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Summary

This article examines changes in the age at
which people claim Social Security retirement
benefits in response to two recent changes in
the Social Security rules: the removal of the
retirement earnings test at ages 65 to 69 in
2000 and the gradual increase in the full retire-

ment age (FRA) for those born in 1938 or later.

Data come from the 1 percent sample of Social
Security administrative data for 1997-2005.
Descriptive and regression analyses show that
the largest effect of the change in the earnings
test rule in 2000 occurs at age 65. At that age,
the proportion of people who claim retirement
benefits increases by about 4 percentage points
among men and 2 percentage points among
women. The response to the gradual increase
in the FRA occurs not only among those who
are close to the FRA but also among those who
are close to the early retirement age.

Introduction

Recently, two major changes in Social Secu-
rity rules became effective: the removal of the
retirement earnings test for persons who are at
the full retirement age (FRA) through age 69
in 2000 or later and a gradual increase in the
FRA for those who reach age 62 in 2000 or
later. The FRA is the age at which 100 percent
of retirement benefits is payable. Each rule

change is expected to affect the entitlement age
at which people claim Social Security retire-
ment benefits and the work behavior of older
Americans.

The effectiveness of the changes largely
depends on how people adjust their age at
entitlement. Eliminating the retirement earn-
ings test is meant to encourage older people
to work so that their earnings can supplement
their Social Security benefits, but how the
change affects the age at which older people
claim Social Security benefits is less clear. One
of the unwanted consequences of the change
in the earnings test in 2000 is that claiming
benefits at the FRA has become more attrac-
tive for those who previously claimed benefits
later than the FRA. Accelerated benefit claims
at the FRA with continued post-FRA employ-
ment reduce benefit amounts by forfeiting the
expected long-term increase that otherwise
accrues under the program’s delayed retire-
ment credit. At the same time, some analysts
argue that eliminating the earnings test for
those who have reached the FRA through
age 69 could affect the benefit claiming ages of
those who are younger than the FRA as well.!
If that is true, one of the desired consequences
is that those who have not attained the FRA are
more likely to continue to work and not claim
benefits until they reach the FRA.
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Effects of raising the FRA would seem to be more
straightforward at first glance. The aim of increasing
the FRA is to improve the solvency of the Social Secu-
rity system by providing stronger disincentives for
claiming benefits early. What is not clear is how peo-
ple actually respond to those disincentives. To under-
stand the effect of the rule changes on Social Security
finances and individuals’ retirement wealth, we need
to examine how people adjust the age at which they
claim benefits in response to the rule changes.

Using a 1 percent sample of Social Security admin-
istrative data, this article documents and analyzes
responses in the entitlement age for old-age benefits
following the recent changes in Social Security rules.’
Because the administrative data allow us to determine
the exact age at entitlement for all Social Security
beneficiaries, we can accurately document responses
in benefit entitlement age before and after the rule
changes. By doing so, we expect to learn whether
people have responded to changes in Social Secu-
rity rules by modifying the age at which they claim
benefits, how responsive they have been, and whether
the response is concentrated only around the FRA.
One of the most interesting questions surrounding the
gradual increase in the FRA is whether it can affect
the behavior of those claiming benefits close to the
early retirement age. Results here will help shed light
on responses by future workers as the FRA continues
to rise to age 67 and, more generally, on responses to
changes in retirement incentives.

Previous studies have examined effects of the
earnings test removal in 2000, but none of them has
investigated simultaneously the effects of the gradual
increase in the FRA on earnings and old-age benefit
entitlement.’ This study investigates effects of both
program rule changes. We take advantage of the fact
that while the change in the earnings test in 2000
affects those who are at the FRA through age 69 in
2000 or later, the gradual rise in the FRA affects those
who reach age 62 in 2000 or later. Since the rule
changes are specific to the calendar year and differ-
ent birth years, we first identify three different groups
affected by the changes.

* Those affected by the gradual increase in the FRA.

e Those affected by the removal of the earnings test
in 2000.

* Those affected by both rule changes.

We then examine changes in the distribution of ages
at which people claim benefits and benefit entitle-
ment status across time and across birth cohorts. Also

investigated are changes in the percentage of persons
who are entitled to benefits among those who are fully
insured both before and after 2000, by holding age
constant. We define a person who is entitled to ben-
efits as one who has filed a claim for a specific type

of benefit and has received an award for that benefit.
Once an award is made, the person usually receives an
immediate payment.

The remainder of this article

e reviews recent changes in the earnings test and
FRA and discusses theoretical predictions of how
people will respond to those changes,

e discusses the data and our empirical strategy,
e presents descriptive results,

e presents regression results on the impact of the
rule changes on the age at benefit entitlement, and

e concludes with the key findings.

Recent Changes in the Retirement
Earnings Test and the Full Retirement Age

Under the retirement earnings test, Social Security
benefits are reduced or withheld if earnings exceed
specified threshold amounts. On April 7, 2000, major
changes to the earnings test occurred when President
Clinton signed into law the Senior Citizens’ Freedom
to Work Act of 2000. That law eliminated the earnings
test in and after the month in which a person attains
the FRA (which was then age 65). Persons receiving
old-age benefits who have not reached the FRA remain
subject to the earnings test. Social Security benefits
of those who do not reach the FRA in the test year are
reduced by $1 for every $2 earned beyond the earn-
ings test threshold, which was $11,520 in 2003. Those
who reach the FRA during the year are subject to a
more moderate test. Benefits are reduced $1 for every
$3 earned beyond the modified threshold, which was
$30,720 in 2003.# Thus, the earnings test removal in
2000 not only eliminated the test for those who had
attained ages 65—69 (more precisely, FRA to 69), but
it also considerably relaxed the test for those turning
the FRA (see Song and Manchester (2007) for a more
detailed description of the rule change).’

In an effort to improve the solvency of the system,
the 1983 Amendments to the Social Security Act
gradually raised the full retirement age beginning with
those born in 1938, who reach the early retirement age
(age 62) in 2000. The FRA is age 65 for those born in
1937 or earlier, but it gradually increases by 2-month
intervals beginning with persons born in 1938 until it
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reaches age 67 for those born in 1960 or later.® Persons
born in 1938 have an FRA of 65 years and 2 months,
those born in 1939 at 65 and 4 months, those born

in 1940 at 65 and 6 months, and so forth (see Social
Security Administration 2005, Table 2.A17.1).
Although the FRA is increasing, the age at which a
person can start receiving reduced Social Security
retirement benefits remains at age 62. For those who
become entitled to benefits before the FRA, monthly
benefits are reduced from the full benefit amount at
the rate of 5/9 of 1 percent per month for the first 36
months before the FRA and 5/12 of 1 percent for any
additional months. As a result, the gradual increase in
the FRA causes a gradual increase in the permanent
benefit reduction for early benefit claimants at any
given age (Chart 1).”

Both rule changes could affect Social Security
finances as well as individuals’ retirement wealth.
Consider the responses of persons claiming benefits at
ages below the FRA, at the FRA, and above the FRA.
First, those who claim benefits at given ages earlier
than the FRA would experience additional declines in
benefits due to the increased FRA. Second, as pointed
out in Gruber and Orszag (2003) and Song and Man-
chester (2007), workers may delay claiming benefits
until they reach the increased FRA in order to receive

their full benefits and avoid the earnings test. To the
extent that they work longer before claiming benefits,
they will also pay Social Security taxes longer. On the
cost side, even if lifetime benefits for those who delay
claiming benefits are not affected on average, the mor-
tality experience of those who delay claiming could
affect the Social Security trust fund finances. Finally,
accelerated benefit claiming among workers who have
reached the FRA and no longer face the earnings test
could result in more years of benefit payments with
lower levels of annual benefits. Benefits could be
lower because those workers would miss out on the
delayed retirement credit, which is discussed in more
detail later.

The overall effect of the rule changes on Social
Security finances depends on the combination of work-
ers’ labor supply responses and benefit-claiming deci-
sions. While choices regarding work participation and
work hours affect Social Security revenues, responses
in the age at benefit entitlement affect Social Security
expenditures as well as individuals’ retirement wealth.

An individual can earn a delayed retirement credit
(DRC) for each month benefits are not paid beginning
with the month in which he or she reaches the FRA
and ending with the month before reaching age 70.
For those who turned age 65 in 2000-2001, the DRC

Chart 1.
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is 1/2 of 1 percent for each incremental month, or 6
percent per year. The marginal (yearly) percentage
increase in the DRC for birth cohorts included in the
study is 0.5 percent for every other birth cohort until it
reaches 8.0 percent for cohorts born in 1943 or later.®
The increase in DRC does not affect benefit amounts
as significantly as the two rule changes, but it might
be considered to be a third change in the study period.
Interaction between the FRA changes and the DRC
changes could dilute the pure effect of raising the
retirement age. Identifying the separate effects of these
changes, however, is left for future research.

The focus of this article is on the effects of the
Social Security rule changes, but swings in economic
activity, ongoing trends in labor force participation
among older workers, and other factors can also influ-
ence the age at which people claim retirement benefits.
For example, the economy was in recession during
2001-2002, with the unemployment rate reaching
6.0 percent in 2003. This recession may have resulted
in older persons encountering difficulty holding on to
existing jobs or finding new jobs. As a result, delays in
claiming retirement benefits shown here may be under-
stated to some degree.

Data and Analytical Strategy

The data used in this study come from a number of

1 percent extracts of Social Security Administration
data, including the Continuous Work History Sample
(CWHS) 2004, Master Beneficiary Record (MBR),
and Numident master file of Social Security numbers.
Those administrative data extracts contain the exact
month and year of entitlement for Old-Age, Survi-
vors, and Disability Insurance (OASDI) benefits, the
type of benefits (primary or auxiliary), and date of
birth. Therefore, the age and month at benefit entitle-
ment—the most important variable in this study—can
be precisely derived. Further, 1 percent extracts can
be easily matched across different files using identi-
fication numbers. The 1 percent samples are selected
by a “stratified cluster design” based on certain serial
digits of the Social Security number. They are gener-
ally considered to be random samples and contain a
large number of observations that represent the general
population.

The Continuous Work History Sample is an
analytical master file for the 1 percent sample of Social
Security numbers ever issued and is the base data set
used for this article. The file is derived from several
administrative master files, including the MBR and
the Master Earnings File, to support research and

statistical analysis of the Social Security programs.
The CWHS contains information on each individual’s
demographic characteristics, longitudinal earnings
(Social Security-covered annual earnings from 1951
to the present and total annual wages from 1978 to the
present), OASDI benefit entitlement status, and death
information (if any). The CWHS has both an active
and an inactive file. The active file includes workers
who ever reported earnings from any employment.
Before 1978, the CWHS tracked only earnings cov-
ered by Social Security. However, starting in 1978, the
CWHS was extended to include uncovered earnings.
The inactive sample includes those who never worked
in covered or uncovered employment. By combin-

ing both the active and inactive files, we can analyze
the earnings and OASDI program participation of our
1 percent sample of the U.S. population with valid
Social Security numbers.

The semiannual Master Beneficiary Record
extract contains data related to the administration of
the OASDI program such as application and entitle-
ment dates, benefit amounts, payment status, type
of benefits, and demographic information. An MBR
record is established whenever an individual applica-
tion for benefits is processed. The MBR has one record
for each primary beneficiary (the worker on whose
earnings the benefit entitlement exists). However, each
MBR record can contain more than one beneficiary.

Lastly, we merged our base data set with a 1 per-
cent extract of the Numident file. The Numident is a
master file of assigned Social Security numbers that
contains birth and death dates, place of birth, race, and
sex.” Information on date of death permits us to elimi-
nate those in the sample who died. Thus, our sample
includes only those who are alive at the end of each
reference year.

Investigating how changes in the rules affect age
at entitlement requires a data source with precise
information on age, birth month and year, and month
and year of entitlement. The elimination of the retire-
ment earnings test affects those from age 65 (or FRA)
to age 69. In a given year, anyone older than age 69
or younger than the full retirement age will not be
affected directly by the elimination of the retirement
earnings test. However, because the FRA gradually
increases by 2-month intervals, the year in which a
person becomes affected by the elimination of the
retirement earnings test not only depends on the year
in which they were born but also on the month in
which they were born. For example, someone born in
November through December 1939 would reach the
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FRA not in 2004 but in 2005. Yet someone born in
January through October 1939 would reach the FRA in
2004. Only the year of birth, however, determines who
is affected by the FRA increase.

Whereas the earnings test removal in 2000 was a
relatively abrupt change in a Social Security program
parameter, the gradual increase in the FRA was antici-
pated for many years following the enactment of the
1983 amendments. The earliest birth cohort affected
by the 1983 amendments reached their FRA in 2003—
2004. Thus, a forward-looking individual would have
adjusted his or her labor supply over the last 20 years
in order to compensate for the expected benefit reduc-
tion due to the increase in the FRA. Unlike ongoing
labor supply decisions, benefit claiming can occur
only after reaching the early retirement age. Thus, the
standard before-and-after or difference-in-difference
approach is valid in evaluating the effect of the 1983
amendment on the age at which benefits are claimed.
It is worth noting, however, that larger compensating
adjustments in labor supply result in smaller estimated
effects on the age at benefit entitlement.

The fact that the “treatment” in this study depends
on both time and age suggests a quasi-experimental
study using a standard design. Thus, our analysis relies
primarily on comparing benefit entitlement probabili-
ties and entitlement hazards over the period before and
after the rule changes became effective, holding age
constant. Entitlement hazard refers to the probability
that those who have not yet claimed benefits will do so
during the specified period.

Three distinct treatment groups emerge from the
rule changes (Chart 2).

*  The first treatment group is affected only by
the 2000 earnings test rule change. That group
consists of those who were born in 1930-1935,
1931-1936, 1932-1937, 1933-1937, 1934-1937,
1935-1937, respectively, for 2000, 2001, 2002,
2003, 2004, and 2005.

* The second treatment group is affected by both
the increase in the FRA and the change in the
earnings test in 2000. It consists of those who
were born in January 1938 through October 1938,
January 1938 through August 1939, and January
1938 through June 1940, respectively, for 2003,
2004, and 2005.

e  The third treatment group, which consists
of those born in 1938 or later for years prior
to attainment of the FRA, is affected only by
the increase in the FRA. For example, for the

year 2000, the 1938 cohort would not be directly
affected by the earnings test change because they
were too young in that year. '°

Descriptive Analysis

An Overview of the 1 Percent Sample

For 1997-2005, year-end counts of OASI beneficiaries
and persons who are fully insured (as of age 60) give
us a good overview of the 1 percent data (Table 1). In
our 1 percent sample, 24,524 men and 21,797 women
aged 62-64 in 2000 are fully insured.™* Only 292 of
the 10,374 auxiliary beneficiaries in that age group in
2000 are male. While the number of women auxiliary
beneficiaries tends to drop significantly over the study
period, the number of men auxiliary beneficiaries
appears to remain relatively stable. Primary benefi-
ciaries include individuals who claim benefits as dual
beneficiaries—those receiving both a primary benefit
and a partial spouse or survivor benefit. Although
primary beneficiaries include dual beneficiaries, we
note that the reduction factors for the spouse and sur-
vivor portion of benefits are different than for primary
benefits and that the FRA increase for survivor benefits
has a different schedule than that for primary or spouse
benefits (Social Security Administration 2005,

Tables 2.A21-2.A22).

Interestingly, the percentage of persons who are
fully insured and become primary beneficiaries before
age 65 remains relatively constant until 1999 and then
gradually decreases over the rest of the study period.
Because those born in 1938 reach age 62 in 2000, the
gradual decrease in the percentage of primary ben-
eficiaries probably arises in large part from delayed
benefit claiming among those born in 1938 or later.
Declines in the percentage of primary beneficiaries
beginning in 2003 seem plausible because 2003 is the
first year in which those aged 65 face the higher FRA.
A part of the gradual decline, known as the spillover
effect associated with the earnings test removal, may
be attributed to individuals aged 62—64 who continue
to work and delay claiming benefits until they reach
age 65 following the removal of the earnings test.

Of course, that effect is unlikely to be as large as the
direct effect of the rising FRA.

Among those aged 65-70, the percentage of pri-
mary beneficiaries increases over the 2000-2002
period and then gradually declines over the rest of
the study period. Responses to removal of the earn-
ings test in 2000 and raising the FRA are evident here.
The percentage of male primary beneficiaries drops
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Table 1.

OASI benefit entitlement status for those aged 62-70, 1997-2005

Type of entitiement | 1997 1998 1999]  2000] 2001 2002 2003 2004 2005
Aged 62-64
Men
Fully insured 23,154 23,661 24,069 24,524 25,058 25,968 26,699 28,788 31,166
Primary beneficiaries
Number 12,778 12,933 13,190 13,257 13,279 13,383 13,304 13,819 14,539
As a percentage of
fully insured 0.5519 0.5466 0.5480 0.5406 0.5299 0.5154 0.4983 0.4800 0.4665
Auxiliary beneficiaries
Number 321 292 300 292 294 291 306 328 370
As a percentage of
primary beneficiaries 0.0251 0.0226 0.0227 0.0220 0.0221 0.0217 0.0230 0.0237 0.0254
Women
Fully insured 19,910 20,358 20,867 21,797 22,406 23,235 24,094 26,345 28,416
Primary beneficiaries
Number 10,888 11,138 11,375 11,875 12,051 12,215 12,319 13,174 13,940
As a percentage of
fully insured 0.5469 0.5471 0.5451 0.5448 0.5378 0.5257 0.5113 0.5001 0.4906
Auxiliary beneficiaries
Number 10,239 10,193 10,194 10,082 9,881 9,369 9,072 9,044 8,987
As a percentage of
primary beneficiaries 0.9404 0.9152 0.8962 0.8490 0.8199 0.7670 0.7364 0.6865 0.6447
Birth year 1933-1935 19341936 1935-1937 1936—-1938 1937—-1939 1938-1940 1939-1941 1940-1942 1941-1943
Aged 65-70
Men
Fully insured 43,660 43,068 42,876 43,058 43,172 43,621 44,592 45,658 47,274
Primary beneficiaries
Number 41,372 40,660 40,521 41,739 41,899 42,321 42,868 43,376 44,267
As a percentage of
fully insured 0.9476 0.9441 0.9451 0.9694 0.9705 0.9702 0.9613 0.9500 0.9364
Auxiliary beneficiaries
Number 891 881 874 862 860 852 846 841 868
As a percentage of
primary beneficiaries 0.0215 0.0217 0.0216 0.0207 0.0205 0.0201 0.0197 0.0194 0.0196
Women
Fully insured 38,126 38,090 38,231 38,344 38,427 38,991 40,044 41,113 42,634
Primary beneficiaries
Number 31,896 31,928 32,244 32,933 33,214 33,771 34,735 35,499 36,709
As a percentage of
fully insured 0.8366 0.8382 0.8434 0.8589 0.8643 0.8661 0.8674 0.8634 0.8610
Auxiliary beneficiaries
Number 28,606 28,517 28,365 28,289 27,730 27,466 27,069 26,530 26,091
As a percentage of
primary beneficiaries 0.8969 0.8932 0.8797 0.8590 0.8349 0.8133 0.7793 0.7473 0.7108

Birth year

1927-1932 1928-1933 1929-1934 1930-1935 1931-1936 1932-1937 1933-1938 1934-1939 1935-1940

SOURCE: Authors' tabulations using active and inactive files of the Continuous Work History Sample, 2004; 1 percent Master Beneficiary
Record extract based on Claim Account Number; and 1 percent Master Beneficiary Record extract based on Beneficiary Own Account
Number for December 1999-2005 and June 2006.

NOTES: Dual beneficiaries are counted in both primary and auxiliary beneficiary categories.

OASI = Old-Age and Survivors Insurance.
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from 96 percent to 95 percent between 2003 and 2004,
followed by a decline from 95 percent to 93.6 percent
between 2004 and 2005. The percentage of female
primary beneficiaries also drops during both time
intervals, but fairly insignificantly (less than 1 percent-
age point). It is notable that the drops for both men and
women come at the same time that the increase in the
FRA begins to affect them directly. Smaller declines
for women may reflect lower responses among auxil-
iary beneficiaries such as spouses and widows.

Eliminating the retirement earnings test also
appears to affect the share of fully insured individuals
who have claimed benefits as primary beneficiaries
(Table 1). Among men aged 65-70, 94.5 percent of
the fully insured are primary beneficiaries in 1999. In
2000, immediately after the earnings test removal, the
percentage of primary men beneficiaries rises nearly
3 percentage points to 97 percent. Female primary
beneficiaries also increase more than 1 percentage
point to 86 percent.

The rest of our analysis focuses exclusively on
primary beneficiaries because their benefit claiming
behavior has the biggest effect on household Social
Security benefits. Primary-worker beneficiaries are the
largest group among Old-Age and Survivors Insurance
(OASI) beneficiaries; they constituted approximately
75 percent of total OASI beneficiaries in 2002 (Social
Security Administration 2004). Only persons aged 62
or older can claim benefits as primary beneficiaries,
so we do not include persons younger than age 62
in the analysis. In addition, we limit our sample to
individuals who have accumulated enough quarters of
coverage to be fully insured between the year they turn
age 21 and the year they reach age 60. Our analytical
samples also exclude persons who were ever benefi-
ciaries under the Social Security Disability Insurance
program and Old-Age beneficiaries who converted
from the Disability Insurance program.

Percentage of Primary Beneficiaries in Each
Treatment Group

Our empirical strategy is to trace both the number
and the percentage of primary beneficiaries among
the fully insured population from 1997-2005, by
holding age constant. Data on the population that is
fully insured as of age 60 can be found in Table 2 and
Chart 3.

Entitlement Probability. For both men and women,
the percentage aged 65—69 who are entitled as primary
beneficiaries increases between 1999 and 2000. Over
the same period, the percentage aged 62 decreases

slightly. Such results show that after the earnings test
change in 2000, benefit claiming among those who
had already attained the FRA accelerated at the same
time that it slowed down a bit among those younger
than the FRA. The slowdown is particularly appar-
ent among those turning age 62. In 2003, when the
first birth cohort that faces an increased FRA begins
to reach their FRA (age 65 and 2 months), the overall
percentage entitled begins to decrease, particularly
among those aged 65. The decline continues in 2004
and 2005. For those who are younger than age 65, the
percentage entitled decreases slightly over the period
2003-2005, suggesting that a small fraction of those
younger than the FRA responded to the FRA rule
change as well.

Responses to the rule changes discussed above
more than likely understate the effect on persons who
can choose whether to become entitled to benefits. The
reason for the understatement is that the number of
people who have not yet claimed benefits in each age/
year group is fairly small. Nearly 90 percent of fully
insured people become entitled by age 65 (Table 2).

Entitlement Hazard. We next focus on the percent-
age of those who are “newly” entitled in a given year,
among those who are fully insured but not previously
entitled (Table 3 and Chart 4). That measure is known
as the entitlement hazard. For example, 19.7 percent of
men aged 69 who were not yet entitled became entitled
in 1999, whereas 41.8 percent of men aged 69 became
entitled in 2000. Further, 32.3 percent of men aged 66
who were not yet entitled became entitled in 1999,
whereas 65.9 percent of men aged 66 became entitled
in 2000. For men and women aged 65, the entitlement
hazards decline noticeably starting from 2003, when
the first birth cohorts are affected by the FRA increase.
The entitlement hazards for those aged 66 increase
nearly 40 percentage points for both men and women
in 2004, when those born in November or Decem-

ber 1938 reach their FRA. Results here also show

that men are more responsive to the rule changes than
women.

Entitlement Age Distribution by Entitlement
Year and Birth Year

We next present the distribution of benefit entitlement
ages by entitlement year and birth cohort. Comparing
the distribution across different entitlement years and
different birth cohorts provides data on the changes
in claiming behavior as both rule changes become
effective.
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Chart 3.
Entitlement probability: Percentage entitled as primary beneficiaries, 1997-2005, by sex and age
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SOURCE: Authors' tabulations using active and inactive files of the Continuous Work History Sample, 2004; 1 percent Master Beneficiary
Record extract based on Claim Account Number; and 1 percent Master Beneficiary Record extract based on Beneficiary Own Account
Number for December 1999-2005 and June 2006.

NOTE: Data represent primary beneficiaries who were fully insured at age 60.

10 Social Security Bulletin * Vol. 67 ¢ No. 2 « 2007



'900g 8unf pue G002—-666 | Jequiedaq 1o} Jaquinp JUNoodY UMQ Aleloljeusg UO pased Joelixe ploday Alelolsuag Jeisep jusodlad | pue “equinN

JUN02oY WIEID UO Paseq joelxe piodey Aleloleusg Jeisely jusalad | ‘00z ‘e|dwes AIo1SIH IO SNONUIUOD 8y} JO S8|I} 8AII0BUI pue 8AloR Buisn suolengel sioyiny :304N0S

9/6€°0 9€s€'0 €61
0Lgec0 96610 cey'0 1€9€°0 cr6l
#9510 LLEELO 0622’0 08Lc0 85€Y°0 €18€0 84518
08050 £961°0 Gesko ceel’o 65€20 €€lco c9vy'0 ce6€0 or61
LLES'0 VL0 7LE9'0 8/€9°0 €091°0 8LEL0 9€s20 86220 60SY°0 980%°0 6E61
99¢lt0 L6¢t0 00050 1/8S0 €vcl0 ckLL0 €9G1°0 LS00 685¢0 9¢ec0 S6.1v°0 96110 8€61
£€2¢50°0 9080°0 06800 L29L’0 09910 9€Le0 15280 G288'0 28.L1'0 €LSL0 L0820 §6€20 [SYNA A 68€Y'0 LE6}
0S20°0 02800 G8S0°0 1680°0 clclo 6cvL0 oLelo ¥61c0 1£2¢8°0 /880 c€LL’0 €2910 808¢0 16120 ¥6.v°0 L/ev0 9E6}
0S81°0 €c.0°0 G8.0°0 8090°0 €01L0°0 #950°0 08800 /800 YELLO0 6020 65080 9/68°0 L0810 19G10 S0.20 0s¥e0 GE6L
9110 2¢€60°0 6€90°0 16200 88€0°0 12800 08900 18S1L°0 L1SIv°0 68590 86290 €.cl0 VAZAN0] 16S10 vE6L
04510 6060°0 G6S0°0 €210 ¥650°0 A4 N0) 08s€0 £285°0 ceveo 9¢cece0 09290 cSLL0 €e6l
[431%0] 96500 #9900 8veElL0 LLvS 0 €870 VAYA N VARAAN] 020 11520 ce6l
96910 8/21'0 €810 LLIYO 08¢L0 06610 66LL°0 LLZLO €6}
88910 628€°0 c040°0 126170 66500 €6€1L°0 (015518
2¢c0c’0 19€€°0 £890°0 70910 6261
c6vl 0 clog0 8c61

Jeaf yoea jo buiuuibaq ayj je pajus jou jnq painsui Ajjny abejuaaiad
celL'e 286°c €61
gle'l IvE‘L 298‘c 288‘c cv6l
861 LS 8.6 FANAN 9ev'e 0es‘e 87418
eee’l G6L L 0S¥y 69S LE6 ISE'L 80¢€‘e 9eG'e ov61
6.7 €68 60€‘L LLL'2 1°154 L0S (0155} GSLYL SoL‘e 105 6E61
0og 8¢ 6€c 6Ly /18%°L oev'e 06€ (872} 668 L8111 1/£'€ 996 8€61
6 Ll Ll (874 6€ 69 8.V 605 (§0}4 LIS cl6 €20°L 2sl'e ovs'e LE61
cl St (018 218 e 143 0og 89 9Lyl L6v‘e 0Lg 0SS €98 8eL‘lL 800 9Gt'e oc6 )
ce cl 18 L c L 6} Ll 8¢ 8G Sve'l G1Se 18€ €cS €i8 160°L GE6L
Ve =18 Vi Vi 6 9l Ll VA 181 6SY 80L‘L 68°L 1S€ 861 vE61
Vx4 el L le cl 6¢ oLt 9/¢ L0} 0ge €80°L 9208°‘L €e6l
e 6 9l e 18 S9l 9 00} 66 8S1 [43618
6€ €c 1S cel 1994 6L Ly €8 LE6L
S €0l 14 /9 €c 99 0€61
S 18 0¢ Ly 6261
Ly S 8¢61

pajjiua Aimau Jaquiny

uswop  |usin uswop  |usin USWOM _cm_>_ USWOM _cw_>_ USWOM _cw_>_ USWOM _cw_>_ USWOM _cm_>_ USWOM _cm_>_ Jeak
5002 $002 €002 2002 1002 0002 6661 8661 uHg

xas pue Jeak yuiq Aq ‘5002-866 L ‘4eah yoea ul pajijus awoossq oym suosiad jo abejusasiad pue Jaquinn

‘€ 9lqel

11

Social Security Bulletin ¢ Vol. 67 ¢ No. 2 « 2007



Chart 4.
Entitlement hazard: Percentage newly entitled, 1998-2005, by sex and age
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SOURCE: Authors' tabulations using active and inactive files of the Continuous Work History Sample, 2004; 1 percent Master Beneficiary
Record extract based on Claim Account Number; and 1 percent Master Beneficiary Record extract based on Beneficiary Own Account
Number for December 1999-2005 and June 2006.
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Chart 5.
Cumulative percentage distribution of entitlement age, by sex and entitlement year

Men

Cumulative percentage

100 ﬂa———L
95 AR

20
85

Entitlement year

50 rttrgrgrrrrrgsrgrtrrrrgrrrrvrrrrrrrrrrr1r1rrrJrJrJrrJrJrrJrrrrrr17r1

62 625 63 635 64 645 65 655 66 665 67 675 68 685 69 695 70

Entitlement age *

Women

Cumulative percentage

100

95 '7

90 l

8 Entitlement year
80 — 1998
== 2000
70 — — — 2003
65 2005
60

55

L e o e e e ML S o i o o oo o i o e e B e e e e e e e e e B e L B e s e e e e e e e e e

62 625 63 635 64 645 65 655 66 665 67 675 68 685 69 695 70
Entitlement age *°
SOURCE: Authors' tabulations using active and inactive files of the Continuous Work History Sample, 2004; 1 percent Master Beneficiary

Record extract based on Claim Account Number; and 1 percent Master Beneficiary Record extract based on Beneficiary Own Account
Number for December 1999—-2005 and June 2006.

a. Entitlement age is measured in 2-month increments; the notation "62.5" = 62 years and 6 months.
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Chart 6.
Percentage distribution of fully insured men and women, by entitlement age, sex, and birth year
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SOURCE: Authors' tabulations using active and inactive files of the Continuous Work History Sample, 2004; 1 percent Master Beneficiary
Record extract based on Claim Account Number; and 1 percent Master Beneficiary Record extract based on Beneficiary Own Account
Number for December 1999-2005 and June 2006.

a. Entitlement age is measured in 2-month increments; the notation "62.5" = 62 years and 6 months.
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Chart 7.

Entitlement age distribution, by sex and birth year
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SOURCE: Authors' tabulations using active and inactive files of the Continuous Work History Sample, 2004; 1 percent Master Beneficiary
Record extract based on Claim Account Number; and 1 percent Master Beneficiary Record extract based on Beneficiary Own Account
Number for December 1999-2005 and June 2006.

a. Entitlement age is measured in 2-month increments; the notation "62.5" = 62 years and 6 months.
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Chart 8.
Average age at entitlement, by sex and birth year
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SOURCE: Authors' tabulations using active and inactive files of the Continuous Work History Sample, 2004; 1 percent MBR extract based
on Claim Account Number; and 1 percent MBR extract based on Beneficiary Own Account Number for December 1999-2005 and June

2006.

a. Average age at entittement shown in years and months and measured in 1-month increments.

Cumulative distributions by year of entitlement in
Chart 5 show the percentage of fully insured people
who have claimed benefits as of a specific age in each
year 1997-2005. Here we choose the age range from
62 to 70 because the percentage of those who become
entitled by age 70 tends to be stable before and after
the rule changes (Table 2). Several interesting aspects
are evident. First, the distribution of males shifts more
than that of females, suggesting again that males are
more responsive to the rule changes than females. Sec-
ond, in the years following the earnings test removal,
the curves shift downward for ages 62—65. They jump
up at age 65 and then exhibit a stair-step incline as the
FRA rises, indicating that the removal of the earnings
test somewhat affects the benefit entitlement age for
those who are younger than the FRA. Third, gradual
downward shifts in the curves in the segment for those
at entitlement age 65 or older appear to be a result of
the gradual increase in the FRA for those who are born
in 1938 or later. Fourth, the curves of 2000 through
2005, particularly for those at the segment younger
than the entitlement age 65, are tightly packed, per-
haps reflecting both the additional benefit reduction as
the FRA increases and the absence of an earnings test
starting at the FRA.

Sorting out the economic effects of the benefit
reductions from the signaling or institutional role
of the FRA is a difficult task, but Chart 6 may offer
some clues. The chart shows the proportion of men
and women among the cohorts born in 1930, 1937,
and 1940 who become entitled to retirement benefits
at 2-month intervals between ages 62 and 65 and
6 months. The 1937 birth cohort was not affected by
the change in the full retirement age. About 42 per-
cent of men in that cohort and 59 percent of women
claimed benefits at age 62, the early retirement age.
That percentage dropped slightly following the
increase in the FRA, to about 40 percent of men and
45 percent of women in the 1940 cohort. The percent-
age of people who claim benefits after age 62 and a
few months before the FRA stays relatively stable at
about 1 percent at each age. Benefit reductions alone
affect people who retire before age 65, so the drop in
the percentage who claim before age 65 largely reflects
that benefit reduction.

As shown in Chart 7, more dramatic changes are
evident in the entitlement age distribution. In the 1937
cohort, about 18 percent of men and 12 percent of
women claimed benefits at age 65, the FRA for that
cohort. As the FRA moved out by 2 months per year
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for the 1938, 1939, and 1940 cohorts, the spike at the
FRA moved out as well. About 16 percent of men
and 10 percent of women became entitled to benefits
at 65 and 6 months, the relevant FRA for the 1940
cohort. People who previously would have claimed
benefits at age 65 but waited until their new, higher
FRA were probably responding to a combination of
the benefit reduction and the signaling aspect of the
Social Security retirement age. It is also possible that
the “full” retirement age in integrated private pension
plans influenced the age at claiming Social Security
benefits. Further investigation will help identify those
two effects more clearly.

The changing distribution of entitlement ages also
affects the average age at entitlement, a simple sum-
mary measure that may be useful to both research-
ers and policymakers. Chart 8 shows the average
entitlement age for men and women by birth year,
1928—1940. For comparison purposes, we calculate
the average only for those who have become entitled at
ages 62 through 65 and 6 months. The average entitle-
ment age for both men and women increased as the
FRA rose, starting with those born in 1938 or later.
Also suggested is that for every 2-month increase in
the FRA, the average entitlement age has increased
by approximately 0.65 to 1 month for men and 0.5 to
1 month for women. Increases in the average age at
entitlement for those born in 1935 or later were prob-
ably caused by the influx of benefit claiming at the
FRA following the removal of the earnings test.

Regression Analysis of Benefit
Entitlement Status at Specific Ages

In this study, the range of age groups affected by the
law changes differs over the study period. For exam-
ple, those affected only by the earnings test removal
in 2000 reach ages 65—70 in 2000, but the group
affected only by the earnings test removal in 2005
reaches ages 68—70 in 2005. Persons reaching age 65
and 6 months through age 67 in 2005 are affected by
both the earnings test removal and the gradual increase
in the FRA. Further, those affected by the gradual
increase in the FRA in 2000 turn age 62 in 2000, but
the affected group in 2002 reaches ages 62—64 in that
year. Therefore, estimating a single regression equa-
tion based on stacked (repeated) cross-sectional data
cannot clearly identify the effects of the rule changes.

Instead, we estimate the effect of rule changes on
the probability of benefit entitlement at specific ages
using a probit regression method. The dependent vari-
able is binary: 1 if the person is entitled to Old-Age

benefits in the reference year; and 0 if the person is not
entitled to benefits in that year. The regression equa-
tion takes a standard difference-in-difference form:

yi=a+gA +hA +PA +c'X, +e]

it 9

where Yy is the dependent variable that equals 1 when
the person is entitled in year t and 0 when the per-

son is not entitled in year t; As are dummy variables
indicating the type of rule change affecting different
age groups in different years; index j takes the value

0 or J, where J indicates the jth treatment group and 0
indicates the control group; time index t equals entitled
year (2000, 2001, 2002, 2003, 2004, and 2005); and

X is a vector of the individual’s characteristics, such
as race and sex. Effects of the earnings test removal
and the increase in the FRA are identified by the £
that are the coefficients on the year- and age-specific
treatment dummies. Because the probability of benefit
entitlement monotonically increases as age rises, one
cannot estimate all fs with one regression. Thus, we
further subdivide the affected group into 7 subgroups
according to their ages (Chart 2). We then estimate the
effect of the rule changes in the 7 separate regressions,
using the age 71-72 group as the control group. For
example, the first regression includes those who reach
ages 68—70 in each reference year as treatment group 1
and those who reach ages 71-72 as the control group.
Similarly, the seventh regression includes those who
reach age 62 as the treatment group and those who
reach ages 71-72 as the control group.

Persons aged 71-72 appear to be an excellent
control group for the analysis. As previously seen in
Table 2 and Chart 3, observed (cumulative) benefit
entitlement rates at ages 70 or older are largely inde-
pendent of the two rule changes. The rule changes
affect the shape of the age distribution at entitlement
between ages 62 and the FRA (or age 70), but prob-
ably not the cumulative probability of entitlement at
ages 71 and 72.12

In Table 4, we report estimates of the marginal
effects on the probability of entitlement of year- and
age-specific treatment dummies for men and women
separately. Including year- and age-specific treatment
dummies rather than only age-specific treatment dum-
mies allows us to investigate the dynamics of benefit
claiming at specific ages over the 2000-2005 period.

Both the direction and the magnitude of the esti-
mated effects accord with our expectations. For men
aged 68 to 70, we estimate that benefit entitlement in
2000-2005 rises approximately 1 percentage point as a
result of the earnings test removal in 2000. The effects
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Table 4.

Marginal effects on benefit entitlement, by age and sex

Men Women
Marginal Standard Marginal Standard
Year Policy effect effect error effect error
Age 68-70
2000 RET 0.0112 0.0019 0.0063 0.0032
2001 RET 0.0137 0.0020 0.0117 0.0035
2002 RET 0.0138 0.0021 0.0083 0.0035
2003 RET 0.0112 0.0022 0.0106 0.0032
2004 RET 0.0093 0.0022 0.0097 0.0032
2005 RET 0.0066 0.0023 0.0120 0.0031
Age 67
2000 RET 0.0275 0.0027 0.0109 0.0035
2001 RET 0.0290 0.0027 0.0147 0.0037
2002 RET 0.0280 0.0028 0.0161 0.0038
2003 RET 0.0259 0.0029 0.0115 0.0040
2004 RET 0.0211 0.0031 0.0132 0.0038
2005 RET & FRA (2 months) 0.0148 0.0033 0.0165 0.0035
Age 66
2000 RET 0.0320 0.0024 0.0144 0.0034
2001 RET 0.0358 0.0023 0.0191 0.0034
2002 RET 0.0322 0.0025 0.0145 0.0037
2003 RET 0.0268 0.0028 0.0143 0.0039
2004 RET & FRA (2 months) 0.0221 0.0030 0.0175 0.0038
2005 RET & FRA (4 months) 0.0145 0.0033 0.0070 0.0039
Age 65
2000 RET 0.0460 0.0022 0.0239 0.0032
2001 RET 0.0436 0.0023 0.0216 0.0034
2002 RET 0.0391 0.0025 0.0218 0.0034
2003 RET & FRA (2 months) -0.0032 0.0040 0.0045 0.0041
2004 RET & FRA (4 months) -0.0593 0.0055 -0.0291 0.0053
2005 RET & FRA (6 months) -0.1251 0.0069 -0.0544 0.0059
(Continued)

are a bit larger for those who are aged 66, but they are

still less than 3 percentage points for men and less than

2 percentage points for women. In 2005, estimated
effects are smaller for men and women aged 66 and
67, suggesting that the FRA rule change offsets the
effect from the earnings test rule change. For those
age 65 in 2000-2002, the change in the earnings test
rule increases benefit entitlement by slightly more than
3 percentage points for men and by slightly more than
2 percentage points for women. The FRA becomes the
dominant rule change in 2004 and 2005, however, as
the estimated marginal effect for those aged 65 turns
negative and as large as 12.5 percentage points for
men and 5.4 percentage points for women in 2005.

Estimated policy effects for persons aged 64 in
20002001 and those aged 63 in 2000 are small and,
for the most part, statistically insignificant. Such

results are plausible because those age groups are not
affected directly by the two rule changes (see Chart 2).
Yet estimated effects are all negative and quite large
for persons aged 62—64 in other years. A 4-month
increase in the FRA results in declines in benefit
entitlement rates for men of 1.7, 2.4, and 3.7 percent-
age points at ages 62, 63, and 64, respectively. For
women the declines are 1.5, 2.2, and 2.7 percentage
points at ages 62, 63, and 64, respectively. Following
the 6-month increase in the FRA, rates for men decline
by 3.3, 4.4, and 5.2 percentage points at ages 62, 63,
and 64, respectively, and 2.1, 3.3, and 3.5 percentage
points for women at those same ages. Those estimates
suggest that a relatively large response occurs at

age 62 and relatively small but incremental responses
at ages 63 and 64.
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Table 4.

Continued
Men Women
Marginal Standard| Marginal Standard
Year Policy effect effect error effect error
Age 64
2000 None -0.0039 0.0043 -0.0023 0.0043
2001 None -0.0060 0.0045 0.0001 0.0044
2002 FRA (2 months) -0.0207 0.0048 -0.0089 0.0046
2003 FRA (4 months) -0.0372 0.0052 -0.0265 0.0050
2004 FRA (6 months) -0.0524 0.0055 -0.0346 0.0054
2005 FRA (8 months) -0.0636 0.0058 -0.0458 0.0057
Age 63
2000 None -0.0017 0.0045 -0.0017 0.0044
2001 FRA (2 months) -0.0120 0.0049 -0.0033 0.0046
2002 FRA (4 months) -0.0239 0.0051 -0.0222 0.0051
2003 FRA (6 months) -0.0443 0.0055 -0.0328 0.0053
2004 FRA (8 months) -0.0540 0.0057 -0.0449 0.0055
2005 FRA (10 months) -0.0771 0.0060 -0.0503 0.0057
Age 62
2000 FRA (2 months) -0.0098 0.0051 0.0016 0.0048
2001 FRA (4 months) -0.0168 0.0055 -0.0149 0.0054
2002 FRA (6 months) -0.0334 0.0058 -0.0209 0.0055
2003 FRA (8 months) -0.0502 0.0061 -0.0360 0.0058
2004 FRA (10 months) -0.0697 0.0063 -0.0466 0.0058
2005 FRA (12 months) -0.0850 0.0065 -0.0726 0.0063

SOURCE: Authors' tabulations using active and inactive files of the Continuous Work History Sample, 2004; 1 percent Master Beneficiary
Record extract based on Claim Account Number; and 1 percent Master Beneficiary Record extract based on Beneficiary Own Account

Number for December 1999-2005 and June 2006.

NOTES: The dependent variable is binary: 1 if entitled by the end of each year; 0 if not entitled by the end of each year. The sample includes

those who are fully insured at age 60.
RET = retirement earnings test; FRA = full retirement age.

Following the gradual increase in the FRA, policy-
makers have asked whether people who are younger
than the FRA would change their behavior. Our results
show that the largest response occurs among those
who are at the early retirement age of 62. Additional
small but statistically significant responses are detected
at ages 63 and 64 as well.

Estimates reported in Table 5 show how the two
rule changes have affected the benefit entitlement
hazard. As seen in Chart 4, among those who have
reached the FRA a dramatic increase in the entitlement
hazard occurs right after the earnings test rule change.
The estimated marginal effects in 2000 for those
aged 66 or older range from 18 (ages 68—70) to 29
(age 65) percentage points for men and 10 (ages 68—
70) to 22 (age 65) percentage points for women. In the
succeeding years the marginal effects are small and
insignificant except for those at age 65. As expected,

the entitlement hazard also increases significantly

for those aged 66, rising 19 and 33 percentage points
for men in 2004 and 2005, respectively, and 14 and
26 percentage points for women. Persons born in
November—December 1938 reach the FRA (65 years
and 2 months) in 2004, and those born in Septem-
ber—December 1939 reach the FRA (65 and 4 months)
in 2005.

Effects of the earnings test removal in 2000 are
reflected in estimates of the entitlement hazard for
those aged 65 in 2000-2002. Estimated marginal
effects in 2000-2002 are approximately 26 percent to
29 percent for men and 21 percent to 24 percent for
women. Starting in 2003, that age group is affected
not only by the earnings test removal but also by the
gradual increase in the FRA. The estimated marginal
effect at age 65 is small and statistically insignificant
in 2003 but negative and statistically significant in
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Table 5.
Marginal effects on benefit entitlement hazard, by age and sex

Men Women
Marginal Standard Marginal Standard
Year Policy effect effect error effect error
Age 68-70
2000 RET 0.1791 0.0393 0.0985 0.0301
2001 RET -0.0262 0.0146 -0.0008 0.0160
2002 RET -0.0409 0.0126 0.0000 0.0171
2003 RET -0.0592 0.0082 -0.0235 0.0120
2004 RET -0.0627 0.0072 -0.0262 0.0112
2005 RET -0.0622 0.0075 -0.0137 0.0140
Age 67
2000 RET 0.2987 0.0506 0.1893 0.0448
2001 RET -0.0082 0.0173 -0.0203 0.0113
2002 RET -0.0366 0.0114 -0.0055 0.0160
2003 RET -0.0229 0.0138 -0.0021 0.0163
2004 RET -0.0253 0.0128 -0.0235 0.0104
2005 RET & FRA (2 months) -0.0339 0.0108 -0.0055 0.0148
Age 66
2000 RET 0.3715 0.0524 0.1708 0.0446
2001 RET -0.0357 0.0282 -0.0486 0.0152
2002 RET -0.0159 0.0318 -0.0326 0.0195
2003 RET -0.0494 0.0254 -0.0328 0.0186
2004 RET & FRA (2 months) 0.1897 0.0450 0.1428 0.0400
2005 RET & FRA (4 months) 0.3254 0.0478 0.2605 0.0465
Age 65
2000 RET 0.2871 0.0331 0.2248 0.0474
2001 RET 0.2455 0.0346 0.2112 0.0453
2002 RET 0.2577 0.0354 0.2381 0.0464
2003 RET & FRA (2 months) 0.0560 0.0453 0.0460 0.0482
2004 RET & FRA (4 months) -0.1415 0.0464 -0.1178 0.0441
2005 RET & FRA (6 months) -0.2676 0.0446 -0.1981 0.0413
(Continued)
both 2004 and 2005, indicating that the effects of the 1.3 to 1.7 for men and from 0.7 to 1.1 for women. At
gradual increase in the FRA dominate in those years. age 62 it ranges from 0.8 to 1.3 for men and 0.7 to
Estimated marginal effects in 2000-2003 are relatively 1.2 for women. The larger elasticity at age 64 than at
small for those younger than age 65. However, the age 62 is plausible because the estimated effects at
marginal effects for those aged 62—-64 in 2004 and age 64 cumulate the effects at ages 62, 63, and 64.
2005 are negative, relatively large, and statistically
significant. Concluding Remarks
We can easily derive elasticity estimates of inter- This article investigates benefit-claiming behavior
est from the estimates reported in Table 4. If all else among fully insured males and females following the
remains constant, we know the percentage change in removal of the retirement earnings test in 2000 and the

benefit amounts for all age/year groups affected by the gradual increase in the full retirement age for persons
gradual increase in the FRA. We can calculate the elas- ~ who turn age 65 starting in 2003. Although results

ticity of benefit entitlement probability with respect presented in this article are based on fairly rudimentary
to benefit amounts using our estimates on percentage before-and-after analysis and reduced form differ-
changes in benefit entitlement probability by age/year ence-in-difference analysis, we find that significant
group. The derived elasticity at age 64 ranges from responses occur in the age at entitlement around the
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Table 5.

Continued
Men Women
Marginal Standard Marginal Standard
Year Policy effect effect error effect error
Age 64
2000 None 0.0421 0.0292 0.0339 0.0293
2001 None 0.0086 0.0240 0.0144 0.0254
2002 FRA (2 months) 0.0169 0.0260 0.0095 0.0260
2003 FRA (4 months) -0.0242 0.0205 -0.0168 0.0221
2004 FRA (6 months) -0.0412 0.0183 -0.0406 0.0190
2005 FRA (8 months) -0.0359 0.0194 -0.0323 0.0205
Age 63
2000 None 0.0431 0.0366 0.0559 0.0386
2001 FRA (2 months) 0.0058 0.0315 0.0046 0.0325
2002 FRA (4 months) 0.0211 0.0344 0.0181 0.0352
2003 FRA (6 months) -0.0337 0.0287 -0.0377 0.0294
2004 FRA (8 months) -0.0558 0.0262 -0.0690 0.0261
2005 FRA (10 months) -0.0607 0.0267 -0.0531 0.0284
Age 62
2000 FRA (2 months) 0.0522 0.0468 0.0692 0.0481
2001 FRA (4 months) 0.0020 0.0425 0.0009 0.0439
2002 FRA (6 months) 0.0116 0.0451 0.0214 0.0468
2003 FRA (8 months) -0.0545 0.0409 -0.0462 0.0431
2004 FRA (10 months) -0.1087 0.0377 -0.0986 0.0405
2005 FRA (12 months) -0.1033 0.0389 -0.1066 0.0411

SOURCE: Authors' tabulations using active and inactive files of the Continuous Work History Sample, 2004; 1 percent Master Beneficiary
Record extract based on Claim Account Number' and 1 percent Master Beneficiary Record extract based on Beneficiary Own Account
Number for December 1999-2005 and June 2006.

NOTES: The dependent variable is binary: 1 if entitled by the end of each year; 0 if not entitled by the end of each year. The sample includes
those who are fully insured at age 60.

RET = retirement earnings test; FRA = full retirement age.

time that those rule changes come into effect. Several Notes

key findings stand out. Acknowledgments: The authors are grateful to Ed

First, the largest effect of the earnings test rule DeMarco, Linda Maxfield, and Susan Grad for their sup-
change in 2000 occurs at age 65. At that age, the port. Chris Moore made substantial contributions to an

earlier draft of the paper as an intern at SSA. The authors
thank Ben Bridges, Kimberly Burham, Michael Leonesio,
Scott Muller, and David Weaver for helpful comments; Bill
Kearns and Joel Packman for help with data; and Tom Solo-

rate of benefit entitlement increases by more than
5 percentage points among men and 3 percentage
points among women.

*  Second, the removal of the earnings test signifi- mon and Barbara Tyler for providing computer resources.
cantly increases the benefit entitlement hazard by The findings and conclusions in this article are those of the
more than 20 percent for those turning the FRA. authors and do not necessarily represent the views of the

Social Security Administration. The paper was prepared for

*  Finally, the response to the gradual increase in the and presented at the ISSA Research Conference held in War-
FRA occurs not only among those who are close saw in March 2007.

tﬁ t.he FII{A bu.t also among those who are close to ! See Vroman (1985), Packard (1990), and Gruber and
their early retirement age. Orszag (2003).
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2 A number of studies have analyzed how incentives
generated by Social Security program rules have affected
labor supply and earnings by exploring the earnings test
rule changes. Friedberg investigated three changes in earn-
ings test rules in 1978, 1983, and 1990. Results reported
in Gruber and Orszag (2003) for 1973—1998 and in Haider
and Loughran (2006) for 1975-2003 are identified by all
changes, including gradual increases in the test threshold in
each year. Baker and Benjamin (1999) and Disney and Tan-
ner (2002) examined the elimination of a similar earnings
test in Canada and the United Kingdom. Song and Manches-
ter (2007) examined the 2000 earnings test change using
Social Security administrative data. See Krueger and Meyer
(2002) for reviews of and references to other related studies.

3 Examples of past studies on the removal of the earn-
ings test in 2000 include Song (2006), Song and Manches-
ter (2007), Haider and Loughran (2006), and Tran (2004).
Duggan, Singleton, and Song (2005) studied the effects of
the gradual increase in the FRA using the 1 percent Social
Security administrative data, but that study focused on the
effect on the rolls of the Social Security Disability Insurance
program. Mastrobuoni (2006b) examines the labor supply
effects of the 1983 Social Security Amendments. The bud-
getary impact of the earnings test removal in 2000 has been
examined in Mastrobuoni (2006a).

4 See Social Security Administration (2005, Table 2.A29)
for a brief history of changes in the retirement earnings test.

* Note that the more moderate version of the test applied
in the year a person turned age 65 even before the 2000
legislation. However, the 2000 legislation completely elimi-
nated the test beginning with the month in which a person
turns age 65 (or FRA).

® The FRA remains at 66 for those who were born from
1942 to 1954; it then gradually increases by 2 months per
year starting with those who were born in 1955 until it
reaches 67.

" For example, a person born in 1937 (or earlier) who
claims benefits at age 62 receives 80 percent of the PIA, but
a person born in 1943 who claims benefits at age 62 receives
75 percent of the PIA (see Chart 1). Thus, the increase in the
FRA can be seen as reductions in benefit amounts (given all
else constant) that depend on the year of birth.

8 See Social Security Administration (2005, Table 2.A20)
for historical DRC values.

° For further discussion of SSA administrative files, see
Panis and others (2000).

10'We note, however, they may be indirectly affected
(for example, if the repeal of the earnings test at the FRA
affected their benefit-claiming decisions before the FRA).

1 Throughout the rest of this article, we define age to be
reference year minus year of birth. Persons who are fully
insured have enough quarters of coverage to be eligible for
old-age benefits as primary beneficiaries.

12 We have tried two alternative control groups: those
who are not fully insured and auxiliary beneficiaries. Those
results tend to overestimate effects for older age groups and
underestimate effects for younger age groups.
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