, corresponding entitlement rates increased
from about 5 percent to about 8 percent.

What Have We Learned?

Using administrative data to track initial Social
Security benefit entitlements, we make three discover-
ies. First, age-at-entitlement patterns for particular

Chart 8.

Shares of each birth cohort entitled to DI benefits in 1969-2006, biennial cohorts 1944-1954

1 Percent entitled
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SOURCE: Authors’ calculations based on SSA’'s MBR, 100 percent data.

NOTE: Percentages are scaled to each cohort’s age-50 population.
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Chart 9.

Cumulative percentage of men entitled to DI benefits by age, biennial birth cohorts 1944-1954
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SOURCE: Authors’ calculations based on SSA’s MBR, 100 percent data.
NOTE: Cumulative percentages are scaled against the cohort’s age-50 population.
Chart 10.
Cumulative percentage of women entitled to DI benefits by age, biennial birth cohorts 1944-1954
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SOURCE: Authors’ calculations based on SSA’'s MBR, 100 percent data.

NOTE: Cumulative percentages are scaled against the cohort’s age-50 population.

Social Security Bulletin, Vol. 71, No. 4, 2011




Chart 11.

Cumulative percentages of workers entitled to DI benefits by age and sex for the 1944 and 1954 cohorts

0 Percentage

18 1
16 1
14 -
12 -

10 1

= 1944 women

==== 1954 women

=== 1944 men

==== 1954 men

Age

25 27 29 31 33 35 37 39 41 43 45 47 49 51 53 55 57 50 61

SOURCE: Authors’ calculations based on SSA’'s MBR, 100 percent data.
NOTE: Cumulative percentages are scaled against the cohort’s age-50 population.

birth cohorts offer insights that might be missed when
looking only at cross-sectional data. Second, compar-
ing patterns across cohorts furthers our understanding
of entitlement trends. Third, we can see how people
respond to changes in rules or procedures, such as

the change in the FRA or the less stringent voca-
tional guidelines in the disability decision process

at ages 50 and 55, when we separate age and cohort
characteristics.

As the United States faces the challenges of
entitlement growth going forward, better understand-
ing of why people seek Social Security benefits at
different ages will help guide program changes.

A first step in that process involves recognizing
historical entitlement patterns. A second step for
future research involves translating demographic and
economic factors presently in transition—such as
increasing longevity, higher incidence of diabetes or
obesity, technological advances, and different skill
requirements for jobs—into likely effects on entitle-
ment patterns.

Appendix

This appendix describes the data sources and analyti-
cal methods used in this article.

Timing of Initial Entitlement

An extract from the MBR provides the entitlement
data used here.'® To find the age at initial entitlement
to retired-worker or DI benefits, we use the following
variables:

DOB = Date of birth (month, day, and year)

DOIE = Date of initial entitlement to retired-worker
or DI benefits (month and year)

DOEDIB = Date of entitlement to DI benefits
(month and year)

TOC = Type of claim (a numeric code, in which
codes 6 and 7 denote DI benefits)

We also use the beneficiary identification code
(BIC) to identify primary worker beneficiaries.”” We
then derive the age at DOIE, the primary variable
of interest for this article, by comparing DOIE with
DOB. We identify initially entitled retired-worker ben-
eficiaries as those aged 62 or older at DOIE who have
neither a DOEDIB nor a TOC of 6 or 7, or whose earli-
est instance of DOEDIB is after initial entitlement.
We identify initially entitled DI beneficiaries as those
aged younger than 62 at DOIE who have a DOEDIB
or a TOC of 6 or 7. For individuals with multiple DI
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entitlements, the MBR extract we used provides the
three most recent DOEDIBs.

Population at Age 50

For each birth cohort we use the population at age 50
to scale the share of the cohort that obtains DI ben-
efits at various ages. We chose population at age 50
because we wanted a denominator that does not shift
with age. We use the total population, rather than the
population insured for disability benefits, to capture
the total increase in DI entitlement relative to the size
of the cohort. We use population data from the Cen-
sus Bureau, Population Estimates, Table 1: Annual
Estimates of the Resident Population by Sex and
Five-Year Age Groups for the United States: April 1,
2000, to July 1, 2008."® Those data give us the popula-
tion aged 50—54. We take an average to get a rough
estimate of the age-50 population and then adjust that
value by the ratio of births in the cohort’s birth-year to
the annual average of births over the 5-year interval.
Data on births by single year come from various edi-
tions of the Census Bureau’s Statistical Abstract of the
United States.

Benchmarking our Numbers against SSA’s
Published Numbers

The counts of initial entitlements by age will not
correspond to published SSA counts of benefit entitle-
ments because we look only at the date of initial
entitlement and because the SSA data are generally
not available by age in years and months. Counts of
initial entitlements and all entitlements differ when,
for example, a person becomes entitled to DI at age 45,
leaves the rolls after medical recovery at age 55, and
then becomes entitled to retired-worker benefits at

age 62. We count only the initial entitlement to any
Social Security program. In that case, we would report
initial entitlement at age 45 but not the entitlement

at age 62; SSA data would show both entitlements.
Counts by age can differ because we know the age

of beneficiaries in years and months at the time of
entitlement, whereas the Annual Statistical Supple-
ment generally reports age at entitlement only in years.
In the Annual Statistical Supplement, a person born in
January 1937 and entitled to retirement-worker ben-
efits at 62 years and 8 months is entitled in 1999, yet a
person born in September 1937 and entitled at 62 years
and 8 months is entitled in 2000. Thus, our counts of
entitlements by birth cohort do not match those in the
Annual Statistical Supplement.

To check the numbers of initial entitlements used in
this article against published SSA figures, we aggre-
gate our counts of entitlements by age in months to
counts by age in years, and compare them to counts
in Table 6.B5.1 of the 2011 Supplement. For example,
we can add the percentages of people in the 1937 birth
cohort who became initially entitled to retired-worker
benefits from age 62 through 62 and 11 months. We
find that 56.4 percent of the 1937 birth cohort became
entitled to retired-worker benefits at some time
between their 62" and 63" birthdays. Some became
entitled in 1999 and some became entitled in 2000.
We also find that 56.3 percent of the 1936 birth cohort
became entitled to retired-worker benefits between
their 62" and 63" birthdays, some in 1998 and some
in 1999. Based on data reported by SSA in Supplement
Table 6.B5.1, adjusted to omit DI conversions at age 65
and to merge data for men and women, 58.3 percent of
people who became entitled to retired-worker benefits
in 1999 were aged 62. During 1998-2000, the annual
average percentage of people who became entitled to
retired-worker benefits at age 62 was 57.3 percent. Our
56.4 percent figure for entitlements at age 62 for the
1936 and 1937 birth cohorts resembles the 58.3 figure
for entitlements in 1999 at age 62 (or the 57.3 percent
annual average for 1998-2000), lending credibility to
our approach. As expected, percentages reported by
SSA are a bit higher because the underlying popula-
tion includes some people who became entitled to
retired-worker benefits after a previous entitlement to
another type of Social Security benefit.

Notes

Acknowledgments: We thank Susan Grad, Aubrey
Johnson, Steve McKay, Chris Motsiopoulos, Scott Muller,
David Pattison, David Stapleton, Hilary Waldron, and
David Weaver for helpful comments on an earlier draft;
Richard Balkus for helpful discussions; and Sarah Axeen
for assistance.

' The Social Security Board of Trustees (2011) projects
that the DI Trust Fund will be exhausted in 2018.

2 Increasing proportions of new beneficiaries in the
30—44 and 45-60 age groups are being diagnosed with
nonlife-threatening musculoskeletal conditions and mental
disorders (von Wachter, Song, and Manchester forthcom-
ing, Appendix Table D).

3 Initial entitlement can occur only after all eligibility
requirements are met. The entitlement date often differs from
the date of application or the date on which benefit payments
actually begin for reasons such as retroactive payment provi-
sions, applicant choice, and varying adjudication periods.
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4 Table 6.B5.1 appears for the first time in the 2011
Annual Statistical Supplement, available online at http:/
www.socialsecurity.gov/policy/docs/statcomps/supplement
/2011/6b.html#table6.b5.1. The print edition is forthcoming.

3 The term “retired-worker benefit” denotes the type of
Social Security benefit but does not necessarily imply that
the individual has stopped working for pay. It does imply
that the benefit is based on the individual’s prior earnings.
Prior to 2000, the retirement earnings test withheld benefits
for beneficiaries who had substantial earnings. For further
details, see Song and Manchester (2007, 2008).

¢ Beginning with the 1938 birth cohort, the FRA rose
from 65 years to 65 years and 2 months. It continued to rise
in 2-month increments for those born each year thereafter
until reaching 66 years for the 1943 birth cohort. When
the FRA was 65, individuals who claimed retired-worker
benefits at age 62 received 80 percent of their full benefit.
For those whose FRA is 66, claimants aged 62 receive
75 percent of their full benefit.

" The new Table 6.B5.1 in the 2011 Annual Statisti-
cal Supplement shows entitlements at age 65 that occur
before reaching FRA, at FRA, and after reaching FRA.
Similarly, it shows entitlements at age 66 at FRA and after
reaching FRA.

8 A retired-worker beneficiary receives benefits based on
his or her own earnings history. By contrast, an auxiliary
beneficiary receives benefits based on another person’s
earnings history.

° For a comparison of data on initial entitlements by age
and birth cohort with the entitlement data in the Annual
Statistical Supplement, see the appendix.

10 A similar analysis of claiming by cohort at age 62
appears in Muldoon and Kopcke (2008).

' Supplemental Security Income uses the same medical
and vocational criteria as DI but is available only to people
with low income and assets.

12 An alternative scaling factor would be the number of
people insured for disability benefits in each cohort by sin-
gle year of age, but we wanted to capture the total growth in
DI entitlement. The number of all people in each cohort by
single year of age would adjust for changes in mortality at
different ages over time, but we took the shortcut of using
the population at age 50 for each birth cohort to keep the
denominator stable. Consequently, the actual population is
larger at ages below 50 and smaller at ages above 50, imply-
ing that the charts overstate the percentages at ages younger
than 50 and understate them at older ages. See the appendix
for further details.

13 Entitlement rates were higher in the 1970s but espe-
cially low during the 1980s as the Reagan administra-
tion tightened allowance rates. Individuals in the 1944
cohort were only in their 30s in the 1970s, so we may
not fully reflect the higher incidence rates of that decade.

Unfortunately, the administrative data for earlier birth
cohorts are incomplete.

4 Individuals approaching advanced age (50—54) may
be significantly limited in vocational adaptability if they
are restricted to sedentary work. Individuals who have no
past work experience or can no longer perform vocationally
relevant work and have no transferable skills ordinarily
obtain a disability finding (CFR 2010).

15 We use a denominator that does not shift with age to
capture the total increase in DI enrollment. Of course, some
people who qualify for DI benefits die within a few years of
entitlement, and some members of the birth cohort die prior
to age 50 without ever being entitled to DI. In addition,
changing shares of each cohort do not have sufficient recent
work to be insured for DI.

' We used the annual MBR file of SSA’s Office of
Research, Evaluation and Statistics and examined primary
benefits only.

7 For additional detail, see Panis and others (2000). Pri-
mary workers receive benefits based on their own earnings
record.

18 See http://Wwww.census.gov/popest/national/asrh
/NC-EST2008-sa.html.
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BEHAVIORAL AND PSYCHOLOGICAL ASPECTS

OF THE RETIREMENT DECISION
by Melissa A. Z. Knoll*

The majority of research on the retirement decision has focused on the health and wealth aspects of retirement.
Such research concludes that people in better health and those enjoying a higher socioeconomic status tend to
work longer than their less healthy and less wealthy counterparts. While financial and health concerns are a
major part of the retirement decision, there are other issues that may affect the decision to retire that are unre-
lated to an individual’s financial and health status. Judgment and decision-making and behavioral-economics
research suggests that there may be a number of behavioral factors influencing the retirement decision. The
author reviews and highlights such factors and offers a unique perspective on potential determinants of retire-
ment behavior, including anchoring and framing effects, affective forecasting, hyperbolic discounting, and

the planning fallacy. The author then describes findings from previous research and draws novel connections
between existing decision-making research and the retirement decision.

Introduction that there may be a number of behavioral factors

that influence the retirement decision as well. Find-
ings from previous JDM and behavioral-economics
research offer a new perspective on the motivations
underlying the retirement decision and may help
generate strategies for overcoming some cognitive and
emotional factors that can lead individuals to make
suboptimal retirement decisions. Therefore, it is cru-
cial that, in addition to the financial and health aspects
of the retirement decision, policymakers and those

in the position to guide the choices of future retirees
understand the possible behavioral and psychological
features of the retirement decision. In this literature
review, I outline findings from JDM and behavioral

Deciding when to retire may be one of the most
important decisions an individual makes during his or
her lifetime. Although the retirement decision occurs
late in life, it can significantly affect an individual’s
well-being for many years. The majority of research
about the retirement decision has explored the impact
of health (for example, NIA (2007)) and economic
status (for example, Gustman and Steinmeier (2002))
on individuals’ decisions to retire.! Not surprisingly,
research has indicated that individuals in poor health,
or whose loved ones are suffering from negative health
conditions, retire earlier than those in better health
(McGarry 2002). Additionally, individuals who enjoy
a higher socioeconomic status (SES) tend to work
longer than lower SES individuals (Li, Hurd, and Selected Abbreviations

Loughran 2008).? EEA earliest eligibility age
While financial and health concerns are a major FRA full retirement age
part of the retirement decision, there are other issues
that enter into the retirement decision that are unre-

lated to an individual’s financial and health status.
Research in the areas of judgment and decision SSA Social Security Administration
making (JDM) and behavioral economics suggests

JDM judgment and decision making

SES socioeconomic status

* Melissa Knoll is a research analyst with the Office of Retirement Policy, Office of Retirement and Disability Policy, Social Security
Administration.
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economics research that can inform and broaden one’s
perspective on why individuals decide to retire when
they do.

At age 62, the current earliest eligibility age (EEA)
for receiving Social Security retirement benefits, life
expectancy for the average man and woman is approx-
imately 21.4 years and 23.8 years, respectively.® This
means that many individuals will spend more years in
retirement than they did in school, clearly a nontrivial
amount of time. Retirement trends have indicated that
many individuals do, in fact, claim Social Security
benefits at the EEA, or at some point before their full
retirement age (FRA). An important thread uniting
many of the issues discussed in this article, then, is the
tendency for individuals to retire early, that is, before
their FRA. However, because delaying claiming ben-
efits results in an increased monthly benefit amount for
the remainder of one’s life (and the remainder of the
lives of family members receiving survivor benefits),
many researchers have argued that delaying claiming
is almost always the optimal decision economically
(Coile and others 2002).* In fact, the National Com-
mission on Fiscal Responsibility and Reform (2010)
recently proposed that SSA provide information to
the public “with an eye toward encouraging delayed
retirement” (47). Further, in a book entitled Working
Longer, Munnell and Sass (2008) suggested that pro-
longed workforce participation may be “the solution to
the retirement income challenge.” Retirement planners
have also begun to endorse retiring at later ages (for
example, Spiegelman (2009)). I make recommenda-
tions throughout this article regarding ways in which
policymakers and retirement counselors can encourage
future retirees to consider postponing retirement, if
doing so proves to be financially feasible and benefi-
cial to the individual and his or her family.

Moving forward, this literature review is organized
into five sections. First, I discuss the relationship
between leaving the workforce and claiming Social
Security benefits, as this interaction may be important
for understanding individuals’ retirement decisions. In
the second section, I describe ways in which the deci-
sion context, the factors that make up a particular deci-
sion and the way in which the decision is presented or
framed, may affect the timing of one’s retirement. The
third section explores how individuals’ (in)ability to
accurately predict their future happiness may affect
their expected and actual retirement decisions. The
fourth section involves predictions about the future as
well, but focuses specifically on predictions of future
behavior and future events. Finally, I discuss the roles

that emotions and information can play in the retire-
ment decision. In the sections where I discuss contri-
butions from JDM and behavioral economics, I review
the current literature and then highlight possible
policy implications and directions for future research
where applicable.

The Big Issue

Before discussing the significance of the possible
behavioral underpinnings of retirement, it is impor-
tant to disentangle the different meanings of the term
“retirement.” That is, “retiring” may mean different
things to different people. First, retiring can mean
exiting the workforce; when individuals no longer
want to or are no longer able to work, they may decide
that it is time to leave the workforce. Second, retiring
may refer to claiming Social Security benefits. For
many retirees, those two events likely are one and
the same, but those events do not always temporally
coincide—individuals may claim benefits while
continuing to work or they may stop working without
claiming benefits.

When individuals decide to stop working, they must
have a way to support themselves financially, as their
income from work will no longer be available. Thus,
the question of how to support oneself in retirement
should be an important consideration in the retirement
decision. Traditionally, income during retirement is
thought to come from three main sources, or what
is generally referred to as a “three-legged financial
stool”: Social Security benefits, pensions, and per-
sonal savings. Unfortunately, many individuals fail to
consider the issue of financial well-being in retirement
until retiring becomes imminent (EBRI 2008), which
can mean that the “personal savings” leg of the stool
is weaker than it should be. In addition, the number
of workers who participate in an employer-sponsored
defined benefit pension plan has decreased over the
past two-to-three decades (Buessing and Soto 2006).’
Individuals consequently may be left financially
unprepared for retirement, leading them to rely heavily
on Social Security benefits.

Indeed, Social Security comprises the majority of
retirement income for many individuals (NIA 2007;
SSA 2010), and this reliance on Social Security can
have a major impact on the timing of one’s exit from
the workforce. For individuals for whom Social Secu-
rity is the main or only source of income in retirement,
exiting the workforce and claiming Social Security
benefits likely occur concomitantly. On the other hand,
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retirees who will receive a pension and/or who have
personally saved for retirement may not need to claim
Social Security benefits immediately upon exiting the
workforce because other sources of income can fund
their retirement, at least for some time.°

Coile and others (2002) highlighted a number of
additional factors that may affect the relationship
between retiring and benefit claiming, including life
expectancy, age at retirement, and marital status.
Importantly, however, the authors noted that many
people may simply claim benefits immediately at
age 62, without taking into account the far-reaching
financial effects of this uptake decision. As such, the
authors suggested that “claiming behavior should be
better understood by those interested in Social Secu-
rity” (384).

Related to the interaction between leaving the
workforce and claiming Social Security benefits is the
relationship between a retiree’s claiming age and the
resulting benefit amount. This relationship should also
be an important consideration in the retirement deci-
sion. Briefly, individuals can choose to begin receiving
retirement benefits at any age between 62 (that is, the
EEA) and 70, and this choice affects the size of the
benefit. At FRA, retirees receive 100 percent of their
scheduled benefits. If an individual claims benefits
before his or her FRA, reduction factors are applied,
permanently reducing the monthly benefit amount.

If an individual claims between his or her FRA and
age 70, delayed retirement credits are applied, per-
manently increasing the monthly benefit amount.
Unfortunately, research has indicated that many future
retirees do not fully understand the interplay between
claiming age and Social Security benefits (Benitez-
Silva, Demiralp, and Liu 2009; Liebman and Luttmer
2009), and many simply do not know that such an
interaction exists between claiming age and benefit
amount (EBRI 2007). Such a lack of knowledge or
understanding about claiming can lead individuals to
claim Social Security benefits early, which may not be
in their own best interest or in the best interest of their
family members. Although informational constraints
can certainly lead to suboptimal claiming decisions,
JDM and behavioral economics research suggests that,
even with complete knowledge of the claiming rules
and their effects on benefit amounts, individuals may
nevertheless decide to claim benefits when it is not
economically advisable to do so.

While delaying claiming allows for permanently
increased monthly Social Security benefits, more

than half of retirees nevertheless claim benefits at

the EEA (for example, Song and Manchester (2007)).
That behavior may have multiple determinants. For
example, there is, of course, a subgroup of retirement-
age individuals who must leave the workforce at

the EEA for health reasons. However, the Employee
Benefit Research Institute (EBRI 2006) estimated that
only about 15 percent of survey respondents reported
retiring early because of health problems. Therefore,
the number of retirees citing a health-induced exit
from the workforce is not so large that it can explain
all, or even the majority, of early retirement behav-
ior. Likewise, some individuals may start to receive
benefits as soon as possible because they have been
“forced” into retirement, either as a result of a layoff
or a buyout offer from their employer. While the num-
ber of individuals who retire as a result of a job cut
has likely risen in recent years, these retirees represent
only a small subset of the retirement population; EBRI
(2006) found that approximately 11 percent of those
retiring early reported doing so as a result of downsiz-
ing or closure.

The claiming decision for individuals who must
leave the workforce early citing poor health or a layoff
very likely depends entirely on their financial condi-
tion. For those retirees, choosing the option to delay
claiming may not be possible if they do not have
sufficient savings or an employee pension. In addition
to those needing or forced to leave the workforce, a
substantial number of retirees choose to stop work-
ing before reaching their FRA. According to EBRI’s
(2006) report, 38 percent of individuals reported
retiring early; although 39 percent of early retirees
surveyed said they did so because they could afford to,
24 percent reported that they wanted to do something
else and 22 percent indicated that they retired early
for family reasons. If individuals in those latter two
groups have little personal retirement savings and no
pension, they will quite likely claim Social Security
benefits upon retiring.

Regardless of the specific financial needs of a
potential retiree, if individuals work longer, they are
less likely to claim benefits whether they have sources
of retirement funding outside of Social Security or not
(Gustman and Steinmeier 2002). That is, individuals
who continue to earn wages through working are less
likely to claim benefits, regardless of their personal
savings or pensions.” Therefore, when encouraging
individuals to delay claiming Social Security so that
they receive a higher monthly benefit for the rest of
their lives, it may behoove policymakers to shift their
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focus from delaying claiming to encouraging pro-
longed labor force participation.® With this in mind,
many of the issues raised later focus on behavioral and
psychological impediments to working longer, and
many of the suggested interventions focus on working
longer and claiming later.

The Decision Context

As mentioned earlier, delaying the claiming of Social
Security benefits is a widely publicized and popular
strategy that financial planners, retirement counsel-
ors, policymakers, and the media suggest is critical
for financial well-being in retirement (for example,
Spiegelman (2009)). Individuals who claim at age 62
will receive reduced benefits (about a 25-30 percent
reduction depending on their FRA) for the remain-
der of their lives, as will spouses eligible to receive
survivor benefits (SSA 2009b). Why, then, is 62 the
most popular age at which to start receiving benefits
(Song and Manchester 2007)? As alluded to earlier,
perhaps the more important question is why 62 is such
a popular age at which to exit the workforce? One
reason, which will underlie many of the JDM topics
discussed herein, is that workers are simply “burnt
out” or dissatisfied with their jobs. Indeed, previous
research suggests that being tired of working is a main
determinant of the preference for early retirement.
Bidewell, Griffin, and Hesketh (2006) and Beehr

and others (2000) found that being “tired of work”
bore the strongest (negative) relationship to preferred
retirement age in models including both work and
nonwork predictors of retirement.” In addition, a

July 2008 report from EBRI showed that respondents
who reported retiring at earlier ages were more likely
to indicate that they were dissatisfied with their jobs
(Helman and others 2008).

It seems implausible that at exactly 62 years of age,
the majority of individuals are fatigued or dissatisfied
with their jobs to the point where they cannot bring
themselves to work any longer in order to receive a
significantly higher monthly benefit from Social Secu-
rity. When factoring in that the EEA is 62 as well, it
becomes apparent that the retirement spike at 62 (Song
and Manchester 2007; Behaghel and Blau 2010) is not
just a coincidence. In addition to the retirement spike
at age 62, another wave of individuals tends to retire
at age 65 (Song and Manchester 2007; Behagel and
Blau 2010), which was the FRA until it was phased
upward in the 1983 Social Security Amendments
(SSA 2009a)."° These retirement spikes, centered on
ages relating to Social Security policy, are an example

of how the decision context, or the way a decision is
framed or presented, can affect individuals’ prefer-
ences and behaviors. In this case, retirees appear to
anchor (Tversky and Kahneman 1974) on ages that
have some retirement significance, however arbitrary.
That is, retirees tend to be influenced by particular
numbers (ages) associated with specific aspects of
Social Security policy. Brown (2006) studied a par-
ticular set of questions asked in the Health and Retire-
ment Study and found that 62 and 65 are the ages most
frequently reported as being the “usual retirement
ages” (URAS). In fact, only about 13 percent of par-
ticipants reported an age other than 62 or 65 as being
the URA, or the age at which people “who work with
you or have the same kind of job” retire.

In addition to the anchoring effect that appears to
take place in the consideration of one’s retirement
age, there is also evidence that the ages on which
people anchor serve as reference points (Kahneman
and Tversky 1979b). Rather than considering options
absolutely, people tend to evaluate options relatively,
that is, as gains or losses from a specified refer-
ence point. JDM research dealing with the impact of
expectations on individuals’ judgments and decisions
(for example, Lee, Frederick, and Ariely (2006)) may
suggest that individuals’ expectations about retirement
can have important consequences for their retirement
decisions (Lusardi 1999); among other things, expecta-
tions can lead to the establishment of reference points,
or starting points, which may affect the decision of
when to retire. If people are used to hearing that 62
is “the retirement age,” as opposed to it being the
“early retirement age,” convincing them to wait past
age 62 to claim benefits may be difficult, because 62
has come to serve as the expected retirement age—the
reference point.

The following is an example of how the reference
point might impact the retirement decision. Individu-
als are unlikely to evaluate the prospect of retiring at
64 by simply evaluating how it would feel to retire at
this age. Instead, individuals may compare retiring
at 64 with retiring at various older or younger ages.
The significance of reference points in individuals’
valuations of available options makes future retirees’
perceptions of a usual retirement age important. If
age 62 serves as a reference point, as previous research
suggests it does (for example, Brown (2006)), individ-
uals may view retiring at 64, for example, as a “loss.”
A loss, in this sense, is simply an outcome the decision
maker perceives as negative in relation to the reference
point (for example, “I could have had 2 more years of
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‘freedom’ had I retired at age 627). In the context of
the retirement decision, the additional monthly income
from Social Security one would receive if he or she
postpones retirement is quite likely perceived as a
“gain” associated with delaying benefit claiming. The
monetary gain resulting from delaying retirement may
be evaluated with respect to a reference point of age 62
as well. Waiting to retire until age 64, for example,
would result in a monthly monetary gain as compared
with the benefit that would be received at age 62. How-
ever, loss aversion (Tversky and Kahneman 1974),

or the empirical finding that individuals weigh losses
more heavily than they do equivalent gains, suggests
that obtaining an increased monthly benefit may not
be enough to compensate for the strong reluctance to
work longer. Even though the gains and losses asso-
ciated with the retirement decision are in different
metrics (that is, losses are in terms of extra work and
gains are in terms of extra monthly Social Security
income), this scenario represents a potentially com-
mon trade-off individuals considering retirement may
make. In essence, prospective retirees may envision
the retirement decision as simply a question of whether
working an extra year is worth an extra $50 a month
in benefits."

Over a decade ago, Fetherstonhaugh and Ross
(1999) conducted one of the few experiments demon-
strating the effects of reference points and loss aver-
sion on the retirement decision.!? Using the notion that
individuals consider 65 to be the “default” retirement
age, the authors suggested that individuals who expect
to retire earlier or later than age 65 will view their
resulting Social Security benefits as either a loss or
a gain from this reference point. The authors further
argued that simply altering the frame in which Social
Security benefits are presented to future retirees may,
in turn, alter their retirement preferences and behav-
iors. Such a result would be an example of a framing
effect (Tversky and Kahneman 1981), which occurs
when a change in the surface features of a decision
problem leads individuals to make different judgments
and decisions. Through experimentally manipulating
the default retirement age to be 68 or 65, and framing
retirement options as gains or losses from those differ-
ent reference points, Fetherstonhaugh and Ross (1999)
were able to demonstrate powerful framing effects.
Specifically, the authors found that when the option
to claim benefits at age 68 was framed as resulting
in a monetary gain from an age-65 reference point,
only 38 percent of survey respondents chose 68 as the
preferred retirement age; on the other hand, 57 percent

of respondents chose 68 as the preferred age when
receiving benefits at age 65 was framed as resulting

in a monetary loss from the age-68 reference point.
This result is consistent with previous research on loss
aversion, which suggests that losses hurt more than
equivalent gains feel good. Behaviorally, loss aversion
leads individuals to choose the option that allows them
to avoid a loss—a later retirement date in this case.

Interestingly, Fetherstonhaugh and Ross (1999)
found no similar framing effects when the options
were presented with age-62 and age-65 as the refer-
ence points. The authors suggested that this null result
may stem from the specific trade-off between enjoying
an early retirement, along with the leisure opportuni-
ties that early retirement affords, and the slightly
greater Social Security benefit that later retirement
provides. This trade-off, the authors argued, is not
as pronounced at later ages (that is, between ages 65
and 68) because retiring at either of those ages is not
considered to be “retiring young.” Taken together,
these results underscore the significance of the deci-
sion context in the presentation of retirement-related
information.

SSA’s change in policy—from use of the “break-
even age” in claims representatives’ (CRs’) discus-
sions with prospective retirees'>—is a clear example of
the vast policy implications of JDM research regarding
the decision context. Prior to 2008, when discussing
claiming options with clients, CRs were instructed to
use a break-even framework, which identifies the age
at which the cumulative monetary value of claiming
retirement benefits later will exceed the cumulative
monetary value of claiming benefits earlier. By iden-
tifying a specific month in which an individual would
“breakeven,” potential retirees were able to decide if
they wanted to claim early and be “ahead” before the
break-even age, or claim later and be “ahead” after
the break-even age. The notion of the break-even age
highlights the fact that an individual will not make
up the amount forfeited by delaying claiming unless
they live at least as long as the break-even age (Brown,
Kapteyn, and Mitchell 2010). While SSA is moving
away from using break-even analyses, calculating
the break-even age remains common practice in the
private sector (for example, MetLife (2010)). How-
ever, recent decision-making research suggests that
explaining the break-even age to prospective retirees
may actually push them toward a preference for early
benefit claiming. For example, Liebman and Luttmer
(2009) found that presenting claiming information
using a break-even frame led substantially more
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respondents to favor retiring at an earlier age than did
alternative frames not emphasizing the break-even
age. Brown, Kapteyn, and Mitchell (2010) observed
that presenting participants with break-even informa-
tion led to preferred retirement ages that were approxi-
mately 1 year earlier than they were with other frames.

JDM and behavioral-economics researchers rec-
ognize the significance of the decision context on
the choices individuals ultimately make, and the
retirement decision is no different. Creating decision
environments that lead individuals to make the best
choices possible is the goal of careful choice archi-
tecture, which can be used to “nudge” (Thaler and
Sunstein 2008) potential retirees toward retirement
decisions that are more advantageous for them. As
such, behavioral decision-making research can serve
to guide the ways in which policymakers and retire-
ment counselors communicate with potential retirees.
For example, along with the annual Social Security
Statement, in the summer of 2008 SSA began sending
out a revised insert entitled “Thinking of Retiring?” to
individuals aged 55 or older (SSA 2009b)."* This insert
contains a bar graph that shows how benefits increase
as an individual’s benefit-start age increases from 62
to 70. Because graphs typically are read from left to
right, age 62 may serve as an implicit reference point,
prompting individuals to think in terms of increases in
benefits associated with delayed claiming rather than
decreases in benefits associated with early claiming."
The aforementioned study by Fetherstonhaugh and
Ross (1999) suggested that this presentation of benefits
may actually impact prospective retirees’ retirement
decisions.

In addition to expounding on communication
efforts, findings from behavioral decision-making
research can also generate novel ways to approach
issues surrounding the retirement decision. For
example, Fetherstonhaugh and Ross (1999) suggested
that providing prospective retirees with the option to
receive a one-time, lump-sum retirement benefit could
encourage delayed retirement. Citing a number of
reasons, most grounded in behavioral economics and
behavioral psychology, the authors hypothesized and
found through survey research that a large majority
of respondents think a one-time, lump-sum payment
would provide a greater incentive to delay retirement
than the standard Social Security annuity increase. As
another example, previous research on a decision-mak-
ing process called query theory (Johnson, Haubl, and
Keinan 2007; Weber and others 2007) suggested that

the order in which individuals entertain thoughts about
different aspects of a particular decision can affect the
ultimate choice those individuals make. Following this
notion, urging individuals to first think about delaying
retirement and then think about retiring early could
shift claiming behavior to later ages.

Altering the decision context provides countless
opportunities for policymakers, financial planners,
retirement counselors, and prospective retirees them-
selves to improve retirement decision making. The
research highlighted in this section demonstrates why
it is important for policymakers to pay careful atten-
tion to the way choices are framed or presented, as
these aspects of the decision are not inconsequential.

Predicting Future Happiness

In the previous sections, I described some potential
trade-offs that individuals may make when think-

ing about the retirement decision—more leisure

now, less money later; working longer now, a larger
retirement benefit later. If those trade-offs do indeed
approximate aspects of the retirement decision, this
suggests that, when deciding when to retire, potential
retirees actively compare what their lives would be
like under different possible scenarios. That is, indi-
viduals deciding when to retire very likely compare
what they imagine life would be like if they retired
now with what they imagine life would be like if
retirement was delayed. A necessary prerequisite of
the retirement decision, then, is the accurate predic-
tion of one’s future emotions. Unfortunately, previous
JDM research has demonstrated that individuals do
not make accurate affective forecasts (see Wilson and
Gilbert (2003) for a review of the literature). There are
a number of strategies individuals use to help them
make accurate predictions of their future well-being,
but often cognitive biases lead to erroneous predic-
tions (Hsee and Hastie 2006). For example, prediction
errors can result from the impact bias (Wilson and
Gilbert 2003), which broadly describes individuals’
tendency to overestimate the intensity and duration

of their emotions in reaction to positive and negative
future events. Football fans tend to not be as happy for
as long as they would expect after their favorite team
wins a big game, nor do they tend to be as unhappy
for as long as they would expect following their team’s
loss. Similarly, teachers who obtain or fail to obtain
tenure report being equally as happy, even though both
groups imagine that outcome will affect their happi-
ness for years to come (Gilbert and others 1998).
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Affective Forecasting

As mentioned earlier, being tired of work (Beehr and
others 2000; Bidewell, Griffin, and Hesketh 2006)

or dissatisfied with work (Helman and others 2008)
are important determinants of preferred retirement
age, suggesting that many potential retirees would
quite likely consider additional years of working to
be unpleasant. Put another way, many prospective
retirees may think they would be happier if they left
the workforce. Previous research has demonstrated
that predictions of future happiness, referred to as
affective forecasting (for example, Wilson and Gilbert
(2003)), often lead individuals to imagine that the
event in question would be better or worse (that is,
more extreme) than it actually turns out to be. Affec-
tive forecasting is a crucial aspect of decision making
because it allows individuals to anticipate how they
would feel if they engage in one course of action or
another. In turn, those anticipated emotions serve as
information regarding which alternative from a variety
of options to choose (Gilbert and Wilson 2007). As
such, inaccurate affective forecasts can lead to subop-
timal decisions.

Gilbert and Wilson (2007) suggested that inac-
curate predictions of future happiness stem from
imprecise mental simulations of future events. The
authors argued that humans have the distinctive ability
to “pre-experience” future events through mental
simulation, and those prospections enable humans
to make predictions about what choices would make
them happy or unhappy. For example, when consid-
ering whether to make a doctor’s appointment for a
colonoscopy or mammogram, patients are likely to
mentally simulate that event, resulting in a feeling
of uneasiness about the procedure. This example
highlights the importance of affective forecasting in
the decision-making process because negative feel-
ings generated from the mental simulation can cause
some individuals to avoid getting those potentially
life-saving examinations. The particularly troubling
aspect of affective forecasting is that individuals’
prospections are often inaccurate, but they drive
behavior nonetheless. A colonoscopy or mammogram
can produce stronger negative feelings in prospection
than would the experience itself. Positive experiences
are susceptible to the same forecasting errors. Imag-
ining obtaining tenure (Gilbert and others 1998) or
witnessing your favorite sports team win an important
game (Wilson and others 2000) most likely produces
stronger positive feelings than do the events them-
selves. Again, these exaggerated expectations can lead

to certain behaviors, like skipping a child’s recital to
watch a football game, which the decision maker may
later regret.

Recognizing the role that affective forecasting can
play in the retirement decision may be important for
understanding why individuals retire when they do.
Just as potential patients mentally simulate the experi-
ence of getting a colonoscopy or mammogram before
deciding whether to make an appointment, potential
retirees very likely mentally simulate what retirement
would be like before deciding to retire or not. Gilbert
and Wilson (2007) described four characteristics
typical of affective forecasts and explained why those
features often lead to a mismatch between mental
simulations and actual experiences. The authors
argued that mental simulations are unrepresentative,
essentialized, abbreviated, and decontextualized.
Although previous research has not directly applied
affective forecasting to the retirement decision, I sug-
gest that the characteristics of affective forecasts may
contribute to the decision by leading individuals to
prefer retiring earlier rather than later.

First, mental simulations are unrepresentative,
which means they are constructed from memories of
past events that do not necessarily reflect how future
events will unfold. Specifically, individuals tend to
remember most vividly the best and worst aspects of
an event (as well as the final moments of it), neglecting
the instances that were simply average (for example,
Kahneman, Wakker, and Sarin (1997)). As a result,
when thinking about working additional years in order
to secure a larger monthly Social Security benefit,
individuals may construct mental simulations of
future work experiences using their best and worst
work-related memories. However, individuals typically
display a negativity bias (see for example, Rozin and
Royzman (2001)), whereby individuals are more sensi-
tive to negative events than to positive events. When
deciding whether to work extra years, then, mental
simulations of such a future are likely to be negatively
skewed, potentially leading individuals to leave the
workforce sooner rather than later.

In addition to being unrepresentative, mental
simulations are essentialized, which means that they
only contain the main features of the event, but not the
more minor details. Essentializing mental simulations
of working longer may mean thinking about funda-
mental aspects of one’s job, such as feeling underval-
ued by a boss, while omitting smaller details, such as
interacting with coworkers. Although feeling under-
valued is a valid reason for a lack of job satisfaction,
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omitting more minor details of daily work activities
from mental simulations means that individuals’
prospections will not accurately reflect what it might
be like to actually work longer. An individual’s overall
experience with an event takes into account major and
minor factors that are both positive and negative, but
mental simulations of future events take into account
mostly the major events (Gilbert and Wilson 2007).
Therefore, the major, sometimes negative, events that
factor into individuals’ mental simulations of future
work will not be tempered by smaller, potentially posi-
tive factors that could make the actual experience of
working longer not so bad. In addition, essentialized
mental simulations of retirement may lead individuals
to focus on the major aspects of leaving the workforce,
such as large amounts of leisure time, to the exclusion
of the seemingly smaller details, such as possibly hav-
ing few retired friends with which to spend this newly
acquired leisure time.

Mental simulations of future events are also abbre-
viated, that is, they are necessarily shorter than the
actual event being simulated. Furthermore, abbrevi-
ated prospections generally contain representations
of only the earliest moments of the event in question.
Therefore, when mentally simulating how retirement
might be, a potential retiree is quite likely to consider
only the early stages of retirement. For example, an
individual may imagine the first holiday season during
which he or she will not have to work on Christmas
Eve, or the first Memorial Day after which he or she
will not have to return to the job. Particularly in the
realm of the retirement decision, those early events
tend to be mostly positive aspects of retiring. The
notion that mental simulations are abbreviated sug-
gests that retirees consider less, if at all, the lasting
impacts of retiring early, namely reduced benefits for
themselves and their surviving spouse. The abbre-
viated nature of mental simulations, then, may be
extremely important for the retirement decision; if
retirees do not consider what the state of their retire-
ment and finances will be in their 80s and 90s (when
perhaps their retirement savings accounts have been
exhausted), they will not fully realize the importance
of delaying benefit claiming as long as possible. Some
retirees may also find themselves bored and disen-
gaged from society (Nuttman-Shwartz 2007), condi-
tions that normally present themselves further into
retirement. These delayed effects of early retirement
most likely are underrepresented in the mental simula-
tions of retirement, even though they are experienced
in actual retirement.

Finally, mental simulations are decontextualized,
which means that the contextual factors that are
present at the time an individual mentally simulates a
future event may not be present at the time the event
actually occurs. When the contexts in which prospec-
tions are generated and events are experienced are
not equal, mental simulations are likely to differ from
actual experiences. The notion that simulations are
decontextualized may be important for the retirement
decision for two reasons. First, when prospective
retirees are deciding whether to leave the workforce,
they do not have as much leisure time as they would in
retirement. Potential retirees do not have a great deal
of free time that they must fill with some sort of activ-
ity, so the context in which they mentally simulate
retirement will lack the possible feelings of boredom
some encounter in retirement. Second, when potential
retirees decide that they want to retire, they are earn-
ing an income that will not exist once they leave the
workforce. That is, potential retirees are not feeling
the strain of limited income, and the context in which
they mentally simulate retirement will not include the
negative feelings associated with having inadequate
funds. When individuals have the advantage of a
bi-monthly paycheck that covers their living expenses,
they may not consider what it would be like to receive
only one monthly check that is less than their prere-
tirement income. Unfortunately, a financially suffering
85-year-old retiree cannot make up for the inaccurate
affective forecast of his or her 62-year-old, relatively
wealthier self.

All of the aforementioned characteristics of mental
simulations may contribute to potentially inaccurate
affective forecasts of retirement. Individuals may
choose to retire early both because they think work-
ing longer will be worse than it is and because they
think life in retirement will be better than it is. While
that notion is speculative at this point, it is easily
testable. For example, a researcher could ask pro-
spective retirees how they would feel if they delayed
retirement past their expected retirement date and
compare their responses to those of retirees who did
postpone their retirement. Previous research employ-
ing this methodology in other domains has typically
demonstrated that individuals who are asked to predict
their future happiness make forecasts that are too
extreme in the predicted direction (see for example,
Gilbert and others (1998)). By using a “think-aloud”
or “type-aloud” procedure, researchers could also
assess the kinds of thoughts individuals consider when
making those predictions about future happiness. For
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example, consistent with the notion that prospections
are essentialized, do prospective retirees overempha-
size the fundamental (sometimes negative) aspects of
their jobs and omit more minor details that make each
workday manageable? Do they focus on events and
emotions that might occur only shortly after retiring,
consistent with the abbreviated nature of prospections?
How do these types of thoughts compare with those

of individuals who are actually working longer than
they expected?

Demonstrating that affective forecasting errors
occur when individuals are thinking about why
they should retire at a given time could be useful in
developing interventions for overcoming, or debias-
ing, such prediction errors. Previous research has
provided examples of successful debiasing techniques
aimed at making individuals’ affective forecasts more
accurate. In one experiment, Wilson and others (2000)
asked participants to write down in a prospective
“diary” how much time they might spend performing
a number of everyday activities on a specific date in
the future. Simply performing this task helped partici-
pants make more accurate affective forecasts of how
they might feel after their team won or lost a football
game that was to take place on a future date. In that
case, the diary helped participants recognize that their
attention would not be entirely focused on the outcome
of the game, and their emotions following the game
would therefore be less extreme than they would have
otherwise predicted; effectively, the diary helped
participants recognize that life would go on after the
game, win or lose. A similar procedure may be useful
in helping individuals generate retirement-related
prospections that are less essentialized. Specifically,
individuals considering retirement could be asked to
write down what events might take place during a
typical workday. This activity would likely lead pro-
spective retirees to paint a more complete and accurate
picture of what it would be like to work longer—
without omitting the minor details of their job that
may make each day somewhat enjoyable.

Impact Bias, the Psychological Immune
System, and Inmune Neglect

When attempting to predict future happiness, it is
important to accurately predict both 20w one would
feel (for example, happy, sad, angry, excited), as well
as how long the predicted emotions would persist.
Impact bias broadly describes individuals’ tendency

to overestimate both the intensity and the duration of
emotions that may result from a particular future event

(Wilson and Gilbert 2003). Impact bias is helpful in
explaining how inaccurate affective forecasts may
lead potential retirees to exit the workforce early.
Specifically, when individuals consider the benefits of
leaving the workforce, unrealistic expectations of the
positive impact that retiring would have on their future
happiness, as well as incorrect estimates of how long
this enjoyment would be expected to last, may sway
potential retirees toward early retirement. Of course,
when considering when to leave the workforce, indi-
viduals quite likely focus not only on the advantages
of retiring, but also on the disadvantages of continu-
ing to work. An overemphasis on negative aspects

of working longer might lead prospective retirees to
convince themselves that they could not endure even 1
more year on the job. What individuals fail to realize,
however, is that humans possess a remarkable abil-
ity to adapt to negative situations. As a result of what
can be thought of as a psychological immune system
(Gilbert and others 1998; Wilson and Gilbert 2003),
humans are able to recover relatively quickly from
events that threaten their happiness.

Importantly, individuals exhibit immune neglect
(Gilbert and others 1998; Wilson and Gilbert 2003),
which means that they do not appreciate the ability
of their psychological immune systems to help them
recuperate from negative events, nor do they appreci-
ate that ability in others. Immune neglect becomes
evident when friends are shocked to find that a
recently divorced peer has started dating so quickly
after the split. Often others look upon such behavior as
insensitive or callous, but to the individual experienc-
ing the situation, such actions are simply a result of
the psychological immune system. The psychologi-
cal immune system, and more importantly, immune
neglect, are crucial aspects of the decision-making
process. For example, an unhappy spouse may remain
in a loveless marriage because he or she cannot imag-
ine being able to recover after a divorce. Similarly, a
potential retiree may leave the workforce earlier than
necessary because he or she cannot imagine being able
to get through each day feeling underappreciated. In
either case, immune neglect impacts decision making
because an individual may engage (or fail to engage)
in a particular behavior for fear that the repercussions
will be not only extremely negative, but exaggeratedly
prolonged as well.

Once an individual turns age 62, receiving Social
Security retirement benefits becomes an option that
was not available before reaching that age.'® Not
only does this provide a temptation of sorts (that is,
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receiving an income without having to work), but it
also provides a “way out” of the workforce that did
not exist prior to that point. A 60-year-old worker may
think it unwise to leave an unpleasant job, as there

is no guarantee of finding another job, and therefore
no guarantee of an income. A 62-year-old worker, on
the other hand, can leave an unpleasant job and still
receive an income from Social Security.”” Having little
choice in the matter, the 60-year-old worker is more
likely to try to adapt to a negative work situation than
is the 62-year-old worker. Previous research sug-

gests that the psychological immune system becomes
activated only when there is no other way out (Wilson
and Gilbert 2003). Furthermore, having the option

to revoke one’s decision (for example, to reverse the
decision to continue working and instead retire at any
point after reaching age 62), impedes the psychologi-
cal immune system from restoring one’s well-being.
In a study exploring the effects of “keeping one’s
options open” on subsequent happiness, Gilbert and
Ebert (2002) found that participants who were given

a month to swap a poster they had chosen were less
happy with their choices than were participants who
were not given the option to switch their posters.
Participants who were not given the option of chang-
ing their minds “made the best” (Wilson and Gilbert
2003, 387) of the choice they made, whereas those
who had the option to change their minds were less
satisfied with their choice. A similar effect could occur
for individuals who continue working after age 62. For
those workers, the option to stop working may hinder
the psychological immune system from “making the
best” of the situation, effectively confirming the work-
ers’ prediction that working longer would be highly
unfavorable.”®

Predicting Future Behavior
and Future Events

I presented research in the previous section that dealt
with individuals’ propensity to inaccurately predict
their future happiness. In addition to making errone-
ous predictions of happiness, individuals tend to be
poor prognosticators of their future behavior as well.
A recent report from EBRI (2009) highlights the
discrepancy between expected and actual retirement
behavior. For example, EBRI found that 28 percent of
workers in the 2009 Retirement Confidence Survey
(RCS) changed their expected retirement age within
the past year (89 percent of those respondents said
their expected retirement age increased); the median
reported age of expected retirement was 65. Despite

those lofty expectations, the median retirement age
was actually 62, with 47 percent of respondents indi-
cating that they retired sooner than they had planned.
Additionally, about two-thirds of future retirees in
the 2009 RCS expected to work for pay in retirement,
while only about one-third of those who were actually
retired reported working for pay.

Adding to the fact that individuals do not accurately
predict their retirement behavior is the finding that
future retirees do not consider the retirement deci-
sion for very long before deciding to retire. A 2008
report from EBRI (Helman and others 2008) shows
that 22 percent of survey respondents indicated that
they first began to think about the retirement decision
a mere 6 months before they actually left their jobs.
Another 22 percent spent only a year contemplating
the retirement decision. These findings are somewhat
disconcerting when considering the importance of the
retirement decision for future financial well-being.

Hyperbolic Discounting

Although there is no correct amount of time that
individuals should ponder the retirement decision,
research in JDM and behavioral economics suggests
that the amount of time individuals spend contemplat-
ing when to retire may actually affect the decision
itself. This is because people tend to be hyperbolic
discounters, meaning that they tend to overweight the
value of rewards they can receive right away. Unlike
more traditional models of discounting, which assume
that individuals discount the future at a constant rate
(Fishburn and Rubenstein 1982), hyperbolic discount-
ing allows for impulsivity in the present (Kirby and
Herrnstein 1995). EBRI’s (2008) finding that just
under half of retiree respondents spent less than a
year considering the retirement decision indicates that
individuals may be making this decision somewhat
impulsively. Interestingly, that report also indicated
that those who were “not at all satisfied” with their
jobs were especially likely to have reported hav-

ing only thought about the retirement decision for

6 months. After working for 30 years, for example,
the prospect of leaving the workforce within a year is
likely to be extremely tempting—especially if one’s
job is not satisfying.

Hyperbolic discounting helps to describe indi-
viduals’ behavior in a variety of decision contexts in
which a larger, later reward is pitted against a smaller,
sooner reward. Research typically shows that when
the opportunity to receive a reward (for example,
money, a prize, improved health) is relatively far in
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the future, people state their intentions to choose a
larger, later reward (for example, weight loss) over a
smaller, sooner reward (for example, a gooey brownie).
However, as the reward opportunity moves closer to
the present, individuals’ preferences tend to reverse
so that they prefer the smaller, sooner reward (Kirby
and Herrnstein 1995). Hyperbolic discounting helps
explain why it is often difficult for people to choose
alternatives that foster long-term goals rather than opt
for alternatives that simply satisfy in the short term. It
seems possible that hyperbolic discounting can help
to explain individuals’ retirement preferences. When
retirement is far in the future, workers may intend to
retire later; but, as the time to retire approaches and
the opportunity to stop working and obtain benefits
immediately overwhelms the prospect of long-term
financial well-being, those workers may end up opting
to retire sooner. Indeed, 38 percent of respondents in
an EBRI (2006) survey reported retiring earlier than
planned, while only 5 percent reported retiring later
than planned.

Bidewell, Griffin, and Hesketh (2006) found
evidence supporting the notion that the closer indi-
viduals are to their preferred retirement age, the more
future income they are willing to sacrifice in order
to retire sooner. In other words, they become more
impulsive as they approach retirement. The authors
asked experiment participants to identify their pre-
ferred retirement age and subjected the participants to
a “bargaining” task to determine the minimum benefit
amount each participant would accept to retire early.
Results showed that individual differences in dis-
counting explained a significant amount of variability
in participants’ preferred retirement ages. Further-
more, consistent with hyperbolic discounting, partici-
pants with less time before their preferred retirement
age were willing to sacrifice more future money to
retire early. Additional results from that study (2006)
demonstrated experimentally a potential problem with
the way future retirees tend to consider retirement age:
If individuals only consider the retirement decision
shortly before they retire, they are quite likely to fall
prey to impulsivity and sacrifice future financial well-
being for immediate relief.

If individuals do, in fact, become more impulsive as
retirement draws near, one obvious remedy to future
retirees’ potentially impulsive behavior is to urge them
to start thinking about the retirement decision ear-
lier. When retirement is sufficiently far in the future,
individuals may be able to focus on critical aspects
of the retirement decision without the influence of

impulsivity. This is the crux of precommitment strate-
gies so often used in situations requiring self-control.
Dieters may purchase annual gym memberships, for
example, as a way to obligate themselves to a year’s
worth of exercise. Although it is unrealistic to force
individuals to precommit to a specific retirement age,
the previous discussion about reference points sug-
gests that simply having a retirement age in mind may
affect retirement behavior. As hyperbolic discount-
ing suggests, the farther in the future the retirement
decision is when one begins to have a retirement age
in mind, the more likely it is that this age will be older
rather than younger.

SSA has attempted to address the issue of future
retirees considering the retirement decision insuf-
ficiently far in the future. Specifically, the “Thinking
of Retiring” insert described earlier contains, among
other things, information on program rules regard-
ing early and delayed retirement and working while
receiving benefits. Receiving this insert each year
for 7 years before the EEA may urge individuals to
think more clearly about the most important aspects
of retirement (for example, having enough money to
live comfortably in one’s older years), without allow-
ing the fleeting excitement of retirement to cloud their
judgment. Furthermore, as mentioned earlier, thinking
about retirement for a relatively long period of time
before it occurs may encourage individuals to envision
a later retirement age, which could serve as an anchor
in future considerations of retirement.

The Planning Fallacy

If individuals are indeed hyperbolic discounters and
forfeit larger future benefits in the interest of instant
gratification, retirees may find themselves without
adequate money in their older years. Numerous
reasons for such behavior have been delineated earlier,
including prediction errors of both future happiness
and future behavior. One more prediction error may
prove important in explaining potential retirees’
myopic retirement decisions: the misprediction of
future events. Previous research on the planning
fallacy (Buehler, Griffin, and Ross 1994) indicates
that individuals often underestimate how long it will
take them to complete projects, even if the time frame
of similar projects has proven unrealistic in the past.
Underestimates of project completion times have
been shown to result from the mental construction of
unrealistic scenarios people generate to foresee how

a project will unfold. Those mentally constructed
scenarios are often optimistic, “best-case” scenarios
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(Newby-Clark and others 2000), which fail to include
any unexpected problems that may arise during the
project. Even when individuals are induced to consider
the unexpected events that could potentially occur,
they tend to disregard those possibilities as unlikely to
happen to them.

While the planning fallacy traditionally has been
studied in the context of task-completion times, it
seems likely that it would generalize to the financial
domain" and to the finances involved in the retirement
decision in particular. In deciding when to retire, it is
crucial that individuals understand the implications of
having lower monthly benefits in their older years and
essential for them to consider what unforeseen costs
could potentially arise during retirement. It seems
likely that, similar to what occurs with the traditional
planning fallacy, individuals only envision the “best-
case scenario” for retirement, where no major account-
draining events take place (for example, an illness, a
child’s wedding, the need for long-term care, and so
forth). If future retirees do not consider what costly
events could take place in retirement, they may be
more likely to decide that accepting reduced benefits
in order to retire early is a sound idea.

Simply asking individuals to think about everything
that could go wrong has not proven effective in debias-
ing the planning fallacy (see for example, Byram
(1997); Newby-Clark and others (2000); Sanna and
Schwarz (2004)); while people can identify possible
setbacks, they nevertheless dismiss those potential
catastrophes as being unlikely to happen to them.
Often referred to as optimistic bias (Armor and Taylor
2002; Weinstein 1980), individuals’ tendency to be
overly optimistic about the outcome of future events
can lead to poor choices, such as failing to engage in
preventative health behaviors (Weinstein 1987). With
regard to the retirement decision, undue optimism
about what events are likely to take place in retirement
may lead individuals to underestimate the importance
of a larger monthly Social Security benefit.

Wilson and others (2000) suggested that urging
individuals to think about events that are not “focal”
to the event in question could help debias the planning
fallacy. In the case of the retirement decision, retir-
ing would be considered the focal event, and other
events, such as the death of a spouse or the wedding
of a child, would likely be nonfocal to the retirement
decision. However, those nonfocal events are still
important to consider when deciding when to retire
because the retirement decision affects one’s finances
in retirement, and such events could require large

amounts of money. As mentioned earlier, the planning
fallacy is thought to result from individuals imagining
best-case scenarios and failing to take into account
unexpected events that could occur. Wilson and others
(2000) argued that urging individuals to think about
these nonfocal, unexpected events could help correct
the planning fallacy.

Newby-Clark and others (2000), however, found
that imagining a “worst-case scenario” has been an
unsuccessful debiasing strategy for the planning
fallacy. Instead, taking an outside view rather than
an inside view (Kahneman and Tversky 1979a) when
predicting one’s task-completion times has been
shown to help individuals make more realistic predic-
tions (Buehler, Griffin, and Ross 1994). An inside
view refers to the evaluation of a situation or project
by taking into account aspects that are unique to the
specific project under consideration. By contrast,
taking an outside view means that the person consid-
ers other, similar projects, without taking into account
the specific features of the particular project under
consideration. Adopting an outside view eliminates
the aforementioned optimistic bias thought to underlie
the planning fallacy because it precludes individuals
from thinking about why a particular project is bound
to work better than others have in the past. However,
the retirement decision is, in fact, unique. There are no
examples of other decisions that are similar to retir-
ing that an individual can use to assume an outside
view, although potential retirees may have been in the
position to observe the retirement of other people (for
example, their parents, friends, or coworkers). Indeed,
Buehler, Griffin, and Ross (1994) demonstrated that
observers tend to take an outside view when predicting
others’ task-completion times. As such, future retirees
may benefit from considering the experiences others
have had in retirement and using these second-hand
experiences as predictors of what events may occur in
their own retirement.?

Along these lines, retirement advisors, and even
SSA, may consider using testimonials or narratives,
perhaps in the form of Web-based videos, from
individuals who have already retired. Hearing what
unexpected events others have encountered during
retirement may urge prospective retirees to consider
the possibility that similar events could happen during
their own retirement. The use of testimonials and nar-
ratives could be one way to combat affective forecast-
ing errors as well. Indeed, narratives have proven
successful in the medical arena as a way to help indi-
viduals envision more realistically the impact of future
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health-related procedures (Dillard and others 2010). In
the case of the retirement decision, watching videos
and hearing testimonials from individuals who have
“made the best” of working longer may give potential
retirees confidence that spending a few extra years in
the workforce is a manageable undertaking. However,
it should be noted that recent research exploring the
use of narratives in medical decision making suggests
that narratives sometimes may bias the decision pro-
cess; that is, narratives may sway individuals to take
one course of action over another, rather than simply
provide individuals with more information to help
them make better decisions (Winterbottom and others
2008). Therefore, providing individuals with testimo-
nials of others whose postponement of retirement was
generally positive (or at least not negative) could bias
them toward delaying retirement, whether this is the
best decision or not.

Emotions and Informational Concerns

Unlike traditional economic explanations of the
retirement decision, research in JDM and behavioral
economics points to the role emotions may play in the
decision of when to retire. Thinking about one’s retire-
ment is likely bittersweet. While future retirees may be
excited about life without work and the leisure oppor-
tunities retirement affords, contemplating retirement
can introduce negative emotions as well. For example,
potential retirees may fear that they will be bored after
they retire, that they will miss the mentally stimulating
discussions in which they often partook at work, or that
they will slowly become less engaged in society (Nutt-
man-Shwartz 2007). As mentioned in the previous sec-
tion, it is also crucial that individuals try to anticipate
what events may occur during retirement; but often
such events, like an illness or the death of a loved one,
can be distressing. Individuals may try to avoid enter-
taining the idea that a spouse will develop a terminal
disease or that a tragic accident might occur because
such thoughts are likely to produce negative emo-
tions. However, it is precisely this type of contingency
planning in which individuals must engage in order to
make the best retirement decision for themselves and
their families. Along those lines, not discussing the
relationship between a spouse’s claiming age and what
would happen if the spouse dies allows future retirees
to avoid the negative emotions that could be associated
with such a discussion. As such, many future retirees
may never consider how their retirement age will affect
their spouses’ and other survivors’ financial well-being
after the retiree passes away.?!

Previous research in the area of advance direc-
tive (that is, living will) completion suggests that
individuals are willing to have discussions related to
negative health events, especially once others, such as
physicians, initiate those discussions (see for example,
Gamble, McDonald, and Lichstein (1991); Johnston,
Pfeifer, and McNutt (1995); Reilly and others (1994)).
This research suggests that while discussing end-of-
life scenarios may be emotionally painful, individuals
recognize that plans must be arranged in the event
a negative health state arises. Taken together, the
tendency to want to avoid negative emotions, but the
willingness to confront those emotions when encour-
aged to do so, suggests an opportunity for interven-
tion. While prospective retirees may not take it upon
themselves to consider future scenarios that could pro-
duce negative emotions, they are liable to be willing
to consider such scenarios if prompted. As such, SSA,
as well as financial advisers and retirement planners,
is well-placed to provide information to future retirees
about the effects of claiming age on the benefits their
survivors will receive.

Some previous research has explicitly examined
the effects of information on individuals’ claiming
behavior. For example, research exploring the claiming
behavior of married men (Sass, Sun, and Webb 2007)
has demonstrated not only that married men tend to
claim benefits at age 62 or 63, but that such claiming
behavior is related to levels of education. Specifically,
married men who have obtained a college education,
which the authors suggested may be a proxy for greater
financial awareness, tend to claim Social Security ben-
efits later than those with less education. The authors
argued that the relationship between education and the
early claiming behavior of married men may indicate
that an increase in financial awareness could lead to
more optimal claiming behavior.?> As such, they sug-
gested that SSA should consider increasing awareness
of the effects of early claiming on survivors’ benefits
by specifically targeting this relationship. That is, in
addition to presenting information about the increases
and decreases in one’s own benefits as a result of
claiming at different ages, the authors proposed that
SSA’s informational inserts should explicitly include
information about how survivors’ benefits would be
affected by the claimant’s age.”

In addition, Sass, Sun, and Webb (2007) offered
another suggestion for retirement policy based on
their research: Perhaps spouses should be required
to give consent for claims prior to the worker’s FRA,
similar to the spousal consent required for individuals
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to waive a Qualified Joint and Survivor Annuity or a
Qualified Pre-Retirement Survivor Annuity in defined
contribution retirement plans (Internal Revenue
Service 1997). The authors also noted that requir-

ing spousal consent would force a discussion about
future financial well-being for all parties involved in
the claiming decision. The added benefit of a consent
requirement could therefore help to combat individu-
als’ tendency to want to avoid potentially important,
but emotionally taxing, conversations about the
aforementioned unexpected, negative events that could
occur in retirement.

Conclusion

The question of when to retire is one laden with emo-
tions, predictions, and ambiguous financial consider-
ations. Leaving the workforce can be an exciting time
in an individual’s life, but the decision to do so does not
come without consequences. Most notably, the decision
to stop working is accompanied by the loss of a work-
er’s preretirement income, leaving the retiree to garner
funds from other sources. Some individuals have saved
large sums of money by the time they retire, and others
have workplace pensions from which to draw funds;
some retirees have both sources of income, but some
retirees have neither. Savings and pensions are but

two legs of the three-legged financial stool on which
individuals are expected to rely for income in retire-
ment. For many Americans, those two legs are far too
weak or are altogether nonexistent. The third leg of the
stool, Social Security, therefore comprises the majority
of retirement income for many retirees (NIA 2007).

Previous research has focused on the interplay
between wealth and retirement behavior (see for
example, Gustman and Steinmeier (2002)), as these
matters are inextricably linked. Researchers have also
acknowledged the impact of health-related concerns
on retirement behavior (see for example, NIA (2007)).
Throughout this article, I have identified a number
of findings in the JDM and behavioral-economics
literatures that can provide additional insight into
what underlies individuals’ retirement decisions. The
JDM and behavioral-economics literatures not only
shed light on some myopic retirement behaviors, but
can also help to identify opportunities for improv-
ing individuals’ retirement decisions. Much of the
previous interaction between JDM research and the
retirement literature has dealt with retirement sav-
ings (see for example, Madrian and Shea (2001);
Thaler and Benartzi (2004); Knoll (2010)), but there
are important implications of JDM findings for the

retirement decision as well (that is, when to retire). I
have outlined many of these findings throughout this
literature review, but there are numerous applications
of behavioral-economics and JDM research to the
retirement decision that remain to be explored.
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" However, see Burtless (2006), Behaghel and Blau
(2010), Fetherstonhaugh and Ross (1999), and Loewenstein,
Prelec, and Weber (1999) for discussions of behavioral
dimensions of retirement.

2 Higher SES individuals often work in less physically
demanding jobs (Li, Hurd, and Loughran 2008) and may
therefore have the ability to remain in the workforce longer.
In addition, work stress and a lack of personal control on
the job are more common among lower SES individuals
(Christie and Barling 2009), and those factors can contrib-
ute to health problems over time.

3 Life expectancies were calculated for individuals
turning age 62 in April of 2011 (that is, born in April 1959)
using the Social Security Administration’s (SSA’s) Life
Expectancy Calculator, http:/www.socialsecurity.gov
/OACT/population/longevity.html.

4 This argument is primarily founded on the specific
rules defined by the Social Security law for determining
retirees’ monthly benefits at different ages and the fact that
delayed claiming, in effect, purchases a form of longevity
insurance. The adjustments to Social Security for delayed
claiming of retirement benefits do not reduce the lifetime
present value of benefits, and delayed claiming provides
protection against low levels of consumption late in life,
should other retirement resources be exhausted. This
protective feature of delayed claiming has been found to be
important in traditional economic models.

5 See Dushi and Iams (2008) for a discussion of factors
contributing to the decrease in defined benefit plans and
how the shift may affect income security in retirement.

6 If their employers allow it, individuals may also
consider leaving their full-time status in the workforce,
while continuing to retain part-time employment. This type
of “phasing out” of the workforce has become increasingly
popular in recent years (Chen and Scott 2006) and may
allow individuals to delay claiming Social Security ben-
efits while reducing, but not fully eliminating, labor force
participation.

7 An additional motivation for individuals to delay
benefit claiming is the retirement earnings test (RET),
if they are working between age 62 and their FRA. The
RET requires that $1 in benefits be withheld for every $2
a beneficiary earns over the annual earnings limit. For an
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in-depth explanation of the RET, see http:/www
.socialsecurity.gov/OACT/COLA/rtea.html.

8 Prolonging labor force participation can increase an
individual’s monthly Social Security benefit in several ways.
For example, an individual’s monthly benefit is higher the
longer he or she delays claiming benefits because of the spe-
cific rules defined by SSA for determining retirees’ monthly
benefits at different ages (see note 4). Further, an individual
who works is less likely to collect Social Security benefits
than an individual who has stopped working (Gustman and
Steinmeier 2002). In addition, because one’s Social Security
benefit is based on his or her 35 highest-earning years, the
additional years of work, which may include high-earning
years, could increase the benefit amount. For additional
reasons how prolonged workforce participation can improve
retirement security, see Munnell and others (2006).

® While Bidewell, Griffin, and Hesketh (2006) and
Beehr and others (2000) found that being tired of work
was the strongest predictor of preferred retirement age,
results from the 2007 Health and Retirement Study (HRS)
showed that only about 10 percent of respondents indicated
that not liking work was a “very important” motivator in
their decision to retire. The discrepancy in those findings
may be attributed to self-presentational concerns (see for
example, Baumeister 1982) regarding appropriate reasons
for retirement; such concerns may have existed in the HRS,
but not in the other two studies. In the Bidewell, Griffin,
and Hesketh (2006) study, for example, individuals were
not asked why they did retire (they were still working when
they participated in the study). Instead, participants were
asked to report their preferred retirement age and separately
answered a question regarding whether or not they were
tired of work. It seems likely that individuals would not feel
ashamed to admit that they are tired of working, but they
may not want to admit that they actually retired because
they were tired of working. This latter admission may be
more socially unacceptable than the former.

10 Pursuant to the 1983 Social Security Amendments,
the FRA has increased based on birth cohort. See SSA’s
website for the FRA specific to each birth cohort,
http://www.socialsecurity.gov/retire2/retirechart.htm.

I The actual additional amount a particular individual
would receive in monthly benefits is a function of past
earnings, date of retirement, and the Social Security benefit
formula. For an explanation of how benefits are calculated,
refer to SSA’s website, http://www.socialsecurity.gov
/OACT/COLA/Benefits.html.

12 See also Behagel and Blau (2010) for a natural
experiment.

3 Claims representatives continue to calculate the break-
even age if a claimant asks for a break-even calculation.
For the entire Program Operations Manual System (POMS)
description for explaining month of election options, see
https://secure.ssa.gov/apps10/poms.nsf/Inx/0200204039.

' Only individuals in this age group who were not cur-
rently receiving Social Security benefits got this insert with
their Social Security Statements. However, the annual state-
ments have been suspended temporarily to conserve funds.

15 Of course, as all of the ages and corresponding benefit
amounts are displayed at once, individuals can read the
graph however they choose.

16 Widows are eligible to receive survivor benefits at
age 60 based on the earnings record of a deceased spouse.
For more information on survivor benefits, see
http://www.socialsecurity.gov/pubs/10084.pdf.

'7 An individual must have worked in a job covered by
Social Security for at least 10 years (40 quarters) to be
eligible for reduced retirement benefits at age 62. For more
information on Social Security retirement benefits, see
http://www.socialsecurity.gov/pubs/10035.pdf.

18 While this hypothesis has not been tested in the retire-
ment domain, the fact that over 95 percent of individuals
claim retirement benefits at or before their FRA (Song and
Manchester 2007) may support the notion that it is psycho-
logically difficult for individuals to remain in the workforce
when there is a way out.

1 See Peetz and Buehler (2009) for an example of the
budget fallacy.

20 Of course, such a strategy still does not prevent
prospective retirees from optimistically believing that the
unforeseen events that others have faced will not occur to
them as well. Furthermore, potential retirees are likely only
privy to the retirement experiences of those close to them.
Therefore, future retirees who take an observer’s perspec-
tive may actually have more inside information than the
observers in Buehler, Griffin, and Ross’ (1994) study. In
that sense, prospective retirees may still take an inside view
when thinking about the unexpected events that may occur
during retirement.

2l For information on the relationship of survivor benefits
to retired-worker benefits, see http://www.socialsecurity
.gov/pubs/10084.html and http:/www.socialsecurity.gov
/policy/docs/ssb/v70n3/v70n3p89.html.

22 It is possible that there is a third factor driving the rela-
tionship between higher education and delayed claiming,
namely SES. That is, those who have attained higher levels
of education are likely to enjoy a higher SES, thereby mak-
ing them more likely to be able to afford delaying claiming
of Social Security benefits.

3 Since the publication of Sass, Sun, and Web’s (2007)
paper, SSA began sending out “Thinking of Retiring”—a
special insert that accompanied annual Social Security
Statements to individuals aged 55 or older who were not yet
receiving benefits (SSA 2009b). This insert does contain a
brief explanation of “Rules that may affect your survivor.”
However, the annual statements have been suspended
temporarily to conserve funds.
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Tae 2006 EARNINGS PuBLIc-USE MIcrRoODATA FILE:

AN INTRODUCTION
by Michael Compson*

This article introduces the 2006 Earnings Public-Use File (EPUF) and provides important background informa-
tion on the file’s data fields. The EPUF contains selected demographic and earnings information for 4.3 million
individuals drawn from a I-percent sample of all Social Security numbers issued before January 2007. The data
file provides aggregate earnings for 1937 to 1950 and annual earnings data for 1951 to 2006. The article focuses
on four key items: (1) the Social Security Administration’s experiences collecting earnings data over the years
and their effect on the data fields included in EPUF; (2) the steps taken to “clean” the underlying administrative
data and to minimize the risk of personal data disclosure; (3) the potential limitations of using EPUF data to
estimate Social Security benefits for some individuals, and (4) frequency distributions and statistical tabulations
of the data in the file, to provide a point of reference for EPUF users.

Introduction The data fields included in EPUF are nearly iden-
tical to those in SSA’s most recent public-use file
containing administrative earnings, the 2004 Benefits
and Earnings Public-Use File (BEPUF). This was done
(1) to address the critical need to meet data disclosure
standards, (2) because of the complexity of the earn-
ings data that SSA has collected over the life of the
program, and (3) to maximize EPUF’s timeliness. SSA
plans to continue working on data disclosure standards
for several key detailed earnings data fields from its
administrative files. Combining this work with direct

This article introduces the 2006 Earnings Public-Use
File (EPUF), a data file containing earnings records
for individuals drawn from a 1-percent sample of

all Social Security numbers (SSNs) issued before
January 2007. EPUF is the latest public-use data file
released by the Social Security Administration (SSA)
to contain earnings data from its administrative files.
EPUF comprises a much larger sample than previously
released public-use files containing earnings histories,
and significantly enhances the ability of researchers
and policy analysts to analyze SSA programs.
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feedback from EPUF users, SSA hopes to include new
data fields in future releases.

This article informs potential users about the EPUF
and provides background information about the data
contained in the file. Specifically, the article discusses
SSA’s experiences collecting earnings data over the
years and the effect of those experiences on the data
fields included in EPUF; the steps taken to “clean” the
data and to minimize the risk of personal data disclo-
sure; and the potential limitations of using the data
to estimate benefits for some individuals. Finally, the
article presents frequency distributions and statistical
tabulations of the data to provide points of reference
for EPUF users.

Developing the Earnings Public-Use File

In 2006, SSA released BEPUF, a data file based on a
systematic random I-percent sample of all individu-
als who were receiving Social Security benefits in
December 2004. The file contains benefit and earn-
ings information for the 473,366 individuals in the
sample. SSA and Internal Revenue Service (IRS) Data
Review Boards reviewed the file to assess the risk of
personal data disclosure before approving its release to
the public.

The critical question in the initial EPUF develop-
ment phase involved which data fields to include in
the file. Users would undoubtedly like SSA to include
all of the data fields from its administrative files.
However, SSA has a legal obligation to protect the
confidentiality of the individuals included in the file.
This creates a tradeoff between the user’s need for
complete and accurate data and the need to ensure that
the file’s data fields do not disclose individual identi-
ties. Because BEPUF met the disclosure standards set
by SSA and the IRS, its data fields served as a starting
point for selecting fields for EPUF.

A second critical issue was the need to balance
the desire to add data fields with the time needed to
prepare the underlying data and conduct the required
data-disclosure analysis. SSA originally hoped to
include earnings data fields beyond those included in
BEPUF. However, choosing fields to add to the file
was complicated by more than data-disclosure limita-
tions. Reconciling the types of earnings data in SSA’s
administrative files with the different data-collection
timelines over the life of the program made seemingly
simple choices fairly complicated.

To include new data fields would be much more
complex because the additional fields would come
from the detailed segment of the Master Earnings File
(MEF).! For each individual, the detailed segment is
likely to contain more than one earnings record in
a given year. As a result, working with the detailed
segment of the MEF is much more complicated and
would take more time and effort than working with
data fields from the summary segment of the MEF, as
was done for BEPUF.

In addition, the only earnings data field that is
available for all years from 1951 through 2006 is
taxable earnings. Other fields of interest, such as
noncovered earnings, covered earnings above the tax-
able maximum, and contributions to 401(k) retirement
plans, are only available for selected years.? Consider
self-employment income: From 1951 through 1977,
self-employment income is included in the earnings
data field only to the extent that it is covered under
the Social Security program. If an individual had
wage-and-salary earnings above the taxable maxi-
mum and also had self-employment income, none of
the self-employment income would be included in
the earnings record. This produces undercounts of
both the number of individuals with self-employment
income and the dollar amount of that income. From
1978 through 1993, the detailed segment of the MEF
contains a separate value for covered self-employment
income. However, the amount reported in this field is
still limited to earnings covered under the program.
The full amount of self-employment income does
not appear in the MEF until 1994, when the cap for
covered earnings subject to the Medicare Hospital
Insurance payroll tax was eliminated. As a result, the
administrative files do not contain a complete history
of an individual’s self-employment income.

After accounting for all of these considerations,
SSA designed EPUF to contain nine data fields in two
linkable data tables. The first linkable file contains
a single record for each of the 4,348,254 individuals
included in EPUF. Each record contains the following
data fields:

* ID (a unique identification number)
» year of birth (YOB)
* sex

» aggregate capped Social Security taxable earnings
from 1937 through 1950
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» aggregate quarters of coverage (QCs) earned from
1937 through 1950

» aggregate QCs earned in 1951 and 1952

The second linkable file contains 60,326,474 earn-
ings records with positive earnings values. There
are 3,131,424 individuals in this file who had posi-
tive earnings for at least 1 year during 1951-2006.
Each of the records in this file contains the following
data fields:

e ID (a unique identification number)

* the year(s) when the individual had taxable Social
Security earnings

* the amount of capped Social Security taxable earn-
ings for each of those years

 the number of QCs earned for each year (except
1951 and 1952) based on the amount of capped
Social Security taxable earnings

These data fields are identical to those included in
the BEPUF with one minor exception. EPUF contains
multiple data fields for the QCs: aggregate QCs earned
1937-1950 and aggregate QCs earned in 1951 and
1952 in the first linkable file; and annual QCs earned
from 1953 through 2006 in the second linkable file. By
contrast, the BEPUF contains a single aggregate value
for QCs earned as of December 31, 2004. Because
of this difference, an EPUF user can determine an
individual’s eligibility for retired-worker and disabled-
worker benefits at any given time.

Overview of Earnings Records

SSA’s primary objective in collecting earnings data

is to meet the operational needs of the program.® As

a result, the data contained in EPUF will be, in some
aspects, somewhat limited from a researcher’s per-
spective. However, the uniqueness of the data and the
large sample size should outweigh these limitations in
many cases.

To use EPUF appropriately, users must understand
the nature of its earnings data. For example, analysts
must be aware that the earnings data in EPUF do
not reflect all workers in the US labor market, nor
the aggregate earnings generated by those workers.*
Putting the EPUF earnings data in their proper context
requires an understanding of three measures of earn-
ings distinct to the Social Security program: covered
earnings, Social Security taxable earnings, and capped
Social Security taxable earnings.

The first measure refers to earnings “covered”
for purposes of determining eligibility for the Social
Security program. The Social Security Act defines the
types of employment covered under the program, and
coverage has expanded significantly over the years.?
Currently, nearly all types of employment are covered
under Social Security. There are three primary excep-
tions: “state and local government employees whose
employer has not elected to be covered under Social
Security and who are participating in an employer-pro-
vided pension plan, current Federal civilian workers
hired before 1984 who have not elected to be covered,
and self-employed workers earning less than $400 in
a calendar year” (Board of Trustees, 2010). “Covered
earnings” has two components: wage-and-salary earn-
ings from covered employment, and self-employment
income covered under the program.

The second measure is called Social Security tax-
able earnings because it reflects all covered earnings
that are subject to the payroll tax.® The annual earnings
data in the MEF summary segment are a running total
of an individual’s taxable earnings up to the taxable
maximum for each job in a given year, plus any tax-
able self-employment income. For the self-employed,
“taxable earnings consists of net self-employment
income which, when combined with any taxable wages
for that individual, is at or below any applicable annual
maximum taxable amount” (SSA 2009, G.17). If an
individual has more than one employer, the amount
of earnings in this data field may be greater than the
taxable maximum in a given year.

EPUF uses the third measure, capped Social Secu-
rity taxable earnings, defined as the total amount of a
worker’s taxable earnings (including any taxable self-
employment income) up to the taxable maximum in a
given year. It does not include any earnings beyond the
taxable maximum, as the previous measure can when
a worker has multiple employers. This measure allows
an observer to determine total amounts contributed to
the program by workers and self-employed individu-
als.” The primary reason EPUF uses this measure is
that capped taxable earnings do not need to be top-
coded for data disclosure purposes. Second, because
the IRS and SSA approved BEPUF for release using
capped taxable earnings, using the same measure in
EPUF was deemed likely to expedite its approval.

Two adjustments were made in moving the taxable
earnings data from the MEF summary segment to
the capped taxable earnings information contained in
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EPUF. First, all earnings values were top-coded at the
taxable maximum in a given year. Second, any records
with negative covered earnings were set to zero (this
occurred very infrequently).

Through 2006, SSA used three distinct mechanisms
to collect the earnings data required to administer
its programs: (1) paper and microfilm records that
yield an individual’s total covered earnings from 1937
through 1950, (2) quarterly earnings data reported by
the individual’s employer from 1951 through 1977,
and (3) annual earnings reported by the individual’s
employer on Form W-2 from 1978 through 2006
(Chart 1).

In the years since the adoption of Form W-2, three
additional types of earnings data have been collected
to reflect expanded data needs: (1) aggregate deferred
compensation, used to calculate the national average
wage index, beginning in 1990; (2) Medicare taxable
wage-and-salary and self-employment income, begin-
ning in 1991; and (3) detailed items for the deferred
compensation field, beginning in 2004.* These
changes are also reflected in Chart 1.

1937-1950 Earnings Data

Before the arrival of electronic data storage, SSA
stored earnings data on either paper or microfilm.

Chart 1.

Types of earnings data available from Social Security administrative files, 1937-2006

1990 2004 2006

1937 1950 1978
Aggregate covered
earnings
1937-1950
Data reported quarterly
by employer
1951-1977
SOURCE: SSA.

e Wage and salary and tip income (covered and noncovered)
reported annually by employer on Form W-2

e Social Security—covered self-employment income? reported
annually on Form 1040 SE

1978-2006

Aggregate deferred compensation

1990-2006

Taxable Medicare earnings
above the Social Security
taxable maximum®

1991-2006

Detailed
deferred

compensation
2004-2006

a. From 1978 to 1990, data for only that portion of self-employment income that it is taxable for Social Security purposes are available. In
general, during this period there is no way to distinguish between amounts of covered earnings from wages and salary, self-employment
income, and earnings from agriculture. Beginning in 1991, the taxable maximum earnings amounts for Social Security and Medicare dif-
fered. Beginning in 1994, the cap on taxable Medicare covered earnings was eliminated, and data on total earnings amounts from each

source became available.

b. Beginning in 1991 the Medicare taxable maximum earnings amount exceeded the Social Security taxable maximum, until the Medicare

taxable maximum was eliminated altogether in 1994.
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Given the limited storage capacity of early computers
and the prohibitive costs associated with converting
these data to electronic format, the earnings data for
1937-1950 on the MEF summary segment are avail-
able only as an aggregate number. As a result, the
data extract from which EPUF is drawn contains two
data fields for aggregate taxable earnings—one for
1937-2006, and the other for 1951-2006. The EPUF
data field for aggregate Social Security taxable earn-
ings from 1937-1950 was generated by subtracting the
1951-2006 aggregate earnings from the 1937-2006
aggregate earnings.

Another data field of interest is the QCs earned
during this period. An individual can earn up to four
QCs in a year depending on his or her taxable earn-
ings amount. QCs determine an individual’s eligibility
for retirement and disability benefits and a family’s
eligibility for survivor benefits. The MEF summary
segment contains no annual values for QCs for 1937—
1953. Instead, the extract contains data fields from the
MEF that contain the “known” aggregate number of
QCs earned during the following periods: 1947-2006,
1951-2006, 1947-1952, and 1953-2006. For EPUF,
these data fields are manipulated to generate the
aggregate number of QCs earned for the periods
1947-1950 and 1951-1952.

Because the MEF has no known values for QCs
from 1937 through 1946, SSA devised a three-step
method to estimate the aggregate number of QCs
earned by individuals with covered earnings dur-
ing these years.” The first step assigns one QC for
each $500 of aggregate taxable earnings from 1937
through 1950. The second step subtracts the known
sum of QCs earned from 1947 through 1950. (The
QCs from 1947 through 1950 are generated by sub-
tracting the known number of QCs earned from 1951
through 2006 from the known number of QCs earned
from 1947 through 2006.) If the resulting number is
positive, this value is assigned to the number of QCs
earned from 1937 to 1946. If this number is negative,
a value of 0 is assigned for the number QCs earned
from 1937 to 1946. The final step adds the estimated
QCs from 1937 to 1946 to the known QCs from 1947
to 1950 for the estimated number of QCs earned from
1937 to 1950.1°

1951-1977 Earnings Data

From 1951 through 1977, the earnings data used to
administer Social Security came from two sources:
the individual’s employer and the IRS. SSA required

employers to report covered wage-and-salary income
quarterly. For the self-employed, the IRS processed
the annual Social Security taxable self-employment
income reported on the individual’s Form 1040 on
Schedule C and Schedule SE and transferred the

data to SSA. Values in these data fields were added
together to create a single entry for taxable Social
Security earnings, which is stored on the Summary
Earnings Record. As a result, it is not possible to
determine whether covered earnings in a given year
are from wages and salaries or from self-employment
income. The MEF also contains separate indicators
for the presence of self-employment income (Schedule
C) or agriculture income (Schedule F) in a given year.
However, if there are combinations among salary and
wages, self-employment income, and income from
agriculture, the amounts attributable to each source
cannot be determined. As a result, these flags were not
included in EPUE."

As previously noted, the MEF has no annual values
for the number of QCs earned in 1951 and 1952.
This value is estimated by manipulating data used to
calculate QCs from 1937 through 1950. Beginning in
1953, the MEF contains annual QC values based on
quarterly earnings data.

1978—-2006 Earnings Data

In 1978, SSA earnings data underwent major changes
involving sources, processing, and types of data col-
lected. Because requiring quarterly earnings reports
had led to processing delays and administrative
burdens, new legislation required employers to report
their employee’s earnings annually on Form W-2. The
legislation also made SSA responsible for processing
the W-2 earnings data. The source for self-employed
taxable earnings, Form 1040 Schedule SE, remained
unchanged.

The move to annual collection of earnings data
resulted in three significant changes in the types of
data collected:

* The W-2 included earnings from employment that
was not covered under Social Security. Prior to
1978, SSA was only concerned with taxable earn-
ings from covered employment.

* The ability to store data electronically and the need
for more detailed earnings information to admin-
ister the program led SSA to establish separate
data fields for taxable wage-and-salary income and
taxable self-employment income. Prior to 1978,
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administrative data contained a single entry for all
taxable earnings.

e The W-2 allowed SSA to capture covered wage-
and-salary income above the taxable maximum.
Earnings reported to SSA for all previous years
were capped at the taxable maximum.

It is important to note that the inclusion of taxable
self-employment income on an individual’s earnings
record reflects the reporting criteria used during two
distinct periods. For 1978 through 1993, self-employ-
ment income appears on an individual’s earnings
record only when Social Security or Medicare taxes
were due on that income. It was not until 1994, when
the cap for taxable earnings subject to the Medicare
payroll tax was eliminated, that SSA’s earnings data
began to include uncapped values for covered self-
employment income.

Several examples illustrate how the amount of tax-
able self-employment income differs from the amount
of self-employment income reported for federal
income tax purposes across these two periods. Sup-
pose an individual earned $25,000 in covered wages
and $25,000 in self-employment income, and assume a
taxable maximum of $40,000. Prior to 1994, the indi-
vidual’s earnings record for that year would contain
$25,000 for wage-and-salary income and only $15,000
for self-employment income. Now consider an indi-
vidual with self-employment income of $55,000 and
no covered wages. In this example, the individual’s
earnings record would have $40,000 for taxable self-
employment income. From 1994 onward, there is no
cap on the amount of covered earnings subject to the
Medicare payroll tax. As a result, the full amount of
both wage-and-salary and self-employment income in
the examples above would be included in the individu-
al’s earnings record on the MEF, but is not in EPUF.

The Revenue Act of 1978 also affected the earn-
ings data collected by SSA by allowing the elective
deferral of wage earnings."” Elective deferrals enabled
individuals to postpone the receipt and the taxation of
certain types of earnings. This led to the creation of
401(k) retirement plans, 403(b) plans for employees
of nonprofit organizations, and 457 plans for state
and local government employees. From 1978 through
1983, these elective deferrals were not covered under
Social Security. As a result, the taxable earnings data
in EPUF for these years do not include contributions
to these plans.

Starting in 1984, elective deferrals are covered
under the program and are reflected in the taxable
earnings in EPUF (up to the taxable maximum). In
1990, SSA was required to include elective deferrals in
the calculations of the average wage index, and created
a separate data field in the MEF detailed section to
capture this information.

Data on annual QCs earned during 1978-2006
are based on taxable earnings in a given year. As
noted earlier, the MEF contains annual QC values
after 1952.

Sample Selection, Data Cleaning, and
Disclosure Protection

EPUF consists of earnings records drawn from a
1-percent sample of the MEF (the “underlying EPUF
sample”). A series of data cleaning and disclosure
protection procedures produced the final EPUF. This
section describes the process of selecting the underly-
ing EPUF sample, the data cleaning steps, and the
disclosure protections that were applied to the data to
produce the EPUF.

Sample Selection

The sample universe for the EPUF is all SSNs issued
before January 2007. Thus, any individual who does
not have an SSN cannot be included in the EPUF.
The EPUF sample was created using a systematic
sampling process that closely approximates a random
sample. For each area-group combination, an algo-
rithm selects 100 out of the possible 10,000 SSNs.!3
SSA then determines if the SSNs have been issued.
The sampling algorithm is systematic in that it avoids
any overlap between the BEPUF, EPUF, and any
potential future public-use samples generated using
the algorithm."* SSA has determined that the design
effect for the systematic random sample is effectively
equal to one."”

The SSNs generated using this algorithm were
checked for inclusion in the Numident file to confirm
their presence in the Social Security administrative
files.' A final check verified that none of the SSNs
in the sample overlapped those in the BEPUF. The
individuals in the resulting underlying EPUF sample
numbered 4,413,024."7 Note that the sample is not
strictly representative of the US population because
the sampling universe (all SSNs issued) includes indi-
viduals in Puerto Rico and the US territories.
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Data Cleaning

A number of analyses were undertaken to determine if
there were any problems with the data and, if so, what
to do about them. Three key issues were identified:

(1) a coding error incorrectly assigned a YOB value
equal to 1900 to many individuals, (2) some YOB
values were missing, and (3) some extreme age values
occurred for individuals who had taxable earnings
(values ranged from -47 years to 179 years).!® Several
other smaller issues were discovered in the process

of generating the EPUF and a number of steps were
taken to “clean” the data before releasing the file to
the public.

The first check involved graphing the distribution
of individuals in the underlying sample by their YOB.
This graph produced an abnormally large spike in
the number of individuals with a YOB value equal to
1900. For these 24,843 individuals, a check against
the Numident file confirmed a YOB value of 1900 on
21,269 records. There were 3,464 individuals whose
YOB value was missing on the Numident file; these
were removed from EPUF. This left 110 individu-
als with an alternative (non-1900) YOB value on the
Numident file. The Numident’s alternative value was
assigned for those individuals.

The next data-cleaning issue involved the 13,405
individuals in the underlying sample whose MEF
records had a missing value for YOB. The over-
whelming majority (12,142) also had a missing value
for YOB on the Numident file; these individuals
were removed from EPUF. Of the remaining 1,263
individuals, 1,234 had a single YOB value on the
Numident file; for them, the Numident YOB was used.
This left 29 individuals who had multiple YOB values
on the Numident file; for these, we assigned a “best”
YOB value.

The analysis of the age at which an individual in the
underlying sample recorded taxable earnings found
77,458 individuals who either had age values of less
than 14 or greater than 79, or had earnings during
1937-1950 but a YOB value after 1950. Again, MEF
records were validated against the Numident file.
Records for 5,810 individuals were removed for one
of the following reasons: there was no logical choice
among multiple alternative YOB values on the Numi-
dent, age when recording taxable earnings was either
negative or greater than 100, or the YOB value was
after 1950 although earnings were recorded during
1937-1950.

The final adjustments included removing 5,935
individuals whose YOB value was before 1870, remov-
ing 1,096 individuals whose YOB value was equal to
2007, and removing 4 individuals who were assigned a
missing YOB value. Individuals born before 1870 were
removed because they were unlikely to have received
Social Security benefits. The data for the underlying
sample were extracted in 2007 and it is possible that
a small number of individuals who were enumerated
after December 31, 2006 were part of the sample.

Data “cleaning” procedures resulted in the removal
of records for 28,451 individuals from the underlying
sample. The effect of removing these individuals on
the number of earnings records and on the amount of
earnings by year is discussed later in conjunction with
the effect of the data disclosure procedures.

Disclosure Protection

The most critical determinant of whether data fields
can be included in the public-use file is disclosure risk.
To protect confidentiality, SSA removes all identifying
information, evaluates disclosure risk posed by admin-
istrative earnings data for individuals that overlap
other public-use files,"” and modifies any distinguish-
ing characteristics that could identify individuals in
the file. The data disclosure procedures applied to the
EPUF fall into three broad categories: (1) removing
any identifiable information from the file and evalu-
ating the disclosure risk of public-use file overlap,

(2) adjusting the earnings amounts to create a range of
uncertainty between the amount of earnings reported
to SSA and the amount released in EPUF, and (3) zero-
ing out earnings records because of age considerations.
These categories are described in detail below.

Removing identifiable information and evaluat-
ing disclosure risk from public-use file overlap.
To minimize disclosure risk, the following steps
were taken:

e All SSNs were removed from the file.

* The records in the final EPUF were randomly
sequenced.

* Where possible, EPUF sample records were
checked for overlap with other public-use files.

As previously noted, there is no overlap between
individuals in BEPUF and EPUF. There were 319
individuals in the underlying EPUF sample who were
included in the New Beneficiary Data System (NBDS).
These individuals were removed from the sample.?
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PREVIOUS PUBLIC-USE DATA FILES WITH EARNINGS DATA

SSA has released a number of public-use microdata files that contain earnings data from its administra-
tive files. The first six items listed below are products of two interagency studies undertaken in the 1970s
and 1980s: the 1963 Pilot Link Study and the 1973 Exact Match Study, conducted by SSA, the Census

D> O~ W N =

ings: Merged Data
7. The New Beneficiary Data System

income distribution and redistribution.

Bureau, and the IRS. SSA produced items 7 and 8 independently.

. The 1964 Current Population Survey—Administrative Record Pilot Link File

. The 1973 Current Population Survey—Summary Earnings Record Exact Match File

. The 1973 Current Population Survey—Administrative Record Exact Match File

. The Social Security Longitudinal Earnings Exact Match Public Use File, 1937-1975

. The 1972 Augmented Individual Income Tax Model Exact Match File

. The Retirement History Longitudinal Survey, 1969-1973, and Summary of Social Security Earn-

8. The 2004 Beneficiary and Earnings Public-Use File

The 1963 Pilot Link Study matched data from Census Bureau’s Current Population Survey with SSA
and IRS administrative data files. The 1973 Exact Match Study refined the 1963 Pilot Link Study pro-
cesses. The primary objective of both studies was to improve the quality of statistical output related to

The Retirement History Study matched survey data with Social Security administrative data to create
public-use data files useful for researching retirement decisions and circumstances.

The New Beneficiary Data System consists of two separate surveys. The original survey was the
New Beneficiary Survey, a nationally representative survey of beneficiaries who were in payment status
during a 12-month period from mid-1980 to mid-1981. In 1992, SSA conducted the New Beneficiary Fol-
lowup (NBF) survey and attached limited earnings data to all 18,599 individuals in the original survey.

The 2004 Beneficiary and Earnings Public-Use file, released in 2006, is a systematic random sample
of individuals who were on the benefit rolls as of December 2004.

Although minimal overlap between individuals in
EPUF and individuals in the Synthetic SIPP Beta files
(SSB) is likely, the SSA and IRS have concluded that
there is no disclosure risk because all of the earnings
data in the SSB are synthetic.?!

The number of individuals in EPUF who are
potentially included in the public-use files created
from the 1964 Pilot Link Study, the 1973 Exact Match
Study, and the Retirement History Study is very small
(see text box). SSA and the IRS have determined
that disclosure resulting from overlap of these files is
very unlikely.

Adjusting earnings to create a range of uncertainty
and limit potential disclosure. With a few exceptions,
the earnings amounts in EPUF were random-rounded
to a base of $25, $100, or $1,000, depending on the
amount of earnings reported to SSA.?? Specifically,

 earnings greater than $100 and less than $1,000
were random-rounded to a base of $25;

 earnings greater than $1,000 and less than $50,000
were random-rounded to a base of $100; and

* earnings greater than $50,000 were random-
rounded to a base of $1,000.

Using this process, earnings near the taxable cap
could be rounded up to the taxable maximum, and very
low earnings could be rounded down to zero. SSA was
concerned that this could affect two key research issues:
(1) analyses of the differences between workers and
nonworkers (as defined in terms of covered employ-
ment) and (2) analyses comparing individuals with
earnings above and below the taxable maximum in a
given year. To maintain the integrity of the data in these
two areas, and to eliminate the possibility of rounding
down to zero or rounding up to the taxable maximum in
a given year, the following steps were taken:

* All annual earnings values less than $100 were
replaced with the average amount of all earnings
less than $100 in a given year.
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* All annual earnings within the random rounding
base of the taxable maximum ($100 or $1,000,
depending on the taxable maximum in a given year)
were replaced by the average of all values within
the rounding base for that year.

* Any values for the aggregate amount of earn-
ings from 1937 to 1950 greater than $37,000 were
replaced with $41,500 (the average value of all
aggregate earnings amounts greater than $37,000).

* Any values for the aggregate amount of earnings
from 1937 to 1950 that were less than $100 were
replaced with $39 (the average dollar amount for all
values of aggregate earnings less than $100).

These adjustments to the random-rounding pro-
cess may reduce the amount of uncertainty between
the earnings reported to SSA and those contained in
EPUF for a select group of individuals. Consider an
individual with $100 in earnings. We know that the
actual value of earnings reported to SSA for this indi-
vidual had to be between $100 and $124. This creates
a range of uncertainty of only $25 instead of plus or
minus $25. However, this limited range of uncertainty
only occurs for the $100 value of earnings.

Second, consider an individual with earnings of
$95,250 in a year when the taxable maximum was
$96,000. This individual’s earnings value was replaced
with the average value for all individuals with earn-
ings from $95,001 and $95,999. In this case, we know
the actual value of earnings reported to SSA to within
$1,000. This is a much smaller range of uncertainty
than the difference of plus or minus $1,000 that applies
to earnings greater than $50,000 and not within the
random-rounding base of the taxable maximum.

Third, the random-rounding process may also
affect the number of annual QCs included in EPUF for
1953-2006. On the MEF, QCs are calculated based on
the quarterly earnings (1951 to 1977) and on annual
earnings (1978 to 2006) recorded for a given year.
However, the random-rounding process can change the
value of earnings by plus or minus $25, $100, or $1,000,
depending on the amount of taxable earnings in a given
year. Thus, QCs based on randomly rounded earnings
values may differ from those based on the MEF.

This potential discrepancy raises questions about
the effectiveness of the random-rounding process.
Consider a case in which the amount of earnings on
the MEF is $735 and the rounded earnings value is
$750 for a year in which $250 are needed to earn a
QC. The QCs based on MEF earnings would be two,

and the rounded-earnings QC value would be three.
By using the MEF QC value in EPUF we would know
that the actual earnings reported to SSA would be
between $725 and $750. In addition to reducing the
range of uncertainty for the individual’s earnings, this
could affect analyses of eligibility for benefits.

In this light, the question arises: What is the appro-
priate value for QCs to include in EPUF? A compari-
son of the QC measure on the MEF with that based
on randomly rounded earnings found the following
four items:

* 0f 60,326,474 records with positive earnings, QC
values differed on only 175,609 (0.29 percent).

e When records differed, the maximum difference
was plus or minus one QC.

* The aggregate number of QCs based on randomly
rounded earnings (213,915,632) was 39,389 fewer
than the aggregate number of quarters on the MEF,
a difference of only 0.018 percent.

* The net impact of random rounding on total QCs
earned at the individual level was very small.
Among those whose records were affected, nearly
97 percent had a net difference of plus or minus one
quarter over their work histories.

Given the very small differences between the two
QC measures, SSA included the MEF measure in
EPUF because it reflects an individual’s actual number
of QCs earned.

Zeroing out earnings for certain ages. When the
BEPUF was created, the IRS requested that SSA zero
out all earnings for individuals born after 1937 who
had earnings at ages 14 or younger to prevent disclo-
sure of potentially identifiable data.

SSA applied these same data disclosure procedures
to EPUF. In addition to zeroing out any earnings for
individuals who were very young, SSA assigned a
value of zero to any earnings records that had a posi-
tive value when the individual was aged 86 or older.

Table 1 shows the number of records that SSA either
removed from the underlying EPUF sample because
of data cleaning or assigned a value of $0 because of
data disclosure procedures, along with the dollar value
of earnings represented by these omitted records.”
Table 2 shows the number of records and the value of
earnings represented in the entire underlying EPUF
sample, in the omitted records, and in the resulting
final EPUF, revealing that the omitted records are a
very small share of the original underlying sample.
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Table 1.
Earnings records removed from underlying EPUF sample or with earnings values set to zero for data
cleaning or disclosure protection procedures, 1951-2006

Records with earnings values set to zero
Records removed for individuals aged—
for data cleaning 14 or younger 86 or older Total
Year Records| Dollar amount Records| Dollar amount Records| Dollar amount Records| Dollar amount
1951 2,759 5,665,897 1,646 254,528 0 0 4,405 5,920,425
1952 2,829 5,941,257 1,793 283,133 0 0 4,622 6,224,390
1953 2,805 6,027,761 1,778 316,999 0 0 4,583 6,344,760
1954 2,712 5,880,985 1,216 211,168 0 0 3,928 6,092,153
1955 3,024 6,959,324 1,496 269,778 0 0 4,520 7,229,102
1956 3,113 7,458,390 1,560 298,590 56 77,183 4,729 7,834,164
1957 3,085 7,594,978 1,494 304,594 88 140,290 4,667 8,039,862
1958 3,032 7,390,087 1,036 235,218 115 179,890 4,183 7,805,195
1959 3,037 8,135,307 1,048 247,442 135 204,584 4,220 8,587,334
1960 2,997 8,186,207 1,129 246,054 148 273,315 4,274 8,705,575
1961 2,945 8,086,654 1,080 238,310 170 315,373 4,195 8,640,337
1962 2,937 8,339,769 1,022 241,864 173 340,236 4,132 8,921,869
1963 2,928 8,465,681 1,158 260,460 182 358,582 4,268 9,084,723
1964 2,919 8,789,314 1,208 286,514 181 397,263 4,308 9,473,091
1965 2,987 9,166,718 1,454 366,245 189 425,929 4,630 9,958,893
1966 3,035 11,318,086 1,963 477,524 210 506,443 5,208 12,302,053
1967 3,027 11,629,233 2,128 544,917 193 511,459 5,348 12,685,609
1968 3,071 13,106,921 2,459 707,891 212 549,174 5,742 14,363,986
1969 3,084 13,678,081 2,887 903,985 217 567,872 6,188 15,149,938
1970 3,084 13,777,730 2,758 987,296 225 563,126 6,067 15,328,153
1971 3,060 14,117,871 2,758 966,145 203 579,624 6,021 15,663,640
1972 3,069 15,613,850 3,224 1,254,230 234 680,321 6,527 17,548,401
1973 3,069 17,630,854 4,007 1,565,846 246 870,503 7,322 20,067,203
1974 3,096 19,670,766 4,083 1,828,581 258 950,736 7,437 22,450,084
1975 2,948 20,124,329 3,587 1,817,022 247 1,082,987 6,782 23,024,338
1976 2,965 21,504,597 3,606 2,023,184 270 1,142,883 6,841 24,670,664
1977 2,972 22,805,353 4,035 2,484,999 275 1,228,865 7,282 26,519,217
1978 2,948 24,277,547 4,569 3,479,281 299 1,459,620 7,816 29,216,447
1979 2,927 27,336,728 4,339 3,915,380 302 1,615,747 7,568 32,867,855
1980 2,852 28,188,933 3,754 4,130,883 296 1,694,111 6,902 34,013,927
1981 2,736 28,247,820 3,433 4,092,412 278 1,680,975 6,447 34,021,207
1982 2,557 28,006,503 3,019 4,123,014 320 1,963,325 5,896 34,092,842
1983 2,498 28,325,155 2,886 4,092,376 339 2,175,128 5,723 34,592,659
1984 2,525 29,220,576 3,474 4,682,009 325 2,140,629 6,324 36,043,213
1985 2,482 30,028,067 3,893 5,404,605 344 2,151,727 6,719 37,584,399
1986 2,452 30,415,341 3,593 5,086,159 358 2,245,808 6,403 37,747,309
1987 2,403 30,272,513 3,896 5,377,760 345 2,220,378 6,644 37,870,651
1988 2,410 30,171,045 4,402 4,589,446 324 2,461,835 7,136 37,222,326
1989 2,336 30,739,323 4,693 4,514,906 354 3,015,574 7,383 38,269,803
1990 2,293 30,787,395 4,039 4,082,369 337 3,115,513 6,669 37,985,278
1991 2,198 29,839,368 3,427 3,380,565 354 3,031,322 5,979 36,251,255
1992 2,151 30,622,053 3,444 3,320,321 385 3,233,655 5,980 37,176,029
1993 2,311 31,248,868 3,453 3,833,342 497 3,287,167 6,261 38,369,376
1994 2,331 32,203,088 3,847 4,116,755 554 3,072,048 6,732 39,391,891
1995 2,334 33,036,888 3,725 4,345,292 548 3,489,519 6,607 40,871,699

(Continued)
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Table 1.

Earnings records removed from underlying EPUF sample or with earnings values set to zero for data
cleaning or disclosure protection procedures, 1951-2006— Continued

Records removed

Records with earnings values set to zero
for individuals aged—

for data cleaning 14 or younger 86 or older Total

Year Records| Dollar amount Records| Dollar amount Records| Dollar amount Records| Dollar amount
1996 2,318 33,864,278 3,868 4,744,775 553 3,596,750 6,739 42,205,802
1997 2,305 35,451,643 3,928 5,780,153 614 4,349,378 6,847 45,581,174
1998 2,308 37,255,636 4,126 6,576,731 638 4,517,465 7,072 48,349,833
1999 2,284 38,915,191 4,010 7,408,910 678 5,136,825 6,972 51,460,925
2000 2,250 40,225,040 4,122 7,885,400 751 5,085,548 7,123 53,195,988
2001 2,184 40,499,362 3,712 7,971,572 764 5,649,651 6,660 54,120,585
2002 2,078 40,125,933 3,271 7,919,378 733 6,126,470 6,082 54,171,781
2003 1,986 39,695,001 2,869 7,885,607 848 7,454,773 5,703 55,035,381
2004 1,936 40,701,220 2,686 8,262,664 933 8,533,980 5,555 57,497,864
2005 1,845 40,491,527 2,582 8,311,535 915 9,109,953 5,342 57,913,014
2006 1,759 40,382,967 2,584 8,320,514 999 9,476,470 5,342 58,179,951

Total 148,586 1,267,641,009 163,257 177,256,628 19,212 125,037,983 331,055 1,569,935,621

SOURCE: Author's calculations based on underlying EPUF sample.

Table 2.

Earnings records contained in the underlying EPUF sample, affected by data cleaning or disclosure
protection procedures, and included in final EPUF, 1951-2006

Records from the
underlying EPUF sample

Records affected by data
cleaning or disclosure

Final EPUF
as a percentage
of underlying

with positive earnings protection procedures® Final EPUF EPUF sample

Dollar

Year Records Dollar amount| Records| Dollar amount Records Dollar amount| Records| amount
1951 579,071 1,182,038,005 4,405 5,920,425 574,666 1,176,121,621 99.24 99.50
1952 595,005 1,256,504,791 4,622 6,224,390 590,383 1,250,218,697 99.22 99.50
1953 605,891 1,321,673,609 4,583 6,344,760 601,308 1,315,308,988 99.24 99.52
1954 594,469 1,301,518,421 3,928 6,092,153 590,541 1,295,436,078 99.34 99.53
1955 650,393 1,540,292,673 4,520 7,229,102 645,873 1,533,057,873 99.31 99.53
1956 675,958 1,667,196,602 4,729 7,834,164 671,229 1,659,358,545 99.30 99.53
1957 706,274 1,775,031,770 4,667 8,039,862 701,607 1,766,986,216 99.34 99.55
1958 699,009 1,760,718,703 4,183 7,805,195 694,826 1,752,916,336 99.40 99.56
1959 714,773 1,973,721,356 4,220 8,587,334 710,553 1,965,128,948 99.41 99.56
1960 724,277 2,023,372,141 4,274 8,705,575 720,003 2,014,641,299 99.41 99.57
1961 727,019 2,046,121,645 4,195 8,640,337 722,824 2,037,456,281 99.42 99.58
1962 742,198 2,133,834,749 4,132 8,921,869 738,066 2,124,909,855 99.44 99.58
1963 754,582 2,194,781,542 4,268 9,084,723 750,314 2,185,708,897 99.43 99.59
1964 773,598 2,292,872,077 4,308 9,473,091 769,290 2,283,413,867 99.44 99.59
1965 804,466 2,418,879,156 4,630 9,958,893 799,836 2,408,907,420 99.42 99.59
1966 845,200 3,053,032,399 5,208 12,302,053 839,992 3,040,762,112 99.38 99.60
1967 864,648 3,201,085,410 5,348 12,685,609 859,300 3,188,408,570 99.38 99.60
1968 891,688 3,677,060,356 5,742 14,363,986 885,946 3,662,694,039 99.36 99.61
1969 920,804 3,924,915,106 6,188 15,149,938 914,616 3,909,791,660 99.33 99.61
1970 926,593 4,047,308,546 6,067 15,328,153 920,526 4,031,955,717 99.35 99.62
(Continued)
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Table 2.
Earnings records contained in the underlying EPUF sample, affected by data cleaning or disclosure
protection procedures, and included in final EPUF, 1951-2006— Continued

Final EPUF
Records from the Records affected by data as a percentage
underlying EPUF sample cleaning or disclosure of underlying
with positive earnings protection procedures® Final EPUF EPUF sample

Dollar
Year Records Dollar amount] Records| Dollar amount Records Dollar amount| Records| amount
1971 928,927 4,154,580,909 6,021 15,663,640 922,906 4,138,931,362 99.35 99.62
1972 957,932 4,725,131,546 6,527 17,548,401 951,405 4,707,580,541 99.32 99.63
1973 995,014 5,499,708,261 7,322 20,067,203 987,692 5,479,673,083 99.26 99.64
1974 1,010,681 6,266,031,784 7,437 22,450,084 1,003,244 6,243,556,827 99.26 99.64
1975 1,000,671 6,560,822,942 6,782 23,024,338 993,889 6,537,771,640 99.32 99.65
1976 1,025,235 7,272,380,800 6,841 24,670,664 1,018,394 7,247,765,424 99.33 99.66
1977 1,057,528 8,034,161,719 7,282 26,519,217 1,050,246 8,007,612,706 99.31 99.67
1978 1,091,783 9,003,657,698 7,816 29,216,447 1,083,967 8,974,444,824 99.28 99.68
1979 1,117,921  10,568,459,651 7,568 32,867,855 1,110,353 10,535,550,984 99.32 99.69
1980 1,123,641 11,588,053,871 6,902 34,013,927 1,116,739  11,553,996,366 99.39 99.71
1981 1,124,468 12,808,231,847 6,447 34,021,207 1,118,021  12,774,215,295 99.43 99.73
1982 1,109,975 13,447,471,166 5,896 34,092,842 1,104,079 13,413,406,844 99.47 99.75
1983 1,120,926  14,320,140,280 5,723 34,592,659 1,115,203 14,285,581,480 99.49 99.76
1984 1,164,250 15,733,184,777 6,324 36,043,213 1,157,926  15,697,179,349 99.46 99.77
1985 1,199,486 16,954,192,478 6,719 37,584,399 1,192,767 16,916,577,414 99.44 99.78
1986 1,222,942 18,072,210,162 6,403 37,747,309 1,216,539 18,034,475,665 99.48 99.79
1987 1,253,504 19,277,082,505 6,644 37,870,651 1,246,860 19,239,275,056 99.47 99.80
1988 1,293,120 20,699,177,394 7,136 37,222,326 1,285,984 20,661,907,215 99.45 99.82
1989 1,317,740 22,114,192,632 7,383 38,269,803 1,310,357 22,075,919,050 99.44 99.83
1990 1,327,049  23,320,377,715 6,669 37,985,278 1,320,380 23,282,326,410 99.50 99.84
1991 1,321,141  23,947,887,306 5,979 36,251,255 1,315,162 23,911,705,384 99.55 99.85
1992 1,329,671 25,038,192,482 5,980 37,176,029 1,323,691 25,000,961,124 99.55 99.85
1993 1,350,606 26,020,626,627 6,261 38,369,376 1,344,345 25,982,355,871 99.54 99.85
1994 1,379,206  27,519,441,609 6,732 39,391,891 1,372,474  27,480,153,319 99.51 99.86
1995 1,401,604 28,817,889,800 6,607 40,871,699 1,394,997 28,777,048,663 99.53 99.86
1996 1,424,677 30,325,434,565 6,739 42,205,802 1,417,938 30,283,145,483 99.53 99.86
1997 1,451,322  32,381,811,355 6,847 45,581,174 1,444,475 32,336,383,309 99.53 99.86
1998 1,479,545 34,688,002,415 7,072 48,349,833 1,472,473 34,639,656,847 99.52 99.86
1999 1,503,546  36,837,645,411 6,972 51,460,925 1,496,574 36,786,136,938 99.54 99.86
2000 1,529,060 39,253,537,670 7,123 53,195,988 1,521,937  39,200,496,095 99.53 99.86
2001 1,531,311  40,822,309,702 6,660 54,120,585 1,524,651 40,767,753,758 99.57 99.87
2002 1,525,643 41,636,130,619 6,082 54,171,781 1,519,561 41,581,840,812 99.60 99.87
2003 1,526,341 42,646,073,822 5,703 55,035,381 1,520,638 42,590,915,589 99.63 99.87
2004 1,541,064 44,453,363,308 5,555 57,497,864 1,535,509 44,395,547,826 99.64 99.87
2005 1,555,944  46,181,182,273 5,342 57,913,014 1,550,602 46,123,343,357 99.66 99.87
2006 1,568,139  48,431,660,720 5,342 58,179,951 1,562,797 48,373,174,994 99.66 99.88

Total 60,657,529 864,212,398,878 331,055 1,569,935,621 60,326,474 862,641,549,923 99.45 99.82

SOURCE: Author's calculations based on underlying EPUF sample.

a. Includes records removed because of data cleaning and records with earnings values set zero for indivudals with earnings at age 14 or
younger or at age 86 or older.
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After all of the data cleaning and data disclosure
procedures were applied, several steps were taken to
evaluate the validity of the data contained in EPUF. A
forthcoming Research and Statistics Note compares the
data in the underlying sample and the final EPUF with
the earnings estimates published by SSA in the Annual
Statistical Supplement to the Social Security Bulletin.

Caveats on Using EPUF Data

Any user should be fully aware of three caveats on
using the EPUF: (1) earnings data in EPUF are capped
taxable Social Security earnings, (2) EPUF does not
contain all of the information needed to calculate ben-
efits accurately for everyone in the file, and (3) there
may be some errors in the administrative data under-
lying EPUF.

Capped Taxable Social Security Earnings

As previously noted, earnings data in EPUF are lim-
ited to capped taxable Social Security earnings. The
file excludes data for workers whose only earnings are
from noncovered employment. Additionally, the file
does not contain covered earnings above the taxable
maximum.

Table 3 compares the number of workers cov-
ered under the Social Security program with all US
workers. Although the percentage working in cov-
ered employment has increased dramatically over
time—from 55 percent in 1939 to nearly 94 percent
in 2006—6 percent of the US workforce in 2006 still
worked in noncovered employment.

Chart 2 shows that the amount of covered earn-
ings expressed as a percentage of all earnings in the
economy increased from approximately 70 percent in
1950 to nearly 85 percent in 2006. This represents a
large increase in the share of earnings covered under
the program, but it also reveals that approximately
15 percent of earnings in 2006 were not in covered
employment.

However, noncovered earnings account for only
part of the earnings “missing” from EPUF. Chart 2
also shows taxable Social Security earnings and the
capped taxable Social Security earnings measure
used in EPUF. As a percentage of total earnings
in the economy, EPUF’s capped taxable earnings
ranges from around 55 percent in the early 1950s
to 78 percent in 1986, then declines gradually to
70 percent by 2006.

The relatively large differences between covered and
taxable earnings from 1951 through the mid-1970s stem
from the low taxable maximum earnings amounts dur-
ing those years. The jagged pattern of the differences
results from ad hoc changes to the taxable maximum.
Prior to the 1972 Social Security Amendments, the tax-
able maximum was set by statute. From 1937 to 1950,
the taxable maximum was $3,000. The first increase in
the taxable maximum, to $3,600, occurred in 1951, and
it increased four more times through 1971. The 1972

Table 3.
Civilian workers covered by the Social Security
system, selected years 1939-2006

Workers in covered employment
or self-employment

Paid civilian As a percentage
workers® Number of paid civilian

Year (millions) (millions) workers
1939 43.6 24.0 55.0
1944 51.2 30.8 60.2
1949 56.7 34.3 60.5
1955 62.8 51.8 82.5
1960 64.6 55.7 86.2
1965 71.6 62.7 87.6
1970 77.8 69.9 89.8
1975 86.0 77.9 90.6
1980 994 89.3 89.8
1985 107.7 100.0 92.9
1990 117.8 111.7 94.8
1991 1171 110.3 94.2
1992 118.7 111.9 94.3
1993 121.3 114.6 94.5
1994 124.6 117.9 94.6
1995 125.0 118.1 94.5
1996 127.7 120.7 94.5
1997 130.6 123.4 94.5
1998 132.6 125.1 94.4
1999 134.6 127.0 94.4
2000 137.7 130.0 944
2001 136.1 128.2 941
2002 136.5 128.2 93.9
2003 138.4 129.9 93.9
2004 140.2 131.5 93.8
2005 142.8 133.8 93.7
2006 146.0 136.7 93.6

SOURCE: Unpublished data from SSA's Office of the Chief
Actuary.

NOTE: Data for 1939, 1944, and 1949 are monthly averages; data
for all other years are as of December.

a. Includes wage-and-salary earners and the self-employed.
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amendments provided an automatic annual increase

in the taxable maximum proportional to the increase
in the national average wage. The key point for EPUF
users is that using different methodologies for increas-
ing the taxable maximum has affected the number
(and proportion) of workers with earnings at or above
the taxable maximum. For example, in 1951, nearly

25 percent of workers with covered earnings had earn-
ings equal to or greater than the taxable maximum. In
1960 and 1970, the percentages of workers with earn-
ings at or above the taxable maximum were 28 percent
and 26 percent, respectively. In 1980, the percentage
dropped to 9 percent and by 2006, it had dropped even
further, to 6 percent (SSA 2009, Table 4.B4).2*

Chart 2 reveals that the earnings in EPUF do not
account for a significant portion of the total earnings
in the economy from 1951 through 2006. Thus, using
EPUF to analyze work patterns for individuals with a
mix of covered and noncovered earnings may produce
inaccurate results. Suppose an individual started
working in a noncovered job in 1945 that was rede-
fined as covered employment in 1955. This individ-
ual’s work history in the EPUF would begin in 1955,
with no indication that he or she really started working
in 1945. Another example is an individual who worked
in covered employment during high school and college
and subsequently worked in a job that was not cov-
ered. This would result in a covered work history that
starts in the individual’s early work years and stops
shortly thereafter.

Limitations on Estimating Benefits

One expected use of EPUF is to evaluate how pro-
grammatic changes affect benefit amounts. However,
such analysis is limited to estimating an individual’s
primary benefits; that is, benefits based on one’s own
earnings record. For example, auxiliary benefits—
those to which individuals would be entitled based on
their spouses’ or parents’ earnings record—cannot be
estimated because there is no way to identify a spousal
or parental link among individuals in EPUF.* This is
problematic because many female beneficiaries receive
part or all of their benefits based on a current or for-
mer spouse’s higher earnings. Nevertheless, analysts
can make reasoned assumptions about family size

and estimate hypothetical family benefits based on an
individual’s own earnings records.

Analysts cannot use EPUF to estimate disability
benefits because the file does not contain information
about an individual’s period(s) of disability. In addition,
any calculation of retirement benefits for a disabled ben-
eficiary would be inaccurate because it would exclude
periods of disability. However, one can use EPUF to
determine an individual’s insured status in a given year
and to estimate hypothetical disability benefits that
could be awarded if an individual became disabled.

The EPUF does not contain a date of death for
deceased individuals. As a result, one cannot deter-
mine if a string of years with zero earnings reflects that
the individual has retired, become disabled, or died.

Chart 2.

Social Security earnings (weighted) as a percentage of all earnings
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The accuracy of estimates for primary benefits
may be affected by the lack of detailed information
for some individuals in the file. When calculating an
individual’s benefit amount, SSA uses the certified
earnings record, which includes any ancillary earnings
information such as military credits, railroad employ-
ment income, or having multiple SSNs.?¢ Because
EPUF omits this information, estimates of benefits for
individuals who had these sources of income or had
multiple SSNs are suspect. Although the number of
individuals having multiple SSNs or railroad income
is relatively small, accurate assessments of the effects
of programmatic changes on these individuals would
require such information. The number of individuals
with military credits is likely to be much larger, but
the impact on benefits is likely to be relatively small
for those with limited military service.

Incomplete information in the EPUF also hinders
accurate estimates of benefits for individuals with
earnings during 1937-1950. Recall that SSA had to
estimate the number of QCs associated with earnings
from this period. Consider an individual who applies
for benefits but is a couple of quarters short of being
eligible. In such a case, SSA reviews the microfilm
record to determine the individual’s actual amount of
covered earnings during the period. SSA posts this
amount to the detailed segment of the MEF then deter-
mines the QCs earned using the usual procedures.
However, EPUF does not include the information from
the microfilm. Therefore, analysts should exercise
caution when using EPUF data on QCs for this period,
and should note this fact in any analysis using that
data field.

The user should also note that precise computation
of monthly benefits paid is not possible with the EPUF
because age at entitlement, on which monthly benefit
amounts are based, cannot be observed in the file.
With EPUF, it is also not possible to adjust benefits for
workers subject to the Windfall Elimination Provision,
which reduces benefits of “individuals who have only
minimal Social Security coverage and will receive a
pension based on years of work in noncovered employ-
ment” (SSA 2009).

Errors in Underlying Earnings Data

SSA has been collecting data on individual workers
covered under the program since its inception. The
agency uses administrative files to determine eligi-
bility for benefits, to determine benefit amounts, to
estimate future benefit payments, and for a variety of
other purposes.

Each year, capturing the earnings data reported on
Form W-2 and used for program purposes is a massive
undertaking. For earnings reported in tax year 2006,
SSA processed W-2s for nearly 155 million workers
and generated approximately 250 million wage items.
SSA processed nearly 80 percent of the wage items
reported on the W-2s electronically, and the remaining
20 percent were scanned using character recogni-
tion software or keyed in manually. In addition, SSA
received information on self-employment income from
the IRS based on data reported on Schedule SE. This
information accounted for approximately 20 million
items posted to the MEF. In total, SSA posted nearly
270 million earnings-related items for tax year 2006 to
its MEF.

With so many items posted every year, the MEF is
clearly susceptible to missing or erroneous earnings
data. Each step of the process introduces potential
errors. The employer may enter an incorrect amount
for a given individual, or may put the correct informa-
tion in the wrong box on the W-2. In addition, the
SSN may not be valid or the name on the W-2 may not
match the one to which the SSN was enumerated.”’
Errors can also arise as SSA posts the data in the MEF.

SSA has an elaborate set of checks to identify and
correct improperly reported earnings information.?®
The agency verifies that the information on all the
W-2s submitted by an employer corresponds to the
amounts reported by the employer on Form W-3. SSA
continuously updates the MEF as corrected W-2s
(W-2¢’s) and delinquent W-2s stream in throughout
the year. Workers may also file amended tax returns to
correct errors reported in previous filings.

If SSA detects errors in a worker’s earning record,
it sends a letter to the employer seeking clarification.
In response, the employer may file a W-2c¢. In some
instances, an employer files a W-2¢ and the employee
supplies information to correct the same error; the
resulting double-correction also produces errors on
the MEF.

Another opportunity to catch earnings-record errors
arises when SSA mails out its annual Social Security
statement to workers aged 25 or older. Errors detected
by the worker can be resolved at any SSA field office.?
Finally, workers can catch errors in their earnings data
when they apply for benefits. Applicants see their com-
plete earnings histories and can direct SSA to correct
any verifiable errors they spot. Nevertheless, despite
extensive efforts to ensure accurate earnings records,
the EPUF may contain erroneous information.
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Highlights from the EPUF

This section presents statistical highlights of the
earnings data for the 4,384,254 individuals whose
records are included in EPUF. Figures cited are
unweighted.

Individuals by YOB

There are five distinct trends in the distribution of
individuals by birth year in EPUF (Chart 3). The first
is a steep increase in the number of individuals in the
file, starting with 1,813 born in 1870 and peaking at
31,877 born in 1921. The second is a steady decline
from 31,104 born in 1922 to 26,568 in 1933. The third
trend is a dramatic increase to nearly 53,000 who
were born in 1962, nearly doubling the number of
individuals born in 1933. The fourth is a steep decline
from 52,138 individuals born in 1963 to 41,792 born in
1975. The final trend reflects relatively flat numbers of
individuals born from 1976 through 2006, from 41,822
to 41,241, respectively.

Chart 4 presents the distribution of individuals by
YOB and sex.* For birth years from 1870 to about
1925, men outnumber women in EPUF. With a few
exceptions, the numbers of women and men in the
file are nearly the same for birth years from 1926 to
1947. The number of men born from 1948 to 2006

is consistently higher than the number of women,
although not by very much.

Workers and Nonworkers

There are four distinct categories of individuals in
EPUF depending on whether they had any Social
Security taxable earnings and, if so, the period in
which they were earned. The four categories are
nonworkers (individuals with no taxable earnings),
workers with taxable earnings during 1937-1950 only,
workers with taxable earnings during 1951-2006 only,
and workers with taxable earnings in both periods.
More than one-half of the individuals in EPUF had
earnings during 1951-2006 only, about 4 percent had
earnings only during 1937-1950, and 16 percent had
earnings in both periods (Chart 5).

Initially, the 24.7-percent figure for individuals
in EPUF who did not have any earnings seems very
large. However, Chart 6 reveals that the bulk of these
individuals (68 percent) were born after 1987. Thus,
the main reason so many individuals in EPUF have
no earnings is that most of them are not old enough to
participate in the labor market.*!

Chart 7 presents the distribution by sex of individu-
als in EPUF in each earner status. Women outnumber
men among those who do not have any earnings

Chart 3.
Number of individuals in EPUF, by year of birth
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Chart 4.
Number of individuals in EPUF, by year of birth and sex
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Chart 5.
Percentage distribution of individuals in EPUF, by capped Social Security taxable earnings status
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both periods
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SOURCE: Author’s calculations based on the 2006 EPUF.
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Chart 6.
Cumulative distribution of individuals in EPUF with no capped Social Security taxable earnings, by year
of birth
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Chart 7.
Percentage distribution of individuals in EPUF in each capped Social Security taxable earnings status,
by sex
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(52 percent versus 48 percent). Among individuals
with earnings during 1937-1950 only, a large majority
are men (57 percent versus 43 percent). This result was
expected because women were much less active in the
labor market during that period. Individuals in EPUF
with earnings during both periods skew even more
towards men, 61 percent versus 39 percent. Individuals
with earnings during 1951-2006 only are more evenly
distributed between men (51 percent) and women

(49 percent), reflecting women’s substantial increases
in labor force participation during the period.

Individuals in EPUF with any earnings dur-
ing 1937-1950 number 874,287. Approximately
60 percent are men (523,465) and 40 percent are
women (350,229). There are also records for 593
individuals whose sex is unknown and who had earn-
ings during this period. Appendix Chart Al presents
the distribution of individuals with earnings during
this period by YOB and sex. The average and median
values for all earnings during this period are $9,106
and $4,600, respectively (not shown). The average
earnings for men ($11,990) is much higher than that
for women ($7,521). The median earnings for men
and women diverge even more, at $7,900 and $1,800,
respectively.

Earnings in EPUF

Chart 8 shows that the gap between the number of men
and women with earnings in a given year has decreased
significantly between 1951 and 2006. Chart 9 shows

a slow but steady climb in aggregate earnings for

men and women over the same period.*? The differ-
ence between the total amount of earnings for men

and women has been increasing over time. However,
women'’s taxable earnings as a percentage of all taxable
earnings has increased from 22.1 percent in 1951 to
39.7 percent in 2006 (see Table A2). Table 4 presents
the average and median earnings of men, women, and
individuals with unknown sex in the EPUF.

Summary

The 2006 EPUF contains earnings data for individu-
als drawn from a 1-percent sample of all SSNs issued
before January 2007. The file contains limited demo-
graphic information and earnings data related to the
Social Security program for 4,348,254 individuals.
Although the file contains limited data fields, it is
much larger than other public-use files with earn-
ings histories. EPUF will provide policymakers and
researchers with a unique tool to evaluate the Social

Security programs and potential reforms.

Chart 8.

Number of individuals with capped Social Security taxable earnings in EPUF, by sex, 1951-2006
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Chart 9.
Aggregate amount of capped Social Security taxable earnings in EPUF, by sex of earner, 1951-2006
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Table 4.
Average and median Social Security taxable earnings in EPUF, by sex, 1951-2006 (in dollars)
All workers Men Women Sex unknown
Year Mean Median Meanl Median Meanl Median Meanl Median
1951 2,047 2,100 2,404 2,900 1,344 1,200 1,978 1,950
1952 2,118 2,300 2,482 3,100 1,423 1,300 1,904 1,950
1953 2,187 2,400 2,553 3,300 1,499 1,300 2,043 2,000
1954 2,194 2,400 2,544 3,300 1,527 1,400 1,886 1,700
1955 2,374 2,400 2,779 3,300 1,683 1,300 1,932 1,600
1956 2,472 2,600 2,884 3,500 1,678 1,500 1,897 1,400
1957 2,518 2,700 2,900 3,600 1,752 1,500 1,874 1,450
1958 2,523 2,700 2,881 3,500 1,801 1,600 1,914 1,500
1959 2,766 2,800 3,204 3,800 1,903 1,600 2,040 1,600
1960 2,798 2,900 3,239 3,900 1,945 1,700 2,161 1,800
1961 2,819 2,900 3,248 3,900 1,994 1,700 2,190 1,800
1962 2,879 3,100 3,313 4,100 2,059 1,800 2,439 2,100
1963 2,913 3,100 3,345 4,300 2,104 1,800 2,534 2,200
1964 2,968 3,300 3,402 4,500 2,166 1,900 2,717 2,700
1965 3,012 3,400 3,459 4,754 2,206 2,000 2,871 2,900
1966 3,620 3,600 4,312 5,000 2,424 2,000 3,548 3,300
1967 3,710 3,700 4,380 5,200 2,576 2,200 3,580 3,500
1968 4,134 4,000 4,944 5,600 2,796 2,400 4,099 3,800
1969 4,275 4,200 5,093 6,000 2,956 2,600 4,090 3,900
1970 4,380 4,400 5,175 6,200 3,113 2,700 4,214 4,200
(Continued)
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Table 4.

Average and median Social Security taxable earnings in EPUF, by sex, 1951-2006
(in dollars)—Continued

All workers Men Women Sex unknown

Year Meanl Median Meanl Median Meanl Median Mean Median
1971 4,485 4,600 5,259 6,500 3,257 2,900 4,409 4,650
1972 4,948 4,900 5,893 7,000 3,482 3,000 5,067 5,100
1973 5,548 5,200 6,744 7,500 3,745 3,100 5,776 5,450
1974 6,223 5,500 7,653 8,000 4,115 3,400 6,572 5,950
1975 6,578 5,800 8,023 8,300 4,473 3,700 6,854 6,400
1976 7,117 6,300 8,693 8,900 4,870 4,100 7,806 6,950
1977 7,625 6,700 9,343 9,600 5,229 4,300 8,384 7,500
1978 8,279 7,300 10,132 10,400 5,750 4,900 8,816 8,200
1979 9,488 7,900 11,790 11,300 6,410 5,400 10,383 9,400
1980 10,346 8,600 12,804 12,000 7,112 6,000 11,052 9,600
1981 11,426 9,400 14,106 13,000 7,927 6,700 12,280 10,300
1982 12,149 9,900 14,844 13,300 8,659 7,200 13,362 10,950
1983 12,810 10,300 15,613 13,700 9,224 7,600 13,917 11,400
1984 13,556 10,900 16,572 14,500 9,766 7,900 14,365 11,300
1985 14,183 11,400 17,303 15,100 10,325 8,300 15,037 12,000
1986 14,824 11,900 18,002 15,600 10,948 8,800 16,204 12,950
1987 15,430 12,300 18,636 16,100 11,560 9,300 16,257 12,700
1988 16,067 12,900 19,304 16,600 12,186 9,800 16,943 13,250
1989 16,847 13,400 20,163 17,200 12,902 10,300 18,780 15,100
1990 17,633 14,000 20,990 17,800 13,669 10,900 19,937 16,500
1991 18,182 14,400 21,455 17,900 14,342 11,400 21,272 18,250
1992 18,887 14,900 22,199 18,400 15,034 11,900 22,037 18,800
1993 19,327 15,100 22,662 18,700 15,455 12,100 22,841 20,150
1994 20,022 15,600 23,576 19,400 15,930 12,400 23,137 18,700
1995 20,629 16,200 24,224 20,000 16,504 12,900 23,835 19,100
1996 21,357 16,800 25,066 20,800 17,129 13,400 24,950 20,200
1997 22,386 17,600 26,274 21,900 17,985 14,100 24,905 20,500
1998 23,525 18,600 27,582 23,100 18,958 14,900 26,290 21,800
1999 24,580 19,400 28,802 24,100 19,840 15,600 28,665 23,700
2000 25,757 20,300 30,149 25,200 20,851 16,400 30,797 25,450
2001 26,739 21,000 31,141 25,700 21,826 17,100 32,920 26,500
2002 27,364 21,300 31,743 25,900 22,499 17,500 33,686 26,800
2003 28,009 21,700 32,396 26,300 23,154 18,000 34,133 29,900
2004 28,913 22,500 33,396 27,200 23,965 18,500 34,542 29,100
2005 29,745 23,100 34,341 28,000 24,685 19,000 36,241 30,600
2006 30,953 24,000 35,764 29,100 25,696 19,700 36,799 32,500
SOURCE: Author's calculations based on the 2006 EPUF.
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Appendix

Table A1.
Number and percentage distribution of individuals with Social Security taxable earnings records
in EPUF, by sex, 1951-2006

Men Women Sex unknown

Percentage Percentage Percentage

Year All workers Number of workers Number of workers Number| +1410f workers
1951 574,666 380,673 66.2 193,655 33.7 338 0.1
1952 590,383 387,176 65.6 202,841 34.4 366 0.1
1953 601,308 392,710 65.3 208,254 34.6 344 0.1
1954 590,541 386,904 65.5 203,317 34.4 320 0.1
1955 645,873 426,862 66.1 218,624 33.8 387 0.1
1956 671,229 441,870 65.8 228,933 34.1 426 0.1
1957 701,607 468,328 66.8 232,861 33.2 418 0.1
1958 694,826 464,175 66.8 230,290 33.1 361 0.1
1959 710,553 471,169 66.3 239,044 33.6 340 a
1960 720,003 474,604 65.9 245,085 34.0 314 a
1961 722,824 475,513 65.8 247,008 34.2 303 a
1962 738,066 482,590 65.4 255,187 34.6 289 a
1963 750,314 488,952 65.2 261,077 34.8 285 a
1964 769,290 499,171 64.9 269,834 35.1 285 a
1965 799,836 514,368 64.3 285,184 35.7 284 a
1966 839,992 531,966 63.3 307,743 36.6 283 a
1967 859,300 540,003 62.8 319,006 371 291 a
1968 885,946 551,920 62.3 333,731 37.7 295 a
1969 914,616 564,231 61.7 350,067 38.3 318 a
1970 920,526 565,453 61.4 354,749 38.5 324 a
1971 922,906 565,675 61.3 356,911 38.7 320 a
1972 951,405 578,237 60.8 372,840 39.2 328 a
1973 987,692 593,494 60.1 393,844 39.9 354 a
1974 1,003,244 597,517 59.6 405,375 40.4 352 a
1975 993,889 589,138 59.3 404,403 40.7 348 a
1976 1,018,394 598,171 58.7 419,885 41.2 338 a
1977 1,050,246 611,288 58.2 438,619 41.8 339 a
1978 1,083,967 625,380 57.7 458,246 42.3 341 a
1979 1,110,353 635,128 57.2 474,898 42.8 327 a
1980 1,116,739 634,313 56.8 482,099 43.2 327 a
1981 1,118,021 632,816 56.6 484,894 434 311 a
1982 1,104,079 622,799 56.4 480,974 43.6 306 a
1983 1,115,203 625,683 56.1 489,213 43.9 307 a
1984 1,157,926 644,631 55.7 512,978 44.3 317 a
1985 1,192,767 659,120 55.3 533,338 44.7 309 a
1986 1,216,539 668,310 54.9 547,925 45.0 304 a
1987 1,246,860 681,710 54.7 564,843 45.3 307 a
1988 1,285,984 700,961 54.5 584,711 45.5 312 a
1989 1,310,357 711,727 54.3 598,334 45.7 296 a
1990 1,320,380 714,671 54.1 605,422 45.9 287 a
1991 1,315,162 709,678 54.0 605,204 46.0 280 a
1992 1,323,691 711,615 53.8 611,804 46.2 272 a
1993 1,344,345 722,012 53.7 622,065 46.3 268 a
1994 1,372,474 734,324 53.5 637,884 46.5 266 a
1995 1,394,997 745,091 534 649,650 46.6 256 a
(Continued)
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Table A1.

Number and percentage distribution of individuals with Social Security taxable earnings records
in EPUF, by sex, 1951-2006— Continued

Men Women Sex unknown

Percentage Percentage Percentage

Year All workers Number of workers Number of workers Number of workers
1996 1,417,938 755,129 53.3 662,564 46.7 245 a
1997 1,444 475 766,814 53.1 677,412 46.9 249 a
1998 1,472,473 779,589 52.9 692,640 47.0 244 a
1999 1,496,574 791,384 52.9 704,947 471 243 a
2000 1,521,937 802,776 52.7 718,923 47.2 238 a
2001 1,524,651 803,891 52.7 720,525 47.3 235 a
2002 1,519,561 799,527 52.6 719,799 47.4 235 a
2003 1,520,638 798,428 52.5 721,985 47.5 225 a
2004 1,535,509 805,264 524 730,008 47.5 237 a
2005 1,550,602 812,364 524 738,007 47.6 231 a
2006 1,562,797 815,763 52.2 746,806 47.8 228 a
Total 60,326,474 34,553,056 57.3 25,756,465 42.7 16,953 a

SOURCE: Author's calculations based on the 2006 EPUF.

NOTE: Rounded components of percentage distributions do not necessarily sum to 100.

a. Less than 0.05 percent

Table A2.
Dollar amount and percentage distribution of Social Security taxable earnings in EPUF, by sex of earner,
1951-2006
Total Social Men Women Sex unknown

Security taxable Percentage Percentage Percentage
Year earnings ($) Dollar amount| of earnings Dollar amount| of earnings| Dollar amount| of earnings
1951 1,176,121,621 915,224,528 77.8 260,228,626 22.1 668,467 0.1
1952 1,250,218,697 960,951,736 76.9 288,570,223 23.1 696,739 0.1
1953 1,315,308,988 1,002,401,906 76.2 312,204,394 23.7 702,689 0.1
1954 1,295,436,078 984,354,316 76.0 310,478,153 24.0 603,609 a
1955 1,533,057,873 1,186,138,562 77.4 346,171,624 22.6 747,687 a
1956 1,659,358,545 1,274,501,991 76.8 384,048,272 23.1 808,282 a
1957 1,766,986,216 1,358,130,591 76.9 408,072,212 23.1 783,413 a
1958 1,752,916,336 1,337,517,626 76.3 414,707,883 23.7 690,827 a
1959 1,965,128,948 1,509,520,746 76.8 454,914,691 23.1 693,511 a
1960 2,014,641,300 1,5637,199,839 76.3 476,762,888 23.7 678,572 a
1961 2,037,456,281 1,544,306,338 75.8 492,486,504 24.2 663,439 a
1962 2,124,909,855 1,598,792,149 75.2 525,412,919 24.7 704,788 a
1963 2,185,708,897 1,635,775,204 74.8 549,211,363 25.1 722,331 a
1964 2,283,413,867 1,698,087,380 74.4 584,552,087 25.6 774,400 a
1965 2,408,907,420 1,779,058,958 73.9 629,033,153 26.1 815,308 a
1966 3,040,762,112 2,293,932,086 75.4 745,826,027 245 1,003,999 a
1967 3,188,408,570 2,365,472,074 74.2 821,894,805 25.8 1,041,691 a
1968 3,662,694,039 2,728,439,824 74.5 933,045,098 25.5 1,209,116 a
1969 3,909,791,660 2,873,795,305 73.5 1,034,695,870 26.5 1,300,485 a
1970 4,031,955,717 2,926,141,698 72.6 1,104,448,529 27.4 1,365,490 a

(Continued)
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Table A2.

Dollar amount and percentage distribution of Social Security taxable earnings in EPUF, by sex of earner,
1951-2006—Continued

Total Social Men Women Sex unknown

Security taxable Percentage Percentage Percentage

Year earnings ($) Dollar amount| of earnings Dollar amount| of earnings| Dollar amount| of earnings
1971 4,138,931,362 2,975,093,757 71.9 1,162,426,686 281 1,410,920 a
1972 4,707,580,541 3,407,572,244 72.4 1,298,346,419 27.6 1,661,877 a
1973 5,479,673,083 4,002,814,306 73.0 1,474,814,111 26.9 2,044,666 a
1974 6,243,556,827 4,573,069,433 73.2 1,668,173,966 26.7 2,313,428 a
1975 6,537,771,640 4,726,502,691 72.3 1,808,883,849 27.7 2,385,100 a
1976 7,247,765,424 5,200,093,565 71.7 2,045,033,268 28.2 2,638,591 a
1977 8,007,612,706 5,711,058,117 713 2,293,712,581 28.6 2,842,008 a
1978 8,974,444,824 6,336,610,720 70.6 2,634,827,857 294 3,006,247 a
1979 10,535,550,984 7,488,124,641 711 3,044,030,994 28.9 3,395,348 a
1980 11,553,996,366 8,121,707,068 70.3 3,428,675,206 29.7 3,614,092 a
1981 12,774,215,295 8,926,653,455 69.9 3,843,742,790 30.1 3,819,050 a
1982 13,413,406,844 9,244,523,741 68.9 4,164,794,202 31.0 4,088,900 a
1983 14,285,581,480 9,768,685,099 68.4 4,512,623,779 31.6 4,272,602 a
1984 15,697,179,349  10,682,698,768 68.1 5,009,926,755 31.9 4,553,826 a
1985 16,916,577,414  11,405,063,900 67.4 5,506,867,114 32.6 4,646,400 a
1986 18,034,475,665 12,031,058,617 66.7 5,998,490,972 33.3 4,926,076 a
1987 19,239,275,056  12,704,633,159 66.0 6,529,650,970 33.9 4,990,927 a
1988 20,661,907,215  13,531,532,531 65.5 7,125,088,330 34.5 5,286,353 a
1989 22,075,919,050 14,350,553,706 65.0 7,719,806,564 35.0 5,558,780 a
1990 23,282,326,410  15,001,089,862 64.4 8,275,514,770 35.5 5,721,778 a
1991 23,911,705,385  15,225,958,913 63.7 8,679,790,242 36.3 5,956,230 a
1992 25,000,961,124  15,797,304,161 63.2 9,197,663,036 36.8 5,993,927 a
1993 25,982,355,871  16,362,219,545 63.0 9,614,015,049 37.0 6,121,278 a
1994 27,480,153,319  17,312,328,296 63.0 10,161,670,536 37.0 6,154,487 a
1995 28,777,048,662  18,048,809,034 62.7 10,722,137,749 37.3 6,101,879 a
1996 30,283,145,482  18,928,028,662 62.5 11,349,003,953 37.5 6,112,867 a
1997 32,336,383,309  20,147,226,145 62.3 12,182,955,785 37.7 6,201,379 a
1998 34,639,656,847  21,502,279,695 62.1  13,130,962,491 37.9 6,414,661 a
1999 36,786,136,937  22,793,062,944 62.0 13,986,108,356 38.0 6,965,637 a
2000 39,200,496,095 24,202,981,172 61.7  14,990,185,170 38.2 7,329,753 a
2001 40,767,753,758  25,034,170,600 61.4  15,725,846,857 38.6 7,736,301 a
2002 41,581,840,812  25,379,005,293 61.0 16,194,919,207 38.9 7,916,312 a
2003 42,590,915,589  25,866,065,725 60.7  16,717,169,849 39.3 7,680,015 a
2004 44,395,547,826  26,892,533,184 60.6  17,494,828,170 394 8,186,472 a
2005 46,123,343,358  27,897,078,736 60.5 18,217,892,871 39.5 8,371,751 a
2006 48,373,174,994  29,174,561,654 60.3  19,190,223,246 39.7 8,390,094 a
Total 862,641,549,921 554,262,495,993 64.3 308,177,569,073 35.7 201,484,854 a

SOURCE: Author's calculations based on the 2006 EPUF.

NOTE: Rounded components of percentage distributions do not necessarily sum to 100.

a. Less than 0.05 percent
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Chart A1.

Number of individuals in EPUF with capped Social Security taxable earnings during 1937-1950, by year

of birth and sex
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SOURCE: Author’s calculations based on the 2006 EPUF.
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' The MEF contains all of the earnings data collected to
administer the Social Security programs.

2 Noncovered earnings are wage and salary income not
covered under the Social Security programs.

3 For a discussion of SSA earnings data, see Olsen and
Hudson (2009).

4 This limitation is discussed later in the article.

* For historical changes in coverage, see SSA (2009,
Table 2.A1).

¢ SSA’s Office of Research, Evaluation, and Statistics
uses this measure to generate its published estimates
of earnings.

7" Technically, this is not always correct because some
earnings are reported on the Earnings Suspense File and
not posted on the MEF. For a detailed discussion, see
GAO (2005).

8 The average wage index is calculated annually using
wages subject to federal income taxes and contributions to
deferred compensation plans. The index is used in deter-
mining an individual’s retirement benefit amount as well
as to determine several other key dollar amounts in the
administration of the Social Security programs. For more
detail, see SSA (2010).

° This process is done because of the prohibitive costs
associated with going back to the microfilm to determine
the exact number of QCs earned by individuals with earn-
ings during the 1937-1946 period.

19 For individuals with earnings during this period who
did not meet program criteria for benefits or coverage
(using this technique to estimate QCs), a detailed manual
search of microfilm records determines if the individual
was eligible for benefits and, if so, the benefit amount.

' Including these flags would have created serious data
disclosure problems because they provide much more
individually identifiable information.
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12 For a detailed discussion of deferred earnings in SSA
data, see Pattison and Waldron (2008).

13 For a description of the three components of the SSN
(area, group, and serial number), see Puckett (2009).

4 Nonoverlapping samples are important from a data dis-
closure perspective if SSA decides to release any additional
public-use data files.

!5 The sample design is equal to the ratio of the variance
of the systematic random sample for EPUF and the variance
assuming a simple random sample without replacement.

16 The Numident is a master file of all SSNs ever
assigned. It contains the identifying information given
when an individual applies for an SSN.

17 This includes 319 individuals who were ultimately
removed from the underlying EPUF sample because they
were also in the New Beneficiary Data Systems (discussed
in the data disclosure section of the article).

'8 The source for YOB data in EPUF is the MEF sum-
mary record, which may not contain the same value
that appears in the Numident or Master Beneficiary
Record files.

1% See the text box for a brief description of the other
public-use data files that contain earnings data from Social
Security administrative files. To evaluate the disclosure risk
for individuals in EPUF who are included in other publicly
available data files, SSA considers four key points: the
potential magnitude of the overlap between files, the pos-
sibility of matching records across files with any certainty,
the additional information that would be revealed in the
unlikely event that records could be matched with any cer-
tainty, and the ability to reidentify someone in EPUF based
on publicly available data.

20 Thus, the total number of individuals removed from
the underlying EPUF sample because of data cleaning and
data disclosure is 28,770.

2 The SSB is a set of files containing individual-level
data synthesized from Census Bureau’s Survey of Income
Program Participation (SIPP) results linked to various
Social Security administrative files. The Census Bureau
produces the SSB, which is the result of an interagency
project that also includes SSA and IRS.

22 Under random rounding, a multiple of the rounding
base will not change, while a number that is not a multiple
of the base will round to either of the two closest multiples
of the base. For example, when random-rounding to a base
of $25, the value $550 will not change. However, a value of
$562 may round to either $550 or $575. The random-round-
ing process provides some uncertainty about the actual
number reported on the individual’s SSA earnings record.
For example, if the earnings contained in EPUF are $550
we know the actual amount reported to SSA was between
$526 and $574. The interval of uncertainty increases with
the amount of earnings reported.

2 Unless otherwise noted, the numbers of records and
the amounts of earnings shown in the charts and tables are
unweighted.

24 Additionally, in many years, the percentage of individ-
uals with earnings at or above the taxable maximum differs
substantially by sex.

25 SSA cannot determine married-couple or parent-
child relationships in the file based on the information
derived from the MEF. SSA establishes such linkages after
an individual applies for benefits. In any event, linking
currently or previously married individuals or indicating
a familial relationship in EPUF would create serious data
disclosure risks.

%6 An electronic folder (created when an individual
applies for benefits) contains the certified earnings
record, which summarizes all the earnings records
from the MEF and provides the basis for computing an
individual’s benefits.

27 Enumeration is the process by which SSA assigns a
unique SSN for every person in order to create a work and
benefit record for the Social Security program. SSA verifies
all of the information on the SSN application.

28 Earnings that cannot be properly assigned to an
individual’s earnings records on the MEF are placed on the
Earnings Suspense File. The amount of earnings assigned
to the Earnings Suspense File has grown dramatically over
the past 20 years (GAO 2005).

# In March 2011, budget constraints led the SSA to sus-
pend the production and mailing of printed statements. The
agency is working toward developing an online alternative.

30 This chart omits individuals whose sex is unknown.
Appendix Table A-2 shows distributions by sex, including
individuals of unknown sex.

31 Recall that any earnings reported before the individual
was 15 years old were assigned a value of zero for data
disclosure reasons.

32 Appendix Tables A1-A2 present the data underlying
Charts 8-9.
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CAREGIVER CREDITS IN FRANCE, GERMANY, AND SWEDEN:
LLESSONS FOR THE UNITED STATES

by John Jankowski*

Recently, analysts in the United States (US) have proposed adopting caregiver credits, or pension credits, pro-
vided to individuals for time spent out of the workforce while caring for dependent children and sick or elderly
relatives. The primary objective of these credits, used in almost all public pension systems in the European
Union, is to improve the adequacy of old-age benefits for women whose gaps in workforce participation typically
lead to fewer years of contributions, lower lifetime average earnings, and consequently lower pensions. This
article examines caregiver credits in the context of future reforms to the US Social Security system, with atten-
tion given to the adequacy of current spouse and survivor benefits and how changing marital patterns and family
structures have increased the risk of old-age poverty among certain groups of women. It then analyzes caregiver
credit programs in selected countries, with particular focus on design, administration, and cost.

Introduction

In recent years, analysts and policymakers have
directed increasing attention to securing the future
of Social Security’s old-age social insurance pro-
gram. To date, the majority of proposed reforms
have focused almost exclusively on the long-term
fiscal sustainability of the program, with measures
that would reduce benefits (for example, through an
increase in the full retirement age (FRA)), increase
revenues (for example, through an increase in the
payroll-tax ceiling), or a combination of both. At the
same time, many scholars have argued for the need
to complement any such reforms with measures that
would improve the adequacy of benefits for certain
groups, especially those that would be particularly
vulnerable to benefit cuts (Reno and Lavery 2009;
US Senate 2010). Among the most vulnerable of
those groups is that of women aged 65 or older, a
group with poverty rates almost twice that of men
in the same age group. According to Social Security
Administration (SSA) figures, 11.9 percent of women
aged 65 or older fell below the poverty line in 2008
compared with 6.7 percent of men (SSA 2008). Pov-
erty rates were even higher when looking at certain

subgroups of women, especially among the nonmar-
ried (16.9 percent), widowed (15.4 percent), and
divorced (19.5 percent) categories. Although many
factors have led to those high poverty rates, one sig-
nificant factor is the substantial gap in the labor force
participation of many women because of providing
unpaid care to children and sick or elderly relatives.
Those gaps often result in shorter work histories,
lower average lifetime earnings, and consequently
lower benefits at retirement than men. This is espe-
cially a concern for the significant number of women
who are not eligible for current-law spouse or survi-
vor benefits, often called auxiliary benefits, based on
the contribution record of a spouse.

Selected Abbreviations

AVPF l'assurance vieillesse des parents au foyer
(France’s first form of credit)

CNAV la Caisse Nationale D Assurance Vieillesse
(National Old-Age Pension Insurance Fund)

DB defined benefit

DC defined contribution

* John Jankowski is a research analyst with the Division of Program Studies, Office of Research, Evaluation, and Statistics, Office of

Retirement and Disability Policy, Social Security Administration.

Note: Contents of this publication are not copyrighted, any items may be reprinted, but citation of the Social Security Bulletin as the
source is requested. To view the Bulletin online, visit our website at http.//www.socialsecurity.gov/policy. The findings and conclusions
presented in the Bulletin are those of the authors and do not necessarily represent the views of the Social Security Administration.
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Selected Abbreviations—Continued

DRV-Bund Deutsche Rentenversicherung Bund
(German statutory pension insurance

scheme)

EU European Union

FRA full retirement age

MDA les majorations de durée d’assurance
(France’s second form of credit)

NDC notional defined contribution

OECD Organisation for Economic Co-operation
and Development

PIA primary insurance amount

SSA Social Security Administration

UsS United States

This article focuses on an often-considered measure
to improve the adequacy of Social Security’s retire-
ment benefits for women: the introduction of caregiver
credits provided for time spent out of the workforce
while caring for dependent children and sick or elderly
relatives. Throughout the majority of European Union
(EU) member states, caregiver credits have become
an established component of public pension programs
used by countries to pursue a number of objectives,
including improving benefit adequacy for caregivers
(primarily women but also men), promoting higher
fertility rates, facilitating the return to the labor force
following childbirth, and simply rewarding the act of
providing unpaid care. Through an analysis of three
of the longest running caregiver credit programs—in
France, Germany, and Sweden—this article shows
how these programs have been developed abroad. The
article especially focuses on how these countries have
addressed three key challenges: (1) the policy chal-
lenge of designing a program that targets a specific
segment of the population, (2) the administrative chal-
lenge of determining an individual’s eligibility for the
credits, and (3) the financial challenge of funding the
additional benefit.'

The article first provides background on auxiliary
benefits under the current-law Social Security pro-
gram and examines the adequacy of those benefits,
given recent changes in marital patterns and family
structures in the United States (US). It then profiles
caregiver credit programs in France, Germany, and
Sweden. Finally, it concludes by discussing whether
the experience of these countries provides any insight
into the potential adoption of caregiver credits into the
US Social Security program.

Protection for Caregivers under the
Current US Social Security System

Under current program rules, caregivers are covered
only indirectly by Social Security through spouse and
survivor benefits. This section describes the current
program and analyzes its effectiveness in reducing the
risk of poverty among older women.

Program Rules

Social Security provides auxiliary benefits to the
spouses and survivors of retired, disabled, and
deceased workers. Table 1 summarizes the eligibility
requirements and amounts of those benefits. Under
current law, the spouse of a retired worker is eligible
to receive 50 percent of the retired worker’s primary
insurance amount (PIA) if claimed at the FRA.
Individuals who are eligible for benefits based on their
own work history and their spouse’s work history—
referred to as dually entitled individuals—receive

the worker’s benefit plus the difference between that
amount and the benefit they would receive as a spouse.
For example, if a woman was dually entitled, she
would receive the full benefit based on her own earn-
ings record plus the difference between that amount
and the benefit she would receive as a spouse (that is,
50 percent of her husband’s benefit). Spouse benefits
are also paid to individuals who are divorced, provided
they were married to an insured worker for at least

10 years and are currently unmarried.

Social Security also provides benefits to surviving
spouses of deceased workers. A widow(er) retiring
at the FRA is eligible to receive 100 percent of the
deceased worker’s PIA plus any additional amount
the deceased worker was entitled to receive based on
delayed retirement credits. A reduced benefit, ranging
from 71.5 percent to 99.9 percent of the deceased work-
er’s PIA, is paid as early as age 60 (age 50 if disabled).
As with the spouse’s benefit, a divorced widow(er) is
eligible for this benefit if he or she was married to the
deceased worker for at least 10 years. With the excep-
tion of a few specific circumstances, a widow(er) must
have been married to the deceased worker for at least
the 9 months immediately prior to the worker’s death.

Social Security’s auxiliary benefits have become
more generous since first introduced in 1939. Under
the 1939 Amendments to the Social Security Act,
the wife of a retired worker was eligible to receive
a benefit equal to 50 percent of her husband’s PIA
provided she was aged 65 or older, and a widow in the
same age group was eligible to receive 75 percent of
the deceased husband’s PIA if benefits were claimed
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Table 1.

Eligibility requirements and benefit amounts, by type of auxiliary benefit

Eligibility and benefit

amount determinants Spouse's benefit

Widow(er)'s benefit

Basic Aged 62 or older

Worker is entitled to retirement or
disability benefits

PIA is less than one-half of the retired

worker's PIA

Marital status Married

If divorced, marriage duration of at least

10 years and currently unmarried

Benefit rate (as a
percentage of PIA)

50 percent

Other factors affecting  Reduced if claimed before the FRA

benefit amounts Reduced if beneficiary is entitled to

the benefit based on his or her own
work history®

Eligibility
Aged 60 or older, or aged 50-59 and disabled

Deceased worker died fully insured

PIA is less than the deceased spouse's PIA

Unmarried, or remarried after age 60

Was married to the deceased worker for at least
the 9 months prior to the worker's death (with a
few exceptions)

If divorced, marriage duration of at least 10
years and currently unmarried, or remarried after
age 60

Benefit amounts

100 percent

Reduced if claimed before the FRA

Limited to the higher of the amount the
deceased worker would receive if alive, or
82.5 percent of his or her PIA

Increased if the deceased worker earned
delayed retirement credits

SOURCE: Author's compilation based on the Social Security Handbook (SSA 2007); Weaver (2010).

a. A person who is eligible for both a spouse benefit and a benefit based on his or her own work history is said to be dually entitled. If the
spouse benefit exceeds the benefit based on the person's own work history, then the full retired-worker benefit is paid with the difference
between the retired-worker benefit and the spouse benefit being paid as a "top up."

at the FRA by the widow or the worker. Eligibility

for spouse and survivor benefits was subsequently
extended to men in 1950; in 1965, eligibility was also
extended to divorced spouses and divorced survivors
with a 20-year marriage history. (The duration-of-mar-
riage requirement was reduced to 10 years in 1977.)

In addition, benefit levels for survivor benefits have
increased significantly over time, from 75 percent to
82.5 percent of the deceased spouse’s PIA in 1961, and
to 100 percent in 1972, where it remains today. (By
comparison, within the Organisation for Economic
Co-operation and Development (OECD), the United
States is the only country with survivor benefits equal
to 100 percent of the deceased spouse’s PIA; most
countries offer benefits ranging from 50 percent to

80 percent of the spouse’s benefit).

In short, under current program rules, auxiliary ben-
efits are based entirely on marriage, with no direct com-
pensation for unpaid caregiving. Unpaid caregivers are
only compensated based on their marital status, which
can lead to some caregivers (for example, those in tradi-
tional breadwinner families with a single high-earning
spouse) receiving generous Social Security benefits and
others (for example, those who have never been mar-
ried or who divorced their spouse prior to meeting the
10-year length-of-marriage requirement) receiving no
compensation for their caregiving activities.

The Adequacy of Current Law
Auxiliary Benefits

Taking the population as a whole, Social Security has
been extremely successful in reducing poverty rates
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in the United States. As Table 2 shows, the percentage
of persons aged 65 or older falling below the poverty
line decreased from 28.5 percent in 1966 to 9.7 percent
in 2008.> However, those broad trends obscure the
significant variation that is evident when looking at
the population by sex and marital status, as displayed
in Table 3. In 2008, 11.9 percent of women aged 65

or older fell below the poverty line compared with

6.7 percent of men. In addition, there were significant
differences across marital categories, with relatively
low rates for all married persons aged 65 or older

(4.9 percent) compared with the nonmarried (15.5 per-
cent), widowed (14.4 percent), divorced (16.4 percent),
and never-married (17.6 percent) categories. Further-
more, a higher percentage of women fell below the
poverty line than men across all marital categories,
especially in the nonmarried (16.9 percent of women
compared with 11.6 percent of men), widowed

(15.4 percent of women compared with 10.2 percent of
men), and divorced (19.5 percent of women compared
with 11 percent of men) categories.

This discrepancy in poverty rates between men
and women, and the fact that the gap is wider for
certain marital categories, has led many analysts
to question the adequacy of auxiliary benefits in
the current-law Social Security program. As those

analysts note, marital patterns and the structure

of the modern family are far different today than
they were in the 1930s when Social Security was
first enacted. For example, the traditional bread-
winner model—consisting of a working husband

and a stay-at-home wife—is no longer the norm in
American society. This is manifest in the US divorce
rate, which has risen dramatically since the 1970s;
approximately a third of all marriages currently end
within 10 years of marriage, and thus before the
10-year length-of-marriage requirement for auxil-
iary benefits has been met (Bramlett and Mosher
2001; Tamborini and Whitman 2007). The change in
marital patterns is also observed in the percentage of
individuals aged 65 or older who have never married
(and are therefore by definition ineligible for spouse
or survivor benefits), which is projected to increase
from 2 percent (men) and 4 percent (women) in

1992 to around 6 percent (men and women) in 2040
(Favreault and Smith 2004).? Finally, the structure of
the family has also changed in recent decades, with
dramatic increases in childbearing among unmarried
women—ifrom 18 percent in 1980 to 40 percent in
2007—and in the number of single-parent house-
holds—from 5 percent in 1970 to 9 percent in 2006
(Ventura 2009; Census Bureau 2007).

Table 2.

Poverty status of persons aged 65 or older, selected years 1966—-2008

Total number

Number in poverty

Year (in thousands) (in thousands) Percentage in poverty
1966 17,929 5,114 28.5
1967 18,240 5,388 29.5
1968 18,559 4,632 25.0
1969 18,899 4,787 25.3
1970 19,470 4,793 24.6
1971 19,827 4,273 21.6
1972 20,117 3,738 18.6
1973 20,602 3,354 16.3
1974 21,127 3,085 14.6
1975 21,662 3,317 15.3
1976 22,100 3,313 15.0
1977 22,468 3,177 141
1978 23,175 3,233 14.0
1979 24,194 3,682 15.2
1980 24,686 3,871 15.7
1985 27,322 3,456 12.6
1990 30,093 3,658 12.2
1995 31,658 3,318 10.5
2000 33,566 3,323 9.9
2005 35,505 3,603 10.1
2008 37,788 3,656 9.7

SOURCE: DeNavas-Walt, Proctor, and Smith (2009).
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While these changes have undoubtedly had the
effect of reducing the number of women eligible for
auxiliary benefits, they are offset by developments
in the labor force that have led to more women being
eligible for benefits based on their own work his-
tory. According to data from the Current Population
Survey, the labor force participation rate of women
has increased dramatically in recent decades, from
approximately 34 percent in 1950 to 60 percent in
2008. During this same period, women’s share of the
labor force grew from only 30 percent to 46.5 percent.
In addition, women’s earnings have increased rela-
tive to those of men, from around 62 percent in 1979
(the first year for which comparable earnings data are
available) to around 80 percent in 2009 (BLS 2010).

Table 3.
Poverty status of persons aged 65 or older, by
sex and marital status, 2008

Percentage
Number below
Sex and marital status (thousands) poverty line
All persons
All 37,788 9.7
Men 16,308 6.7
Women 21,480 11.9
Marital status
Married
All 20,711 4.9
Men 11,742 4.8
Women 8,969 5.0
Nonmarried
All 17,077 15.5
Men 4,566 11.6
Women 12,511 16.9
Widowed
All 10,972 14.4
Men 2,104 10.2
Women 8,868 15.4
Divorced
All 3,646 16.4
Men 1,359 11.0
Women 2,287 19.5
Never married
All 1,574 17.6
Men 710 16.8
Women 864 18.1

SOURCE: Income of the Population 55 or Older, 2008 (SSA
2008, Table 11.1).

That said, women continue to be at a disadvan-
tage in many respects despite these recent gains. For
example, they continue to hold more part-time jobs
than men, with approximately 25 percent of women
usually working part time in 2008 compared with only
11 percent of men. (This figure has remained rela-
tively constant since 1984, when 27 percent of women
worked part time.) Furthermore, the enduring gap in
women’s earnings relative to those of men remains a
concern, especially given that women’s earnings have
seemingly peaked at around 80 percent of men’s earn-
ings, with little movement in the past decade (BLS
2010). Because of these trends, women will continue
to earn less throughout their lifetimes than men, lead-
ing to lower Social Security benefits (and a higher risk
of poverty) at retirement.

Because of the higher risk of poverty among
women (the data show that this risk is unlikely to
diminish in the foreseeable future), significant atten-
tion has been directed by analysts and advocates at
measures that would improve the adequacy of benefits
for women. The rest of this article analyzes one such
measure—the possible introduction of caregiver cred-
its to compensate for unpaid caregiving to dependent
children and sick or elderly relatives. Caregiver credits
have long been an important part of European pension
systems, representing one of a number of strategies
used to combat poverty among certain vulnerable
populations.*

Improving Benefit Adequacy
through Caregiver Credits

In recent decades, caregiver credits have become a
near-universal component of public pension systems in
higher-income OECD countries.” As mentioned earlier,
the primary objective of those systems is to improve
benefit adequacy for women, whose separations from
the labor force to provide care for dependent children
and sick or elderly relatives often lead to lower aver-
age earnings and lower benefits at retirement. At the
same time, caregiver credits are used for a number

of secondary objectives, including promoting higher
fertility rates, creating an incentive to return to work
following childbirth, and simply rewarding the act of
providing unpaid care. This mix of objectives has led
to significant variation in the design of caregiver credit
programs across Europe, as discussed later.

Although caregiver credit programs have been
around as early as 1945, with the adoption of a child-
care pension bonus in France, widespread adoption
only started to gain momentum around the 1980s.
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During that time, caregiver credit programs went into
effect in Sweden (1970s), Germany (1986), Norway
(1992), and Switzerland (1998), among others. A
second wave of pension reforms in the early 2000s
brought the introduction of caregiver credits in Lux-
embourg (2002), Austria (2005), and Finland (2005).
Subsequent reforms in many of those countries have
had the result of expanding and strengthening these
benefits, for example by extending eligibility to men
and by expanding the programs to include not only
periods caring for dependent children, but also periods
caring for sick or elderly relatives.

This widespread adoption of caregiver credits in
almost all member states of the EU is the result of a
number of factors, with a few of the most important
being (1) the gradual reduction in recent decades in the
generosity of survivor benefits and the resulting need
for new ways to protect women; (2) the reduction in
the generosity of public defined benefit (DB) programs
and the adoption in some countries of mandatory
defined contribution programs, which more closely
link old-age benefits to a worker’s lifetime earnings;
(3) the increased emphasis in many countries on fam-
ily friendly policies that aim at reconciling childcare
with employment; and (4) the increased dialogue (and
ultimately cross-national policy coordination) that
takes place as a result of being a member of the EU.

First, largely as a cost-cutting measure, countries
have gradually reduced the generosity of survivor
benefits in recent years, opting in many cases to
replace those benefits with other measures, such as
caregiver credits and earnings sharing.® In Germany,
for example, the benefit rate for widows was decreased
in 2002 from 60 percent to 55 percent of the spouse’s
pension, and the indexation of survivor benefits was
adjusted downward. In Sweden, the length of time
survivors below the FRA could receive benefits was
reduced. Reforms in other countries have replaced the
payment method from a pension to a less generous
lump-sum payment (for example, Denmark and the
United Kingdom); made the benefit means tested (for
example, Greece); or phased out the benefit for widows
altogether (for example, Australia and Latvia). (For
further discussion, see James (2009) and Monticone,
Ruzik, and Skiba (2008).) In an attempt to lessen the
impact of those reductions, countries have increasingly
been turning to measures such as caregiver credits.

Second, to lessen the burden placed on public pen-
sion systems by demographic aging, many countries
have implemented reforms to their pension systems
in recent years, including reductions in the generosity

of public DB pension benefits and the introduction

of defined contribution (DC) pension programs to
supplement, and in some cases replace, existing public
DB programs.” France, for example, increased its legal
retirement age from 60 to 62 in 2010 and is steadily
increasing the number of contribution years required
for a full pension from 40 years in 2003 to 41.5 years
by 2020. To mitigate the potential impact those
changes could have on women, the French government
has implemented (or further expanded) a number of
policies to increase women’s eventual pension ben-
efits.® In Sweden, a 1999 pension reform law replaced
the former pay-as-you-go DB system with a pay-as-
you-go notional defined contribution (NDC) system,’
supplemented by privately managed individual
accounts. Under that new system, caregiver credits—
along with other measures, including unisex lifetables
and a minimum pension guarantee—are utilized to
ensure that women are not disproportionately hurt by
the system’s closer linkage of benefits to contributions.

Third, countries across the EU have been actively
pursuing a number of family friendly policies that
improve flexibility for working parents, remove bar-
riers to employment (particularly for women), and
reverse the decline in fertility and birth rates (cur-
rently below replacement levels in every EU member
state except Ireland'®). That process has led to the
adoption of a number of programs in recent decades,
including not only caregiver credits, but also parental
leave, family allowances, and childcare services. For
example, in 1992, an EU directive (92/85/EEC) was
passed that obligates states to provide a minimum of
14 weeks of paid maternity leave for childbirth."! In
practice, almost all EU member states have passed
more generous national leave policies, including Italy
(20 weeks of maternity leave), Ireland (26 weeks),
and France (16 weeks for the first two children and
26 weeks for the third child and subsequent children);
see SSA (2010b). In addition, countries have further
attempted to remove disincentives to female labor
force participation by improving childcare services.
In 2002, the European Commission set the target of
providing childcare to at least 90 percent of children
from age 3 to the mandatory school age and to at
least 33 percent of children younger than age 3, by
2010 (EC 2002). Similarly, the EU has also directly
promoted the adoption of caregiver credits, with recent
studies emphasizing the importance of those credits
in improving benefit adequacy for unpaid caregiv-
ers (EC 2006a and 2006b). Viewed from this larger
context of EU family policy, pension credits are one of
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a number of tools used to reward the social contribu-
tion of women and to address the potential negative
effects that childbirth can have on female labor force
participation.

Finally, the EU has also arguably facilitated the
expansion of caregiver credits simply by providing a
forum for dialogue among the member states, many
of which have long advocated the value of those
programs. In the area of social protection, the formal
manifestation of this repeated cross-national dia-
logue is the development of a common agenda—seen
most recently in the so-called “Social Policy Agenda
2006-2010”—urging national governments to improve
labor market conditions for women. At a more gen-
eral level, the EU encourages an ongoing dialogue
among policymakers in its member states through the
“open method of coordination” (OMC), a framework
for political cooperation that involves agreement on
common objectives and common indicators to track
member states’ progress. The most recent objectives
adopted in March 2006 include combating poverty and
social exclusion, especially among the most vulner-
able groups (including women). By creating a set of
common goals and subsequently evaluating progress
toward achieving them, the OMC allows EU member
states to learn from each other, which can lead in
many areas to a degree of policy convergence, with
caregiver credits being just one example.

While caregiver credits have a long history in the
EU, proposals to introduce credits in the United States
have not met with success. To a large extent, this lack
of US enthusiasm stems from three major concerns:
(1) how to design a program that targets the credits to
the correct population, (2) how to address the admin-
istrative challenges of such a program, and (3) how
to pay for this new benefit. The rest of this section
profiles France, Germany, and Sweden to examine
how these countries have confronted those challenges.

Designing Caregiver Credit Programs

One of the main concerns voiced by many analysts
looking at the possible introduction of caregiver
credits in the United States is how to design those
credits so that they reach the targeted population.
Under certain designs, there is a danger that the
credits would go to higher-income parents—those who
can afford to take significant periods of time off from
work—rather than to lower-income parents—who
must combine caregiving with at least part-time work.
That would be the case for one of the narrowest forms
of caregiver credits, whereby credits are awarded only

to parents who leave the workforce entirely. As this
section shows, however, the three countries examined
have all more precisely targeted benefits to certain
types of caregivers.

When designing a program of caregiver credits, a
number of issues must be addressed, including the fol-
lowing: (1) the number of years an individual will be
eligible to receive the credits; (2) how the credits will
be calculated; (3) who is eligible to receive the credits
(that is, a mother, a father, or both); and (4) whether
an individual has to leave the labor force completely
to receive the credit. Table 4 provides a brief descrip-
tion of caregiver credit programs throughout Western
Europe, showing a wide variation in the ways in which
countries therein have confronted those issues. This
variation is largely the result of the diverse goals these
programs were designed to achieve, as is clear when
looking more closely at some of the specific programs.

In France’s general pension scheme—/e régime
general d’assurance vieillesse des travailleurs sala-
ries'?—there are three different forms of caregiver
credits, each meant to achieve various objectives.!
The first form of credit (! ‘assurance vieillesse des par-
ents au foyer, or AVPF) was introduced in 1972 largely
to improve benefit adequacy among lower-income
parents who exit the labor force or significantly reduce
working hours in order to provide childcare. Under
this program, parents who receive certain family
benefits (such as the family income supplement,
young child allowance, or parental leave allowance)
and whose individual earnings are below certain
thresholds (17,600 euros or US$23,028 for the first
child and 30 percent more for subsequent children) are
credited as if they were earning the minimum wage
for up to the first 3 years of childcare. The credits are
subsequently used upon retirement when calculat-
ing the insured person’s old-age benefit. Each parent
receives the benefit, provided they both meet the
eligibility conditions; in practice, however, the benefit
is paid predominantly to women, with approximately
33 percent of all women who retired in 2004 receiving
the credit compared with only 1.5 percent of men. (In
2004, nearly 2 million people received AVPF, of which
92 percent were women.) On average, women born
after 1945 receive 3 years of these credits (Bonnet,
Buffeteau, and Godefroy 20006).

The second form of credit (les majorations de durée
d’assurance, or MDA) targets women who do not ben-
efit from the means-tested AVPF, especially those who

continue to work after childbirth. Under the MDA,
which was also introduced in 1972, a parent caring for
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Table 4.

Caregiver provisions under public pension programs in selected EU countries

Country

| Description of program

Austria

Belgium

Denmark

Finland

France

Germany

Luxembourg

Netherlands

Norway

Spain

Sweden

Switzerland

United Kingdom

Up to 4 years per child are credited as if earnings were equal to 1,350 euros (US$1,857) a month. In addition, 2 years per
child can be used to meet the minimum contribution period for an old-age pension.

All employees working for at least 1 year for the same employer are eligible for the so-called "time credit" ("tijdskrediet"),
which can count up to 3 years of caring for children as gainful employment. The value of the time credit is the caregiver's
earnings before exit from the labor market.

Periods spent outside of the labor force providing unpaid care are automatically covered under the universal basic pension
program, which awards benefits based on years of residence.

During paid parental leave periods (a maximum of 11 months), the pension accrues based on 1.17 times the salary on
which the family benefit is based. In addition, parents receiving the child home-care allowance for unpaid care to a child
younger than age 4 are credited as if earnings were equal to 556.60 euros (US$765.66) per month (in 2006) until the child
reaches age 3.

A parent caring for a child younger than age 16 for at least 9 years receives up to 2 years of coverage, whether he or she
left the workforce or not during that time. In addition, a parent caring for a child younger than age 3, with earnings below a
certain threshold (17,600 euros, or US$23,028, for the first child and more for subsequent children) is credited as if he or
she had received the minimum wage. Finally, a parent who has raised 3 or more children for at least 9 years before the
children reach age 16 receives a 10 percent increase in his or her old-age benefit at retirement.

The parent who is mostly in charge of caregiving is credited with the equivalent of 1 pension point (equal to the pension
entittement a person with exactly the average income of all insured persons receives for contributions in 1 year) annually
for the first 3 years of his or her child's life. Additional credits of up to 1 pension point are provided to parents who continue
to work while raising a child up to age 10. In addition, parents who do not work but provide care to 2 or more children
under the age of 10 generally receive a bonus of 0.33 pension points.

A parent caring for a child aged 4 or younger is credited with up to 2 "baby years" for one child or up to 4 for two children
(or for a severely disabled child). Baby years are considered as periods of employment and are calculated based on the
caregiver's income prior to childbirth or adoption. The credits can be granted to one parent or split between both parents.

Periods spent outside of the labor force providing unpaid care are automatically covered in the basic old-age pension
system, which awards benefits based on years of residence.

Caregivers (including parents providing unpaid care to children younger than age 7 and individuals providing care to
disabled, sick, or elderly persons in the home) are credited with 3 pension points (equal to 291,524 kroner, or US$51,797)
per year in the supplementary earnings-related pension program.

Up to 2 years spent outside of the labor force providing care for children count as years of coverage (to fulfill the minimum
requirement of 15 years of coverage for an old-age pension).

A parent caring for a child aged 4 or younger is credited with the most favorable of the following: (1) earnings the year
before childbirth or adoption; (2) 75 percent of average earnings in Sweden; or (3) a fixed amount equal to one income
base amount (52,100 kronor, or US$8,028, in 2011). In addition, a parent who has left the labor force to provide care for a
disabled child can receive caregiver credits for up to 15 years.

Years of caregiving for children aged 16 or younger are credited as if earnings were equal to three times the minimum
pension in the year in which the caregiving parent retires (38,700 francs, or US$36,894, in 2006). The credits can be
granted to one parent or split between both parents.

Periods of caregiving are covered under both pillars of the public pension system (basic state pension and state second
pension). For the basic state pension, a parent or caregiver receives credit for each week in which he or she is

(1) getting a child benefit for at least one child younger than age 12; (2) an approved foster caregiver, or (3) providing at
least 20 hours of care per week for anyone who is receiving an attendance allowance, disability living allowance, or
constant attendance allowance. For the second state pension, the caregiver receives entitlement equal to 13,900 pounds
(US$22,538) per year if he or she is out of the labor force or earns less than 4,940 pounds (US$8,010) per year and meets
one of the following conditions: (1) caregiver for a child younger than age 6; (2) caregiver for a sick or disabled person and
receiving home responsibilities protection; or (3) entitled to a carer's allowance.

SOURCE: Author's compilation based on OECD (2009) and various country publications.
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a child under age 16 for at least 9 years receives up to
8 quarters (2 years) of coverage per child.” (Under the
French system, 40.5 years of coverage—increasing

to 41 years by 2012 and to 41.5 years by 2020—are
necessary to receive a full pension.) In other words,
unlike the AVPF, the MDA does not credit a caregiver
with a particular earnings level; rather, it simply
reduces the number of total quarters MDA beneficia-
ries (including those with higher incomes) must work
to receive a full benefit, allowing them to retire earlier
than women without children. All quarters of cover-
age are generally granted to the mother; however, as
of April 1, 2010, the second year of coverage can also
be granted to the father or split between both parents
upon request.”® The credit is granted irrespective of the
caregiver’s work activity, which can lead to the care-
giver receiving coverage through MDA and through
their own work activity simultaneously.'® According to
the Pensions Advisory Council (Conseil d’Orientation
des Retraites), more than 70 percent of women in the
general scheme—and approximately 90 percent across
all schemes—receive pension credits from the MDA
upon retirement.

Finally, the third form of caregiver credits in France
(majoration de pension pour trios enfants et plus)
has the primary aim of increasing fertility rates by
providing a pension bonus for parents with multiple
children."” To be eligible, parents must have raised
three or more children for at least 9 years prior to the
children’s attainment of age 16. The bonus, which has
been in effect since 1945, is equal to 10 percent of an
individual’s old-age pension and is awarded to both
parents. According to the Pensions Advisory Council,
approximately 5.4 million people (or 42 percent of all
pensioners) received this bonus in 2004, with the aver-
age bonus amounting to 89 euros (US$117) a month,
or 1,068 euros (US$1,405) a year.’

In Germany and Sweden, caregiver credit programs
have also been designed to pursue a number of objec-
tives, including improving the adequacy of benefits
for caregivers and increasing the incentives for them
to continue working (or to return to work after a brief
absence) following childbirth. Under Germany’s
caregiver credit program (Kindererziehungszeiten),
the parent who is “mostly” responsible for childcare
receives the equivalent of 1 pension point per year for
the first 3 years of his or her child’s life."” The credit
is provided for children born after December 31, 1991,
and is typically awarded to the mother; however, a
father may also receive the credit upon written request
to the German statutory pension insurance scheme

(Deutsche Rentenversicherung Bund, or DRV-Bund).
(Parents of children born from 1986—when the care-
giver credit program was created—to December 31,

1991, receive credits for only the first year of their
child’s life.)

In addition, a 2001 pension reform law established
additional credits—equal to one-half of the pension
points a parent receives as a result of his or her work
contributions, up to a maximum (own pension points
plus bonus credit) of 1 pension point per year—for
parents who continue to work while raising a child
aged 3—10. In such a way, the credits provide an
incentive for parents to return to work while providing
childcare. (The law also provides parents who leave
the labor force entirely to provide care for two or more
children—one of which is younger than age 10—with
an additional one-third of a pension point.)

In Sweden, caregivers are credited in the public
pension system for any period of care for children
aged 4 or younger. (Adoptive parents receive cred-
its for the first 4 years the child is under their care,
until the child reaches age 10.) The parent (mother
or father) with the lowest earnings in the year prior
to childbirth automatically receives the credit (called
Barndrsrtt), unless they notify the Swedish Social
Insurance Agency that the credits should be granted
to the higher-earning spouse. There is no limit to the
total number of years in which a parent can receive
the credits throughout their lifetime; however, at
retirement, benefits cannot be based only on those
credits. (A parent must have at least 5 years of covered
employment with an average income of at least two
income base amounts* (102,200 kronor, or US$15,750
in 2010).) Additional requirements stipulate that the
child must have been in the parent’s custody and
physically living with the parent for at least half the
year, and both the child and parent must have been
living in Sweden the entire year.

Swedish caregiver credits are calculated in three
different ways, with each method targeted to specific
types of caregivers. (The calculation method used is
the one that is most beneficial to each individual care-
giver.) Under the first calculation, the credit is equal to
the caregiver’s earnings in the year before the birth or
adoption of the child. This calculation is beneficial for
workers who had relatively high earnings in the year
prior to childbirth or adoption and who significantly
reduce work hours afterwards. Under the second
calculation, the credit is equal to 75 percent of the
average earnings in Sweden the year before childbirth
or adoption. This calculation benefits workers who had
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relatively low earnings prior to childbirth or adop-
tion and who reduce work hours significantly. Finally,
under the third calculation, the credit is equal to one
income base amount (52,100 kronor, or US$8,028 in
2011). This calculation provides a bonus to workers
who continue to work approximately the same number
of hours as before childbirth or adoption. In addition,
it ensures that caregivers who return to work relatively
soon after childbirth or adoption are not penalized by
that decision.

While caregiver credit programs for childcare have
become almost universal across the EU, programs that
award credits for time spent providing care to elderly
or sick relatives are much less common. Of the three
countries analyzed here, only Germany has a program
of credits for this type of care.? In 1995, Germany
introduced a new long-term care insurance program
that specifically addressed the burdens placed on
caregivers (particularly women) who often are forced
to reduce the number of hours they work in order to
provide unpaid home nursing care (Federal Ministry of
Labour and Foreign Affairs 2009). Under that program,
German caregivers receive pension credits for time
spent providing unpaid care of at least 14 hours a week.
To be eligible, a caregiver must work less than 30 hours
a week and the person under care must receive benefits
through the long-term care insurance program. The
calculation of the credit is a factor of both the number
of hours per week the caregiver spends providing
unpaid care and the level of nursing care dependency.?
The pension credits are paid by long-term care insur-
ance and range from about 0.25 pension points to 0.8
pension points per year, with no lifetime limit.

In sum, countries in the EU have taken a variety of
approaches in designing their caregiver credit pro-
grams. The different approaches have allowed these
countries to target specific populations, depending on
the objectives that the credits are meant to achieve.
In the case of France, the multiple forms of caregiver
credits for childcare are meant to achieve a number
of objectives, including improving benefit adequacy
among lower-income parents, allowing caregivers
(including those with high incomes) to retire earlier,
and increasing fertility rates. Similarly, that mix of
objectives is also apparent in Germany and Sweden,
where caregiver credit programs attempt to improve
benefit adequacy while at the same time providing
a bonus to those persons who combine work with
childcare responsibilities. Through these more com-
plex designs, all three countries aim at ensuring that
caregiver credits target the intended populations.

Administering Caregiver Credits

In addition to the challenge of designing a caregiver
credit program that successfully reaches its targeted
population, a second challenge is the administration of
the program. Determining an individual’s eligibility
can be extremely complex to administer, especially
in the case of caregiver credits for care provided to
sick or elderly relatives (where determining eligibility
requires verification that care has been provided). As
this section shows, however, the three countries sur-
veyed have all developed the infrastructure necessary
to make the administration of their caregiver credit
programs virtually automatic.

In France, caregiver credits under the general
scheme are administered by the National Old-
Age Pension Insurance Fund (la Caisse Nationale
dAssurance Vieillesse, or CNAV). To determine an
individual’s eligibility, CNAV simply requires that
parents produce the birth certificate or, in the case of
adoption, the adoption certificate. Caregiver credits
are automatically awarded to the mother, but a father
may also receive the credits by notifying CNAV
in writing as to how the credits will be split (up to
4 quarters, or 1 year, of credits can be given to the
father). If there is disagreement as to who should
receive the credits, CNAV makes a decision based on
information provided by the parents. For example, in
the case of divorce, CNAV uses the divorce judgment
to determine which parent has guardianship of the
child(ren) and bases their decision on how to divide
the credits on this information.

Under the German system, caregiver credits are
administered by the DRV-Bund. When a child is born
in Germany, he or she is registered with the registry
office, which immediately passes the information on
to the DRV-Bund. The credits are then entered into
the mother’s social insurance record, unless there is a
written request by the parents to give the credits to the
father. Parents who share childcare responsibilities can
also state in advance which months should be credited
to each parent, as long as the maximum of 3 pension
points (1 pension point per year), shared between both
parents, is not exceeded. The process of administering
caregiver credits that are provided to persons caring
for sick or elderly relatives is equally straightforward.
Under the long-term care insurance program,* a
medical determination is made, on both the level of
care dependency and the number of hours of care an
individual requires, by the Medical Review Board of
the Statutory Health Insurance Funds (Medizinische
Dienste der Krankenkassen, or MDK), under the
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supervision of the Ministry of Social Affairs in each
province. Pension contributions are then transferred
from long-term care insurance on behalf of the care-
giver to the DRV-Bund. As such, the DRV-Bund has
very little administrative role in the provision of those
caregiver credits, and instead relies on the determina-
tion made under the long-term care insurance program
by the MDK.

In Sweden, the administration of caregiver credits
is also essentially automatic. All of the information
needed to process the credits, including information
on births, parental relations, custody, and place of
residence, is contained in a civil registry maintained
by the Swedish Tax Agency (Skatteverket). That
data is transferred to the Swedish Pensions Agency
(Pensionsmyndigheten) on a daily basis, along with
earnings records, to determine which parent should
receive the credits (absent a written request from
the parents). As a result of this data exchange, the
Swedish Pensions Agency has all the information
needed to automatically award the credits, with very
little additional effort needed by agency staff. The
only administrative difficulties faced were at the
program’s initial implementation, when much of the
information needed to award the credits was not yet
computerized.?

Funding Caregiver Credits

The final challenge involved in the introduction of

a caregiver credit program is how to fund the pro-
gram. Unlike the other two challenges, which have
been addressed in a wide variety of ways, almost all
countries are similar in their response to the fund-
ing issue, choosing to pay for caregiver credits out

of general revenues or other taxes. In France, for
example, both the MDA and the pension bonus are
paid for by a public fund financed through a variety of
earmarked taxes, including taxes on alcohol (D’Addio
and Whitehouse 2009). Contributions for the AVPF
are paid by the Family Allowance Agency (Caisse
d’allocations familiales), which transfers the funds
directly to CNAV.

Similarly, in both Germany and Sweden, the federal
government finances caregiver credits for unpaid
childcare through transfers from the state budget to
the social security system.” In Germany, however, the
government has gradually moved from transferring
the entire value of the credits to transferring a fixed
amount annually, an amount that falls well below the
actual cost of the credits (Fultz 2011). Finally, and like
the AVPF in France, credits for unpaid care of sick or

elderly relatives are paid for by Germany’s long-term
care insurance program, which transfers the full value
of the credits directly to the DRV-Bund.

Naturally, the cost of caregiver credits varies
significantly across the countries surveyed depending
on the generosity of the individual program. In 2006,
France’s expenditures were relatively high, with the
MDA, the AVPF, and the pension bonus for multiple
children representing approximately 13 percent of total
pension expenditures in the public pension system.
(Of this, 7.4 percent was for the MDA, 1.7 percent
was for the AVPF, and 3.9 percent was for the pen-
sion bonus.) To put this in perspective, total pension
expenditures amounted to approximately 183 billion
euros (US$237 billion) in 2006, while the cost for
the three credits was approximately 24 billion euros
(US$31 billion). Furthermore, the cost of those pro-
grams is projected to increase dramatically in coming
years, especially that for the AVPF, as more eligible
workers reach retirement and claim benefits. (To date,
only a small fraction of AVPF-credit beneficiaries
has reached retirement age.) According to CNAYV, the
cost of the AVPF is projected to double between 2004
and 2015.

In Germany, the cost of the childcare credit is also
significant, albeit much less than that of France. In
2010, caregiver credits cost the government approxi-
mately 12 billion euros (US$16 billion), compared
with total pension expenditures of 238 billion euros
(US$313 billion). In other words, caregiver credits
represented approximately 5 percent of total pension
expenditures. That said, the actual cost of the program
is projected be much higher in coming decades, as
many of the beneficiaries of the credits have not yet
reached retirement age.

Finally, the cost of Sweden’s caregiver credit pro-
gram in 2008 was relatively modest compared with the
other countries surveyed, making up only 2 percent of
total pension expenditures. In 2008, caregiver credits
cost the government approximately 5 billion kronor
(US$709 million), compared with total pension expen-
ditures at around 234 billion kronor (US$33 billion).
That relatively low cost was likely the result of a num-
ber of possible factors, including the design of the pro-
gram; characteristics of the beneficiaries (for example,
how they were distributed among the three calculation
methods and how quickly they returned to work); and
the program’s interaction with Sweden’s parental leave
policy, under which beneficiaries continue to contrib-
ute 7 percent of wages for old-age insurance.
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Discussion and Conclusion

The extensive experience with caregiver credits in the
three countries profiled provides a number of insights
with respect to the potential use of credits in the
United States. First, all three countries have caregiver
credit programs, which are designed to reach specific
target populations. In France, caregiver credits pursue
a number of different objectives, which has led to the
development of three forms of credits aimed primar-
ily at caregivers with low income, caregivers who
continue to work after childbirth, and parents of three
or more children. A similar mix of objectives applies
to Germany and Sweden, where credits are designed
to benefit not only women (and increasingly men) who
leave the workforce entirely, but also those who com-
bine unpaid caregiving with at least part-time work.

It is precisely this mix of objectives that has led to the
existence of such varied forms of caregiver credits in
these countries, and throughout the EU more broadly.

For the United States, the mix of objectives sug-
gests that any consideration of caregiver credits should
begin by focusing on the policy objectives the credits
are meant to achieve—whether it is improving benefit
adequacy for caregivers (especially those who lack
coverage under Social Security’s current auxiliary
benefits), increasing equity among men and women, or
to pursue some other objective or mix of objectives—
and then designing a program that pursues those objec-
tives by targeting the intended vulnerable populations.
As the European cases show, this targeting can be
achieved fairly simply through the qualifying condi-
tions and the calculation method chosen for the credits.

Second, the administration of caregiver credits
has not presented any major difficulties in any of the
countries profiled. For childcare credits, administra-
tion typically involves the parents supplying a birth or
adoption certificate to prove guardianship. In Sweden,
the process is fully automated, with the government
being alerted automatically of births on a daily basis.
In the case of the AVPF in France, the administra-
tive process is also simplified by linking eligibility to
the receipt of other family benefits.?® The challenge
is certainly greater for caregiver credits provided for
unpaid care of sick or elderly relatives, given the need
for more detailed information, including proof that a
certain number of hours of care has been provided and
that an individual is in need of such care. In Germany,
however, this process can also be simplified by bas-
ing eligibility on the receipt of benefits by the core
recipient, benefits that are determined on the basis of
the degree of dependency for daily living.

While France, Germany, and Sweden have had
remarkably little difficulty administering caregiver
credits, the challenges would potentially be greater
in the United States, at least initially. For example,
much of the data that SSA would require to automate
the administration of caregiver credits is either not
immediately available or not complete. At pres-
ent, SSA lacks birth records for all but the youngest
generation, and the cost and difficulty of acquiring
older records (held in most cases by individual cities
or counties) would likely be prohibitive. In addition,
the birth records of children are not always linked in
SSA files to the records of their parents, a situation
that would inevitably lead to many women not auto-
matically getting the credits that they are eligible to
receive. That said, the administrative burden could be
reduced by simplifying the requirements at the begin-
ning of the program’s implementation; for example,
by requiring parents, in order to receive the credits, to
present a birth certificate at the time that they claim
Social Security retirement benefits. (As noted earlier, a
similar situation faced Sweden at the implementation
of their caregiver credit program, leading the country
to simplify the award process.)

Third, the cost of caregiver credits varies consider-
ably across the countries surveyed depending on the
design of the specific program, showing that there
is nothing inherent in caregiver credit programs that
makes them cost prohibitive. In a country such as
France, the cost is expectedly high (and is projected
to grow rapidly in coming decades) because of having
three very generous programs that cover significant
proportions of the population. As in Sweden, however,
the cost of caregiver credits can be kept relatively low.
These examples suggest that the cost of a US caregiver
credit program would depend entirely on the specific
design that was chosen and the generosity of the new
benefit. However, an additional policy issue to keep in
mind for the United States is that any new costs asso-
ciated with caregiver credits would have to be funded
in a program that has historically been reluctant to rely
on general revenue financing.

While the near-universal adoption of caregiver credit
programs across the EU suggests that the challenges of
design, administration, and cost are not insurmount-
able, what is surprising is how little attention has been
given to the issue of the effectiveness of those pro-
grams. To date, there have been very few studies ana-
lyzing the effectiveness of caregiver credit programs,
and the studies that do evaluate those programs show
mixed results. In their study on Sweden, for example,
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Stahlberg and others (2006) found that women have a
higher return on their lifetime contributions than men
because of caregiver credits, unisex lifetables, and the
guaranteed minimum pension. Of those measures,
caregiver credits were found to have the least impact
on replacement rates, primarily because the other tools
have been so effective. (According to Zaidi (2007),
the average Swedish woman can expect to have her
benefits increased by about 10 percent from childcare
credits.) In France, the effect of caregiver credit pro-
grams on benefit adequacy is unknown, although the
Pensions Advisory Council has noted that the absence
of those programs would undoubtedly lead to women
having lower retirement benefits and would probably
force many of them to work more years to receive a
full benefit, than at present.

In the only cross-national study to date that ana-
lyzes the effectiveness of childcare credits, D’Addio
and Whitehouse (2009) found that credits do unques-
tionably improve pension entitlements for women.
According to their simulations, the absence of care-
giver credits in the countries where they now exist
would lead to a 3 to 7 percentage point drop in gross
replacement rates (for career interruptions between
3 and 15 years). However, there is significant cross-
country variation, with credits having relatively little
effect on replacement rates in some countries (for
example, Denmark, Hungary, and Sweden), and large
effects in others (for example, France, Germany, and
Luxembourg). This variation is largely the result of the
design of pension systems and the presence of other
tools (for example, residency-based benefits, minimum
income guarantees, and so forth) that mitigate the
relative importance of the credits. It should be noted,
however, that the study examined replacement rates
of women as a whole; further dividing the populations
into subgroups of women (particularly by income)
would very likely show the impact of credits to be
stronger on some subgroups rather than others.

Despite the relative lack of studies on the effective-
ness of caregiver credits in the EU, credits appear to
have at least a modest impact on improving benefit
adequacy for many women across the region. The
question to be explored and answered, however, is
whether a similar effect would occur if caregiver
credits were adopted in the United States. In the
international literature on this defining issue, stud-
ies considering the impact of caregiver credits in
the United States have also produced mixed results,
largely as a result of the assumptions used and the spe-
cific form of credits used. Favreault and Sammartino

(2002), for example, considered the potential impact of
adding caregiver credits (specifically, crediting parents
with half of the average wage for up to 5 total years

in which they provide care to a child younger than

age 6) as a supplement to current auxiliary benefits.
The authors found that while the credits would have
modest effects overall, they would be particularly
well-targeted to women at the bottom of the lifetime
earnings distribution (see also Favreault and Steuerle
(2007)). Similar results are shown in studies that
consider caregiver credits in a situation where current
spousal benefits are eliminated; it was found that those
credits would be more effective than current spousal
benefits at reducing poverty for low-income groups
and minorities (Herd 2006).

In contrast, other studies have been more pes-
simistic on the potential impact of credit proposals.
Iams and Sandell (1994), for example, considered the
poverty-reducing effect of dropout years—where up
to 5 years of unpaid caregiving are excluded from the
benefit calculation—and found that credits had very
little impact and were targeted primarily at higher-
income women. According to the authors’ results,
most potential beneficiaries will receive auxiliary ben-
efits at retirement, thus mitigating the need for care-
giver credits. What these studies suggest is that the
effectiveness of caregiver credits on old-age poverty
rates will vary significantly depending on the design
of the credits (including whether a parent is awarded
a fictional salary for years of caregiving, or if those
years are simply excluded from the benefit calcula-
tion) and on how the credits would fit into the current
Social Security system (that is, as a replacement or as
a supplement to current-law auxiliary benefits).

In short, the EU experience shows that caregiver
credits can be designed in multiple ways and often
for multiple objectives, including improving benefit
adequacy for caregivers (primarily women), promot-
ing higher fertility rates, facilitating the return to the
labor force following childbirth, and rewarding the act
of providing unpaid care. The specific caregiver credit
design chosen has a direct impact on how many indi-
viduals are eligible for the credits and, consequently,
how much the credits cost. In addition, while this
article has focused specifically on caregiver credits in
the EU, it bears repeating that these credits are only
a small part of a larger set of measures undertaken in
these countries to protect women. Other measures,
such as minimum pension guarantees and a broad
range of family benefits, are used alongside caregiver
credits to protect the most vulnerable populations.
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! These challenges were highlighted in a report by the
Government Accountability Office (2009) that considered
various measures to improve the adequacy of benefits
among certain vulnerable populations.

2 Evaluating the causal relationship between Social
Security and poverty is difficult, as lower Social Security
benefits would quite likely induce individuals to save more
of their private income for retirement. However, Engelhardt
and Gruber (2004) have shown that Social Security has
been the dominant factor in lowering poverty rates across
the US population.

3 See also Smith and Toder (2005) and Tamborini (2007).

4 It must be emphasized that caregiver credits are only
a part of the full package of programs utilized across the
EU to reduce poverty and to meet other social insurance
goals. Other programs that are used to increase benefit
adequacy among women (including those affecting women
without children, who are ineligible for caregiver credits)
include minimum benefit guarantees, pension splitting, and
joint pensions.

> Among the OECD countries with earnings-related
public pension programs, only the United States, Portugal,
and Turkey have programs that do not either implicitly—
that is, through generous residency-based, first-pillar ben-
efits that cover periods spent outside of the workforce for
the purpose of caregiving—or explicitly acknowledge years
of unpaid caregiving (D’Addio and Whitehouse 2009).

¢ With earnings sharing (often called “pension split-
ting”), pension credits earned throughout marriage can be
equally shared by both spouses. Pension splitting is often
mandatory in the case of divorce (for example, in Canada
and Germany).

7 Under DC programs, the amount of a worker’s pension
is directly dependent on the amount of contributions made
throughout the worker’s career. As a result, women tend to
reach retirement with much lower resources than men.

8 The 2010 reform helps women earn higher pensions
by fully taking into account cash maternity benefits as
earnings when calculating entitlement to retirement benefits
(SSA 2010a). This is in addition to the multiple forms of
caregiver credits already in place, as discussed elsewhere in
this article.

® NDC schemes are variants of contributory social
insurance programs that tie benefit entitlements more

closely to contributions. A hypothetical account is created
for each insured person, which comprises all contributions
during the person’s working life. A pension is calculated

by dividing the contribution amount by the average life
expectancy at the time of retirement and indexing it to
various economic factors. When benefits are due to be paid,
the individual’s notional account balance is converted into a
periodic pension payment (SSA 2010b).

10 According to data from Eurostat (2010), the statistical
office of the EU, the average fertility rate across the 27 EU
member states was only 1.6 in 2008, well below the 2.1
replacement level. The countries with the highest fertility
rates were Ireland (2.10), France (2.01), the United Kingdom
(1.96), and Sweden (1.91). For more information, see
http://epp.eurostat.ec.europa.eu/statistics _explained/index
.php/Fertility _statistics.

' By comparison, in the United States the Family Medi-
cal Leave Act (FMLA) allows eligible employees to take
up to 12 weeks of unpaid leave for the birth or adoption of
a child.

12 The French pension system includes a large number
of separate pay-as-you-go programs. The general scheme
is the largest, covering the vast majority of workers in the
private sector and approximately 72 percent of the entire
labor force. In comparison, the second largest scheme in the
country (for public-sector workers) covers approximately
18 percent of the labor force.

13 The objectives of caregiver credits are not always
explicitly stated at their adoption. Often, they are meant to
achieve a mix of objectives simultaneously.

14 Adoptive parents are also eligible for MDA.

!5 The extension of eligibility to men was the direct result
of a ruling of the European Court of Justice that found
France to be in violation of the EU’s gender discrimina-
tion laws. Those laws have led to many countries adopting
gender-neutral caregiver credits, whereby the credit is
available to either parent. (In practice, however, the credits
predominantly benefit women.)

16 Individuals who are part of multiple pension schemes
only receive caregiver credits from one of the schemes.

17 France currently has the highest total fertility rate
in Western Europe, with an average of 1.97 children per
woman. In comparison, the total fertility rate is 1.67 in
Sweden and 1.42 for Germany (Central Intelligence Agency
2010). While a number of variables have an impact on those
rates, generous family benefits have likely had some impact
on France’s comparatively high fertility rate.

'® See Conseil d’Orientation Des Retraites (2008).

1 In Germany, retirement benefits are based on a
point system, with 1 pension point equal to the pension
entitlement a person with exactly the average income of
all insured persons would receive for his or her contribu-
tions in 1 year. A worker’s pension is equal to his or her
total lifetime individual earnings points multiplied by a
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http://epp.eurostat.ec.europa.eu/statistics_explained/index.php/Fertility_statistics
http://epp.eurostat.ec.europa.eu/statistics_explained/index.php/Fertility_statistics

pension factor of 1.0 and the pension value (currently set at
27.20 euros, or US$37).

2 Income base amounts are set each year by the govern-
ment, based on income trends.

2l The United Kingdom and Norway also award credits
for care provided to sick or disabled relatives. The Swedish
pension system provides caregiver credits to parents who
provide care to a disabled child, but not to a disabled or sick
elder relative. To receive credit for the care of a disabled
child, the parent must have fully exited the labor force to
take care of the child. Those credits are awarded up to a
maximum of 15 years.

22 There are three levels of nursing care dependency,
based on the severity of needs.

2 Long-term care insurance was introduced into Ger-
many’s social insurance system in 1995 and covers almost
the entire population. In 2006, the program was financed
on a pay-as-you-go basis by employee/employer contribu-
tions of 1.7 percent of gross earnings (split equally between
the employer and employee), up to an income ceiling of
3,562.50 euros (US$4,976.10) per month (see Arntz and
others (2007)).

24 To address this situation, the requirements for the
program were initially simplified to suit the information
that was available.

% For Sweden, this only applies to the caregiver credit
discussed earlier. However, under Sweden’s parental leave
policy, parental benefits are treated as covered earnings for
pension purposes. Beneficiaries of parental benefits con-
tinue to contribute the 7 percent that is normally withheld
from their wages for old-age insurance, while the social
insurance agency pays the employers’ share of 10.2 percent
from general revenues (Fultz 2011).

26 In Sweden, there is a similar linking of benefits under
the parental leave policy.
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PERSPECTIVES

How CoMMON 1S “PARKING” AMONG SOCIAL SECURITY
DisABILITY INSURANCE BENEFICIARIES? EVIDENCE FROM
THE 1999 CHANGE IN THE EARNINGS LEVEL OF

SUBSTANTIAL GAINFUL ACTIVITY
by Jody Schimmel, David C. Stapleton, and Jae G. Song*

Fewer Social Security Disability Insurance (DI) beneficiaries have their earnings suspended or terminated
because of work than those who are actually working, partly because beneficiaries “park” earnings at a level
below substantial gainful activity (SGA) to retain benefits. We assess the extent of parking by exploiting the 1999
change in the SGA earnings level from $500 to $700 monthly for nonblind beneficiaries using a difference-in-
difference analysis that compares two annual cohorts of beneficiaries who completed their trial work period, one
that was affected by the SGA change and one that was not. Our impact estimates, along with results from other
sources, suggest that from 0.2 to 0.4 percent of all DI beneficiaries were parked below the SGA level in the typi-
cal month from 2002 through 2006. The SGA change did not yield any difference in mean earnings, although it
did result in a small reduction in months spent off of the rolls because of work.

Introduction In addition to the rising number of people who
receive DI benefits, employment rates among benefi-
ciaries have been declining over the years. Employ-
ment among working-age people with disabilities is
significantly lower than that for those without dis-
abilities; in 2008, 39 percent of those with disabilities
worked, compared with 77 percent of those without
disabilities (Census Bureau 2009). This differential
has not improved in recent decades, and in fact, seems

The Social Security Disability Insurance (DI) program
was designed to support qualified individuals who

are unable to engage in “substantial gainful activity”
(SGA) because of a medically determinable physical or
mental impairment that is expected to result in death or
last for at least 1 year.! Growth in the DI rolls in recent
decades has been substantial; from 2000 through 2007
alone, the number of disabled-worker beneficiaries
increased by approximately 2 million, to more than

7 million beneficiaries (SSA 2008). Autor and Duggan Selected Abbreviations

(2006) Fiocumgnted some of the reasons for this rapid AWI S T
expansion: aging of the labor force, growing pe'rcent- -5 difference in difference

ages of women who meet the program’s work history o

requirements, changing eligibility criteria, rising value = Dlfsalbl iy st e

of the Medicare benefits for which DI beneficiaries EPE extended period of eligibility
attain eligibility after 24 months on the rolls, and rising MEF Master Earnings File

after-tax DI replacement rates for low-wage workers.
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Selected Abbreviations—Continued

NSTW  nonpayment status following suspension or
termination for work

SGA substantial gainful activity

SSA Social Security Administration

TRF Ticket Research File

TWP trial work period

to have worsened (Weathers and Wittenburg 2009).
Further, relative to other workers, those with disabili-
ties are increasingly likely to be employed on a part-
time rather than full-time basis (Hotchkiss 2004). It
appears that employment rates for successive cohorts
of DI entrants after program entry were quite stable
for those who entered from the mid-1980s through the
2000s (Von Wachter, Song, and Manchester, forth-
coming), but it also appears that there was a decline in
employment for those entering the DI program during
and after the 2001 recession (Liu and Stapleton 2011).

Once workers enter the DI program, a substantial
minority returns to work, but a much smaller share
leaves the rolls because of work. In each year, the
number who leaves the rolls is minimal, but over time,
more beneficiaries do ultimately have their benefits
terminated because they are working. For instance, of
those who received their DI awards in 1996, 28 percent
had annual earnings of at least $1,000 in 1 or more of
the next 10 years, but only 6.5 percent had their ben-
efits suspended for at least 1 month because of work,
and only 3.7 percent had their benefits terminated
because of work (Liu and Stapleton 2011).

One reason that the percentage of beneficiaries who
have their earnings suspended or terminated because
of work is far lower than the percentage who return to
work might be because of “parking.” Parking occurs
when beneficiaries intentionally keep their earnings at
a level below SGA to avoid loss of their DI benefits. If
beneficiaries engage in SGA—in essence, earn more
than $1,000 a month for nonblind and $1,640 for blind
beneficiaries in 2010—for a sustained period of time,
they risk losing their DI benefits (described in more
detail later). Unless the earnings increase is large
enough to more than make up for the benefit loss at the
point of this “cash cliff,” total income from earnings
plus benefits actually declines. Hence, there is a strong
incentive to “park”—to intentionally keep earnings
just below the SGA level. Anecdotes about this behav-
ior are widespread, but no statistics on the extent of
this phenomenon are available.

If parking is widespread, then policy reforms
designed to increase work incentives for DI benefi-
ciaries capable of SGA could potentially increase
beneficiary earnings and reduce reliance on benefits.

A $1-for-$2 benefit offset for earnings above the SGA
level, currently being tested by the Social Security
Administration (SSA), is an important example of such
a reform. Widespread parking might also explain why
so few beneficiaries have exited the rolls under the
Ticket to Work program (Stapleton and others 2008).
This phenomenon might also suggest that increases

in the SGA earnings level could induce increases in
DI entry by those able to engage in SGA. If, instead,
parking is fairly rare, then efforts to address only the
work-incentive issue would not very likely have large
impacts on earnings and benefits, parking would not
be an important reason for low exit rates under the
Ticket to Work program, and DI entry would likely not
be very sensitive to modest increases in the SGA level.

It is possible to count the number of beneficiaries
with annual earnings at a level that is just below
12 times the relevant SGA earnings level, but not
all of such beneficiaries are parked; some are quite
likely earning as much as they can, and some are
likely temporarily protected from benefit loss because
of earnings. Hence, any such count would overstate
the number of parkers, as defined in this article. Our
approach to estimating the number of beneficia-
ries purposefully keeping earnings below the SGA
level in order to retain their benefits is to infer it
from observed changes in earnings when the SGA
level increases.

In this article, we investigate the extent to which
a large change in the nonblind SGA earnings level
induced nonblind DI beneficiaries to park. Specifically,
we estimate the impact of the change on the distribu-
tion of annual earnings for a beneficiary group directly
affected by the change, as well as the impact on the
number of months in which those beneficiaries were in
nonpayment status following suspension or termina-
tion because of work (NSTW). In July 1999, the SGA
earnings level for nonblind beneficiaries increased
from $500 per month to $700 (SSA 2011; Social
Security Advisory Board 2009). Before that time, the
nonblind SGA level had been nominally set at $500
since 1990. After the 1999 increase, the nonblind SGA
level was indexed to the average wage index (AWI),
and, as a result, has increased nominally in every
subsequent year except 2010. While the SGA level for
nonblind beneficiaries increased substantially in 1999,
the higher SGA level for the small share of statutorily
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blind beneficiaries increased only because of the small
AWTI adjustment (Table 1).

To our knowledge, there have been no rigorous
studies of parking behavior and relatively few studies
that assess the impact of SGA changes on earnings
and benefits. Work from the 1970s found that the SGA
earnings-level increases in 1966, 1968, and 1974 had
no measurable effects on labor force participation
rates or earnings among beneficiaries (Franklin 1976;
Franklin and Hennessey 1979). A more recent report
by the Government Accountability Office (GAO 2002)
found that SGA-level increases affect the earnings of
only a small portion of beneficiaries. Examining the
period from 1985 through 1997, the report found that
only 1 percent of all beneficiaries and only 7.4 per-
cent of beneficiaries who worked in a given year had
earnings greater than 75 percent of the level of SGA
(annualized). In other words, modest changes in SGA
were irrelevant for a vast majority of beneficiaries. The
GAO report found that those who earned near the SGA
level in a given year were very likely to experience
substantial declines in earnings in the following years.
In addition, the report also found that about 13 percent
of beneficiaries who had earnings near the SGA level
in 1985 had earnings close to that level a decade later,
providing some evidence that some workers with
earnings just below SGA might respond to increases
in the SGA level and might engage in parking behav-
1or. However, this evidence is not definitive—it is not
known what share of those earning close to the SGA
level would have had higher earnings if the SGA level

Table 1.
SGA earnings levels for blind and nonblind DI
beneficiaries, 1995-2006 (in dollars)

Nonblind SGA Blind SGA
Year earnings level earnings level
1995 500 940
1996 500 960
1997 500 1,000
1998 500 1,050
1999 #500/700 1,110
2000 700 1,170
2001 740 1,240
2002 780 1,300
2003 800 1,330
2004 810 1,350
2005 830 1,380
2006 860 1,450

SOURCE: SSA (2011).

a. Nominal nonblind SGA earnings level increased from $500 to
$700 on July 1, 1999.

had been higher. Recognizing the limitations of the
data in measuring the effect of the SGA level on earn-
ings, the GAO report called for more research before
drawing conclusive findings.

There are three reasons why the previous stud-
ies might not have found a significant impact of the
change in the SGA level on individual employment
and earnings, even if the true impact was substantial.
First, earlier studies did not distinguish between blind
and nonblind beneficiaries, even though the earn-
ings level of SGA faced by each is different. Second,
and perhaps more importantly, the earlier studies did
not distinguish between those beneficiaries who had
completed the trial work period (TWP) and those who
had not. The TWP consists of 9 months (not necessar-
ily consecutive) over a rolling 60-month period during
which the beneficiary can earn any amount without
loss of benefits. We address the two limitations of
earlier studies by using longitudinal Social Security
administrative data on annual cohorts of nonblind
TWP completers, focusing on the years just after they
complete the TWP. The third limitation of previous
studies is that they did not allow for the disparate
effects of an increase in the SGA earnings level on
beneficiaries earning below the old SGA level and on
those who earned more than the old SGA and, conse-
quently, had foregone their benefits for work, at least
temporarily. In theory, an increase in the SGA level
could induce some beneficiaries in this high-earnings
group to reduce their earnings, countering any positive
impact of the SGA increase on the earnings of those
with lower earnings. Those offsetting effects might
account for the absence of a substantial impact on the
average earnings of beneficiaries in earlier studies.
We address that limitation by studying changes in
earnings of individuals grouped by the level of their
earnings during the year in which they completed
the TWP.

Specifically, we exploit the change in the nonblind
SGA earnings level in 1999 to determine the extent
to which the higher SGA level induced additional
individuals to engage in parking behavior. Our analy-
sis compares the longitudinal earnings and NSTW
months of the cohort that completed its TWP in 1998
with corresponding outcomes for the 1996 TWP
cohort. Those two cohorts faced the same nominal
SGA level in the year they completed the TWP, but the
nominal value for the 1998 cohort increased by $200
halfway through the first year after TWP completion,
whereas it remained the same for the 1996 cohort until
halfway through the third year after TWP completion.
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Our difference-in-difference (DD) methodology
compares changes from the TWP completion year
with changes in the second year after TWP completion
for the 1998 cohort (spanning the increase in the SGA
level) with corresponding changes for the 1996 cohort.
The effect of the increase in the SGA earnings level is
clearly evident, but its size is not very large.

In the Background section, we describe the “work-
incentive” features of the DI program, which were
designed to provide beneficiaries with an opportunity
to test their ability to engage in SGA without imme-
diate loss of benefits, and consider the theoretical
impacts of an increase in the SGA level on earnings
and benefit receipt. In the section that follows, we
describe our data and sample and then detail the
DD methodology used to identify the impact of the
increase in the SGA earnings level. To justify the suit-
ability of the DD approach, we then present earnings
distributions of successive TWP cohorts. The next
section highlights the results of our DD estimates and
summarizes our findings from alternative specifica-
tions and robustness checks. The Conclusion and
Discussion provides estimates of the extent to which
beneficiaries overall engage in parking and a discus-
sion of policy implications.

Background and Conceptual Discussion

The SGA earnings level is closely tied to the statu-
tory definition of disability for adults, as described

in the Introduction. SSA considers a person to be
engaged in SGA, and therefore not disabled by the
statutory definition, if unsubsidized earnings, net of
any impairment-related work expenses, exceed the
SGA level. Hence, beneficiaries may work, as long

as the work is not considered to be SGA. The TWP
was designed to encourage beneficiaries to return to
SGA, by giving them a chance to test their ability to
do so without benefit loss. An individual’s TWP lasts
for 9 (not necessarily consecutive) months in a rolling
60-month period, meaning that over the course of any
S-year period, a beneficiary can earn as much as he or
she would like for up to 9 months and still remain on
the DI rolls.

Months with sufficiently low earnings do not
count toward the 9-month TWP. The TWP minimum
earnings amount from 1990 through 2000 was $200
per month (or 40 hours of self-employment); it was
increased to $530 per month (or 80 hours of self-
employment) in 2001 and has been indexed to the
AWT in each year since. In 2009, the monthly TWP
minimum earnings amount was $700. In other words,

only months in which a beneficiary earned more than
$700 in 2009 counted toward his or her TWP; months
in which earnings were below $700 did not affect
completion of the TWP. The TWP limit is the same for
both blind and nonblind DI beneficiaries. Because of
the change in the TWP limit in 2001, we restrict our
analysis to cohorts of TWP completers prior to that
year because the earnings distributions of cohorts that
completed the TWP before and after that change could
be substantially different.

After exhausting the TWP, the beneficiary enters
the extended period of eligibility (EPE), and ben-
efits continue indefinitely if the beneficiary does
not engage in SGA. If he or she does have earnings
above the SGA level, benefits are paid for 3 additional
grace period (GP) months. After that point, benefits
are suspended in full during each month in which
the beneficiary engages in SGA, but otherwise are
paid in full until the 36" EPE month. If earnings are
above SGA in the 36" month, benefits are terminated;
otherwise full benefits continue until the first month
of SGA after completing the GP, at which point they
are terminated. This structure of benefits explains
why at least some fraction of beneficiaries may engage
in parking behavior. During the TWP and GP, ben-
eficiaries have little incentive to restrain earnings, as
benefits continue regardless of the amount of earnings
in those months. After finishing the TWP and GP,
however, there is strong incentive to restrain earnings
below the SGA level.

Among beneficiaries who have completed their
TWP and are in their EPE, the expected effect of
an SGA increase on earnings and NSTW months
depends on what their earnings would have been in
the absence of the increase. First, beneficiaries who
would have had earnings below the initial SGA level
might increase their earnings by up to $200 because
they could do so without exceeding the new, higher
SGA level. For example, someone who kept his or her
monthly earnings at $475 to stay below an SGA level
of $500 might now earn $675 if the SGA level was
increased to $700. For those individuals, we would
expect to see higher average annual earnings, but no
change in the number of months spent off the rolls for
work because these beneficiaries would continue to
receive benefits in each month they worked.

Second, beneficiaries who would have earned above
the new SGA level and thus lost their benefits might
make an effort to earn less than the new level to retain
benefits. Consider, for example, someone with a DI
benefit of $600 per month who has the potential to
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earn $1,200. With an SGA level of $500, the benefi-
ciary could retain benefits by keeping earnings just
below $500, for total monthly income of just under
$1,100, or could forego benefits and increase income
to $1,200. Under an SGA level of $700, that same
individual could retain benefits by keeping earnings
just below $700, for total monthly income of just under
$1,300—more than the beneficiary would earn if he
or she were to forego benefits. This individual has a
stronger incentive to keep earnings below the new
SGA level than below the initial level and is therefore
more likely to reduce earnings and retain benefits
under the new level. More generally, we would
expect beneficiaries who would have earned above
$700 under the old SGA level to decrease their earn-
ings under the new SGA level because the required
reduction in earnings to keep benefits is lower, and
therefore they would have fewer months with cash
benefits suspended.

Third, beneficiaries who would have earned an
amount between the initial $500 SGA level and the
new $700 level, and thus would have left the rolls, are
not likely to change the amount they earn by much but
will be able to retain their benefits. Those individuals
would have left the rolls under the initial SGA level
despite the strong incentive to restrain their earnings
and remain on the rolls.

Given the relationship between earnings in the
absence of the SGA increase and the effect of the SGA
increase on earnings, we would expect to see a change
in the cumulative distribution of earnings for TWP
completers much like the stylized change displayed in
Chart 1, assuming that all else is held constant. The
percentage of beneficiaries with earnings below the
initial SGA level is expected to fall, as the percent-
age with earnings above the new SGA level is also
expected to fall, and the old and new cumulative dis-
tributions will cross at some level of earnings between
the old and new SGA levels.

Data and Sample Description

Our analysis sample was drawn from the 2007 Ticket
Research File (TRF).2 It consists of longitudinal Social
Security administrative data on all working-age
beneficiaries who participated in the DI or Supple-
mental Security Income (SSI) programs for at least

1 month between January 1996 and December 2007.
The TRF contains demographic information about
beneficiaries, as well as a monthly history of their

DI and SSI benefit receipt, any time spent off of the
disability rolls, use of work incentives (including the
month of TWP completion), and many other vari-
ables generated from Social Security administrative
records. Data from the TRF were merged with annual

Chart 1.

Stylized shift in the earnings distribution of TWP completer cohorts after an SGA earnings-level increase
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Monthly earnings level

SOURCE: Authors’ illustration of the hypothetical effect of an SGA earnings-level change on the distribution of earnings.
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earnings records contained in SSA’s Master Earn-
ings File (MEF) for several years before and after
TWP completion.

Using the TRF, we identified 138,142 DI beneficia-
ries who completed their TWP: 61,953 in 1996 and
76,189 in 1998. We excluded those whose birth date
indicated they were younger than age 18 or older than
age 59 at the end of the calendar year during which
they completed their TWP, who had died within the
5 calendar years following TWP completion, or who
had inconsistent data related to their initial DI entitle-
ment and TWP completion date. Finally, we excluded
beneficiaries who were determined to be blind, as
they were subject to the SGA level for blind individu-
als, which did not change during this time.* That
process left a final sample of 116,965 DI beneficiaries
(52,490 in 1996 and 64,475 in 1998), or 85 percent of
all TWP completers in those 2 years. Those ben-
eficiaries include a small number of disabled adult
children and disabled adult widow(er)s of Social
Security beneficiaries. While those two subgroups
must meet the same disability criteria as DI benefi-
ciaries, most of the children and all of the widow(er)
s are technically Old-Age and Survivors Insurance
program beneficiaries, rather than DI beneficiaries,
because they are receiving benefits as a dependent of
a retired or deceased Social Security beneficiary. For
simplicity of exposition, we refer to all of the TWP
completers as DI beneficiaries in the remainder of
this article.

Understanding differences in the demographics of
TWP completer cohorts is important in assessing the
extent to which observed changes in outcomes might
reflect compositional differences in the cohorts as
opposed to impacts of the SGA increase. The demo-
graphic profile of TWP completer cohorts in 1996
and 1998 was quite similar, suggesting that changes
we observe are unlikely to solely reflect changing
demographics of TWP completers (Table 2). Educa-
tion data is missing for a substantial proportion of
both cohorts, which is unfortunate because it is likely
a strong predictor of work activity and earnings.
However, the proportion with missing data is similar
across cohorts, and we control for it in our regression
models. The later cohort, however, was somewhat
more likely to be older than age 40, female, nonwhite,
and have certain primary disabling conditions, such
as back problems and major affective disorders. This
generally mirrors the changing demographic profile
of all DI beneficiaries during this period (SSA 1997
and 2001).

The key outcomes in our analysis are nominal
annual earnings and percentage of months in a calen-
dar year spent off the DI rolls for work. Unfortunately,
monthly data on earnings are not available, even
though they would have been ideal for assessing earn-
ings relative to the monthly SGA level. Instead, we
converted annual earnings to mean monthly earnings

Table 2.
Demographic profile of nonblind TWP
completers, 1996 and 1998 cohorts (in percent)

Characteristic | 1998] 1998
Sample size 52,490 64,475
Age
Under 30 211 19.3
30-39 32.9 31.0
40-49 291 30.2
50-59 16.9 19.5
Sex
Male 57.4 55.5
Female 42.6 445
Race
White 71.7 70.3
Black 20.0 21.0
Hispanic 3.9 44
Other 25 2.6
Missing 1.9 1.7
Primary disabling condition
Schizophrenia or psychoses;
anxiety and neurotic disorders;
other mental disorders 14.1 13.5
Major affective disorders 11.9 13.3
Mental retardation 10.4 10.4
Musculoskeletal system and back
disorders 8.9 9.7
Injuries 4.4 4.2
Nervous system 41 4.2
Circulatory system 3.1 3.2
Neoplasms 2.2 2.3
Endocrine/nutritional 2.2 2.7
Other (known) 38.4 36.3
Other (unknown) 0.3 0.2
Education (years)
0-8 3.7 3.8
9-11 9.3 9.3
12 28.9 27.8
13-15 8.2 8.3
16 or more 5.8 5.6
Missing 441 45.2
Concurrent (DI and SSI) beneficiary 10.2 10.2

SOURCE: SSA's 2007 TRF.

NOTES: Other known primary disabling conditions include visual
impairments, disorders and diseases of the genitourinary system,
severe hearing impairment, HIV/AIDS, digestive system,
respiratory system, blood/blood-forming diseases, and
infectious/parasitic diseases. Each of these categories included
fewer than 2 percent of TWP completers in 1996.
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for the year by dividing the annual amount by 12,

for purposes of comparison with the monthly SGA
amount. Because earnings might vary from month

to month, a value of mean monthly earnings greater
than (less than) the SGA amount does not imply that
earnings in all months are above (below) the SGA
amount. We also note that annual earnings reported
in the MEF do not always accurately represent a
beneficiary’s earnings from all paid work during the
year. In some cases, earnings are not reported by the
employer. In other cases, the reported earnings might
be in the form of delayed compensation of some sort
from an earlier year. There is no reason to think that
such errors will bias the results. It seems likely that
earnings not reported in the MEF account for the fact
that a small share of TWP completers has no MEF-
reported earnings in their TWP completion year.

We also examine the impact of an SGA earnings-
level increase on a monthly measure: the number
of months that beneficiaries forego benefits because
they are working. This measure is based on a variable
contained in the TRF, an indicator for NSTW months
(Schimmel and Stapleton 2011). That variable identi-
fies months in which cash benefits were suspended or
terminated because of earnings above the SGA level.
While the measure includes both suspensions and ter-
minations, the latter are irrelevant in our case because
we are focusing on the year of TWP completion and
2 years later, when benefits can only be suspended for
work, not terminated.

Methodology

This section begins by describing the rationale for
using selected TWP completion cohorts for our DD
analysis. It then describes our dependent variables,
model specification, and predictions for key parameter
estimates. It concludes with a discussion of the role of
confounding factors on our estimator and the reason-
ing for using nominal as opposed to real earnings in
our estimation.

Selection of TWP Completer Cohorts
Suitable for DD Analysis

Like other DD estimators, the validity of our analysis
relies on the assumption that the cohort subject to

the change in the earnings level of SGA would have
behaved similarly to the cohort not subject to the
change, and that the trend in outcomes across those
cohorts would have been the same if not for the change
in SGA (Imbens and Wooldridge 2007). Because of
that assumption, we ultimately selected the 1996 and

1998 TWP completer cohorts for our analysis. The
1996 cohort—the earliest cohort for which we had
complete data—was not affected by the change in the
SGA earnings level until after the first 36 EPE months;
the 1997 cohort experienced the SGA earnings-level
increase in the middle of the second calendar year
after TWP completion; the 1998 cohort experienced
it in the first calendar year after TWP completion; the
1999 cohort experienced it during the TWP calendar
year; and all cohorts from 2000 onward were subject
to the higher SGA earnings level in the entirety of
their TWP year and all subsequent years. By compar-
ing the 1998 cohort with the 1996 cohort, we consider
one cohort that did not experience an SGA earnings-
level change from the TWP year to 2 years later (the
1996 cohort, using data from 1996 and 1998) with a
cohort that did experience the SGA change during a
similar period (the 1998 cohort, using data from 1998
and 2000).

The 2000 and later cohorts were also candidates
for comparison groups, but we elected not to use
them because of two external factors that quite likely
had a substantial effect on their outcomes (Liu and
Stapleton 2011). The first factor is the 2001 recession,
and the second is the 2001 increase in the minimum
earnings amount for a TWP month. Both of those
factors would substantially bias any estimates that
used the 2000 cohort, or any later cohort, as the
comparison cohort.

Chart 2 shows the cumulative distribution of aver-
age monthly earnings (annual earnings divided by 12)
for the 1996 and 1998 completer cohorts in the TWP
completion year as well as in the second year fol-
lowing TWP completion year.* We conclude that the
TWP-year distributions for the 1996 and 1998 cohorts
are quite comparable, apart from a small rightward
shift from 1996 to 1998 that could reasonably be
attributed to wage growth. Differences in the second
year after the TWP completion year presumably reflect
comparable wage growth, as well as the effects of the
1999 SGA earnings-level increase.

Visual inspection of the cumulative distributions
in Chart 2 does not reveal any obvious effect of the
SGA earnings-level increase. The effect can be seen,
however, by adjusting the earnings distribution for
the 1998 cohort in the second post-TWP year for the
difference between the TWP-year distributions for
the 1998 and 1996 cohorts and comparing the result
with the second post-TWP year distribution for the
1996 cohort (Chart 3). The adjusted distribution for the
1998 cohort in the second post-TWP year is the actual
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Chart 2.
Cumulative distribution of monthly earnings in the TWP completion year and in the second year after
TWP completion, 1996 and 1998 cohorts

Percent
—— 1996 cohort,
TWP completion
80 year
70 | 1998 cohort,
TWP completion
year
60
—*— 1996 cohort,
second year after
50 - TWP completion
40 1998 cohort,
second year after
TWP completion
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Monthly earnings ($)

SOURCE: SSA’s 2007 TRF data merged with MEF data.

NOTES: Nominal earnings are in $100 intervals; the dollar value denoted is the midpoint of the interval. Level differences across the cohorts
reflect our use of nominal earnings; when earnings were adjusted by the contemporaneous AWI, those level differences disappeared.

Chart 3.
Cumulative distribution of monthly earnings in the second year after TWP completion, 1996 cohort
(actual earnings) and 1998 cohort (adjusted earnings)
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SOURCE: SSA’s 2007 TRF data merged with MEF data.

NOTES: The 1998 cohort distribution has been shifted upward by the vertical distance between the TWP-year distribution for the two
cohorts. Nominal earnings are in $100 intervals; the dollar value denoted is the midpoint of the interval.
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earnings distribution shifted upward by the vertical
difference between the TWP-year distributions for the
two cohorts, as shown in Chart 2.

What emerges is a pattern that matches the exag-
gerated stylized pattern of Chart 1. The adjusted
distribution for the 1998 cohort, subject to the higher
SGA, crosses the distribution for the 1996 cohort
between the old and new SGA values ($500 and $700).
That is, the comparison is consistent with the predic-
tion that the increase in the SGA level increased the
earnings of some who would otherwise have had earn-
ings below $500 and reduced the earnings of some
who would otherwise have had earnings above $700.
The difference-in-difference estimates presented in
the next section provide a more rigorous assessment of
the extent of those visible changes.

Turning to NSTW months during the TWP comple-
tion year, the values for the 1996 and 1998 cohorts
were also similar (Chart 4). The pattern for both
cohorts was in line with expectations; as average
monthly earnings during a year increased, the mean
NSTW months increased, reflecting more months
with earnings above SGA. There were small differ-
ences within earnings categories, which might reflect
wage growth or other factors. The largest difference,
for those with average monthly earnings in excess of

$1,000, was only 0.2 months. Hence, we conclude that
NSTW months during the TWP year are a strong base
for the DD estimator of the impact of the SGA earn-
ings-level increase on time off of the rolls for work.

Model Specification

We use a DD strategy to estimate the impact of the
SGA increase on the earnings distribution, as well as
on monthly earnings and NSTW months in the sec-
ond year after TWP completion. That is, we compare
changes in outcome variables for the 1996 and 1998
cohorts from the TWP year with those in the second
year after the TWP completion year. As discussed
earlier, the 1998 cohort experienced a large increase
in its nonblind SGA earnings amount during its first
post-TWP year, whereas the 1996 cohort did not.

We used a regression-based DD estimator to con-
trol for the possible effects of observable differences
in the characteristics of the two cohorts. The estimator
is based on the following standard model:

Y, =a+BD,+06C +yCD, +n'X; + g,

where Y, is the dependent variable for beneficiary i in
the ¢th year after TWP completion (¢ = 0 or 2, depend-
ing on the application); D, is an indicator variable

for the second year after TWP completion; C; is an

Chart 4.

Mean number of NSTW months in the TWP completion year, by TWP-year average monthly earnings

interval, 1996 and 1998 cohorts
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SOURCE: SSA’'s 2007 TRF data merged with MEF data.
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indicator for the 1998 cohort; X, is a column vector
of control baseline characteristics; a, B, 0, v, and 7 are
parameters ( is a column vector), and g, is an inde-
pendent disturbance.

Three definitions are used for Y,: (1) an indicator
for one of five average monthly earnings categories’
($0-$199; $200-$499; $500-$699; $700—$999;
and $1,000 or more); (2) the dollar value of aver-
age monthly earnings; and (3) the number of NSTW
months. The coefficient of interest is vy, the DD esti-
mate of the difference between the mean change for
the 1998 cohort from the TWP year to the second
post-TWP year and the corresponding mean change
for the 1996 cohort, adjusted for differences in base-
line characteristics, X;. The baseline characteristics
include individual characteristics as of the year of
TWP completion, plus a set of indicator variables for
the calendar month of TWP completion. As detailed
in Table 2, individual characteristics include age, sex,
race, educational attainment, and primary disabling
condition (as determined by SSA).® We estimated each
model by using ordinary least squares and corrected
the standard errors for heteroskedasticity.’

The model was estimated for each dependent vari-
able (Y;) using the full samples for the 1996 and 1998
TWP cohorts. For the five categorical average monthly
earnings variables, theory predicts positive impacts
on the percentage with earnings in the $500—-$699
category (that is, between the old and new SGA)
and negative impacts on the percentages in all other
categories. The theoretical prediction for the impact
on average monthly earnings is ambiguous in sign
because of countervailing predictions for those with
high and low counterfactual earnings. The theoreti-
cal prediction for the impact on the number of NSTW
months is negative.

In addition to the full-sample models, we estimated
models for average monthly earnings and NSTW
months using each of four subsamples, defined by
their average monthly TWP-year earnings ($0—$499;
$500-$699; $700-$999; and $1,000 or more) because
of the expectation that the impact of the SGA increase
on those outcomes would vary by earnings level.
Those models assume that TWP-year earnings are
a predictor of the level of earnings in the second
post-TWP year; that is, all else being equal, TWP-
year earnings and post-TWP earnings are positively
correlated. We expect the SGA earnings-level increase
to have the largest positive impact on the mean earn-
ings of beneficiaries with average monthly TWP-year
earnings in the $0-$499 range and the largest negative

impact on those with average monthly TWP-year
earnings in the $1,000 or more range. We expect the
SGA earnings-level increase to have negative impacts
on the number of NSTW months for all earnings cat-
egories, but especially for those with average monthly
TWP-year earnings of $500 or more.

We present the estimates from each of those mod-
els, as well as one that aggregates across the models
using weights for the percentage of the 1998 cohort
in each of the TWP-year earnings categories. The
weighted total estimate differs from the total estimate
based on the full-sample regression because the per-
centage of the 1996 cohort in each TWP-year earnings
category differs from the corresponding percentage for
the 1998 cohort. Thus, the weighted total estimate is
an estimate of the total impact after controlling for the
change in the TWP-year earnings distribution from the
1996 cohort to the 1998 cohort.

All of the impact estimates reported are for the
second year after TWP completion. In each case, we
present unadjusted means or percentages for each
cohort in the TWP year and the second post-TWP
year, plus the regression-adjusted DD estimates
and their t-statistics. Unadjusted DD estimates (not
reported) can be calculated from the reported means.
They differ from the regression-adjusted estimates
in only minor ways (never more than in the second
significant digit), implying that differences in the
observable characteristics of the 1996 and 1998
cohorts did not substantially affect differences in their
mean outcomes.

A Test for the Effects of Confounding Factors

The DD methodology would fail if confounding fac-
tors (that is, factors other than the SGA earnings-level
increase) affected changes in outcomes from the TWP
year to the second post-TWP year for the 1998 cohort
relative to the corresponding changes for the 1996
cohort. Wage growth driven by external market forces
is possibly an important example. If, however, the
effect of wage growth on earnings from the TWP year
to the second post-TWP year is comparable across the
entire earnings range, and especially the range around
the old and new SGA levels, the DD estimator will
successfully control for it.

To test whether the DD estimator might produce
spurious results because of wage growth or other
potentially confounding factors, we compared changes
in the annual earnings distribution from the TWP
completion year with the year after TWP completion
for the 1996 and 1997 cohorts. Neither of those cohorts
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experienced an increase in the SGA earnings level
from the TWP year to the next year. Thus, we used

the DD methodology to test whether “no change in the
SGA earnings level” for the 1997 cohort had an impact
on the earnings in the year after TWP completion; the
finding of a statistically significant effect would imply
that our estimation strategy is flawed.

The results are summarized in Table 3. The point
estimates for effect of no change in the SGA earnings
level on the percentage with earnings in each earnings
interval in the year after TWP completion are small,
not statistically significant, and unrelated to the level
of earnings. The point estimate for the interval from
$200-$499 is largest in magnitude (-0.2), but has a
t-statistic of just -0.6. The point estimate in the critical
range between the old and new SGA levels is 0.00 and
has a t-statistic that is less than 0.01. This test of the
DD estimator increases our confidence that the estima-
tor applied to outcomes for the 1996 and 1998 cohorts
in the TWP completion year and the second year after
TWP completion adequately controls for the effect of
wage growth and other potentially confounding factors.

Explicit Adjustment for
Exogenous Wage Growth

An alternative way to address the possibly confound-
ing effects of exogenous wage growth is to explicitly
adjust earnings by an index of wage growth. The AWI
is the obvious choice, although we note that Autor
and Duggan (2006) reported that wage growth in the
types of relatively low-wage jobs that most incoming
DI beneficiaries have had was lower than the average
wage growth during the period under study.

To test this approach, we applied the DD estima-
tor to AWI-adjusted earnings for the 1996 and 1997

cohorts and repeated the test for the effect of no
change in the SGA earnings level. The AWI-adjusted
estimator failed that test. Specifically, we found a
negative, marginally significant “impact” on the per-
centage with AWI earnings between $200 and $499.
This strongly suggests that the application of the DD
estimator to AWI-adjusted earnings for the 1996 and
1998 cohorts would lead to a negatively biased esti-
mate of the impact of the SGA earnings-level increase
on the percentage of the 1998 cohort with earnings in
the same interval during the second year after TWP
completion. Hence, we only report findings for the DD
estimators applied to nominal earnings.®

Results

The estimated impact of the $200 SGA increase on
the distribution of earnings for the 1998 cohort in

the second post-TWP year is strongly consistent with
theoretical predictions (Table 4). The DD estimates for
the percentage with monthly earnings within intervals
indicate that, as expected, the SGA-level increase
raised the percentage with earnings between $500 and
$700 (that is, between the old and new SGA), by an
amount that is very statistically significant: 2.2 per-
centage points (95 percent confidence interval: 1.7

to 2.7). Those additional 2.2 percentage points came
partly from beneficiaries who would otherwise have
had earnings below $500 (an estimated 1.0 percent-
age points) and partly from those who would have
had earnings above $700 (an estimated 1.2 percentage
points). The estimated 1.0 percentage point decline in
beneficiaries who would otherwise have had earnings
above $1,000 is especially notable and statistically
significant. It strongly suggests that the SGA increase
induced some beneficiaries to keep their earnings low
enough to retain their benefits. Estimates for the other

Table 3.

DD estimates for the impact of "no change in the SGA earnings level" from the TWP completion year to
the first post-TWP year for the 1996 and 1997 TWP completer cohorts

Percentage of cohort with earnings in category

DD estimate for the impact of the
SGA earnings-level increase

Average monthly Year of TWP completion First post-TWP year Point 95 percent
earnings ($) 1996 1997 1 996| 1997 estimate t-statistic confidence interval
0-199 17.43 16.22 30.37 29.39 0.22 -0.62 0.21 0.23
200-499 36.58 35.74 26.89 25.80 -0.24 -0.64 -0.25 -0.23
500-699 12.38 12.46 9.18 9.27 0.00 <0.01 -0.01 0.01
700-999 10.74 10.86 8.02 8.20 0.07 0.30 0.07 0.07
1,000 or more 22.87 24.72 25.53 27.33 -0.05 -0.15 -0.06 -0.04
SOURCE: SSA's 2007 TRF data merged with MEF data.
NOTE: DD estimates are regression-adjusted to control for differences in the 1996 and 1997 cohorts.
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intervals are not statistically significant at the 5 percent
level, although the point estimates are all of the
expected sign. Further, by construction, the sum of the
four point estimates for the two lowest and two highest
intervals is equal to the negative of the estimate for the
middle interval, and is statistically significant.

Turning to the results for the impact on mean
earnings in the second year after TWP completion,
we find a small and statistically insignificant posi-
tive effect of less than $4 per month (Table 5). This
unweighted total estimate reflects the effects of any
changes in the distribution of TWP-year earnings
from 1996 through 1998, which could not be caused
by the SGA increase, and may also mask predicted

countervailing impacts on the earnings of those with
high and low TWP-year earnings. We also show a
weighted total estimate, based on DD estimates, for
the four TWP-year earnings intervals, weighted by
the percent of the 1998 cohort in that interval. The
weighted total estimate is somewhat larger, but still
small—S$10 per month—and still not statistically
significant. But there are statistically significant,
although small, positive impacts for the 50 percent of
beneficiaries with TWP-year earnings below $500.
The estimated effect in that range is about $16 per
month (95 percent confidence interval: $5 to $27), or
6.3 percent of average monthly earnings in that range.
Point estimates for the other intervals are not statisti-

Table 4.

DD estimates for the impact of the 1999 SGA earnings-level increase on average monthly earnings from
the TWP completion year to the second post-TWP year for the 1996 and 1998 completer cohorts

Percentage of cohort with earnings in category

DD estimate for the impact of the
SGA earnings-level increase

Average monthly | Year of TWP completion | Second post-TWP year Point 95 percent
earnings ($) 1996 1998 1996 1998 estimate t-statistic confidence interval
0-199 17.43 16.23 30.37 35.0 -0.54 -1.52 -1.24 0.16
200-499 36.58 34.02 26.89 19.32 -0.48 -1.31 -1.19 0.23
500-699 12.38 12.16 9.18 9.79 2.20 8.64 1.71 2.69
700-999 10.74 11.13 8.02 7.13 -0.22 -0.92 -0.69 0.25
1,000 or more 22.87 26.46 25.53 28.8 -0.96 -2.73 -1.65 -0.27

SOURCE: SSA's 2007 TRF data merged with MEF data.

NOTE: DD estimates are regression-adjusted to control for differences in the 1996 and 1998 cohorts.

Table 5.

DD estimates for the impact of the 1999 SGA earnings-level increase on mean monthly earnings from the
TWP completion year to the second post-TWP year, by earnings interval in the TWP completion year, for

the 1996 and 1998 TWP completer cohorts

Percentage of cohort

Change in mean
monthly earnings

DD estimate for the impact of the

Average monthly in category of cohort ($) SGA earnings-level increase
earnings in the Point 95 percent| Percentage
TWP year ($) 1996 1998 1996 1998| estimate| t-statistic| confidence interval estimate
Total 100.0 100.0 44.04 47.92 3.89 0.33 -18.96 26.74 0.5
Weighted total 100.0 100.0 37.70 47.84 10.14 0.96 -8.94 29.22 1.3
Less than 500 54.01 50.25 98.61 114.60 15.99 2.97 5.46 26.52 6.3
500-699 12.38 12.16 29.28 46.54 17.25 1.46 -5.84 40.35 2.9
700-999 10.74 11.13 36.29 54.78 18.49 1.07 -15.41 52.39 22
1,000 or more 22.87 26.46 -73.23 -80.92 -7.69 -0.19 -85.61 70.22 -0.3

SOURCE: SSA's 2007 TRF data merged with MEF data.

NOTES: The change in monthly earnings is calculated from the TWP completion year to 2 years later. DD estimates are regression-
adjusted to control for differences in the 1996 and 1998 cohorts. Within each group, the percentage estimate is the DD estimate divided by
the mean earnings in the second post-TWP year (2000) of the 1998 TWP completers, net of the DD estimate for the group.
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cally significant, reflecting high standard errors and
wide confidence intervals within those intervals.

Consistent with expectations, the results show a
significant negative effect of the SGA earnings-level
increase on the number of NSTW months during
the second year after TWP completion (Table 6).

The weighted total DD estimate shows a statisti-

cally significant but small mean negative impact of
0.24 months (95 percent confidence interval: -0.30 to
-0.18), or 6.4 percent of the average number of months
spent off the rolls for work by the 1998 cohort in the
second year after TWP completion. The weighted
total estimate was more than twice as large as the
unweighted estimate, reflecting variation in the
magnitude of the effect within TWP-year earnings
intervals and differences between the TWP-year earn-
ings distributions for the 1996 and 1998 cohorts. As
expected, the point estimate is largest for beneficiaries
with TWP-year earnings in the range between the old
and new SGA levels: -0.6 months, or 17.1 percent of
the months in which their counterparts in the 1998
TWP cohort were off the rolls in the second year after
TWP completion. The point estimate for those with
earnings under $500 in the TWP year is negative and
half as large, but statistically significant and almost as
large in percentage terms (16.2 percent). The estimate
for the interval from $700 to $999 is also negative
and statistically significant, but smaller still, and the
estimate for the highest earnings interval is very close
to zero and insignificant.

Conclusion and Discussion

For a number of reasons described earlier, we limit our
analysis to examining the impact of the increase in the
SGA level on earnings and number of NSTW months
for the 1998 TWP completer cohort in the second year
after TWP completion. Using our preferred estimates
(based on nominal earnings), we find statistically
significant impacts that are consistent with theoretical
predictions: a decrease in the percentage with earnings
below the old SGA level, a decrease in the percentage
with earnings above the new level, and an increase

in the percentage with earnings between the old and
new levels.

We did not find statistically significant positive
effects on mean monthly earnings, but the estimate
for all beneficiaries disguises a small ($16 per month)
statistically significant positive effect on mean
monthly earnings for those with TWP-year earn-
ings below $500. Point estimates for other TWP-year
earnings categories are not statistically significant,
reflecting high standard errors within each category.
We find statistically significant negative effects on
NSTW months; our preferred estimate is an average
reduction of one-quarter of a month, or 6.4 percent of
our estimated number of NSTW months in the absence
of the SGA earnings-level increase (that is, the esti-
mated counterfactual). Effects are especially large for
those with earnings between $500 and $699 in the
TWP completion year: six-tenths of a month, or over
17 percent of the estimated counterfactual.

Table 6.

DD estimates for the impact of the 1999 SGA earnings-level increase on the number of NSTW months

from the TWP completion year to the second post-TWP year, by earnings interval in the TWP completion

year, for the 1996 and 1998 TWP completer cohorts

Percentage of cohort

Change in mean
number of NSTW

DD estimate for the impact of the

Average monthly in category months of cohort SGA earnings-level increase
earnings in the Point 95 percent| Percentage
TWP year ($) 1996 1998 1996 1998| estimate| t-statistic| confidence interval estimate
Total 100.0 100.0 2.62 2.49 -0.13 -4.15 -0.19 -0.07 -3.5
Weighted total 100.0 100.0 273 2.49 -0.24 -8.42 -0.30 -0.18 -6.4
Less than 500 54.01 50.25 1.58 1.28 -0.29 -9.44 -0.36 -0.23 -16.2
500-699 12.38 12.16 2.79 2.16 -0.63 -7.36 -0.80 -0.46 -17.1
700-999 10.74 11.13 3.59 3.36 -0.22 -2.18 -0.43 -0.02 -4.3
1,000 or more 22.87 26.46 4.53 4.56 0.03 0.38 -0.11 0.16 0.4

SOURCE: SSA's 2007 TRF data merged with MEF data.

NOTES: The change in the NSTW months is calculated from the TWP completion year to 2 years later. DD estimates are regression-
adjusted to control for differences in the 1996 and 1998 cohorts. Within each group, the percentage estimate is the DD estimate divided by
the mean NSTW months in the second post-TWP year (2000) of the 1998 TWP completers, net of the DD estimate for the group.
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Overall, the estimates provide strong evidence of
parking, as we have defined it—intentional restraint
of earnings to maintain DI benefits. The effect is
stronger than that found in other studies, but the
magnitude of the parking identified is not very large
relative to the number of beneficiaries in the 1998
TWP cohort. We infer that between 1.2 and 2.2 per-
cent of those beneficiaries—774 to 1,418—parked their
earnings in the $500—-$699 interval during the second
year after TWP completion (that is, in 2000). Both
bounds include the estimated 1.2 percent of beneficia-
ries who were induced to reduce their earnings from
more than $700 to less than $700. The upper bound
assumes that the estimated 1.0 percent induced to
increase their earnings above $500 by the SGA-level
increase were still restraining their earnings because
of the now higher SGA amount, while the lower bound
assumes that none of them were doing so (that is, that
they would not have increased their earnings further
even if the SGA amount was increased further).

Note that the percentage of beneficiaries in the 1998
cohort with earnings in the $500—-$699 range during
their second year after TWP completion is consider-
ably larger than the maximum point estimate for
parkers: 9.8 percent versus 2.2 percent (Table 4). We
do not count 7.6 percent of those beneficiaries as park-
ers, even under the maximum estimate, because we do
not have evidence suggesting that they adjusted their
earnings to keep the level below the new SGA earn-
ings level. It might seem odd that some individuals
would choose to have earnings in this range if it meant
complete loss of benefits prior to the SGA earnings-
level change. Several possible explanations other
than simply choosing to have lower income follow:
an expectation of earnings growth; high variability
in earnings over the year so benefits are suspended
in some months, but not others; impairment-related
work expenses that are used as offsets to earnings; and
less knowledge of the rules. With respect to the last
explanation, some beneficiaries who engage in SGA
later find that their benefits have been suspended or
terminated retroactively and could also be asked to
reimburse SSA for overpayments. Perhaps they would
have restrained their earnings had they understood
the relationship between SGA and benefits, but the
analysis does not provide evidence on this point.

To be consistent with our conceptual definition of
parking, we count as parkers only those in the 1998
cohort who were induced by the SGA-level increase
to earn in the range between the old and new SGA
levels 2 years after completing their TWP. The total

number of beneficiaries who parked below the SGA
level in that same year, 2000, was almost certainly
much larger, however, because presumably many
beneficiaries from other TWP completer cohorts were
also parked.

The impact estimates can be used to make back-of-
the-envelope inferences about the number of parkers
in the average month of any year after 1999, provided
that (1) an estimate of the number of beneficiaries
who were off the rolls for work in the average month
of that year is available, (2) the impact of the 1999
SGA earnings-level increase had the same percent-
age impact on months with benefits suspended for
work for all beneficiaries in the later years, and (3) the
ratio of the upper bound number of parkers to the
lower bound for the later year is the same as the ratio
among the 1998 TWP cohort in 2000. Schimmel and
Stapleton (2011) found that approximately 200,000 DI
beneficiaries were off the rolls because of work in the
average month for each year from 2002 through 2006.
Based on their estimates and the estimated impacts
of the 1999 SGA earnings-level increase on months
with benefits suspended for work, we arrive at a range
of 14,000 to 25,000 parkers in the typical month over
this 4-year period.” That range is equivalent to 0.2 to
0.3 percent of the average number of beneficiaries on
the rolls in December of those years. Although this
number is small relative to the total number of ben-
eficiaries, it is large relative to the percentage whose
benefits are suspended because of work in a typical
month (about 0.5 percent) or who are terminated in a
typical year (also about 0.5 percent).°

There are numerous reasons why the number of
parkers might be larger than our estimates indicate,
even by our definition. One is the strength of the
economy. Presumably, the number of parkers during
the early part of the 2002-2006 period was reduced by
the weak economy. Hence, in a stronger economy, the
number of parkers might be larger than those esti-
mates suggest. Another reason is that the 1998 cohort
might not have had sufficient time to fully adjust to
the higher SGA earnings level by 2000. A third reason
is that the impact of the SGA earnings-level increase
might have been larger for those who had completed
the first 36 months following their TWP completion
than for those in the second year following TWP
completion (that is, the period we focus on). Because
the benefits of such beneficiaries are terminated if
they engage in SGA, not just suspended, and because
during this period it is was much harder to return to
DI after termination for work than after suspension
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for work, their incentive to avoid engaging in SGA is
stronger than the corresponding incentive for those
who have not completed the 36-month EPE."

A final reason that the number of parkers might be
larger than our estimate is related to induced entry.
Some workers with disabilities who have entered the
DI program since the SGA earnings-level increase
might not have entered if the SGA amount had
remained the same. It is the opportunity to park at a
level of earnings between the old and new SGA that
induced such workers to enter DI, so it seems quite
likely that many would.

We do not know if the increase in the SGA earnings
level induced any workers to enter the DI program.
Given the length and uncertain outcome of the DI
application process, we would not expect workers to
be induced to leave their jobs and apply for benefits
because of the increase in the SGA earnings level.
Workers who have lost their jobs for other reasons
(for example, during a recession) might, however, find
application for DI a more attractive alternative because
of the SGA increase, and some might successfully
apply. “Reduced exit” might be a much a more impor-
tant phenomenon than reduced entry. That is, workers
who have lost their jobs for other reasons and would
have entered the DI program even in the absence of
the SGA increase are now less likely to leave the rolls
for work than they were before the increase.

It should also be noted that the increase in the level
of SGA earnings might have increased the extent to
which beneficiary earnings are reported to SSA (via
the Internal Revenue Service). Some beneficiaries who
earned above the old SGA level prior to 1999 might
have failed to report at least some of their earnings to
avoid benefit loss, but revealed more of their earnings
after the SGA increase. To the extent that such report-
ing changes occurred, some beneficiaries we have
counted as parkers under the new SGA earnings level
are beneficiaries who were hiding at least some of their
earnings under the old SGA level, and the impact on
mean actual earnings is even smaller than the impact
on mean reported earnings.

SSA’s use of the AWI to adjust the SGA earnings
level since 2000 might have increased or reduced the
number of parkers. If AWI growth has been more
rapid than wage growth in the jobs that beneficiaries
typically obtain, it would seem quite likely to have
further reduced the number of beneficiaries who have
their benefits suspended, and eventually terminated,
for work. That does not imply that the percentage of
beneficiaries who are parked is increasing, however,

because some who might have restricted their earn-
ings had the SGA level grown more slowly since 2000
might not do so under the current SGA level. Note
that, by our definition, parking could be eliminated
by increasing the SGA earnings level to a sufficiently
large amount.

Our findings imply that policy reforms designed to
increase work incentives for DI beneficiaries capable
of SGA could potentially increase the earnings of the
small share of beneficiaries who are parked, but might
also reduce the earnings of the even smaller share
who leave the rolls because of work under current law.
SSA’s test of the $1-for-$2 benefit offset for earnings
above the SGA level might show increases in earnings
for beneficiaries who are parked under current law,
but declines for those who would have left the rolls
for work.

Notes

Acknowledgments: We gratefully acknowledge the work
of Nataliec Hazelwood at Mathematica Policy Research, who
provided programming support for this article. Arif Mamun,
also with Mathematica, provided helpful comments on an
earlier draft of this article. We also wish to acknowledge
helpful comments received from participants at the 2009 and
2010 Michigan Retirement Research Center annual research
meetings, as well as anonymous reviewers of this journal.

! Individuals who qualify based on their own earnings
record must have worked in a Social Security—covered posi-
tion for 5 of the past 10 years.

2 The TRF was created by Mathematica Policy Research
under contract with SSA and is housed on SSA’s main-
frame. SSA grants access to researchers to use the data on a
case-by-case basis.

? To identify blind individuals, we used a variable in the
administrative records indicating the date a person was
determined to be blind by SSA for purposes of determining
SGA. It is possible that some of those classified as nonblind
for our analysis were blind but had not been determined to
be blind for SGA purposes. SSA does not determine the
blind status of a beneficiary unless there is an administra-
tive reason to do so. Determination of the SGA amount
provides a reason for those who work, so our expectation is
that there are few blind beneficiaries among the nonblind
TWP completers.

We considered using contemporaneous blind TWP com-
pleter cohorts as comparison groups for the TWP completer
cohorts, but comparisons of earnings for the blind and
nonblind cohorts prior to the increase in the nonblind SGA
earnings level demonstrated that blind cohorts were an
inadequate comparison group. We also found substantive
differences in the demographic characteristics of the blind
and nonblind cohorts.
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4 Approximately 8 percent of each TWP cohort did
not have earnings in the TWP completion year, likely a
data anomaly or earnings reporting error. Approximately
15 percent did not have earnings in the year after TWP
completion and 22 percent did not have earnings in the
second year after TWP completion. This pattern was nearly
identical in the 1997 and 1998 cohorts.

> We initially consider earnings in these five categories
when exploring changes in the distribution of earnings
across the cohorts. When we consider changes in mean
earnings and NSTW months, we collapse the lowest earn-
ings into a single category, from $0 to $499.

¢ The age variable is the actual age in the identified year.
All other variables are categorical.

7 Regression results corresponding to Tables 4—6 are
available in the online version of this article (Appendix
Tables A-1 through A-3).

8 Analogous AWI-adjusted results to those contained in
this article are available in the online version of the article
(Appendix Tables A-4 through A-6).

° The lower bound is obtained by assuming that
beneficiaries were parked only in the months represented
by this impact and that the same percentage reduction
applied to all beneficiaries off the rolls for work after TWP
completion in other years. If N is the number of benefi-
ciaries off the rolls in the typical month of year ¢, then we
estimate the lower bound for the number of parkers is P, =
0.064N / (1.0 — 0.064) = 0.068N and the upper bound is
PU=2.2P, /1.2=1.83P_=0.125N.

19Tn December 2006, the benefits of 33,613 disabled-
worker beneficiaries were suspended because of work, rep-
resenting 0.49 percent of all beneficiaries on the rolls in that
month. During that entire year, 36,242 beneficiaries had
their benefits terminated because of work, or 0.53 percent
of the number of beneficiaries in December (SSA 2008).

' More recently, SSA has implemented an expedited
reinstatement process for those whose benefits have been
terminated for work.
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OASDI AND SSI SNAPSHOT AND
SSI MONTHLY STATISTICS

Each month, the Social Security Administration’s Office of Retirement and Disability Policy posts key statistics
about various aspects of the Supplemental Security Income (SSI) program at http:/www.socialsecurity.gov
/policy. The statistics include the number of people who receive benefits, eligibility category, and average monthly
payment. This issue presents SSI data for September 2010—September 2011.

The Monthly Statistical Snapshot summarizes information about the Social Security and SSI programs and pro-
vides a summary table on the trust funds. Data for September 2011 are given on pages 94-95. Trust fund data for
September 2011 are given on page 95. The more detailed SSI tables begin on page 96. Persons wanting detailed
monthly OASDI information should visit the Office of the Chief Actuary’s website at http://www.socialsecurity
.2ov/OACT/ProgData/beniesQuery.html.

Monthly Statistical Snapshot

Table 1. Number of people receiving Social Security, Supplemental Security Income, or both
Table 2. Social Security benefits

Table 3. Supplemental Security Income recipients

Table 4. Operations of the Old-Age and Survivors Insurance and Disability Insurance Trust Funds

The most current edition of Tables 1-3 will always be available at http://www.socialsecurity.gov/policy/docs
/quickfacts/stat _snapshot. The most current data for the trust funds (Table 4) are available at http:/www
.socialsecurity.gov/OACT/ProgData/funds.html.
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Monthly Statistical Snapshot, September 2011

Table 1.

Number of people receiving Social Security, Supplemental Security Income, or both, September 2011

(in thousands)

Both Social

Type of beneficiary Total Social Security only SSl only Security and SSI

All beneficiaries 60,403 52,308 5,334 2,761

Aged 65 or older 38,850 36,793 896 1,161

Disabled, under age 65 # 13,706 7,668 4,438 1,601
Other ° 7,847 7,847

SOURCES: Social Security Administration, Master Beneficiary Record, 100 percent data. Social Security Administration, Supplemental

Security Record, 100 percent data.

NOTES: Data are for the end of the specified month. Only Social Security beneficiaries in current-payment status are included.

.. = not applicable.

a. Includes children receiving SSI on the basis of their own disability.

b. Social Security beneficiaries who are neither aged nor disabled (for example, early retirees, young survivors).
CONTACT: (410) 965-0090 or statistics@ssa.gov.

Table 2.

Social Security benefits, September 2011

Beneficiaries

Number Total monthly benefits Average monthly
Type of beneficiary (thousands) Percent (millions of dollars) benefit (dollars)
All beneficiaries 55,069 100.0 59,583 1,082.00
Old-Age Insurance
Retired workers 35,411 64.3 41,890 1,183.00
Spouses 2,298 4.2 1,343 584.30
Children 583 1.1 338 579.80
Survivors Insurance
Widow(er)s and parents ® 4,254 7.7 4,740 1,114.40
Widowed mothers and fathers ° 156 0.3 133 853.50
Children 1,877 3.4 1,415 754.20
Disability Insurance
Disabled workers 8,496 15.4 9,094 1,070.40
Spouses 164 0.3 47 288.50
Children 1,831 3.3 582 318.10

SOURCE: Social Security Administration, Master Beneficiary Record, 100 percent data.

NOTES: Data are for the end of the specified month. Only beneficiaries in current-payment status are included.

Some Social Security beneficiaries are entitled to more than one type of benefit. In most cases, they are dually entitled to a worker benefit
and a higher spouse or widow(er) benefit. If both benefits are financed from the same trust fund, the beneficiary is usually counted only
once in the statistics, as a retired-worker or a disabled-worker beneficiary, and the benefit amount recorded is the larger amount
associated with the auxiliary benefit. If the benefits are paid from different trust funds the beneficiary is counted twice, and the respective
benefit amounts are recorded for each type of benefit.

a. Includes nondisabled widow(er)s aged 60 or older, disabled widow(er)s aged 50 or older, and dependent parents of deceased workers

aged 62 or older.

b. A widow(er) or surviving divorced parent caring for the entitled child of a deceased worker who is under age 16 or is disabled.
CONTACT: (410) 965-0090 or statistics@ssa.gov.
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Monthly Statistical Snapshot, September 2011

Table 3.
Supplemental Security Income recipients, September 2011
Recipients
Number Total payments ° Average monthly
Age (thousands) Percent (millions of dollars) payment ® (dollars)
Al recipients 8,095 100.0 4,311 498.90
Under 18 1,269 15.7 793 597.20
18-64 4,769 58.9 2,689 514.80
65 or older 2,057 254 829 401.90

SOURCE: Social Security Administration, Supplemental Security Record, 100 percent data.
NOTE: Data are for the end of the specified month.

a. Includes retroactive payments.

b. Excludes retroactive payments.

CONTACT: (410) 965-0090 or statistics@ssa.gov.

Trust Fund Data, September 2011

Table 4.
Operations of the Old-Age and Survivors Insurance and Disability Insurance Trust Funds,
September 2011 (in millions of dollars)

Combined
Component OASI DI OASI and DI
Receipts
Total 49,796 8,482 58,279
Net contributions 2 41,819 7,103 48,922
Income from taxation of benefits 14 b 14
Net interest 59 39 98
Payments from the general fund © 7,905 1,340 9,245
Expenditures
Total 50,266 11,131 61,396
Benefit payments 49,911 10,819 60,730
Administrative expenses 355 311 666
Transfers to Railroad Retirement 0 0 0
Assets

At start of month 2,492,124 164,330 2,656,454
Net increase during month -469 -2,648 -3,118
At end of month 2,491,654 161,682 2,653,336

SOURCE: Data on the trust funds were accessed on November 1, 2011, on the Social Security Administration's Office of the Chief
Actuary's website: http://www.socialsecurity.gov/OACT/ProgData/funds.html.

NOTE: Totals may not equal the sum of the components because of rounding.
a. Includes transfers from the general fund of the Treasury under the provisions of the HIRE Act (P.L. 111-147).
b. Between -$500,000 and $500,000.

c. Includes reimbursements from the general fund of the Treasury under the provisions of the Tax Relief, Unemployment Insurance
Reauthorization, and Job Creation Act of 2010 (P.L. 111-312).
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Supplemental Security Income, September 2010—September 2011

The SSI Monthly Statistics are also available at http://www.socialsecurity.gov/policy/docs/statcomps/ssi_monthly
/index.html.

SSI Federally Administered Payments

Table 1. Recipients (by type of payment), total payments, and average monthly payment

Table 2. Recipients, by eligibility category and age

Table 3. Recipients of federal payment only, by eligibility category and age

Table 4. Recipients of federal payment and state supplementation, by eligibility category and age
Table 5. Recipients of state supplementation only, by eligibility category and age

Table 6. Total payments, by eligibility category, age, and source of payment

Table 7. Average monthly payment, by eligibility category, age, and source of payment

Awards of SSI Federally Administered Payments
Table 8. All awards, by eligibility category and age of awardee

Table 1.
Recipients (by type of payment), total payments, and average monthly payment,
September 2010-September 2011

Number of recipients
Federal Total Average
payment State payments monthly
Federal and state| supplementation (thousands payment °
Month Totall| payment only| supplementation only of dollars) (dollars)
2010
September 7,898,515 5,513,288 2,128,504 256,723 4,256,062 498.30
October 7,905,492 5,518,761 2,129,769 256,962 4,237,780 499.70
November 7,947,752 5,551,970 2,138,811 256,971 4,296,554 499.30
December 7,912,266 5,526,333 2,129,334 256,599 4,273,680 500.70
2011
January 7,956,362 5,592,029 2,109,226 255,107 4,235,824 499.70
February 8,002,032 5,627,081 2,119,585 255,366 4,342,633 497.60
March 8,001,423 5,628,567 2,118,256 254,600 4,319,855 500.30
April 8,014,930 5,639,114 2,121,078 254,738 4,312,912 500.80
May 8,057,448 5,672,947 2,130,131 254,370 4,399,629 499.80
June 8,056,968 5,673,253 2,129,163 254,552 4,326,804 499.40
July 8,057,787 5,678,767 2,131,881 247,139 4,292,791 499.10
August 8,108,375 5,717,947 2,143,405 247,023 4,402,772 498.80
September 8,095,000 5,706,884 2,140,867 247,249 4,310,542 498.90

SOURCE: Social Security Administration, Supplemental Security Record, 100 percent data.
NOTE: Data are for the end of the specified month.

a. Includes retroactive payments.

b. Excludes retroactive payments.

CONTACT: (410) 965-0090 or statistics@ssa.gov.
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SSI Federally Administered Payments

Table 2.
Recipients, by eligibility category and age, September 2010-September 2011
Eligibility category Age
Blind and
Month Total Aged disabled Under 18 18-64 65 or older
2010
September 7,898,515 1,191,611 6,706,904 1,235,499 4,616,558 2,046,458
October 7,905,492 1,190,909 6,714,583 1,233,911 4,624,389 2,047,192
November 7,947,752 1,192,920 6,754,832 1,245,812 4,650,603 2,051,337
December 7,912,266 1,183,853 6,728,413 1,239,269 4,631,507 2,041,490
2011
January 7,956,362 1,188,872 6,767,490 1,249,294 4,657,382 2,049,686
February 8,002,032 1,189,858 6,812,174 1,258,533 4,691,651 2,051,848
March 8,001,423 1,186,985 6,814,438 1,257,045 4,695,846 2,048,532
April 8,014,930 1,187,848 6,827,082 1,257,359 4,707,744 2,049,827
May 8,057,448 1,187,588 6,869,860 1,269,853 4,737,116 2,050,479
June 8,056,968 1,186,668 6,870,300 1,268,840 4,738,185 2,049,943
July 8,057,787 1,185,550 6,872,237 1,266,495 4,741,273 2,050,019
August 8,108,375 1,187,881 6,920,494 1,277,109 4,775,507 2,055,759
September 8,095,000 1,187,576 6,907,424 1,268,821 4,769,477 2,056,702

SOURCE: Social Security Administration, Supplemental Security Record, 100 percent data.

NOTE: Data are for the end of the specified month.
CONTACT: (410) 965-0090 or statistics@ssa.gov.

Table 3.
Recipients of federal payment only, by eligibility category and age, September 2010-September 2011
Eligibility category Age
Blind and

Month Total Aged disabled Under 18 18—64 65 or older

2010
September 5,513,288 600,397 4,912,891 987,846 3,387,950 1,137,492
October 5,518,761 599,866 4,918,895 986,399 3,394,511 1,137,851
November 5,551,970 600,942 4,951,028 996,244 3,415,567 1,140,159
December 5,526,333 595,546 4,930,787 990,701 3,401,733 1,133,899

2011
January 5,592,029 602,169 4,989,860 1,003,631 3,442,049 1,146,349
February 5,627,081 602,354 5,024,727 1,011,085 3,468,989 1,147,007
March 5,628,567 600,628 5,027,939 1,009,961 3,473,468 1,145,138
April 5,639,114 600,780 5,038,334 1,009,818 3,483,783 1,145,513
May 5,672,947 600,406 5,072,541 1,020,116 3,507,222 1,145,609
June 5,673,253 599,687 5,073,566 1,019,432 3,508,722 1,145,099
July 5,678,767 600,361 5,078,406 1,016,992 3,514,277 1,147,498
August 5,717,947 601,403 5,116,544 1,025,435 3,541,759 1,150,753
September 5,706,884 601,053 5,105,831 1,018,213 3,537,525 1,151,146

SOURCE: Social Security Administration, Supplemental Security Record, 100 percent data.

NOTE: Data are for the end of the specified month.

CONTACT: (410) 965-0090 or statistics@ssa.gov.
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SSI Federally Administered Payments

Table 4.

Recipients of federal payment and state supplementation, by eligibility category and age,

September 2010-September 2011

Eligibility category Age
Blind and
Month Total Aged disabled Under 18 18-64 65 or older
2010
September 2,128,504 506,017 1,622,487 246,130 1,098,554 783,820
October 2,129,769 505,882 1,623,887 245,967 1,099,625 784,177
November 2,138,811 507,046 1,631,765 248,043 1,104,651 786,117
December 2,129,334 503,206 1,626,128 246,936 1,100,080 782,318
2011
January 2,109,226 502,505 1,606,721 244,118 1,085,752 779,356
February 2,119,585 503,286 1,616,299 245,874 1,092,963 780,748
March 2,118,256 502,614 1,615,642 245,595 1,092,856 779,805
April 2,121,078 503,294 1,617,784 246,044 1,094,348 780,686
May 2,130,131 503,737 1,626,394 248,228 1,100,226 781,677
June 2,129,163 503,725 1,625,438 247,800 1,099,542 781,821
July 2,131,881 504,367 1,627,514 247,913 1,100,843 783,125
August 2,143,405 505,695 1,637,710 250,148 1,107,731 785,526
September 2,140,867 505,717 1,635,150 248,948 1,105,945 785,974
SOURCE: Social Security Administration, Supplemental Security Record, 100 percent data.
NOTE: Data are for the end of the specified month.
CONTACT: (410) 965-0090 or statistics@ssa.gov.
Table 5.
Recipients of state supplementation only, by eligibility category and age,
September 2010-September 2011
Eligibility category Age
Blind and
Month Total Aged disabled Under 18 18—64 65 or older
2010
September 256,723 85,197 171,526 1,523 130,054 125,146
October 256,962 85,161 171,801 1,545 130,253 125,164
November 256,971 84,932 172,039 1,525 130,385 125,061
December 256,599 85,101 171,498 1,632 129,694 125,273
2011
January 255,107 84,198 170,909 1,545 129,581 123,981
February 255,366 84,218 171,148 1,574 129,699 124,093
March 254,600 83,743 170,857 1,489 129,522 123,589
April 254,738 83,774 170,964 1,497 129,613 123,628
May 254,370 83,445 170,925 1,509 129,668 123,193
June 254,552 83,256 171,296 1,608 129,921 123,023
July 247,139 80,822 166,317 1,590 126,153 119,396
August 247,023 80,783 166,240 1,526 126,017 119,480
September 247,249 80,806 166,443 1,660 126,007 119,582

SOURCE: Social Security Administration, Supplemental Security Record, 100 percent data.

NOTE: Data are for the end of the specified month.
CONTACT: (410) 965-0090 or statistics@ssa.gov.
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SSI Federally Administered Payments

Table 6.

Total payments, by eligibility category, age, and source of payment, September 2010-September 2011
(in thousands of dollars)

Eligibility category Age
Blind and
Month Total Aged disabled Under 18 18-64 65 or older
All sources

2010
September 4,256,062 476,375 3,779,687 774,470 2,652,224 829,369
October 4,237,780 475,525 3,762,255 775,508 2,633,294 828,978
November 4,296,554 477,366 3,819,188 788,199 2,676,221 832,135
December 4,273,680 474,932 3,798,748 780,109 2,663,101 830,470

2011
January 4,235,824 474,261 3,761,563 778,155 2,628,084 829,584
February 4,342,633 474,776 3,867,857 792,430 2,718,994 831,209
March 4,319,855 474,564 3,845,290 794,225 2,694,737 830,892
April 4,312,912 474,653 3,838,258 794,140 2,687,773 830,998
May 4,399,629 475,958 3,923,671 808,858 2,757,773 832,999
June 4,326,804 474,311 3,852,493 793,566 2,702,297 830,942
July 4,292,791 470,353 3,822,438 794,632 2,672,452 825,708
August 4,402,772 472,258 3,930,513 813,172 2,759,910 829,690
September 4,310,542 471,167 3,839,376 793,350 2,688,691 828,502

Federal payments

2010
September 3,943,345 396,051 3,547,294 760,966 2,477,787 704,592
October 3,926,458 395,225 3,531,233 762,067 2,460,186 704,205
November 3,982,863 396,728 3,586,135 774,563 2,501,419 706,882
December 3,960,438 394,865 3,565,573 766,520 2,488,151 705,767

2011
January 3,927,074 394,809 3,532,265 764,861 2,456,382 705,830
February 4,028,230 395,072 3,633,159 778,788 2,542,525 706,918
March 4,007,692 395,013 3,612,678 780,683 2,520,109 706,900
April 4,001,584 395,132 3,606,452 780,620 2,513,975 706,989
May 4,083,720 396,268 3,687,452 794,941 2,580,100 708,678
June 4,014,482 394,933 3,619,549 780,001 2,527,457 707,024
July 3,996,318 394,926 3,601,392 781,114 2,507,445 707,759
August 4,101,172 396,512 3,704,661 799,301 2,590,777 711,095
September 4,013,322 395,621 3,617,701 779,836 2,523,297 710,189
(Continued)
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SSI Federally Administered Payments

Table 6.
Total payments, by eligibility category, age, and source of payment, September 2010-September 2011
(in thousands of dollars)—Continued

Eligibility category Age
Blind and
Month Total Aged disabled Under 18 18-64 65 or older

State supplementation

2010
September 312,717 80,324 232,393 13,503 174,437 124,777
October 311,323 80,301 231,022 13,441 173,109 124,773
November 313,691 80,638 233,053 13,636 174,802 125,253
December 313,242 80,067 233,175 13,588 174,950 124,703

2011
January 308,749 79,451 229,298 13,294 171,701 123,754
February 314,403 79,704 234,699 13,642 176,469 124,292
March 312,163 79,551 232,612 13,541 174,629 123,993
April 311,327 79,521 231,806 13,520 173,798 124,009
May 315,910 79,690 236,220 13,917 177,673 124,320
June 312,322 79,378 232,944 13,565 174,840 123,918
July 296,473 75,427 221,047 13,518 165,006 117,949
August 301,599 75,747 225,852 13,872 169,133 118,594
September 297,220 75,546 221,674 13,514 165,394 118,313

SOURCE: Social Security Administration, Supplemental Security Record, 100 percent data.
NOTE: Data are for the end of the specified month and include retroactive payments.
CONTACT: (410) 965-0090 or statistics@ssa.gov.
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SSI Federally Administered Payments

Table 7.
Average monthly payment, by eligibility category, age, and source of payment,
September 2010-September 2011 (in dollars)

Eligibility category Age
Blind and
Month Total Aged disabled Under 18 18-64 65 or older
All sources

2010
September 498.30 398.60 516.00 594.20 514.60 403.90
October 499.70 398.40 517.70 600.20 515.50 403.80
November 499.30 398.40 517.10 596.90 515.30 403.90
December 500.70 399.80 518.50 596.70 517.20 405.10

2011
January 499.70 398.00 517.60 598.30 515.50 403.70
February 497.60 396.80 515.20 590.80 514.10 402.80
March 500.30 398.30 518.10 599.80 515.70 403.90
April 500.80 398.50 518.60 601.80 516.00 404.00
May 499.80 398.60 517.40 596.20 515.50 404.10
June 499.40 398.50 516.90 595.10 515.10 404.00
July 499.10 395.90 517.00 600.20 514.30 401.70
August 498.80 396.10 516.50 597.60 514.20 401.90
September 498.90 396.20 516.60 597.20 514.80 401.90

Federal payments

2010
September 476.20 357.00 496.40 584.80 493.80 365.70
October 477.70 356.80 498.20 590.80 494.80 365.60
November 477.30 356.80 497.60 587.50 494.60 365.70
December 478.70 358.30 498.90 587.30 496.50 367.00

2011
January 477.90 356.80 498.30 589.00 495.10 365.80
February 475.90 355.50 495.90 581.60 493.60 364.90
March 478.50 356.90 498.80 590.60 495.30 365.90
April 479.00 357.10 499.30 592.50 495.60 366.00
May 478.10 357.20 498.10 587.00 495.10 366.00
June 477.70 357.00 497.60 585.90 494.80 365.90
July 478.80 357.00 498.90 591.00 495.40 365.90
August 478.40 357.10 498.40 588.50 495.20 366.00
September 478.60 357.20 498.60 588.10 495.80 366.10

(Continued)
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SSI Federally Administered Payments

Table 7.
Average monthly payment, by eligibility category, age, and source of payment,
September 2010-September 2011 (in dollars)—Continued

Eligibility category Age
Blind and
Month Total Aged disabled Under 18 18—64 65 or older

State supplementation

2010
September 124.30 134.70 120.90 50.80 130.40 136.10
October 124.30 134.80 120.90 50.80 130.40 136.10
November 124.20 134.70 120.70 50.70 130.30 136.00
December 124.30 134.90 120.80 50.80 130.40 136.20

2011
January 124.70 134.30 121.60 50.90 131.40 135.90
February 124.50 134.20 121.40 50.80 131.10 135.80
March 124.70 134.30 121.50 50.90 131.30 135.90
April 124.60 134.20 121.50 50.90 131.20 135.90
May 124.50 134.20 121.40 50.90 131.10 135.80
June 124.40 134.10 121.30 50.90 131.00 135.80
July 118.60 127.70 115.60 50.60 124.40 129.50
August 118.50 127.80 115.50 50.50 124.30 129.60
September 118.60 127.80 115.50 50.50 124.30 129.60

SOURCE: Social Security Administration, Supplemental Security Record, 100 percent data.
NOTE: Data are for the end of the specified month and exclude retroactive payments.
CONTACT: (410) 965-0090 or statistics@ssa.gov.
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Awards of SSI Federally Administered Payments

Table 8.
All awards, by eligibility category and age of awardee, September 2010-September 2011
Eligibility category Age
Blind and
Month Total Aged disabled Under 18 18-64 65 or older
2010
September 85,258 9,288 75,970 16,220 59,626 9,412
October 81,317 8,727 72,590 15,697 56,771 8,849
November 91,006 8,958 82,048 18,426 63,450 9,130
December 84,592 8,446 76,146 16,851 59,146 8,595
2011
January 73,722 8,141 65,581 14,320 51,139 8,263
February 95,679 9,069 86,610 18,895 67,560 9,224
March 84,741 8,319 76,422 16,619 59,648 8,474
April 86,457 9,670 76,787 16,091 60,558 9,808
May 102,897 9,119 93,778 20,197 73,423 9,277
June 84,521 9,092 75,429 16,745 58,558 9,218
July 81,037 9,304 71,733 15,812 55,775 9,450
August ? 97,455 9,238 88,217 19,153 68,923 9,379
September ® 83,855 9,878 73,977 16,250 57,588 10,017

SOURCE: Social Security Administration, Supplemental Security Record, 100 percent data.

NOTE: Data are for all awards made during the specified month.

a. Preliminary data. In the first 2 months after their release, numbers may be adjusted to reflect returned checks.
CONTACT: (410) 965-0090 or statistics@ssa.gov.
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PERSPECTIVES—PAPER SUBMISSION GUIDELINES

The Social Security Bulletin is the quarterly research journal of the Social Security
Administration. It has a diverse readership of policymakers, government officials, academ-
ics, graduate and undergraduate students, business people, and other interested parties.

To promote the discussion of research questions and policy issues related to Social
Security and the economic well being of the aged, the Bulletin welcomes submissions
from researchers and analysts outside the agency for publication in its Perspectives section.

We are particularly interested in papers that:

» assess the Social Security retirement, survivors, and disability programs and the
economic security of the aged;

e evaluate changing economic, demographic, health, and social factors affecting
work/retirement decisions and retirement savings;

* consider the uncertainties that individuals and households face in preparing for
and during retirement and the tools available to manage such uncertainties; and

* measure the changing characteristics and economic circumstances of SSI
beneficiaries.

Papers should be factual and analytical, not polemical. Technical or mathematical
exposition is welcome, if relevant, but findings and conclusions must be written in an
accessible, nontechnical style. In addition, the relevance of the paper’s conclusions to
public policy should be explicitly stated.

Submitting a Paper

Authors should submit papers for consideration via e-mail to Michael V. Leonesio,
Perspectives Editor, at perspectives@ssa.gov. To send your paper via regular mail,
address it to:

Social Security Bulletin

Perspectives Editor

Social Security Administration

Office of Research, Evaluation, and Statistics
500 E Street, SW, 8th Floor

Washington, DC 20254-0001

We regard the submission of a paper as your implied commitment not to submit it to
another publication while it is under consideration by the Bulletin. If you have published
a related paper elsewhere, please state that in your cover letter.

Disclosures—Authors are expected to disclose in their cover letter any potential con-
flicts of interest that may arise from their employment, consulting or political activities,
financial interests, or other affiliations.
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Copyright—Authors are responsible for obtaining written permission to publish any
material for which they do not own the copyright.

Formatting Guidelines

To facilitate the editorial process, papers submitted for publication must be prepared in
Microsoft Word (except for tables and charts—see below) and be formatted as outlined
below.

» Title Page—Papers must include a title page with the paper’s title, name(s) of
author(s), affiliation(s), address(es), including the name, postal address, e-mail
address, telephone and fax numbers of a contact person. Any Acknowledgments
paragraph should also be on this page. In the Acknowledgments, reveal the source
of any financial or research support received in connection with the preparation of
the paper. Because papers undergo blind review, the title page will be removed from
referee copies. Eliminate all other identifying information from the rest of the paper
before it is submitted. Once papers are accepted for publication, authors are respon-
sible for reinserting self-identifying citations and references during preparation of the
paper for final submission.

*  Synopsis—For the Bulletin’s table of contents include a separate synopsis, includ-
ing the title of the paper along with one to three sentences outlining the research
question.

e Abstract—Prepare a brief, nontechnical abstract of the paper of not more than
150 words that states the purpose of the research, methodology, and main findings
and conclusions. This abstract will be used in the Bulletin and, if appropriate, be sub-
mitted to the Journal of Economic Literature for indexing. Below the abstract supply
the JEL classification code and two to six keywords. JEL classification codes can be
found at www.aeaweb.org/journal/jel class system.html.

*  Text—Papers should average 10,000 words, including the text, the notes, and the
references (but excluding the tables and charts). Text is double-spaced, except notes
and references, which are double spaced only after each entry. Do not embed tables
or charts into the text. Create separate files (in the formats outlined in “Tables/
Charts” below) for the text and statistical material. Tables should be in one file,
with one table per page. Include charts in a separate file, with one chart per page.

* End Notes—Number notes consecutively in the text using superscripts. Only use
notes for brief substantive comments, not citations. (See the Chicago Manual of Style
for guidance on the use of citations.) All notes should be grouped together and start
on a new page at the end of the paper.

* References—Verify each reference carefully; the references must correspond to the
citations in the text. The list of references should start on a new page and be listed
alphabetically by the last name of the author(s) and then by year, chronologically.
Only the first author’s name is inverted. List all authors’ full names and avoid using
et al. The name of each author and the title of the citation should be exactly as it
appears in the original work.

*  Tables/Charts—Tables must be prepared in Microsoft Excel. Charts or other graph-
ics must be prepared in or exported to Excel or Adobe Illustrator. The spreadsheet
with plotting data must be attached to each chart with the final submission. Make
sure all tables and charts are referenced in the text. Give each table and chart a title
and number consecutive with the order it is mentioned in the text. Notes for tables
and charts are independent of Notes in the rest of the paper and should be ordered
using lowercase letters, beginning with the letter a (including the Source note, which
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should be listed first). The sequence runs from left to right, top to bottom. The order
of the notes as they appear below the tables or charts is (1) Source, (2) general notes
to the table or chart, if any, and (3) letter notes.

For specific questions on formatting, use the Chicago Manual of Style as a guide for
notes, citations, references, and table presentation.

Review Process

Papers that appear to be suitable for publication in Perspectives are sent anonymously to
three reviewers who are subject matter experts. The reviewers assess the paper’s techni-
cal merits, provide substantive comments, and recommend whether the paper should

be published. An editorial review committee appointed and chaired by the Associate
Commissioner, Office of Research, Evaluation, and Statistics, makes the final decision
on whether the paper is of sufficient quality, importance, and interest to publish, subject
to any required revisions that are specified in a letter to the author(s). The entire review
process takes approximately 12 weeks.

Data Availability Policy

If your paper is accepted for publication, you will be asked to make your data available to
others at a reasonable cost for a period of 3 years (starting 6 months after actual publica-
tion). Should you want to request an exception from this requirement, you must notify the
Perspectives Editor when you submit your paper. For example, the use of confidential or
proprietary data sets could prompt an exemption request. If you do not request an exemp-
tion, we will assume that you have accepted this requirement.

Questions

Questions regarding the mechanics of submitting a paper should be sent to our editorial
staff via e-mail at ssb@ssa.gov. For other questions regarding submissions, please contact
Michael V. Leonesio, Perspectives Editor, at perspectives@ssa.gov.
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OASDI and SSI Program Rates and Limits, 2012

Old-Age, Survivors, and Disability Insurance

Tax Rates (percent)
Social Security (Old-Age, Survivors, and Disability Insurance)

Employers 6.20
Employees 2@ 6.20
Medicare (Hospital Insurance)
Employers and Employees, each 2 1.45
Maximum Taxable Earnings (dollars)
Social Security 110,100
Medicare (Hospital Insurance) No limit
Earnings Required for Work Credits (dollars)
One Work Credit (One Quarter of Coverage) 1,130
Maximum of Four Credits a Year 4,520
Earnings Test Annual Exempt Amount (dollars)
Under Full Retirement Age for Entire Year 14,640
For Months Before Reaching Full Retirement Age
in Given Year 38,880
Beginning with Month Reaching Full Retirement Age No limit
Maximum Monthly Social Security Benefit for
Workers Retiring at Full Retirement Age (dollars) 2,513
Full Retirement Age 66
Cost-of-Living Adjustment (percent) 3.6

a. Self-employed persons pay a total of 15.3 percent—12.4 percent for OASDI and
2.9 percent for Medicare.

Supplemental Security Income

Monthly Federal Payment Standard (dollars)

Individual 698
Couple 1,048
Cost-of-Living Adjustment (percent) 3.6
Resource Limits (dollars)
Individual 2,000
Couple 3,000
Monthly Income Exclusions (dollars)
Earned Income @ 65
Unearned Income 20
Substantial Gainful Activity (SGA) Level for
the Nonblind Disabled (dollars) 1,010

a. The earned income exclusion consists of the first $65 of monthly earnings, plus one-half
of remaining earnings.
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