Impact of Substantial Gainful Activity Level
on Disabled Beneficiary Work Patterns

A 13-year series on earnings and gquarters of
employment for digabled workers derited from the
I-percent Continuous Work History Semple pro-
tvides wnformation to delermine whether worh wn-
centives stumulating labor-force participation are
the same for the disebled as for the retired Sev-
eral foectors could have affreted persons receiving
dreability benefils during the perwod 1960-71
changes . the earmings lerel wused to measure
substantial gamful actwily (8GA}, legislative
emendments, rising wage levels, and e Auctuating
unemployment rate The findings indicate that the
major determunant of labor force behavior on the
part of disabled beneflciaries scems to be the trial
work period, not the 8GA level

WHAT ENCOURAGES the few severely dis-
abled social security beneficiaries who work to
continue employment while in beneficiary status?
Earlier research on the work patterns of the dis-
abled beneficiary population provides evidence
that a small proportion—about 10 percent—of
those recerving benefits continue m paid em-
ployment* Low median earnings for such m-
dividuals, amounting to about $650 n 1970,
suggest a pattern of part-time, intermittent labor-
force participation Survey reports, which de-
scribe not only social security beneficiaries but
all the disabled i the United States, show that,
of those who considered themselves severely dis-
abled m both 1966 and 1969, about 12 percent
were m the labor force during both years For
those who reported themselves as being partially
disabled 1 1966 but had become severely disabled
from 1966 to 1969, labor-force participation
dropped from about 44 percent to about 12 per-

* Division of Disability Studies, Office of Research and
Statistics The author wishes to acknowledge the assist-
ance of the following colleagunes 1n the Division of
QOASDI Statisties Warren I. Buckler, Barry V Bye,
Adsh D Enis, Robert H Finch, Jr, John C Hennessey,
Rudolph E Schwartz, and Creston M Smith IIT

1paula A Franklin, “Barnings of Disabled-Worker
Beneficlaries,” Social Security Bulletin, June 1974

by PAULA A FRANKLIN*

cent ? It therefore appears that about a tenth of
the severely disabled population functions as a
marginal group i terms of gamnful employment
A very small proportion, about 2-3 percent, 1s
employed full time

What are the incentives that stimulate this
labor-force participation? The retirement test
changes 1n 1972, the need to adjust the earnings
Iimit under the disability program, and the rapid
mcreases during the 1970’s in the number of
disabled beneficiaries—together with a relative
and absolute decline 1n recovery termimations—
give answering this question a certain immediacy
The disability program includes several incentives
designed to encourage rehabilitative efforts aimed
at returning mdividuals to full-time employment
Since 1960, a trial work period has permitted the
disabled earning more than $50 a month to remain
m beneficiary status for 9 months before an
mvestigation of recovery 1s mitiated * The 1965
amendments authorized reimbursement from the
trust funds for vocational rehabilitation services
to beneficiaries believed to have the potential to
return to competitive work From 1966 through
1974, State vocational rehabilitation agencies re-
cerved about $220 million for this purpose During
fiscal year 1975, more than $80 mullion was avail-
able for such rermbursements ¢

SGA LEVEL AND THE OASI EARNINGS TEST

Another imncentive for disabled beneficiaries to
continue 1n employment may be a higher earn-

* Edward Steinberg, Work Ezxperience of the Disabled,
1866 and 1969 A Follow-up Study, (Report No 2, Dis-
ability Survey '6% Follow up of Disabled Adults), Office
of Research and Statistics, 1976

! The 9 months need not be consecutive The trial work
period does not prevent the consideration of any medical
evidence that may demonstrate recovery before the end
of the ninth month of trial work Self-employment ean
be measured as 15 hours or $50 a month In earnings One
trial work period s allowed in any one perlod of
disability

*Ralph Treltel, “Effect of Financing Disabled-Benefi-
ciary Rehabilitation,” Sociol Security Bulletin, Novem-

ber 1975
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mgs limit Increases in the exempt amount under
the earnings test for retired-worker beneficaries®
have stimulated more part-time employment,
thereby raising retirement-income levels Cur-
rently, 1t 15 possible for a retired worker to earn
as much as $230 a month, or $2,760 a year, without
losing any benefits One dollar mn benefits 1s
withheld for every $2 1n earmings exceeding that
figure, but no benefit 1s withheld for any month
m which the beneficiary earned less than the
monthly exempt amount The measure within the
disability program most comparable with the
OASI earnmgs test 1s the test of “substantial
gainful activity” (SGA), the dollar measure
mdicating economic self-sufficiency The disability
msurance program uses either of two critera
to determine recovery medwcal evidence indicat-
ing amelioration of the severity of a disability
or a return to significant employment Unlike the
OASI earmings test, which 1s determined accord-
g to provisions 1n the law, the SGA level 15
set admmstratively Historically, however, the
SGA level has been imncreased soon after the
changes 1 the OASI earnings test

The SGA level stood at $100 a month, or
$1,200 of annual ncome, until 1966, when it
was Increased to $1256 monthly ($1,500 a year)
to keep 1t abreast of rising wage levels In 1968,
the monthly amount was raised to $140 ($1,680
a year), where 1t remamed until 1974, when 1t
became $200 ($2,400 a year) Effective January
1976, the figure was increased again to $230 a
month, or $2,760 a year These fizures correspend
to changes 1n the OASI earmings test generally
mitiated about a year earlier

The purpose of the OASI earnings test for
the aged differs from that of the SGA level
under the disability program Introduced as a
means of Irmiting benefits to retired persons with
httle or no work-related income, the test dis-
courages workers from holding jobs after retire-
ment because of the potential benefit loss® For

*Under the earnings test, benefit payments for those
under age 72 are withheld, in whole or In part, accord-
ing to the amount by which the earnings exceed the
exempt amount The exempt amount 18 now determined
under the automatie increase provision of the law, which
calls for a redetermination of the need for adjustment
whenever a cost-of-living beneflt increase is established

* Kenneth Sander, The Retirement Test S8ome Pre-
liminary Findings Regarding Its Effect on Oider Work-
ers’ Earnmngs (Research and Statistics Note No 8),
Office of Research and Statisties, 1968
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retired persons aged 65-72, the change in the
exempt earnings level m 1966 had an 1ncen-
tive effect 1ncome could be supplemented through
mereased part-time employment According to a
study of the effect of the retirement test on older
workers’ earnings, “When compared with those
for 1963, the 1966 distributions exhibited sub-
stantial changes mn the earnmgs mtervals around
the new and old annual exempt amounts . .
almost no part of the observed 1965-66 changes
m the two intervals can be attributed to the
higher general earnings level 1n 1966 ” 7 Although
raising the exempt amount did increase work
meentives for retired workers, the study shows
that the provision under which $1 in benefits
was withheld for each $2 of earnings above the
exempt amount probably had a disincentive effect
Apparently, the small mncrease in disposable n-
come 1s not worth the “cost” in forgone leisure
tiume

What similarities are there between the two
beneficiary populations, the retired aged 65-72,
and the disabled under age 65, mn terms of
their labor-force participation? Ihd the 1966
and 1968 SGA changes affect the earnings levels
of the disabled? Is the SGA level an incentive
to part-time work for the disabled beneficiary
as the retirement test 1s for the old-age bene-
fictary? To what extent does the SGA level
encourage the disabled beneficiary to bridge the
gap from part-time to full-time employment,
from benefit status to recovery and termination
of benefits?

EARNINGS DISTRIBUTIONS FOR 12 YEARS

To answer these questions, a speeial tape
was derived from the 1-percent Continuous Work
History Sample (CWHS) covering 12 consecutive
years, 196071 It contained data on all disabled
workers m beneficiary status on January 1 of
each year®

The data for this period reveal a general pat-
tern of labor-force participation for disabled
beneficiaries that 13 remarkably consistent Earn-

T Kenneth Sander, The Effects of the 1966 Retiremeni
Test Changes on the Eermngs of Workers Aged 65-12
{Research and Statisties Note No 1), Office of Research
and Statistics, 1970

" For further description of the source of the data,
see the Technical Note, page 28
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TABLE 1 —Earmngs of disabled-worker beneficianes with benefits 1n current-payment status for entire year, 1960-71

Amount of earnings 1860 1961 1962 1963 1964 1965 1666 1967 1968 1969 1970 1971
Total number, . - | 345,100 | 550,000 | 649,300 | 720 800 | 819,000 | 892 700 | 990,500 | 1,066,600 | 1 143,800 | 1 250 200 | } 333 300 { 1 458 800
Total percent.. - - 100 0 100 0 100 0 100 0 100 0 100 0 100 ¢ 100 0 100 0 100 0 100 0 100 ¢

Without earnings .. - 943 93 0 92 2 92 & 926 812 89 4 806 801 83 6 89 7 90 8
$1-699 __ - - - 36 45 51 45 45 490 57 54 &4 &5 48 45
800-1,199 . e . - 8 12 13 13 13 17 22 23 22 22 21 18
1 200-1 499 - - - 4 3 3 4 3 3 7 [ 8 B 7 5
1600-1 679 ... ... - 1 1 - 2 1 2 2 4 3 4 4 3
1,680-2 399 - 3 41 . 3 3 3 b 7 6 k] ) 8 7
2 400-3 599 - - - 4 2 3 E:] 4 5 4 5 5] 8 T 5
3,600 or more - 3 3 ] 3 i1 5 7 L] i 9 8 ']
Medlan earnings? . 378 [555] 2845 & 8408 8454 8512 2536 8815 8848 $665 013
f )
Percent
‘With earnings . - - 57 70 T8 78 74 38 10 6 10 4 10 9 114 103 92
With earnings above SGA
level? - - 18 13 14 17 18 22 20 21 22 25 23 21
Percent with earnings above
8GA level as percent of all
those with earnings_... 26 3 186 17 % 227 216 250 159 20 2 201 219 223 228

1 Median of those earnings calculated on the basis of the $50 intervals of the
entire distribution, not on the earnings intervals shown here

mgs frequencies of those workers in disability
status for an entire year indicate that the earn-
mgs distributions and the median do not cluster
around the SGA level (table 1) ® Instead, the
largest percentage of those earnings remain n the
lowest earnings interval, under $600, the second
largest percentage 15 in the range from $600 to
$1,200 Medians for the 12-year series vary from
$333 to $665 The disabled-beneficiary population
does not respond to the SGA level as the retire-
ment beneficiaries respond to the earnings test
The labor-force participation of these bene-
ficiaries, however, was not completely consistent
from 1960 to 1971 Beiween 1964 and 1966,
shifts occurred 1 the proportion of the beneficiary
population with earnings and among those earn-
g above the SGA level Three percent more
beneficiaries worked 1n 1966 than in 1964 About
% of 1 percent more had earnmngs exceeding
the SGA level in 1965 than did so 1n 1964 Yet
the proportion of disabled beneficiaries with earn-
mgs decreased more than 2 percent from 1969
to 1971, a period of economic recession To what
extent did the changes ;n SGA level during 1966
and 1968 affect the variation in labor-market par-
ticipation during the mid-1960’s? To answer that

®The frequency totals from the l-percent CWHS, in-
flated to 100 percent in table 1, represent those in dis-
abled-beneficiary status for the entire year To prevent
the confounding of earnings before entitlement to benefits
and after benefit termination with those accumulated
while the worker was receiving benefits, only those per-
sond in dizsability status on January 1 of 2 consecutive
years were Iincluded in the year’s total in table 1
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185G A earnings level 1060-88, §1 200, 1966-68, $1,500, 1968-75, $1 880

question, 1t 1s first necessary to dlsentan}gle the
immpact of administrative changes in the SGA
level from other program influences that also
might explam the mnor fluctuations

OTHER PROGRAM INFLUENCES

Some factors m addition to the SGA level
that probably have affected the employment
behavior of beneficiaries are illustrated in table
21 Major legislative developments i 1960, 1965,
and 1967 changed the composition of the dis-
ability population Begmmnmg m 1960, benefits
were made avatlable to persons under age 50 The
definition of disability became less strict i 1965,
when 1t began to mclude those with 1mpairments
expected to last 12 months rather than indefinitely
or expected to result i death Revisions 1n
msured-status requirements m 1967 permitted
more workers under age 31 to become eligible
for benefits As a result, between 1965 and 1968,
the beneficiary population expanded 31 percent
to include more young persons The young bene-
ficlary 1s more hkely to be employed than the
older beneficiary ' The 1960 amendments estab-
Iishing the trial work period and the 1965 amend-
ments providing for vocational rehabilitation
services might be considered more effective work
meentives than the SGA level

" Estimated totals are for all beneficiaries in current-
payment status at the end of the year
“Paula A Franklin, op cit, page 18
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Economie conditions, the availability of work,
and rising wage levels are confounding factors mn
unraveling the significant determinants of dis-
abled beneficiary labor-force participation In
addition, the data on earning frequencies i table
1 do not ndicate whether the same beneficiaries
are working year after year or whether the fairly
consistent participation percentages represent
many beneficiaries entermg and then leaving the
labor force

Also needed are answers to new questions that
arise from an examination of table 1 Why 1s
the median earnings level so low? Why do four-
fifths of the working disabled-beneficiary popula-
tion earn at levels far below the GSA level? Since
the SGA level appears to have hittle effect on the
dollar amount most employed beneficiaries earn,
what 18 the determining mechamsm that controls
the degree to which this mmority supplements
benefits through part-time or mtermittent work?

TanLE 2 —Some major influences on persons in the disabihity
msurance program, 1960-71

Factors influencing persons with beneflts
Number
with Economy
benefits in
Yeoar current-
payment Changes in | Unem
status at {Legislative action| sdministrative | ploy Me-
end of regulations ment | disn
year! rate 8arn
(per | ings?
cent)?
1860 455 371 | Apge 50 Umit . - 56| $28H
removed, §
month trial
work period
{nstituted
1961 - 618 075 " . 87 , 838
1962 740,887 F— - 54 3,058
1963 BZ7T 014 | . - - 57 3 149
1064 . 894,173 52 3 208
1965 . 988,074 { Disability defl- - 16 3,414
nition broad
ened voes-
tional reha
bilitation
pervices
authorized
1966 1,097,190 | . . .. . .| BGA earnings 30 3,568
level
raised
from $100
to $125
1967 . _ | 1193120 | Insured-status . .. 38 378
require-
ments re
duced for
workers
glnder age
1968 .. 1,205 300 e - - . -|BOA earnings 36 3,845
level
ralsed
from $125
to $140
198 _ _ 1,304 291 - .- —- . 35 4173
1970 1,492,048 . e . . - 490 4,370
1971 . 1,647,684 - - - e 4 603

3 Social Security Bulletin, Annual Statistical Supplement, 1974, table 53
* Hondbook of Lahor Statisiice, 1973 Departent of Labor, table 65
¥ Social Security Bulletin, Annual Statistieal Supplement, 1974, table 37
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TRANSITION MATRICES

To separate the differential impact of the popu-
lation defimition change, population age change,
and the introduction of the various work incen-
tives—agamnst the background of the rapid
growth of the program and the fluctuating un-
employment rate—the analytical approach chosen
regards the problem as one of measuring shocks
to a system, the shocks of change The switching
pattern, from unemployment to employment and
vice versa, was set up as a sertes of transition
matrices to measure the probability of labor-
force attachment

The analytic technique assumes that examming
a characteristic of an individual for change over
a period of time has a limited number of possi-
bilities or states For this analysis of disabled-
worker labor-force participation, three states
defined the major elements of the process no
employment, indicated by no quarters of coverage
during the year, lhittle employment, meagured by
1 quarter of coverage; and substantial employ-
ment, defined as 24 quarters of coverage A
subsample from 1961 to 1971 was selected from
the special 1-percent CWHS tape of disabled
beneficiaries Men under age 55 and those aged 55
and over who had had at least two complete, con-
secutive years in beneficlary status comprised the
two groups large enough to support a detailed
analysig 1*

Y The structure 13 similar to a Markov chain model,
widely used in analyzing socloeconomic mobility The
classical Markov model is based on a panel study, follow-
ing the movement of the same people over a perlod of
time This study, a longitudinal, cohort model, traces
the same characteristic deflning a changing group of
people Each transition matrix spanning a 2-year period
uses the same cohort Though the cohorts represented by
the various matrices are not composed of the identical
persons throughout 1961-71, considerable overlap be-
tween biyearly disabled beneficiary populations may
exist For mathematical development, see John € Hen-
nessey and Barry V Bye, A Ianear Algebra Approach
to Nonstationary Markoy Chamngs and Markov Ckain
Models of Consumer Behavior—A New FLook al the
Causative Matrie (unpublished papers, 1975), avallable
from the Division of Disabllity Studies, Office of Re-
search and Statisties

¥ The sample selection necessary for the transition
matrix gnalysis limits the study group tfo long-term
beneficiaries who have been in the program for more than
2 years Eliminated are shori-term beneficiaries—those
who became entitled and had their benefits terminated
in the same year and those entitled in 1 year who
experienced benefit termination in the next



For each year, all workers i the subsample
were checked to see how many quarters they
worked m the given year and the year before
From this data the transition matrices were con-
structed for each 2-year period, 1961-71 Hon-
zontal percentages, obtained from each nme-cell
matrix and displayed in table 3, illustrate the
switchmg patterns of both younger and older men
i each of the three states of labor-force partic-
pation none, hittle, and substantial

The overwhelming majority of men not i the
labor force 1n a given year remained out of 1t
during the following year, indicating a great
stability in behavior over the entire period re-
gardless of changes 1n lemslation, SGA level,
economic conditions, and any other factors A
very small number, about 2 percent, of those
under age 55 worked a hittle during the second
year There 1s a slight variation i the switch-
g patterns of those who attempted substantial
employment after being unemployed during the
previous year

Among those who worked a little during the
first year, less than a sixth continued in the
same state (one quarter’s employment) the follow-
g year Although the percentage varied con-
siderably from 1961 to 1971, about a fourth
attempted substantial employment during the
second year, while the majority dropped out of
the labor market altogether Generally, those who
were substantially employed during the first year
either continued 1 substantial employment during
the second or dropped out of employment com-
pletely Only azbout a sixth of those under age
55 and about a twelfth of the older disabled
workers chose the intermediate alternative of
working a little

These switching patterns indicate that there
1s movement 1n and out of the labor market,
especially among those who are still minimally
employed Change from year to year 1s consider-
able, and the responses of biyearly pairs vary

¥ Any analysis based solely on mex and age is an
overgimplistic way of approaching the complex relation-
ship between chronic illness and employment Factors
such as type of physical or mental handieap, geographic
location, socloeconomic status, occupational training,
famlily structure, and individual capaclty combine in a
differential impact unmeasurable with this study's data
The nonhomogeneous character of the disabled bene-
fielary population contributes to the fluctuations or
nonstationarity of the transition matrices
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substantially over a period of time 'Although the
transition matrices reveal the proportion of the
disabled population moving 1n and out of the
labor force and establish that considerable move-
ment takes place for those with some attachment,
the problem of disentangling the incentive effects
of various factors on the movement remains

CAUSATIVE MATRICES

Tentative answers emerge from the data after
the use of a cansative matrix-computer stmulation
—a further methodological application of con-
cepts borrowed from the nonstationary Markov
cham process** A causative matrix, mathemati-
cally computed from the switching pattern be-
tween each pair of transition matrices, can be
considered to contain some quantified measure of
how the real world forces are changing the switch-
ing patterns from year to year A smmulation pro-
ducing the ultimate effect of the causes affecting
the switching patterns 1s built by repeated ap-
plications of the causative matrix This computer
procedure extends the impact of causes operating
within a limited time period as 1f they could con-
tinue 1n the same direction until the end result 1s
established The number of repetitions gives an
indication of the strength of the factors active 1n
the causative matnix, an estimate of the time 1t
would take for the ultimate effect to oceur,

Chart 1 shows the results of the effect of the
forces, within each 2-year period, pushing bene-
ficiaries toward substantial labor-force participa-
tion ** Tt also reveals the estimated proportion of
beneficiaries who would be working substantially
after the repeated application of the causative
matrix had reached 1ts mathematical limats

The causes have a differential 1mpact on six

* See John C Hennessey and Barry V Bye, op cit,
and Barry V Bye and Paula A Franklin, Lebor Forece
Motlity of Disabled Workers' A Methodological Ap-
proach, paper presented at the l-percent Continuous
Work History Sample Users Conference, Social Security
Administration, May 1976

The conclusions drawn from the causative matrix
simulation are based not only on the tendency illustrated
in chart 1, but on the pattern, the shape of the limits
of the R** matrix, and the ultlmate outcome of each
reiterated causative matrlx For a detailed examination
of the limiting matrices alluded to above and further
analysis, see Barry V Bye and Paula A TFranklin,
op cit
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CHARr 1 —Ultlmate effect of forces affecting labor-force participation?

Time to achieve effect

Not working Working little Working substantially (years)
Qut of Substantial Qut of Substantlal Outof Substantial | Under Aged 55
Year laber force work labor force work labor force work age 55 and over
o 2 4 8 8 160 2 A 6 10 2 4 ] 8 1
1961-63 2/ 25
1962-64 17 7
1963-65 12 17
1964-66 16 o
1965-67 28 7
1966-68 " _g( 4 8 ;

1967-69 33 48
1968-70 20 23
1969-71 2/ ]

1 The biyearly points represent the ultimate probability—by
deflnition between zero and one—of switching into substantial
work in the second year given the labor force status nt the be
ginning of the period The computer slmulation estlmate assumes
the period s causal impact could be held constant and extended

groups of workers—men under age 55 and those
aged 55 and over in the three defined categories of
no, little, or substantial employment Each of
these groups varies i the amount of response and
the time of response to reach the ultimate limit
to the causes affecting switching patterns for
each pair of years

The computer simulation shows that the forces
operating 1n the 1961-63 period resulted m 1n-
creased labor-market participation by the younger
workers 1n all three states From a look at table 2,
it appears that the 1960 amendments adding
younger beneficiaries to the program coverage and
providing for a trial work period were having an
1mpact

For the remamder of the 12-year period, hittle
seems to have affected those out of the labor mar-
ket, whatever their age The simulation for
1962-64 shows that many withdrew from employ-
ment after they had worked a Little This finding
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to its mathematical limits

2 Hteady etate movement extremely slow

8For n discussion of the muathematical structure of the
matrices in thiy time frame, gee Barry V Bye and Paula A
Franklin, op et

suggests that the trial work period may have
stimulated them to try to reenter the labor market
but that within 3 months the attempt could no
longer be sustained The model indicates that the
most rapid 1mpact was registered by forces in
play from 1963 to 1965, especially for those sub-
stantially employed

The trial work provision, which affected every-
one already 1n the program as well as those newly
entitled to benefits, may have had a greater 1m-
pact during the first few years after 1ts enactment
than subsequently, when many beneficiaries would
have exhausted their trial work entitlement Tt 18
difficult to estimate the lag time between new pro-
gram provisions and their utilization by a sigmfi-
cantly large group of eligible persons, and to
differentiate between the 1mpact of two provisions
enacted at the same time

These thrusts toward substantial Iabor-market
participation occurred before the 1965 legslative



changes 1n the disabihity program (1) The broad-
enmg of the definition of disability to include less
severely casabled individuals, which changed the
beneficiary population to one more likely to re-
cover, and (2) the provision for rexmbursement of
vocational rehabilitation services, which 1n most
States was implemented some time after 1966

In the 1964-66 and 1965-67 periods the move-
ment swung back toward withdrawal from em-
ployment by those under age 55 who were sub-
stantially employed A smmilar, less pronounced
response occurred for those working a little,
which suggests that the forces in the early 1960's
created a greater Jabor-force response than those
n the mid-1960’s

The simulation shows a second period, 1967-69,
when beneficiaries pushed toward greater labor-
force participation The forces moved with much
less speed, taking a projected 3 3 years to reach
their ultimate effect, compared with a projected
12 years for the 1963-65 period The period
1967-69 comcides with the 1967 amendments,
which reduced the insurance requirements for
workers under age 31 and made more younger
workers eligible for the disability program

A comparison of table 2 with chart 1, which
alme the different classes of influences on the dis-
ability program, reveals that the causative matrix-
simulation model analysis tends to corroborate
data 1n table 1, suggesting that admimstrative
changes 1 the SGA level 1n 1966 and 1968 dud
not have an incentive effect on labor-force par-
ticipation Adjustments to keep abreast of the
steadily rising wage rate failed to attract benefi-
ciartes back to employment Movement m and out
of the labor force by those already 1n beneficiary
status did not coimncide with the gradual mcrease
or decrease 1n the unemployment rate during the
period, suggesting that availability of work may
also not be the major determinant of the disabled
beneficiary’s labor-force attachment **

¥ This disenssion of findings refers only to beneficiaries
earming while receiving disability benefits The relation
between the unemployment rate and the application rate
for disability benefits is discussed in Mordechal E Lando,
“The Effect of Unemployment in Application for Dis-
ability Insurance,” in 1974 Business and Economiwo Sta-
tistice, American Statistical Assoeiation, and John C
Hambor, Unemployment and Disablity An Econometric
Analysie With Tune Sertes Data (Staff Paper No 20),
Office of Research and Statistics, 1975 The effect of the
unemployment rate on recovery for reason of BGA is
not yet known
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DETERMINANTS OF LABOR-FORCE ATTACHMENT

An 1mportant control appears to be the legsla-
tive structure of the program itself Three times
during the dozen years under examination, the
size, composition, and incentives of the disabled
benefictary population changed The causative
matrix simulation accelerated and exaggerated
the labor-force response 1n biyearly units to allow
estimations of the impact of the various program
changes Among male beneficiaries, results mndi-
cate that, though opening the disabihty program
to younger persons (under age 50 1mn 1960) and
then still younger ones (under age 31 1 1967)
may have influenced the thrust toward increased
employment from 1963 to 1965 and from 1967 to
1969, a more 1mportant mechanism may well be
the trial work period, especrally for younger men
already working substantially More beneficiaries
moved toward substantial employment attempts
1n the years following the inception of the trial
work per1od, and the availability of rehabilitation
services 1 the latter part of the period may have
stimulated 1ts use Possibly, an imteractive effect
between the various incentives available to the dis-
ability beneficiaries 1s present

Close examination of the choices generated by
participation 1n the trial work period adds dimen-
sion to the data presented 1n this study A pro-
found difference between the QASI earnings test
and the disability SGA level arises from the reg-
ulations governing each If a retired beneficiary
earns more than the exempt amount under the re-
tirement test, his benefits are reduced or sus-
pended for a month, but he remains eligible for
benefits For the disabled beneficiary, however,
earning more than the SGA level for 9 months
leads, mn all ikelihood, to benefit termination To
become reentitled 1s, at best, a time-consuming
task, 1f reapplication does not lead to demal The
risk, or cost, to the retirement beneficiary 1s thus
temporary and minimal, to the disabled benefi-
clary, it 1s high and perhaps irrevocable Once the
trial work.period has begun, the disabled benefi-
ciary 1s confronted by a decision Should he con-
tinue working, or stop to avoid the probability of
leaving the rolls? What course 15 the most benefi-
clal economically? Table 8 indicates that many
choose to withdraw from all employment.

Fvery disabled beneficiary 1s informed of the
amount of earnings allowed 1n a month before 1t

SOCIAL SECURITY



TasLe 3 —Labor-force participation patterns of men under age 55 and aged 55 and over, 196171

Men with no work in Men with little work 1in Men with substantisl work * in
first year of pair firat year of palr first year of pair
Year In second year, percent with— In second year, percent with— In second year, percent with—
Total Total Total
' number nhumber number
Little | Substan Little | Bubstan- Littls {Substan
No work | work tial Nowork| work tial No work| work tfal
5 wotk work work
) Under age 5§51
196162 .| 182,500 97 2 1 5,000 il 18 14 8,800 47 12 41
1962-63 - - 162 600 96 2 2 5 700 65 12 23 9 100 51 14 35
1963-64 I, 183 800 94 2 2 7,700 [il 14 21 8 BOO 40 19 41
196485 205 000 95 2 3 7 600 59 17 24 19 300 26 17 &7
1965-66 - 219,200 93 3 4 9,800 51 20 29 14 000 32 13 35
196667 R 231 000 95 2 3 13,800 64 9 27 19 700 3 20 49
1907-68 247 D00 95 2 3 11 600 58 17 25 19,200 37 12 51
196869 _ - - 257,100 85 2 3 12 500 &6 17 7 23 100 a3 10 57
1969-70 _ 285 000 o6 2 2 15 500 71 13 18 25 800 M 13 LX)
1970-71 R - 314,300 87 2 1 15 300 69 13 18 28,200 42 10 48
Mean - 95 8 L 24 - 62 8 148 224 . 578 14 87
Aged 55 and over

1961-62 - 198,500 98 1 1 4 600 74 11 15 §,200 M 8 58
1962-63 - . 224 400 68 1 1 4 000 80 10 10 1 700 43 ] 48
1963-64 - - - | 257400 .|, 1 1 5 500 64 13 23 8 800 47 ] 48
195465 . . - . - 276 700 08 1 1 5,000 46 16 18 9,800 28 8 54
1965-66 303,300 97 1 2 7100 85 14 21 11,960 42 3 &5
1966-07 - 321 600 68 1 1 8 800 68 13 19 18 300 a8 B 54
1967-68 347 600 o7 1 2 10,400 6 15 18 19 200 38 B b4
196569 369 100 o7 1 2 11,000 2] 10 22 23,800 36 7 58
1969-70 . 389 000 o8 1 1 12 100 71 12 17 27 400 41 10 49
1970-71 - 424,400 68 1 1 11 800 w 14 9 24 200 42 ] 80
Mean - sy I sl - . 89 8 £ 8 My - - 89 8 74 52 8

! Little work is defined as work in 1 quarter, substantial work as 2-4
quarters

15 credited toward the trial work period To keep
1t within this mmmmum, supplemental income
might safely be in the range of $500-$600 a year
Examination of the medians 1n table 1 shows that
about 5-10 percent of the entire disabled benefi-
clary population worked to supplement therr
benefits, but these earnings remamed m the $500-
$600 mcome range From 1 to 2 percent of the
beneficiary population continued to work at an
earmngs level that could lead to termination

PROGRAM IMPLICATIONS

A small proportion of disabled beneficiaries at-
tempt to return to work every year Among these,
many subsequently withdraw, remaming 1n bene-
ficiary status A computer simulation designed to
estimate the effect of various types of influences
suggests that the legislative structure of the pro-
gram may be the strongest determinant of benefi-
ciary behavior Therefore, 1f program objectives
are to encourage disabled beneficiaries to maintain
some marketable skills, to 1mprove the adequacy

BULLETIN, AUGUST 1976

3 Bampling varlability estimates are obtained by using the number base
and percentages show in table II {n the Technical Note

of their famly 1ncome, to sustain personal self-
esteem, and to decrease economic dependency,
more part-time work might be stimulated by rais-
ing allowable earnings to $100 or $125 a month
before a trial work period 1s inrtiated A higher
mimmum earnings level would thus be permitted
without jeopardizing beneficiary status

If the work incentives under the program are
intended only to encourage beneficiaries to seek
full-time work and eventually have their benefits
terminated, then the relationship between current
benefit levels and potential labor-market earnmgs
assumes i1mportance The 1966 Social Security
Survey of the Disabled reports that the effect of
severe disability upon those who could not work,
or could only work a little, was overwhelming
throughout the US population “Severely dis-
abled men were most adversely affected, almost 3
out of 5 had no earnings in 1963, and half of the
employed earned $700 or less 18

Occupational data from the 1969 follow-up sur-

¥ Gee Gertrude T, Stanley, Work and Eaernings of the
Disabled (Report No 17, Social Security Survey of the
Disabled 1066), Office of Research and Statisties, 1971
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vey of disabled adults show that, among those
who remamned severely disabled or who became
severely disabled, the proportion of persons em-
ployed origimally as laborers and as service and
private household workers was much higher than
1t was for persons in other vocational categories
The recovery rate was higher at the other end of
the occupational spectrum among professional
and technical workers, managers, oflicials, and
proprietors **

There appears to be less of an 1ncentive to re-
turn to low-paying occupations requiring medium
to heavy labor Earnings may not substantially
increase mcome for some beneficiaries The aver-
age amount recelved by disabled-worker benefi-
claries 1 July 1975 was $224 32 a month In addi-
tion, since 1974, a pertod not covered by the study
data, those entitled to benefits for 24 months are
covered by Medicare Medicare protection does not
resume automatically upon reentitlement but re-
quires another 2 years of entitlement To elimi-
nate any possible dismcentive effect of this provi-
sion, proposals to eluminate the waiting period
follow ing reentitlement are under consideration

At best, the disability program assures a bare
subsistence living level for severely disabled bene-
ficiaries The fear of economic destitution possibly
pushes the beneficiary who works toward the cau-
tious, low-risk option 1n labor-market choices
Currently, the disincentives may outwergh the m-
centives to return to the full-time labor force for
some of the very small proportion of disabled
beneficiaries 1n substantial employment The low
level of earnings credited toward trial work may
also keep others from returning to substantial
part-time employment Program designers m the
1960's were mainly concerned with providing ade-
quate benefit levels for the severely disabled, the
vast majority of whom cannot work, rather than
with the work 1neentives incorporated 1n the pro-
gram Medical recovery, probably, rather than
return to full-time work with a disabling condt-
tion should be the major expected reason for ter-
mnation of benefits The results of this study
suggest that raising the disabihty program earn-
ings limit—the SGA level—will not 1ncrease work
attempts by beneficiaries All program work in-
centives seem to have limited effect

# See Edward Stelnberg, op c¢it, page 8
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Technical Note

The Social Security Administration’s 1-percent
Continuous Work History Sample 15 derived
from the reporting and mformational forms and
records used 1in adminmistering the old-age, survi-
vors, disability, and health insurance program
Data on age, sex, and race are obtammed from the
employee’s application for a social security num-
ber Data on the amount of earnings and length
and type of employment are derived from the re-
port forms submitted by employers and self-
employed persons Beneficiary claims data are ob-
taned from the Social Security Administration
master beneficiary record The sample design 1s a
stratified cluster probability sample of the popu-
lation of possible social security numbers 2°

Estimates based on samples can be expected to
differ from figures that would have been obtamed
if all, rather than a sample, of the records had
been used for the compilations The standard
error 15 a measure of samplng varability The
chances are about 68 out of 100 that the difference
due to sampling variability between a sample est1-
mate and the figure that would have been ob-
tamned from a compilation of all records 15 less
than the standard error The chances are 95 out
of 100 that the difference 1s less than twice the
standard error The standard error of an estimate
depends on the sample design elements such as
the method of sampling, the sample size, and on
the estimation process

Table I shows the approximate standard errors

® For a more detailed discussion of the sample design
and size, sampling variability, and sources of monsam-
pling variability, see Earnings Distribution of the United
States, 1969, Appendix B, Office of Research apnd Sta-
tistics, 1975

TasLe I —Approximate standard errors of estimated number
of disabled-worker beneficiarnes

QOne
Estimated number standard

error
1,000 __ - . e - — 300
2 500... - .- . - ues e . 500
5 000, . . .- . 700
7 500_.. - - - - - - 800
10 000...... - . . - . .- - . 1,000
25000 ... - . . . . . - . 1 600
&0 0ON. .. - - - . . - . - 2 200
75 000_._. e e . - - .- - 2 800
100 000... - - e we = = os . . 3 200
250,000, .. + & e - - - - . . - 5 000
500 000 . . - - . e e - - - 7 000
FE50 000 .. .. . -—-— - - - 4,060
1,000,000 .. - - ce e e e - - . 10 000
2 500,000... . - - - - - - e . - 16 000
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for numbers of persons, and table II the approxi-
mate standard errors for percentages of persons
with a given characteristic The rehability of an
estimated percentage depends on both the size of
the percentage and on the size of the total base
population The standard errors in the body of
table IT are expressed 1n percentage pomnts Stand-
ard errors for percentages and bases not shown m
the table can be obtaned by lmear interpolation

The approximate standard error on differences
of percentages, P1-P2, over time can be obtained
by

SEpip: = SQRT [(SEp;)? -+ (SEp;)?]

Standard errors obtained by means of this ap-
proximation are likely to be conservative (biased
high) since the estimates are obtained from over-
lapping samples with presumed high positive cor-
relation

TasLe II —Apﬁrommate gtandard errors of estimated per-
centages of disabled-worker beneficiaries

Estimated percentages
Bize of base
2or98 | Sor9s | 10or90 | 250r7s 50
2 500 - - 28 44 60 B7 100
& 000 - 20 31 42 61 71
7 500 - - 16 26 345 50 58
10 000 . 14 22 30 43 50
25 000 - P [ 14 19 27 32
50 000 8 10 13 19 22
75 000 .. & 8 11 186 18
104 000 — - 4 7 10 14 1@
250 000 - o 3 4 ] ] 10
500 CO0 - - 2 3 4 [ 6
50000 . ... . . 2 3 4 5 ]
1,000 000 I3 2 3 4 5
2 500,000 . . 1 1 2 3 3

The sensitivity of the causative matrix analysis
to samphng variability 18 unknown at the present
For further discussion of this issue of stability,
see the Bye and Franklin study cited earler

Notes and Brief Reports

Questions on Social Security and the
Future Work Force*

The effects of the social security program on
retirement behavior 18 of growing interest This
mterest 15 stimulated by long-range cost projec-
tions of the social security program that show a
dramatic increase m the ratio of the retired to the
working-age population early in the next century
That merease reflects the aging of the post-World
War IT “baby boom” cohort and the sharp birth-
rate decline that has occurred in recent years The
projected rise in the workers’ tax burden to sup-
port a growing retrred population 1s a source of
concern Policies to encourage older workers to
remain 1n the labor force were discussed by the
1975 Advisory Council on Social Security as a
way to alleviate the long-run higher cost The re-
tirement policies of the social security program
are berng examined i this context

The article on retirement patterns on page 3 of
this 1ssue documents the rise mn the retirement rate
(measured both by labor-force withdrawal and
by the number of older persons receiving retire-

* Prepared by Virginia P Reno, Division of Retirement
and Survivor Studies, Office of Research and Statistics
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ment benefits under the social security program)
m the past 25 years The author summarizes re-
search 1n the past decade that shows voluntary
retirement 18 becoming more common and that
level of retirement income, job satisfaction, and
health are key factors in the retirement decision

The rising retirement rate coincided with the
expansion of coverage under the social security
program 1n the 1950%, imntroduction of early re-
tirement options {in 1956 for women, 1961 for
men), and benefit increases enacted m the late
1960’s and early 1970’s The avarlabihty and the
level of retirement benefits, ;n conjunction with
supplemental pension income, have undoubtedly
influenced the retirement rate and contributed to
the rise in voluntary retirement

Unt1l recently, these trends might have been
cause for optimism Policies designed to improve
the economic well-being of the aged and to mtro-
duce an element of choice in the retirement deca-
ston were having the intended effect The wisdom
of continuing these policies, however, 1s now being
questioned

Rising costs were gpotlighted in projections of
the social security program, and ways to reduce
costs are being sought To slow down or reverse
the rising retirement trend, modification of social
security pohicies that accompanied the trend are
bemng considered A logical alternative to the
early-retirement option would be to postpone the

29



