
Social Security 
Bulletin

Social Security

Vol. 73, No. 1, 2013

IN THIS ISSUE:

 ` Mortality Differentials by Lifetime Earnings 
Decile: Implications for Evaluations of Proposed 
Social Security Law Changes

 ` Modeling Behavioral Responses to Eliminating 
the Retirement Earnings Test

 ` Linking Youth Transition Support Services: 
Results from Two Demonstration Projects

 ` Psychosocial Factors and Financial Literacy

 ` Effects of Employer-Sponsored Health Insurance 
Costs on Social Security Taxable Wages



The Social Security Bulletin (ISSN 0037-
7910) is published quarterly by the Social 
Security Administration, 500 E Street, SW, 
8th Floor, Washington, DC 20254-0001. 
First-class and small package carrier 
postage is paid in Washington, DC,  
and additional mailing offices. 

The Bulletin is prepared in the Office of 
Retirement and Disability Policy, Office 
of Research, Evaluation, and Statistics. 
Suggestions or comments concerning 
the Bulletin should be sent to the Office 
of Research, Evaluation, and Statistics at 
the above address. Comments may also 
be made by e-mail at ssb@ssa.gov or by 
phone at (202) 358-6267.

Paid subscriptions to the Social 
Security Bulletin are available from the 
Superintendent of Documents, U.S. 
Government Printing Office. The cost of a 
copy of the Annual Statistical Supplement 
to the Social Security Bulletin is included 
in the annual subscription price of the 
Bulletin. The subscription price is $56.00 
domestic; $78.40 foreign. The single 
copy price is $13.00 domestic; $18.20 
foreign. The price for single copies of the 
Supplement is $49.00 domestic; $68.60 
foreign.

Internet: http://bookstore.gpo.gov 
Phone: toll free (866) 512-1800; 
 DC area (202) 512-1800 
E-mail: contactcenter@gpo.gov 
Fax: (202) 512-2104 
Mail: Stop IDCC, Washington, DC 20402

Postmaster: Send address changes to 
Social Security Bulletin, 500 E Street, SW, 
8th Floor, Washington, DC 20254-0001.

Note: Contents of this publication are not 
copyrighted; any items may be reprinted, 
but citation of the Social Security Bulletin 
as the source is requested. To view the 
Bulletin online, visit our website at  
http://www.socialsecurity.gov/policy.

The findings and conclusions presented in 
the Bulletin are those of the authors and 
do not necessarily represent the views of 
the Social Security Administration.

Michael J. Astrue
Commissioner of Social Security

David A. Rust
Deputy Commissioner for Retirement 
and Disability Policy

LaTina Burse Greene
Assistant Deputy Commissioner 
for Retirement and Disability Policy

Manuel de la Puente
Associate Commissioner 
for Research, Evaluation, and Statistics

Division of Information Resources
Margaret F. Jones, Director

Staff
Karyn M. Tucker, Managing Editor
Jessie Ann Dalrymple
Karen R. Morris
Benjamin Pitkin
Wanda Sivak

“Perspectives” Editor
Michael Leonesio



Social Security 
Bulletin Vol. 73, No. 1, 2013

Social Security Administration
Office of Retirement and Disability Policy

Office of Research, Evaluation, and Statistics





Social Security Bulletin, Vol. 73, No. 1, 2013 iii

Social Security Bulletin
Volume 73 ● Number 1 ● 2013

Articles

1 Mortality Differentials by Lifetime Earnings Decile: Implications for Evaluations of 
Proposed Social Security Law Changes
by Hilary Waldron

Under current law, the link between earnings and benefit levels and the equal application of 
age-of-entitlement rules, regardless of earnings levels, means that a worker is never penalized 
for additional work or thrift. This article finds that the Social Security–insured population 
does not fall neatly into a low-earnings poor health group and a remaining good health group. 
Attempts to target a subset of badly disadvantaged workers by altering the benefit rules that 
apply equally to everyone could both miss the intended target and introduce work disincen-
tives into a program currently designed to reward work.

39 Modeling Behavioral Responses to Eliminating the Retirement Earnings Test
by Anya Olsen and Kathleen Romig

The retirement earnings test (RET) is an often-misunderstood aspect of the Social Security 
program. Policymakers have proposed reforming the RET as a way to encourage working at 
older ages. However, this could also cause earlier benefit claiming. We use Modeling Income 
in the Near Term data to analyze the complete repeal of the earnings test for beneficiaries 
aged 60 or older, first assuming no behavioral responses to repeal and secondly assuming 
changes to benefit claiming and workforce participation behaviors. Our lifetime results show 
that the assumed behavioral response—particularly the benefit claiming change—has a 
bigger effect than the RET policy change itself.

59 Linking Youth Transition Support Services: Results from Two Demonstration Projects
by Christa Bucks Camacho and Jeffrey Hemmeter

This article presents an overview of two projects in the Social Security Administration’s 
Youth Transition Demonstration: California’s Bridges to Youth Self-Sufficiency and Missis-
sippi’s Model Youth Transition Innovation. We describe the projects’ organization and the 
services they delivered. We also provide statistics on earnings and Supplemental Security 
Income and Social Security Disability Insurance receipt 5 years after project enrollment and 
provide case studies of two project participants.
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Introduction
The distributional effects of some proposed Social 
Security law changes (for example, an increase in 
Social Security’s early entitlement age (EEA)) are at 
least partially dependent on the distribution of health 
and mortality risk throughout the fully insured Social 
Security–covered worker population. To evaluate these 
types of proposals, retirement policy analysts typi-
cally tabulate the percentage of survey respondents 
who self-report poor (or fair) health or a work-limiting 
health condition and/or who score below a threshold 
of hardship, where the hardship level is specified by 
the analyst rather than estimated. By using a threshold 
model to evaluate these policy proposals, retirement 
analysts implicitly assume that only workers who fall 
below the threshold will be adversely affected by the 
proposed law change. However, in order for these 
analyses to accurately describe the distributional 
effects of proposed Social Security law changes, fully 
insured workers must be equal in their health, mortal-
ity risk, and “ability to work” above the threshold 
chosen by the analyst.

To test the hardship threshold assumption most 
commonly used by retirement analysts, this analysis 
estimates mortality differentials at ages 63–71 by 
lifetime earnings decile. If the hardship threshold 
assumption is correct, there should be no difference 
in mortality risk between lifetime earnings deciles 
above a poverty or hardship threshold. The study finds 
that the hardship threshold model is overwhelmingly 
rejected in data from the Social Security program in 
the United States, a result consistent with similar stud-
ies conducted in Canada, Germany, and England.

I find that the male population does not appear 
to be homogenous above a low poverty or hardship 

Selected Abbreviations 

AIME average indexed monthly earnings
AWI average wage index
CWHS Continuous Work History Sample
EEA early entitlement age
FRA full retirement age

* Hilary Waldron is an economist with the Division of Economic Research, Office of Research, Evaluation, and Statistics, Office of 
Retirement and Disability Policy, Social Security Administration.

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

Mortality DifferentialS By lifetiMe earningS Decile: 
iMplicationS for evaluationS of propoSeD Social 
Security law changeS
by Hilary Waldron*

To evaluate the distributional effects of some proposed Social Security law changes, such as an increase in 
Social Security’s early entitlement age, retirement policy analysts typically tabulate the number of workers who 
fall below a predetermined threshold of hardship. Analysts using this technique often implicitly assume that the 
insured population falls neatly into a low-earnings poor health group and a remaining good health group. If the 
hardship threshold assumption is correct, there should be no difference in mortality risk between lifetime earn-
ings deciles above a hardship threshold. This study finds that the hardship threshold model is overwhelmingly 
rejected in US Social Security data, a result consistent with similar studies conducted in Canada, Germany, and 
England. The bottom 80–95 percent of the male lifetime earnings distribution exhibits an inverse correlation with 
regard to mortality risk (the higher the earnings, the lower the mortality risk) at ages 63–71.
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threshold. Instead, the point above which the male 
population of Social Security fully insured retired 
workers becomes statistically indistinguishable with 
respect to mortality risk at ages 63–71 ranges from 
the top 5 to top 20 percent of the lifetime earnings 
distribution. At least the bottom 80 percent of the 
male lifetime earnings distribution exhibits an inverse 
correlation with regard to mortality risk (the higher the 
earnings, the lower the mortality risk).

Under current law, the link between earnings and 
benefit levels and the equal application of age-of-
entitlement rules, regardless of earnings levels, means 
that a worker is never penalized for additional work 
or thrift. Because the insured population does not 
fall neatly into a low-earnings poor health group and 
a remaining good health group, attempts to target 
a subset of badly disadvantaged workers by alter-
ing the benefit rules that apply equally to everyone 
could both miss the intended target and introduce 
work disincentives into a program currently designed 
to reward work. Analysts using a threshold model 
to predict the success of legislative attempts to tar-
get less-than-healthy workers may misestimate the 
targeting effects by a potentially large, unknown, and 
unmeasured margin.

Background
Mortality differentials by socioeconomic status 
have been documented since at least the seven-
teenth century (Antonovsky 1967). Throughout 
history, researchers have found that death rates are 
higher among individuals of lower socioeconomic 
status. The relationship between higher death rates 
and lower socioeconomic status might be a gradi-
ent in which mortality rates continue to decline as 
socioeconomic status increases, or it might take the 
form of a threshold in which the higher death rates 

are concentrated below some threshold, and above 
that threshold there are no differences in mortality 
by socioeconomic status. Studies that assume that 
adverse mortality is limited to individuals below a 
threshold often assume that the threshold is defined 
as being in a state of poverty or being in some other 
state of hardship. That assumption will therefore be 
referred to in this article as a poverty threshold or 
hardship threshold model. The alternative assump-
tion that mortality declines more gradually with 
socioeconomic status, without a clear threshold above 
which the graded relationship between mortality and 
socioeconomic status disappears, will be referred to 
as the gradient model.

Among researchers using a poverty threshold 
model, the definition of “poverty” tends to vary; few 
restrict themselves to the Census Bureau definition of 
poverty that is used by many means-tested programs 
in the United States. Whatever the definition, those 
researchers assume that a line or threshold exists 
between individuals who are in adverse circum-
stances, with worse health and higher mortality, and 
those who are not, with better health and lower mortal-
ity. Although threshold models often assume a graded 
relationship below the threshold, with extremely 
adverse circumstances leading to higher mortality 
and reductions in mortality up to the threshold, the 
assumption is that over the threshold any further 
increases in status do not lead to additional improve-
ments in death rates or health (Adler and Stewart 2010, 
7). Another way of describing the assumption of the 
threshold model is that above the threshold, health and 
mortality are homogeneous, or equal, with regard to 
socioeconomic status, but below the threshold, health 
and mortality may be heterogeneous and is certainly 
worse than above the threshold.

Marmot (2004, 4) describes the threshold assump-
tion as the idea that the “health gap is confined to 
poor health for the disadvantaged, ‘them,’ and good 
health for everybody else, ‘us.’” He describes the 
alternative gradient model as implying that “wherever 
we are in the social hierarchy, our health is likely to 
be better than those below us and worse than those 
above us.”

The threshold model can be assumed, rather than 
tested, or a threshold can be arbitrarily specified and 
tested by measuring mortality or health above and 
below that threshold. The data tend to support thresh-
old models, tested in this way, against the alternative 
that there are no differences in mortality and health 

Selected Abbreviations—Continued

MBR Master Beneficiary Record
MEF Master Earnings File
OASDI Old-Age, Survivors, and Disability 

Insurance
OECD Organisation for Economic Co-operation 

and Development
PIA primary insurance amount
SSA Social Security Administration
tax max taxable maximum
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between individuals above and below the threshold. 
Before the mid-1980s, as described by Adler and Stew-
art (2010, 7), a majority of research tended to follow 
this approach.

It is possible, however, to allow the empirical data 
to determine the shape of the relationship between 
socioeconomic status and mortality or health and to 
test the threshold assumption against the gradient 
assumption. Provided a researcher has enough detail 
in the underlying data, the threshold assumption can 
be tested with standard statistical techniques and then 
only used in a model if the population he or she is 
seeking to analyze truly demonstrates the threshold. 
As the data available to researchers have improved1 
and as a multitude of researchers have tested and 
rejected the threshold assumption against the observ-
able data, the epidemiological and public health 
literature have moved strongly toward widespread 
acceptance of the idea that a gradient model best 
describes the pattern of health and mortality differen-
tials observed in most wealthy, developed Organisa-
tion for Economic Co-operation and Development 
(OECD) countries, including the United States.

Although there were studies before the 1980s exam-
ining the possibility of a gradient (such as Kitagawa 
and Hauser (1973)), Adler and Stewart (2010) 
described the movement to gradient models in the 
public health field as occurring with the publication of 
results from the Whitehall study by Marmot, Shipley, 
and Rose (1984), which found a positive monotonic 
correlation between occupational grade and health 
and mortality. (The higher the occupational grade, the 
better the health and the lower the mortality). In part, 
the Whitehall study wielded such influence on the 
field because the data allowed the authors to cleanly 
test the gradient hypothesis. (The original Whitehall 
population consisted of men employed by the British 
civil service. All were above the poverty line and had 
access to health care.2)

The retirement literature (in the United States), 
on the other hand, still tends to assume a poverty or 
hardship threshold model.3 There are several possible 
reasons for this disconnect between public health 
researchers and retirement researchers. First, the 
public health literature is predominately concerned 
with differentials below age 65, while the retirement 
literature is concerned with differentials above age 65. 
The data available to adequately estimate mortality 
differentials at older ages are limited, and the data 
that do exist are generally not publicly available to a 

wide range of users because of data confidentiality 
and disclosure concerns. Second, because mortality 
differentials tend to narrow with age, there may be a 
tendency on the part of some researchers to assume 
mortality differentials are not important at older ages. 
Finally, the retirement literature often lacks an inter-
disciplinary focus and tends to suffer from a paucity 
of citations to noneconomic (that is—public health, 
epidemiological, or medical) journals. For these 
reasons, the poverty or hardship threshold model has 
been perpetuated in the retirement literature to the 
extent that at least one strand of the current retire-
ment literature (in the United States) now lags current 
epidemiological literature by about 25 to 30 years in 
its analytical orientation.

Differences in analytical orientation often spill over 
into differences in interpretation of health trends. For 
example, while public health researchers have tended 
to focus on differences in health disaggregated by 
socioeconomic status and are generally concerned 
with a trend toward increased disparities (Adler and 
Stewart 2010, 1; National Center for Health Statistics 
1998, 2012; Department of Health and Human Ser-
vices 1999), retirement researchers have tended to 
focus on aggregate trends, and many are optimistic 
about those trends (Steuerle 2011; Burtless 1998; 
Shoven 2007).

The focus of this article is on the effects of differ-
ences in mortality risk by lifetime earnings deciles 
on proposals to change the EEA for Social Security 
retired-worker benefits in the United States. The dom-
inant model used to evaluate the distributional effects 
of changes to the EEA is analytically very close to 
the poverty threshold model. Many analysts assume 
(without measuring) that the population of workers 
eligible for retirement benefits falls into two groups: 
(1) a group below some hardship threshold whose 
members cannot extend their working lives because 
of poor health and (2) a remaining group above the 
hardship threshold with no differentials in health or 
mortality. EEA proposals are evaluated under this 
assumption by counting the number of workers under 
the assumed threshold who have claimed benefits 
early, or more broadly, the number of fully insured 
workers who fall below the threshold criteria at a 
certain age or ages.

A central problem with this method of analysis is 
that the statistical technique does not allow the analyst 
to observe a gradient in workers’ health and mortality 
risk above the predetermined threshold, even if one 
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actually exists in the underlying data. Additionally, 
there does not appear to be any clear way to estimate 
the uncertainty around a policy estimate based on a 
hardship threshold model because there is no clear 
and obvious way to calculate an error band around 
an analyst’s judgment of what constitutes hardship or 
ability to work.

Some analysts define adverse circumstance as 
having an adverse health condition; others combine 
adverse health conditions with adverse financial 
conditions. Just as the definition of poverty can vary 
by analyst, so too can the definition of “adverse” or 
“poor” health. Adverse health is sometimes inter-
preted to mean a health condition that limits one’s 
ability to work. The definition of the term ability to 
work can also vary by researcher as can the definition 
of a related concept—what set of job characteristics 
constitutes a “physically demanding job.” The fact that 
empirical estimates can vary based on how poverty 
or hardship is defined (Kingson and Arsenault 2000; 
Smith 1999) creates an additional uncertainty for 
policymakers attempting to formulate proposals based 
on this method of research.

This study seeks to use a relatively simple and 
objective measure of health (mortality) and a more 
standardized measure of financial condition (posi-
tion in the lifetime earnings distribution) to test the 
hypothesis that poor health and mortality among older 
men follow a threshold model.4 By asking a policy 
question in terms of measurable mortality risk (either 
you are dead or you are not) rather than an amorphous, 
subjective ability to work or hardship criteria, we 
can apply more rigorous statistical techniques to the 
data and more accurately assess the effects (and the 
uncertainty surrounding those effects) of a proposed 
policy change on the underlying population of fully 
insured workers.

In this way, an examination of whether mortal-
ity risk follows a poverty threshold model at older 
ages can also be used as a test of whether common 
techniques used to evaluate changes to Social Secu-
rity’s first age of eligibility for retired-worker benefits 
(currently age 62)5 are based on accurate assumptions 
regarding the distribution of health and mortality risk 
in the exposed (that is, fully insured) population. In 
other words, if the assumption of homogeneity above 
the threshold is rejected, then the actual distributional 
effects of a policy change could differ from the change 
predicted when using a threshold model by a poten-
tially large, unknown and unmeasured margin.

After discussing previous literature estimating 
mortality gradients at older ages, I discuss the data 
and methodology used in this study, followed by 
estimates of male mortality risk by male lifetime earn-
ings deciles. I then examine the implications of those 
results for the view that an increase in the EEA will 
increase the general revenue of the Treasury. Next, to 
further explore proposals that seek to target workers 
below a hardship threshold for protection from pro-
posed increases in the EEA, I estimate female mortal-
ity risk by male lifetime earnings deciles and compare 
female death rates with male death rates at equivalent 
earnings deciles. Finally, to explore alternative ways of 
focusing on fairly long-lived individuals, I measure the 
distribution of workers at the Social Security—Old-
Age, Survivors, and Disability Insurance (OASDI)—
taxable maximum (tax max) by earnings decile and 
sex. I conclude with a brief discussion on the dif-
ficulty of targeting subgroups effectively through the 
retired-worker benefit, given the universality of the 
benefit’s design.

Previous Literature
While the literature on mortality differentials is 
extremely large, the number of studies providing esti-
mates of mortality gradients at older ages is smaller, 
and research providing estimates of mortality gradi-
ents throughout the entire income distribution at older 
ages is even smaller still. Unlike the United Kingdom, 
the United States (and many other OECD countries) 
has not traditionally collected socioeconomic data on 
death certificates.

Consequently, studies in wealthy, developed OECD 
countries testing mortality gradients along the entire 
earnings distribution at older ages using lifetime or 
“permanent” earnings measures have often relied on 
administrative data from national pension plans. Such 
pension plan data combine career earnings data from 
an individual’s working years with mortality data from 
an individual’s retirement years.

One strength of this type of analysis is that there is 
typically a gap between the career earnings measure 
and the ages over which death is observed, which 
eliminates the problem of a sudden health shock to 
earnings that would both place an individual in a low 
socioeconomic category (even if he or she had been a 
high earner prior to the shock) and increase the risk of 
death. In addition, even without a large gap between 
the last year of earnings and the observation of the 
year of death, mathematically, a sudden 1-year shock 
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to a high earner would not have so great an impact 
on a career average earnings measure that he or she 
would drop into the low-lifetime-earner category. 
Because a lifetime earnings measure will capture the 
influence of chronic poor health on hours worked and 
employment, such a measure may also have predictive 
power through the ability to capture causal effects 
running from both poor health to earnings and earn-
ings to health.6

In the United States, Duleep (1986) was one 
of the first researchers to exploit Social Security 
administrative earnings and death data to estimate 
mortality differentials by income, although her focus 
was mainly below age 65.7 At the time of her 1989 
work, Duleep suggested using Social Security data 
to measure mortality rates over time using “constant 
income percentiles rather than constant income 
categories” (349). Taking up that suggestion, Waldron 
(2007) used the Social Security Administration’s 
(SSA’s) Continuous Work History Sample (CWHS)—
capped Social Security earnings data that were then 
imputed by Waldron—and found male mortality 
differentials at older ages widening between the top 
and bottom half of the lifetime earnings distribution 
over the 1972–2001 period. Using a mix of capped 
and uncapped Social Security earnings data matched 
to the Survey of Income and Program Participa-
tion (SIPP), Cristia (2007) found some evidence of 
a mortality gradient by lifetime earnings quintile at 
ages 50–64 (the standard errors are large enough for 
the confidence intervals to cross, but the parameter 
estimates indicate a gradient), although, in an unusual 
result, found less evidence of a gradient between the 
bottom three deciles than between the top two quin-
tiles at ages 65–75.

As described in the methodology section, this study 
further builds on the percentile technique suggested 
in Duleep (1989), by exploiting the availability of 
longitudinal earnings data over the OASDI tax max  
beginning in 1982. By using that data, one can test for 
mortality differences throughout the entire earnings 
distribution, free of any possible biasing effects caused 
by the capping of data at the OASDI tax max. Because 
the taxable maximum has changed over time, analyses 
that use capped (or imputed) earnings data will have 
problems estimating mortality differences accurately 
at the upper end of the career earnings distribution.

Studies most closely related to this analysis include 
those by Wolfson and others (1993) on the national 
Canadian pension plan data and Shkolnikov and others 

(2008) on the national German pension plan data. The 
measure of socioeconomic status used was earnings 
from ages 45 through 64 in the case of Wolfson and 
others (1993) and a measure roughly corresponding to 
earnings over an entire working lifetime in the case of 
Shkolnikov and others (2008).

In describing the shape of the relationship between 
mortality risk and earnings, with deaths observed 
from ages 65 through 70, Wolfson and others (1993, 
S175) noted that their results were “not consistent 
with a ‘threshold’ relationship where poverty is 
associated with poorer health and longevity, but that 
above some low income level, income and health 
are independent.” Instead, they found that men in 
the 10th–82nd percentiles of the earnings distribution 
experience lower longevity at ages 65–70 than the top 
18 percent of the earnings distribution. The authors 
also found that the gap between the other percentiles 
and the top was larger at the lower percentiles than the 
higher percentiles.8

Shkolnikov and others (2008) divided the male 
earnings distribution into quintiles and observed that 
a mortality gradient persisted from the 20th through 
80th percentile of the earnings distribution beginning 
at age 65 and remained significant at ages 80 plus.9 
While the age standardized mortality ratio at ages 65 
plus was 1.6 for quintile 2 versus quintile 5, the dif-
ference between quintile 4 and quintile 5 was still a 
statistically significant 1.24.

The persistence of mortality gradients high up the 
earnings distribution in the Canadian and German 
pension data matches British data from the Whitehall 
study—an analysis of a sample of British civil ser-
vants—in which the British civil service employment 
grade at ages 40–69 was found to predict mortality 
risk 25 years later (van Rossum and others 2000). In 
addition, although 81 percent of a Whitehall follow-up 
sample had been in the middle grades in contrast to 
7 percent in high employment grades at ages 40–69, 
Breeze and others (2001) found that workers in the 
middle employment grades had a statistically sig-
nificant risk of poor health and poor physical perfor-
mance, roughly 30 years later, when compared with 
the high grades. As Marmot and Brunner (2005) 
wrote, “although early life determinants, life-course 
factors, and current circumstances all have effects 
on disease risk in older age, the preeminent determi-
nants observed in the [Whitehall II] cohort are adult 
socioeconomic position and work-based determinants 
from mid-life.”
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Methodology
The data set used in this analysis was created by merg-
ing several internal SSA research files, all of which 
contain individuals selected based on Social Secu-
rity’s CWHS selection criteria. The 1 percent CWHS 
sample “may be described as a stratified cluster prob-
ability sample of all possible SSN’s [Social Security 
numbers] ” (Smith 1989). To create the data set, a 2008 
active10 CWHS extract was merged to a 2010 Master 
Beneficiary Record (MBR) extract, a 2009 Numident 
extract, and a 2009 Master Earnings File (MEF) 
extract. An individual had to appear on both the active 
CWHS extract and Numident extract and be born 
from 1937 through 1945 to be included in the data set 
(N = 272,234). For this study, the CWHS provides 
annual OASDI taxable earnings data and quarters of 
coverage information from 1951 through 2008. The 
MEF provides annual earnings reported to the Internal 
Revenue Service, including earnings in employment 
not covered by Social Security and earnings in Social 
Security–covered employment that exceed the OASDI 
tax max from 1982 through 2008.11 The MBR is used 
to identify Social Security disabled-worker beneficia-
ries and as a source of demographic data. The MBR 
contains records of individuals who have filed Social 
Security (OASDI) claims. The Numident is used as a 
source of demographic data and is the primary source 
of death data for individuals who do not have an 
MBR record.

Unlike some research in the public health field, 
this study is more narrowly focused on differential 
mortality as it relates to Social Security policy. For 
that reason, I make several restrictions to the sample, 
that, while relevant to proposals to change the law 
with regard to Social Security’s retired-worker benefit, 
have the effect of biasing the sample toward healthier 
and longer-lived individuals. First, disabled-worker 
beneficiaries are deleted from the sample (N = 42,114) 
because, in theory, individuals who have been deter-
mined to be disabled under current-law definitions 
would not be affected by many legislative proposals 
that apply to the retired-worker population, such as 
proposals that increase Social Security’s EEA.12 Next, 
insured status at age 61 is calculated for the remain-
ing individuals in birth cohorts 1937–1945, and only 
those fully insured for retired-worker benefits are 
included (N = 179,886). Those individuals were newly 
eligible for retired-worker benefits at age 62 in the 
1999–2007 period. To be fully insured for retired-
worker benefits, workers born in 1929 or later must 

have had 40 quarters of coverage or 10 years of work. 
From a public health perspective, the elimination of 
individuals who were not fully insured and Social 
Security disabled-worker beneficiaries would tend to 
eliminate those at the highest risk of death because 
of strong links between labor force attachment and 
health (particularly for men). Finally, individuals 
had to have lived until at least age 63 to be included 
in the final data set, so that all workers would have 
had an equal opportunity to claim Social Security 
retired-worker benefits at the age-62, current-law EEA 
(N = 164,777).13 Of the total number of workers in the 
sample universe, 85,863 were men and 78,914 were 
women. My main analysis only examines mortality 
estimates for men because a woman’s own earnings 
may be a poor proxy for her socioeconomic status or 
household income, given low rates of labor force par-
ticipation for at least some part of the lifetime of the 
female birth cohorts under study. In a later section of 
this article, I conduct a sensitivity analysis that mea-
sures death rates for women by both male and female 
lifetime earnings deciles. Although my measure of 
female socioeconomic status is poor, the sensitivity 
analysis is conducted because some policy options 
seek to apply correlations between Social Security’s 
average indexed monthly earnings (AIME) amount, 
income, health, and life expectancy for men toward all 
low-earning, retired-worker beneficiaries.

In order to classify workers into lifetime earnings 
groups, this analysis uses a definition of lifetime earn-
ings expected to be highly correlated (for men) with 
the measure of lifetime earnings that Social Security 
uses to calculate retired-worker benefits. Under current 
law, Social Security’s primary insurance amount (PIA) 
is the amount from which all Social Security benefits 
payable on a worker’s earnings record are based.14 As 
explained on Social Security’s website,15 to compute 
a PIA for a fully insured worker eligible for a retired-
worker benefit, SSA takes the highest of up to 35 years 
of earnings of an individual,16 indexes those earnings 
to general wage levels (as measured by the average 
wage index (AWI17)), sums those indexed earnings, 
and divides the total amount by up to 35 years, result-
ing in an AIME amount. The PIA is calculated as the 
sum of three separate percentages of portions of the 
AIME.18 These percentages of the PIA formula are 
fixed by law at 90 percent, 32 percent, and 15 percent 
(referred to here as PIA factors), while the dollar 
amounts (or bend points) in the formula are indexed to 
the AWI and differ annually with changes in the AWI.
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Because Social Security’s AIME is a lifetime 
measure, interpretation of the AIME is complicated by 
large changes in the level of the OASDI tax max over 
time. The OASDI tax max was close to the average 
wage in the 1950s and 1960s and was not continuously 
indexed to the national AWI until 1982. In this article, 
the birth cohorts I analyze (aged 18 in the 1955–1963 
period) experienced large growth in the taxable maxi-
mum relative to the national AWI over their lifetimes. 
Although capping of the earnings amounts at the 
taxable maximum will not affect a median, as long as 
the median is below the capped level, the capping of 
earnings will affect deciles above the median if the 
cap (that is, taxable maximum) is below the uncapped 
level of earnings for that decile. Accordingly, this 
study uses an alternative lifetime earnings measure 
that takes advantage of uncapped earnings data avail-
able in Social Security’s MEF. While, under current 
law, Social Security’s AIME is calculated based on 
OASDI taxable earnings, which are taxed only up to 
the OASDI tax max ($106,800 in 2011), Social Secu-
rity’s MEF contains earnings data on all earnings 
reported to the Internal Revenue Service, including 
earnings in Social Security–covered employment 
over the OASDI tax max and earnings in employment 
not covered under Social Security from 1982 to the 
present time.19 Because earnings over the OASDI tax 
max are only observable beginning in 1982, a top 
35-year measure more comparable to the AIME but 
including earnings above the taxable maximum cannot 
be calculated using Social Security administrative 
data for birth cohorts fully insured for retired-worker 
benefits at age 61 without substantial imputation of 
earnings capped at the taxable maximum. Imputation 
techniques, by their nature, add more uncertainty 
to the data and are unlikely to achieve the precision 
needed to divide the earnings distribution into deciles, 
particularly at the upper end of the earnings distribu-
tion and in years when the OASDI tax max was low 
relative to the average wage. Results could also be 
sensitive to the choice of imputation technique.

In order to create earnings deciles roughly based 
on all earnings in the US economy, ages 45–55 are 
chosen as a proxy for lifetime earnings because those 
ages occur at the peak of the earnings distribution.20 
Peak earnings are a strong proxy for lifetime earnings 
because earnings at the peak will capture fulfilled 
earnings potential.21 Earnings from ages 45 through 
55 for each individual are measured relative to the 
national AWI that corresponds to the year the earnings 

are recorded in the administrative earnings records. 
The earnings are then averaged over ages 45–55. To 
avoid unintended interactions between year of birth 
and earnings level, the percentile of the earnings 
distribution in which an individual falls is based on 
the distribution of average earnings for that indi-
vidual’s year of birth. Because average relative peak 
earnings are used to place workers into deciles, the 
decile placement using the peak measure would most 
likely differ from an uncensored top-35 placement 
(could one be calculated) if an individual had high 
earnings at younger ages and low earnings in middle 
ages. Because an individual’s wage reflects returns 
to experience, such a scenario is not representative of 
the typical age-earner profile, which tends to be hump 
shaped. Thus, in general, a peak lifetime earnings 
measure would be expected to be strongly correlated 
with a top-35 lifetime earnings measure, with work-
ers with high relative peak earnings also having high 
relative AIMEs.

However, because of changes in Social Security 
coverage over time, certain groups—such as some 
state and local workers, and federal employees and 
some employees of nonprofit organizations hired 
prior to 1984—will have low AIMEs from Social 
Security–covered wages (that is, from jobs held when 
young) and high peak earnings not covered by Social 
Security (that is, from their primary job). In addition, 
foreign-born workers who emigrate from their native 
countries to the United States at older ages may have 
low AIMEs and high peak earnings because of a large 
number of zeroes in their earnings records at younger 
ages. To address these problems, this analysis shows 
results both with or without those groups (see the 
Appendix for the all inclusive and restricted samples).

In terms of mortality risk, groups not covered by 
Social Security—for example, federal employees hired 
prior to 1984 and some state and local workers—will 
be well captured by my age 45–55 measure because 
that measure will include their primary wages not 
covered by Social Security. The foreign born, on 
the other hand, may be selectively healthier than the 
native born, regardless of lifetime earnings decile. 
Such an effect would be observed if individuals who 
immigrate to the United States tend to have better 
health than others—that is, if it is more difficult to 
immigrate in poor health than good health. It is also 
not clear that the earnings patterns of the foreign born 
are analytically equivalent to the native born (Duleep 
and Dowhan 2008) so that a male immigrant falling 
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in the same earnings decile as a native-born man 
could be different from his native-born counterpart 
on many dimensions.

The main lifetime earnings measure used in this 
study includes years of zero earnings from ages 45 
through 55. I have no information on the reason for a 
zero year of earnings in Social Security administra-
tive data. A zero representing voluntary early retire-
ment or a yearlong voluntary vacation, for example, 
would not necessarily be analytically equivalent to a 
zero representing a health shock, involuntary early 
retirement, or an unemployment spell. The former 
zero could be the result of an income (that is, wealth) 
effect and could potentially be either uncorrelated or 
negatively correlated with mortality risk, while the 
latter zero is more likely to be positively correlated 
with mortality risk. Therefore, the restricted sample is 
further limited through the use of a lifetime earnings 
average that excludes zeroes from ages 45 through 
55 out of concern that some of the zeroes in the main 
measure could represent voluntary early retirement. 
A lifetime earnings average that includes zeroes that 
represent voluntary early retirement could potentially 
place some individuals in a lifetime earnings decile 
unrepresentative of (that is, lower than) their actual 
socioeconomic status.

While my all inclusive sample (Chart 1) is intended 
to depict the exposed population of fully insured work-
ers, my restricted sample (Appendix, Chart A-1) is 
intended to bound the estimates, or test the sensitivity 
of the estimates to alternative definitions.

For the regressions results reported in this article, 
men are divided into deciles based on their position  
in the average relative earnings distribution from 
ages 45 through 55. Decile 1 is equal to the 0–10th  
percentile of the earnings distribution, decile 2 is 
equal to the 11th–20th percentile, and so on, so that 
decile 10 is equal to the 91st–100th percentile of the 
earnings distribution. Deciles 1 through 9 are modeled 
as dummy variables, with decile 10 modeled as the 
reference variable. To test the statistical significance 
of a possible mortality gradient by decile, each decile 
dummy variable is also tested against all other dummy 
variables. In other words, I measure the mortality risk 
of men in decile 1 against the risk of men in decile 2, 
decile 3, and so on. Then I measure the mortality risk 
of men in decile 2 against men in decile 3, decile 4, 
and so on. In this way, I can test the mortality thresh-
old assumption. For example, if the sample is homoge-
neous with respect to mortality risk above the bottom 

20 percent of the male lifetime earnings distribution, 
then the risk of death for men in decile 2 should be 
significantly higher than the risk of death for men in 
decile 3 by roughly the same magnitude as the risk of 
death for men in decile 2 relative to men in decile 10. 
Similarly, the risk of death for men in decile 3 should 
be equivalent to the risk of death for men at deciles 4, 
5, 6, 7, 8, 9, and 10. In the middle of the distribution, 
the risk of death for men in decile 6 should be equiva-
lent to the risk of death for men in deciles 3, 4, 5, 7, 8, 
9, and 10. At the upper end of the distribution, the risk 
of death for men in decile 8 should be equivalent to the 
risk of death in decile 3, 4, 5, 6, 7, 9, and 10. In other 
words, we should see no evidence of a gradient, above, 
in this arbitrary example, decile 2. Empirically, the 
decile above which we cease to observe a gradient will 
serve as the estimated threshold decile. In this way, I 
use the observable data to determine a threshold as the 
point above which the data become homogeneous. In 
contrast, in much of the existing literature, the analyst 
makes a subjective assessment of what constitutes 
hardship and then measures what percentage of the 
exposed population falls below his or her predeter-
mined level.

The model used to estimate mortality risk in this 
analysis is a discrete-time logistic regression, which 
is a type of survival model. Because survival time 
is measured in years for this study, the data include 
a large number of ties (that is, two or more events 
appearing to happen at the same time).22 The discrete-
time logistic regression model is equivalent to the 
discrete-time proportional odds model proposed by 
Cox when there are many ties in the data (Allison 
1995, 212). The model employs the simplifying 
assumption that events (deaths) occur at discrete 
times.23 The discrete-time logistic regression model 
allows for the incorporation of time-dependent vari-
ables, which for this analysis means that both age and 
year of birth can be included in the same regression, 
with age being measured as a time-dependent variable 
observed from the point of initial measurement until 
death or censoring.

Previous research that divided male Social 
Security–covered workers into the top and bottom 
half of the lifetime earnings distribution found that 
mortality differentials both narrowed by age and 
widened by birth cohort from ages 60 through 89 
over birth cohorts 1912–1938 (Waldron 2007). The 
current study encompasses a narrower range of 
ages (63–71) and a narrower range of birth cohorts 
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(1937–1945). Nevertheless, in theory, age and year-
of-birth interactions may be present in the data. 
Unfortunately, it is difficult to model interactions 
and mortality differentials by decile at the same time 
because interactions tend to increase multicollinear-
ity between variables, which will increase standard 
errors. This problem is compounded by the fact that, 
with the sample divided into 10 groups, a relatively 
small number of deaths within each decile can lead 
to larger standard errors than would be observed if 
lifetime earnings categories were divided into only 2 
groups, for example. Finally, given that I employ nine 
ages and 9 years of birth, there will be multicollinear-
ity between the age and year-of-birth variables, which 
may obscure a precise estimate on either variable. 
To solve that problem, I estimate two regressions: 
one that predicts the risk of death at ages 63–66 
(observed for birth cohorts 1937–1945) and another 
that predicts the risk of death at ages 67–71 (observed 
for birth cohorts 1937–1941). As shown in the 
Appendix (Table A-1), standard errors are larger at 
ages 67–71 than at ages 63–66. Because the sample is 
smaller at ages 67–71, one cannot conclude that this 
result reflects greater uncertainty at the older ages; 
greater standard errors may instead be a reflection 
of a smaller sample size. Dividing the sample by age 
before regressing can therefore be seen as a more 
conservative test of the gradient hypothesis, in the 
sense that the smaller sample sizes of the two samples 
(that is, less deaths per sample) make it more difficult 
to find a gradient, should one exist. In other words, 
with a reduced sample size, it will be more difficult 
to reject the null hypothesis that men at all earnings 
deciles are at equal risk of death.

To produce estimates of mortality differentials, 
observations begin in the year the individual turns 
age 63 (or 67) and end in whichever comes first—the 
year of death or the end of the observation period 
(2008). The dependent variable is equal to 1 in 
the year the worker dies and 0 in every year the 
worker survives. Counting all annual observations 
for the 85,863 (43,637) individuals in the sample at 
ages 63–66 (or at ages 67–71), there are 2,936 (1,934) 
person-years in which a worker died and 274,088 
(118,269) person-years in which a worker survived, 
for a total of 277,024 (120,203) pooled observations 
at ages 63–66 (67–71), respectively. The model mea-
sures the logit or log-odds of dying on these pooled 
observations using the maximum likelihood method 
of estimation.

As an additional test of my regression specifica-
tions, I conducted several further sensitivity tests of 
potential age and year-of-birth interactions (results 
not shown). First, I tested the statistical significance 
of interactions of earnings decile dummies with 
age and with year of birth for both the age 63–66 
and age 67–71 regressions. Neither interaction 
was significant for either age group. Because the 
age 63–66 regression includes more birth cohorts 
than the age 67–71 regression, I further separated 
the age 63–66 sample in the following two ways: 
(1) ages 63–66, years of birth 1937–1941 and 
(2) ages 63–66, years of birth 1942–1945. Although 
this regression pushes the ability to model both age 
and year of birth to the outer limit, the same general 
pattern with respect to a mortality gradient by decile 
was found in the parameter results, albeit with some 
loss in significance on some individual parameter esti-
mates that are due to the increase in standard errors 
created by the smaller subsamples.

Results
Similar to the findings of Wolfson and others (1993) 
who used Canadian data, Shkolnikov and others 
(2008) who used German data, and van Rossum and 
others (2000) who used British data, the poverty 
threshold hypothesis is strongly rejected in US data. 
Like Wolfson and others (1993) before me, I simply 
find no evidence that, above a low level of earnings 
or a poverty threshold, the lifetime earnings of men 
are uncorrelated with mortality at older ages. Instead, 
results strongly support the abundance of evidence 
from the public health field (Adler and Stewart 2010) 
that health and socioeconomic status are positively 
correlated (the higher the lifetime earnings, the better 
the health) throughout the entire lifetime earnings 
distribution.

Empirically, the lifetime earnings decile above 
which we observe no difference in mortality risk 
among men is the 10th decile (or top 10 percent of 
the earnings distribution24) at ages 63–66 (Appen-
dix, Table A-1) and the top 5 percent of the earnings 
distribution at ages 67–71 (Appendix, Table A-2).25 
Although the shape of the gradient is somewhat dif-
ferent at ages 63–66 than at 67–71, at all ages we see 
a clear inverse correlation between earnings decile 
and mortality risk (the higher the earnings decile, the 
lower the death rate). This is displayed in Chart 1, 
where I graph the death rates by decile that are pre-
dicted by the regressions results for ages 63–71 (see 
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the Appendix, Table A-1). At ages 63–66, we see a 
sharp decline in the death rate from decile 1 to decile 
2, a plateau from decile 2 to 3, a gradual decline from 
deciles 4 through 7, a plateau from deciles 7 through 
8, and a gradual decline from decile 8 through decile 
10. At ages 67–71, the decline in the death rate from 
decile 1 to decile 2 is less stark, but the decline from 
decile 3 to 4 is steeper. Deciles 4 through 7 exhibit a 
plateau, after which death rates again decline fairly 
steeply from deciles 7 through 10.

Tests of statistical significance of the mortality 
gradients observed visually in Chart 1 are displayed in 
Table 1. In this table, the odds ratios measure the odds 
of dying for men in the variable (left most) column of 
earnings deciles relative to men in reference deciles 2, 
3, 4, 5, 6, 7, 8, 9, and 10. For example, men in decile 1 
are 1.98 times (98 percent) more likely to die than men 
in decile 2 and 4.91 times (391 percent) more likely 
to die than men in decile 10 at ages 63–66. Results 
provide strong evidence of a mortality gradient in that 
a man’s risk of death is generally predicted to be closer 
to a man in an adjacent decile than to a man in the 
top decile. For some adjacent deciles, such as deciles 
2 and 3, the difference in the risk of death between 

men in one decile and the adjacent decile is statisti-
cally indistinguishable at ages 63–71. In such a case, if 
policymakers were to try to implement a policy option 
that protected decile 2 and below, for example, men in 
decile 3 could be better off attempting to qualify for 
the protected option because they are likely to be in no 
better health and have no greater longevity prospects 
than their counterparts in decile 2. In this way, poli-
cies based on thresholds when the exposed population 
exhibits a gradient could be subject to unintended 
behavioral responses.

In addition, if policy analysts do not look for differ-
ences above a predetermined threshold when assessing 
specific proposals, policymakers using their analyses 
will be unaware of the distributional effects of policy 
options above the threshold. For example, in Table 1, 
men in deciles 3 and 4 at ages 63–66 are predicted 
to have a risk of death 2.38 and 2.12 times the risk of 
death of men in decile 10, respectively. In the middle 
of the distribution, men in deciles 5 and 6 are pre-
dicted to have a risk of death 1.89 and 1.68 times that 
of men in decile 10, while at upper end of the distribu-
tion, men in decile 9 are predicted to have a risk of 
death 1.22 times that of men in decile 10. This result 

Chart 1. 
Death rates for fully insured males born in 1940, by age and male lifetime earnings decile

SOURCES: Social Security administrative data files (1 percent 2008 active CWHS, 1 percent 2009 MEF, 1 percent 2010 MBR, and 1 per-
cent 2009 Numident). Author’s calculations based on regressions estimating mortality risk by decile at ages 63–66 and ages 67–71 (see the 
Appendix, Table A-1). 

NOTE: Sample consists of men who were fully insured for retired-worker benefits by age 61; disabled-worker beneficiaries are excluded.
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Variable Decile 2 Decile 3 Decile 4 Decile 5 Decile 6 Decile 7 Decile 8 Decile 9 Decile 10

Decile 1 1.98* 2.06* 2.31* 2.60* 2.92* 3.29* 3.34* 4.04* 4.91*
(1.74–2.25) (1.81–2.35) (2.02–2.65) (2.25–2.99) (2.52–3.38) (2.82–3.84) (2.86–3.90) (3.42–4.77) (4.10–5.87)

Decile 2 1.04 1.17*** 1.31** 1.47* 1.66* 1.68* 2.04* 2.48*
(0.90–1.21) (1.00–1.36) (1.12–1.54) (1.25–1.74) (1.40–1.97) (1.42–2.00) (1.70–2.44) (2.04–3.01)

Decile 3 1.12 1.26** 1.41* 1.60* 1.62* 1.96* 2.38*
(0.96–1.31) (1.07–1.48) (1.20–1.67) (1.34–1.9) (1.36–1.92) (1.63–2.35) (1.96–2.89)

Decile 4 1.12 1.26** 1.43* 1.45* 1.75* 2.12*
(0.95–1.33) (1.07–1.50) (1.20–1.70) (1.21–1.72) (1.45–2.10) (1.74–2.59)

Decile 5 1.12 1.27** 1.29** 1.55* 1.89*
(0.94–1.34) (1.06–1.52) (1.07–1.54) (1.28–1.88) (1.54–2.31)

Decile 6 1.13 1.14 1.38* 1.68*
(0.94–1.36) (0.95–1.38) (1.14–1.68) (1.37–2.07)

Decile 7 1.01 1.23** 1.49**
(0.84–1.23) (1.00–1.50) (1.21–1.84)

Decile 8 1.21*** 1.47**
(0.99–1.48) (1.19–1.82)

Decile 9 1.22***
(0.98–1.52)

Decile 1 1.20** 1.29* 1.80* 1.81* 1.75* 1.81* 2.21* 2.60* 3.82*
(1.02–1.42) (1.09–1.53) (1.50–2.17) (1.50–2.18) (1.46–2.10) (1.50–2.18) (1.82–2.70) (2.10–3.19) (3.02–4.84)

Decile 2 1.07 1.50* 1.51* 1.46* 1.50* 1.84* 2.16* 3.18*
(0.90–1.28) (1.24–1.81) (1.25–1.82) (1.21–1.76) (1.25–1.82) (1.51–2.25) (1.75–2.67) (2.50–4.05)

Decile 3 1.40* 1.40* 1.36* 1.40* 1.72* 2.01* 2.96*
(1.15–1.69) (1.16–1.70) (1.12–1.64) (1.16–1.70) (1.40–2.10) (1.63–2.49) (2.33–3.78)

Decile 4 1.00 0.97 1.00 1.23*** 1.44** 2.12*
(0.82–1.24) (0.79–1.19) (0.82–1.23) (0.99–1.53) (1.15–1.81) (1.65–2.73)

Decile 5 0.97 1.00 1.22*** 1.43* 2.11*
(0.79–1.19) (0.81–1.23) (0.98–1.52) (1.14–1.80) (1.64–2.72)

Decile 6 1.03 1.27** 1.48* 2.19*
(0.84–1.27) (1.02–1.57) (1.19–1.86) (1.70–2.81)

Decile 7 1.22*** 1.44* 2.11*
(0.99–1.52) (1.15–1.80) (1.64–2.72)

Decile 8 1.17 1.73*
(0.93–1.48) (1.33–2.24)

Decile 9 1.47**
(1.13–1.93)

* = significant at the 1 percent level; ** = significant at the 5 percent level; *** = significant at the 10 percent level.

Table 1.
Odds of dying (confidence intervals) for fully insured men at ages 63–66 and 67–71 in variable
deciles 1 through 9 relative to reference deciles 2 through 10: All inclusive sample 

Fully insured men aged 63–66

Fully insured men aged 67–71

SOURCES: Author's calculations based on Social Security administrative data files (1 percent 2008 active CWHS, 1 percent 2009 MEF, 
1 percent 2010 MBR, and 1 percent 2009 Numident).

NOTES: Sample consists of men born from 1937 through 1945 who were fully insured for retired-worker benefits; disabled-worker 
beneficiaries are excluded. 
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stands in stark contrast to a threshold assumption that 
anyone above the bottom 20 percent of the lifetime 
earnings distribution (in our hypothetical example) 
will be equally affected by a policy change. In other 
words, the overwhelming rejection of the threshold 
hypothesis in SSA empirical data (Table 1) implies 
that because the Social Security retired-worker benefit 
rules are currently applied universally to all fully 
insured workers, analysts evaluating policy changes 
relative to current law need to include distributional 
effects on workers at all levels of the earnings distri-
bution. Given the presence of a mortality gradient in 
SSA data, a threshold model is perhaps best reserved 
for evaluations of changes to a means-tested program, 
such as the Supplemental Security Income (SSI) aged 
program because workers above the SSI threshold 
would be ineligible for benefits and thus unaffected by 
any program changes.

The confidence intervals (the numbers in parenthe-
ses) in Table 1 provide additional information about 
the uncertainty of the estimates. Continuing with 
our hypothetical example in which a policy option 
is designed to protect the bottom 20 percent of male 
earners, we see that, at ages 63–66, even though the 
risk of death for decile 2 is significantly higher than 
the risk of death for men in decile 4, the point estimate 
for decile 4 (1.17) is within the confidence interval 
on the estimate of the odds of death for men in decile 
2 versus decile 3 (0.9–1.21). This means that there is 
a statistical chance that men in decile 4 are equal in 
health and longevity risk to men in decile 3. In other 
words, because men in deciles 2 and 3 are indistin-
guishable, there is a chance that a proposal designed 
to apply to the bottom 20 percent of the male lifetime 
earnings distribution could be off by 20 percentage 
points and actually apply to the bottom 40 percent.

Overall, the most accurate advice that can be given 
to policymakers is that a policy change related to 
health and mortality differences among fully insured 
male workers will affect the top lifetime earnings 
decile the least, with adverse effects increasing as one 
moves down the earnings distribution, with the bottom 
decile being the most severely affected by the change. 
In other words, we have more certainty about the gen-
eral pattern of the relationship between lifetime earn-
ings and mortality risk than about the precision of any 
single point estimate (as is evident from the confidence 
intervals). Thus, one strength of the type of analysis 
used in this study is that the uncertainty of the predic-
tions is explicitly measured. In contrast, in the type 

of analysis frequently employed by analysts using a 
threshold model that incorporates health variables, the 
uncertainty of the predictions is unmeasured.

As discussed in the methodology section, for 
completeness I also perform an identical analysis for 
a restricted analytical sample. The restricted sample 
eliminates the foreign born and workers with mostly 
non-OASDI taxable earnings for at least 5 years at 
ages 45–55. The sample is further restricted through 
the use of a lifetime earnings average that excludes 
zeroes at ages 45–55, out of concern that some of the 
zeroes could represent early retirement. As indicated 
in the Appendix (Chart A-1, Tables A-3 and A-4), the 
general pattern of the mortality gradients by lifetime 
earnings decile changes little with the change in 
sample. Most noteworthy is that at ages 63–66, decile 
9 does not display a significantly higher risk of death 
than decile 10. Because the significance of decile 9 
is close to being marginal in the all inclusive sample 
(see note 24), this result highlights the fact that our 
most conservative interpretation of results would place 
the point or threshold above which the population is 
homogeneous at no lower than the 80th percentile of 
the lifetime earnings distribution for the male fully 
insured population at ages 63–66.

Some analysts have proposed linking or indexing 
increases in either the EEA or full retirement age 
(FRA) to improvements in average life expectancy 
(Advisory Council on Social Security 1997 (options II 
and III); National Commission on Retirement Policy 
1999; Aaron and Reischauer 2001; National Com-
mission on Fiscal Responsibility and Reform 2010; 
Committee for a Responsible Federal Budget 2010). 
When evaluating those indexed proposals, distribu-
tional analysis based on a threshold model may give 
policymakers an inaccurate picture of the spread in 
life expectancy around the average. In contrast, using 
a gradient model may allow policymakers to more 
accurately assess the distributional effects of such an 
index at a point in time.

For example, Waldron (2007) found that if dif-
ferences in rates of mortality improvement between 
the top and bottom half of the male lifetime earnings 
distribution observed over the 1972–2001 period con-
tinue, men born in 1941 in the top half of the earnings 
distribution would be expected to live 5.8 years longer 
than men in the bottom half of the distribution, up 
from a difference of 1.2 years observed for men born 
in 1912. The birth cohorts observed in this analysis 
(1937–1945) are not yet old enough for us to observe 
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deaths at ages greater than 71. Therefore, there is 
not yet enough information available to replicate the 
trends analysis of Waldron (2007) with more detailed 
earnings categories. However, the results of this 
analysis do seem consistent with previous research 
that found that mortality risk has been greater for the 
bottom half of the male earnings distribution relative 
to the top half for at least 29 successive American 
birth cohorts whose members were born from 1912 
through 1941.

Implications of the Gradient Model for 
Hypothesized Increases in General 
Revenue to the Treasury in Response  
to an Increase in the EEA
Many proponents of raising the EEA have argued that 
an increase in the EEA will increase the amount of 
tax money going to the general federal Treasury—
that is, the amount of money available to be spent 
on the non-Social Security portion of the federal 
budget (Burkhauser 1996; Steuerle 2011; Aaron and 
Reischauer 2001; Biggs 2010; Johnson 2011). In the 
words of Johnson (2011), “It [an increase in the EEA] 
encourages people to work longer and earn more, 
easing pressure on both government and family 
budgets. Tax revenues increase when earnings rise, 
reducing the deficit and boosting funding for govern-
ment programs.” Aaron and Reischauer (2001) stated, 
“It [an increase in the EEA] would also enlarge the 
labor force, boost national production, and reduce the 
burden of supporting the economically inactive.” The 
Committee for a Responsible Federal Budget (2010, 4) 
is even more enthusiastic, stating, “However, the earli-
est eligibility age is probably the most powerful lever 
we have to encourage longer working lives, which is 
critically important to increase economic growth.”

The implicit assumption involved in this line of 
reasoning is that there will be an increase in general 
tax revenue coming to the Treasury from workers who 
would have stopped working at the current-law EEA 
of age 62 but who are induced to continue working 
until reaching the new, higher EEA, thereby continu-
ing to pay federal income tax at, in theory, a higher 
rate than they would have paid if they had retired at 
age 62. Both the amount of new general revenue that 
analysts estimate will be raised through an increase 
in the EEA and the distributional incidence of what 
percentiles of the earnings distribution will contribute 
that new source of revenue to the federal Treasury 
depend on whether the population above the hardship 

threshold follows a gradient. In other words, under 
an assumption of homogeneity, all workers above the 
threshold will be equally affected by an increase in the 
EEA, relative to their current homogeneous behavior, 
and the incidence of the new source of revenue will be 
proportionately equal across the distribution of work-
ers above the threshold.

However, in contrast to the underlying threshold 
assumption upon which hopes for new money appear 
to be based, several pieces of empirical evidence sug-
gest that those hopes for new revenues could be over-
stated. In fact, existing empirical evidence suggests 
that the new revenues could be contributed roughly 
in reverse proportion to a worker’s position in the 
earnings distribution (the higher the earnings decile, 
the less new money contributed). In other words, if 
higher earners are already the least likely to claim 
benefits at age 62 and the most likely to have private 
pension wealth with which they can offset an increase 
in the EEA, then any new monies not already being 
paid to the Treasury are likely to disproportionately 
come from lower earners who would prefer to retire at 
age 62, but who are liquidity constrained and cannot 
afford to retire without access to their retired-worker 
benefits. Although the terms “higher” and “lower” 
earners is used for ease of exposition, a key point is 
that existing empirical evidence suggests that any 
new revenues collected would follow a gradient (the 
higher the earnings, the less new revenue contributed), 
rather than a scenario in which those unable to work 
at all contribute no new money, and those able to work 
contribute new money in equal proportion to their 
position in the lifetime earnings distribution.

First, as shown in this study, the lifetime earnings 
of men are positively correlated with life expectancy, 
so that the higher the earnings the more incentive 
workers will have to remain in the workforce longer 
because of their longer expected lives, regardless of 
the EEA. Empirically, we also have evidence that 
higher earners and more educated workers already 
tend to disproportionately claim benefits at ages above 
the current-law EEA of 62 relative to lower-earning 
and lower-educated workers (Waldron 2001, 2004). In 
fact, Waldron (2004) found that workers in the high-
earnings group claiming benefits at age 62 who were 
equal in health and mortality risk to those claiming 
later had private pension income in the top half of the 
earnings distribution. (Most men claiming benefits at 
age 62 in the high earnings group had health and mor-
tality risk worse than those claiming later, regardless 
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of the lifetime earnings of those claiming later; 
however, men with high private pension income were 
an exception to this general rule.) Given that the Social 
Security bend point formula only has a replacement 
rate of 15 percent at the top bend point (which hits at 
about the median of the male lifetime earnings dis-
tribution (Waldron 2012)), for high earners, a private 
pension may be likely to weigh more heavily in the 
retirement decision than the availability of a retired-
worker benefit. Such workers may also be employed in 
jobs with generous early pensions because of a taste 
and preference for early retirement. If policy analysts 
wish to influence labor force participation behavior 
for this group, the tax treatment of the private pension 
would seem to be the more relevant policy lever. Of 
course, the long-run ability of policymakers to influ-
ence behavior would be limited by the extent to which 
workers could offset the policymakers’ goals (that is, 
by simply moving money to an unconstrained vehicle).

In addition, a simple tabulation of the Current Pop-
ulation Survey by education level, sex, and year shows 
that at age 62 the labor force participation of men (and 
somewhat less strongly of women) is positively cor-
related with education level—the higher the education 
level, the more likely the respondent is in the labor 
force (Table 2). For example, the percentage of men 
in the labor force at age 62 in the 2009–2011 period 
was about 88 percent for those with a professional or 
doctorate degree, 67 percent for those with a bache-
lor’s degree, 53 percent for high school graduates, and 
46 percent for men without a diploma.26 The percent-
age of men who self-reported not being in the labor 
force at age 62 during the same period because of a 
disability was 27 percent for men without a diploma, 
15 percent for high school graduates, 4 percent for 

those with a bachelor’s degree, and 0 percent for those 
with a professional or doctorate degree (Table 2).

Thus, we see evidence indicative of a gradient in 
labor force participation and self-reported disability; 
if all workers were homogeneous above a hardship 
threshold on those two dimensions, we would not 
expect to see differences in labor force participation 
rates and disability rates between doctors, lawyers, 
and men with doctorates compared with college 
and high school graduates. Women exhibit a simi-
lar pattern, although the percentage of them in the 
labor force is generally below that of men at identical 
educational categories, and we see less of a difference 
between women at higher levels of education. Partly, 
results for women at higher education levels may be 
caused by smaller samples of women at the higher 
education categories for the birth cohorts measured.

Additionally, Pattison and Waldron (2008, Chart 7) 
found that among men with positive earnings, the 
percentage who had elective deferrals (earnings fun-
neled into a 401(k)-type pension plan arrangement) 
increased almost monotonically by earnings decile. 
(In other words, the higher the earnings decile, the 
greater the percentage of men who had elective defer-
rals.) In general, few men below the 4th decile had 
any elective deferrals. The percentage of men with 
elective deferrals rose less steeply over the 1990–2001 
observation period for men in the 4th–6th deciles than 
for men in the 7th–10th deciles (ibid., 9). Trends were 
similar for women. Note that the elective deferral pat-
tern followed a gradient; if elective deferral behavior 
was homogeneous above the hardship threshold, the 
percentage of workers above the threshold who had 
elective deferrals would not vary by earnings decile.

Men Women Men Women

No high school diploma 46 32 27 24
High school graduate 53 45 15 13
Some college, no degree 57 51 12 9
Associate's degree 62 55 12 12
Bachelor's degree 67 61 4 4
Master's degree 73 60 1 1
Professional degree or doctorate 88 77 0 6

Table 2.
Percentage of Current Population Survey respondents in and out of the labor force at age 62 from 2009 
through 2011, by education level and sex

Education level
Respondents in labor force

Respondents not in labor force 
because of a disability

SOURCE: Author's tabulations based on selected years of the Census Bureau's March Supplement to the Current Population Survey.
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Overall, from the existing empirical evidence, we 
can infer that the bulk of any additional revenues from 
an increase in the EEA would come from workers 
who cannot afford to offset the retirement-age change 
through increased contributions to private pensions 
and personal savings accounts and who are not already 
working past age 62, but are able to work past that age. 
Because the federal income tax brackets are designed 
to be progressive, workers unable to offset the EEA 
increase would be disproportionately at lower tax 
brackets than one might assume if one were to believe 
that an increase in the EEA would apply universally 
across the earnings distribution (that is, in a poverty 
threshold world). Thus, new revenues would be less 
than they would be if all current age-62 retirees were 
alike with regard to labor force participation, disabil-
ity, claiming, and personal saving behavior. The new 
revenues, furthermore, could be both regressive with 
regard to a primary worker’s position in the earnings 
distribution and less than anticipated under a poverty 
threshold assumption. Of course, the evidence pre-
sented here is not thorough enough to be conclusive 
on these points. However, there is certainly enough 
empirical data going in the opposite direction from the 
implicit poverty threshold assumption underlying the 
belief that raising the EEA would increase the general 
revenue of the Treasury by a “substantial” amount 
for policymakers to consider asking proponents to 
provide a more detailed analysis of tax incidence by 
earnings decile.

Differences by Sex in Mortality Risk 
by Lifetime Earnings: Implications for 
Proposals to Target Benefit Changes on 
Workers Below a Hardship Threshold
Some policy analysts have recommended that the EEA 
be raised, but that the increase be accompanied by 
some type of “targeted” benefit to help those workers 
below the hardship (as defined by the analyst) thresh-
old (Johnson 2011; Steuerle 2011; Munnell 2008; Burt-
less 1998). Targeted benefits include the following:
• Designing retired-worker program benefits specifi-

cally for the lower-earning and/or lower-income 
worker (Munnell 2008; Steuerle 2011).

• Targeted liberalization of the Disability Insurance 
(DI) program for workers below the new EEA 
(Burtless 1998; Johnson 2011).

• Extending unemployment benefits at ages 55 or 
older (Johnson 2011).

• Devoting more resources to retraining older work-
ers (Johnson 2011).

• Expanding the SSI aged program (Burkhauser 
1996; Johnson 2011; Biggs 2010).

Aaron and Reischauer (2001) suggest nontargeted 
liberalization of the DI program for workers between 
the old EEA and the new EEA.

One example of a proposal targeting workers in 
hardship by earnings level that is fairly straightfor-
ward to evaluate is that of Zhivan and others (2008). 
They propose setting the EEA based on AIME level, 
with the lowest AIME level having an EEA of 62 
and the highest AIME level having an EEA of 64. 
The authors note, “an elastic EEA could potentially 
raise the earliest claiming age for most workers while 
shielding those for whom a higher EEA would result 
in hardship or an unfair loss.” In the context of their 
proposal, Zhivan and others define “hardship” as 
difficulty working from ages 62 through 64 (which 
they assume is correlated with AIME level) and 
“unfairness” as the lower value of lifetime benefits 
that would be received by workers with below aver-
age life expectancy. As they note (2008, endnote 17), 
their proposal does not address the adequacy of benefit 
levels at age 62 for workers who are deemed eligible to 
claim at age 62. For example, under current law, when 
the FRA reaches 67, benefits received at age 62 will be 
70 percent of benefits received at age 67 (Goss 2010). 
To address that automatic actuarial reduction, Zhivan 
and others further note that one option would be to fix 
the EEA benefit at 80 percent of the FRA benefit.27 In 
order to understand the distributional implications of 
their proposal, one must first understand differences 
in labor force participation between men and women 
and the limitations of Social Security’s earnings data, 
which I review in the following section.

Differences in Hours Worked and  
Lifetime Earnings by Sex

The gradient analysis conducted on men in this article 
cannot be repeated for women because labor force 
attachment was not as strong for women as for men in 
the birth cohorts currently observable in Social Secu-
rity data. For example, over the lifetime of these birth 
cohorts, average hours worked at the prime earnings 
ages of 25–54 grew from about 16 hours in 1968 to 
about 26 in the mid-1990s (and have since been steady) 
for women; those hours fell from about 40 in 1968 to 
36 in the mid-1980s (and have since been steady) for 
men (Waldron 2012). As a result of differences in hours 
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worked by sex, the male fully insured worker popula-
tion recently eligible for retired-worker benefits is pre-
dominately composed of primary, full-time workers, 
while the female fully insured population includes a 
mix of primary, full-time workers and secondary, part-
time workers (including workers with a large number 
of zero earning years relative to primary workers).

Social Security has no information on number of 
hours worked per year, on the reason a worker has 
years of zero earnings in their earnings record, or on 
marital status by year. Earnings are reported annually 
to Social Security’s MEF on an individual basis with 
no marital information attached. I can only observe the 
lifetime earnings of a fully insured worker’s spouse if 
one member of the couple has claimed auxiliary (that 
is, spouse or survivor) benefits based on the record of 
the highest earner in the couple.28 Such a sample would 
be skewed because an appropriate risk group should 
include all couples eligible to claim at a given age, not 
only all couples who have already claimed by a given 
age. Therefore, I am unable to create a measure of 
lifetime household earnings for fully insured workers 
using Social Security administrative data. For that 
reason, I cannot separate female primary earners from 
female secondary earners in my analysis. While as pri-
mary earners, men’s lifetime earnings will be strongly 
correlated with their lifetime household income, and 
more broadly, their socioeconomic status, many female 
lifetime earners may have a weak correlation between 
their own lifetime earnings level and their lifetime 
household earnings and socioeconomic status.

As discussed, the lack of a household earnings 
measure is not a problem for men because, as the 
primary earner in the majority of households, their 
own earnings and their household earnings will be 
highly correlated in terms of their assignment to 
socioeconomic deciles. For women (particularly 
married women), their own lifetime earnings may 
serve as a poor proxy for their household earnings, so 
that the place of a woman in a socioeconomic decile 
based on her own earnings will not necessarily equal 
her place in a socioeconomic decile based on her 
household earnings. For example, Monk and others 
(2010) found that among individuals observed in the 
1992–2006 Health and Retirement Survey, the highest 
AIME (a top 35-year lifetime earnings measure) in the 
household was a worker’s own AIME for 97 percent of 
married men and only 15 percent of married women.

In addition, male lifetime earnings can capture 
causation running from poor health to lower earnings 

because low hours worked or periods of zero earn-
ings are frequently correlated with a health shock or 
a chronic health problem for primary earners. For 
secondary earners (predominately women), zeroes 
and low hours worked can often signify participation 
in nonmarket work, such as childcare, for reasons 
uncorrelated with health. In other words, secondary 
earners with low hours worked and zero earnings for 
nonhealth reasons may be mixed in the same category 
with primary earners with low hours worked and zero 
earnings for health reasons to a much greater extent 
for women than for men, dampening the power of a 
lifetime earnings variable to explain mortality risk 
differences among women.

Recall that the AIME represents an average of a 
worker’s top-35 years of earnings, while hardship is 
typically used to refer to the concept of household 
income, or the total resources available to an indi-
vidual. As discussed, these two measures are unlikely 
to be as strongly correlated for women as for men 
because men work more market hours than women, 
on average, while women work more nonmarket 
hours than men, on average. Thus, while we would 
expect the female median AIME to move closer to 
the male AIME for more recent birth cohorts, given 
large increases in female labor force participation over 
time, it is not clear from the empirical data that the 
female AIME will equal the male AIME at the point 
at which a hypothetical proposed retired-worker law 
change is phased in. For example, women were still 
23 percentage points below men in the number work-
ing full time, all year at the prime earnings ages in 
2007 and were about 10 hours below men in average 
hours worked per week (Waldron 2012). Both of these 
trends have been flat for the past 10 years. From 2003 
through 2007, among workers born in the 1970s, hours 
of paid work were about 41 for men and 26 for women, 
while hours of unpaid work were 16 for men and 32 for 
women (Krantz-Kent 2009), despite the fact that years 
of educational attainment were higher for women 
than for men in those birth cohorts. In addition, the 
Pew Research Center (2007) found that the preference 
for full-time work among fathers exceeded mothers 
by 50 percentage points in 2007, and that preference 
for part-time work differed little among mothers by 
education or income level. Finally, of people aged 15 
or older who married during 2008 (the majority of 
whom were under age 35), 72 percent of men worked 
full time compared with only 50 percent of women 
(Kreider and Ellis 2011, Table 11).
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Distributional Analysis of a  
Targeted Proposal by Sex

Although at various times throughout the history 
of the Social Security Act provisions have applied 
different rules to men and women, by 1983 the Social 
Security Act had once again been made gender neutral 
through both court decisions and legislative changes 
(Myers 1993).29 Despite that current-law gender 
neutrality, Zhivan and others (2008) seek to exploit 
known links between low lifetime earnings and high 
mortality risk for men as a way to target for relief fully 
insured workers in poorer health,30 if the EEA were to 
be increased. That proposal may miss its target by a 
wide margin if female life expectancy is higher than 
male life expectancy, but female lifetime earnings are 
lower. In the case of a policy option that links the EEA 
to AIME level, workers with higher life expectancy 
(women) could end up having a lower early retirement 
age than workers with lower life expectancy (men) by 
virtue of differences in earnings levels between men 
and women. In addition a secondary earner (such as a 
married women for whom hours of nonmarket work 
have exceeded hours of market work over a lifetime) 
could be more likely to qualify for a lower early 
retirement age based on her own retired-worker benefit 
than the equivalent primary earner who has worked 
full time at a modest hourly wage over a lifetime, even 
though her primary-earning counterpart could face 
a higher risk of death, be in poorer health, and have 
lower household income.31

Although this article examines the target efficiency 
of an EEA linked to AIME level by focusing on dif-
ferences in lifetime earnings and mortality by sex, an 
additional concern discussed by Stapleton (2009, 25) is 
that an elastic EEA would not help workers who have 
high AIMEs but experience adverse health events. 
Support for that concern is found in Waldron (2004), 
where male Social Security retired-worker beneficia-
ries with earnings in the top quarter of the male life-
time earnings distribution who claimed at age 62 were 
found to have had poorer health and higher mortality 
risk than most men retiring at age 65, including those 
age-65 retirees with earnings in the lowest quartile. In 
other words, current-law equality in retirement ages 
by AIME provides insurance value against poor health 
at age 62, even for those at the top end of the earnings 
distribution, and there is evidence that some workers 
at the top end are making use of that insurance.

In order to examine the sensitivity of policy options 
that seek to mitigate the hardship caused by an EEA 

increase through the use of Social Security’s AIME, 
I first tabulate relevant Social Security program 
variables by the male lifetime earnings deciles that I 
use to calculate mortality differentials in this analysis 
(Tables 3 and 4).32 Because there are large differences 
in lifetime earnings by sex that would be obscured 
by a unisex tabulation, I tabulate program variables 
separately by sex and use the male earnings distribu-
tion to assign women to earnings deciles. By assign-
ing women in this way, I seek to roughly proxy for a 
primary or full-time worker definition when forming 
the earnings deciles. Because women have lower 
earnings than men, about 45 percent of female fully 
insured workers are in the bottom two male earnings 
deciles (Table 4). At the opposite end of the earnings 
distribution, only 0.6 percent of women are in the top 
male lifetime earnings decile.

After tabulating the median AIMEs by male 
earnings decile, I then calculate the median reduced 
monthly benefit at age 62 for a worker by earnings 
decile and the percentage of the poverty line such a 
median benefit represents. Because I cannot observe 
couples in my data, the poverty measure I use is 
equivalent to what a single worker would have faced.33 
In reality, a married person could have received a 
spouse or widow benefit increment to the retired-
worker benefit that is calculated in Tables 3 and 4 and 
that is payable on his or her own record).34 Because 
the 1940 birth cohort had a FRA of 65 years and 
6 months and the FRA is scheduled under current law 
to increase to age 67 for birth cohorts 1960 and later, I 
also calculate the age-62 benefit as a percentage of the 
2002 poverty line for one person by decile if the 1940 
birth cohort had faced the benefit reductions scheduled 
under current law for the 1960 and later birth cohorts.

Retired-worker benefits reduced for an age-62 claim 
would have been around 100 percent of the poverty 
level at around the median of the 3rd male earnings 
decile for men and around the median of the 4th male 
earnings decile for women under the actual retirement 
age for the 1940 birth cohort, or closer to the median 
of the 5th male earnings decile for women if the retire-
ment age had been 67 (see Tables 3 and 4). Aggregat-
ing across deciles (that is, multiplying the percentage 
of men or women in each male earnings decile with 
benefits at or below poverty by the percentage of all 
men or women in the decile, and adding up across 
deciles), I find that among fully insured workers at an 
FRA of 67, about 25 percent of men and 75 percent of 
women would have had a benefit at 100 percent of the 
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At FRA of 
65(6) b

At FRA 
of 67

1,008.00 665.92 516.09 70 63 87 92 21.0 25
1,667.50 876.96 679.64 92 83 62 76 32.3 73
2,259.50 1,066.40 826.46 112 101 31 48 38.5 88
2,821.00 1,246.08 965.71 131 118 10 16 40.8 89
3,304.00 1,400.64 1,085.50 147 133 7 8 41.3 89
3,704.00 1,505.35 1,166.65 158 143 10 11 41.5 88
4,173.00 1,575.70 1,221.17 165 149 10 11 41.3 86
4,653.00 1,647.70 1,276.97 173 156 8 8 41.8 89
5,100.00 1,714.75 1,328.93 180 163 7 8 41.5 91
5,366.00 1,754.65 1,359.85 184 166 3 4 40.8 95

a.

b.

Percentage of men at 
or below 100 percent 

of the 2002 poverty line 
for a one-person family

1
2
3

Table 3.
Social Security program variables that apply to retired-worker benefits for fully insured men born in 
1940, by male lifetime earnings decile (amounts in 2002 dollars)

Median 
AIME PIA a

Reduced 
monthly 
benefit 

amount at 
age 62 a

Median 
years of 

Social 
Security– 

covered 
earnings at 

ages 14–61

Percentage 
of earnings 
decile with 

disability 
insured 

status at 
age 61

Median age-
62 benefit a

Median age-
62 benefit, if 

FRA was 
67 a

Male 
earnings 
decile

Benefit as a percentage 
of the 2002 poverty line 
for a one-person family

4

Age given in years and (months).

8
7

9
10

Author's calculations based on median AIME amount observed empirically.

SOURCES: Author's calculations based on the Annual Statistical Supplement to the Social Security Bulletin, 2010  (Table 2.A17.1 and 
Table 3.E8.) and Social Security administrative data files (1 percent 2008 active CWHS, 1 percent 2009 MEF, 1 percent 2010 MBR, and 
1 percent 2009 Numident).

NOTES: Sample consists of men born in 1940 who were fully insured for retired-worker benefits; disabled-worker beneficiaries are 
excluded. Retired-worker benefits are reduced for an age-62 claim, based on the 1940 birth cohort's FRA of 65 years and 6 months. 
Earnings deciles are based on average relative earnings from ages 45 through 55.

5
6

poverty level or less. That difference by sex is driven 
by a lower median number of covered earnings years 
for women than men at every earnings decile. This 
does not mean that 75 percent of women in my sample 
are poor; such a conclusion is implausible and high-
lights the fact that female AIME levels are unlikely to 
correlate strongly with household income, poverty, or 
hardship measures for recently eligible birth cohorts.

We also see in Tables 3 and 4 that for both men and 
women there are smaller numbers of fully insured 
workers with AIMEs at or below the poverty level at 
higher earnings deciles. Some of those workers may 
have higher earnings that are not covered by Social 
Security and lower Social Security–covered earn-
ings. Other workers may have emigrated from their 
native countries to the United States at later ages than 
the native born typically start working in covered 
employment.35 As Olsen and Hoffmeyer (2001/2002, 
12) noted, even though the special minimum ben-
efit (a retired-worker benefit originally designed to 
increase the benefit level of workers with low AIMEs) 

required 23 years of coverage, in 2000, 12 percent 
of retired-worker special minimum beneficiaries 
had income from noncovered pensions. The authors 
discussed the history of the special minimum, and 
Schobel and McKay (1982) discussed its predecessor—
the regular minimum (another retired-worker benefit 
originally designed to increase the benefit level of 
workers with low AIMEs).

As discussed by Olsen and Hoffmeyer (2001/2002), 
in 1972 Congress rejected raising the level of the 
regular minimum benefit (which had fallen below the 
poverty line) because of concerns of windfalls going 
to workers who were only intermittently in Social 
Security–covered employment. The authors reported 
that the chief groups named in a 1972 Senate Finance 
Committee report consisted of workers employed 
either in the federal service, or under a state retirement 
system not linked to Social Security, or as a police-
man or fireman, and women who spent “most of [their] 
adult [lives] not working but…had some earnings 
under Social Security” (5).36
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Under the type of policy option we are analyz-
ing here, workers with low Social Security–covered 
earnings and high earnings not covered by Social 
Security could be assigned an EEA of 62, while 
workers with a full employment history of lower 
Social Security–covered earnings could be assigned 
an EEA of 64, even though health and mortality risk 
may be expected to be worse for the latter group than 
for the former. In addition, the former group of work-
ers may already have a state or local defined benefit 
pension plan with a low retirement age, while the 
latter may not.

Finally, we see in Tables 3 and 4 that if men with 
earnings in the bottom 30 percent of the male lifetime 
earnings distribution were assigned an EEA of 62 
based on their AIME, about 64 percent of women 
would also have been assigned an EEA of 62. Con-
versely, many more men than women would have 
been assigned the highest EEA level designated in the 
policy option discussed by Zhivan and others (2008) 
by virtue of their higher AIMEs.

In order to test whether an EEA based on AIME 
level would correspond to observable differences in 
mortality risk between men and women by lifetime 
earnings decile, I calculate death rates for women 
classified by male earnings decile and compare them 
with male death rates classified by male earnings 
deciles (Chart 2). (The regression results from which 
the female death rates displayed in Chart 2 are cal-
culated can be found in the Appendix (Tables A-5 
and A-6).) If the policy option we are evaluating is 
designed to affect fully insured workers at a particular 
lifetime earnings level equally by sex, both men and 
women with equivalent lifetime earnings should have 
roughly equal death rates. As a further test, I also 
classify women into earnings deciles based on the 
female earnings distribution, although, as indicated 
in Chart 2, this results in little to no difference in the 
female death rates by decile. In neither case do we 
have a very strong measure of socioeconomic status 
for women; however, that is the point. SSA has never 
collected income data because income data is not used 

At FRA of 
65(6) b

At FRA 
of 67

20.4 492.00 442.80 343.17 46 42 99 100 15.5 36
24.2 891.00 628.48 487.07 66 60 97 99 24.8 78
18.9 1,492.00 820.80 636.12 86 78 81 92 30.0 89
13.4 2,029.50 992.80 769.42 104 94 39 65 32.5 91

8.8 2,568.50 1,165.28 903.09 122 110 17 31 33.5 90
5.8 3,022.00 1,310.40 1,015.56 138 124 11 14 34.3 88
3.7 3,532.50 1,473.76 1,142.16 155 140 10 13 33.8 89
2.7 3,987.00 1,547.80 1,199.55 162 147 11 11 33.8 88
1.4 4,553.00 1,632.70 1,265.34 171 155 7 8 35.3 92
0.6 4,583.00 1,637.20 1,268.83 172 155 10 12 33.0 96

a.

b.

Table 4.
Social Security program variables that apply to retired-worker benefits for fully insured women born in 
1940, by male lifetime earnings decile (amounts in 2002 dollars)

Male 
earnings 
decile

Median 
AIME PIA a

Reduced 
monthly 
benefit 

amount at 
age 62 a

Median 
years of 

Social 
Security– 

covered 
earnings at 

ages 14–61

Percent-
age of 

earnings 
decile with 

disability 
insured 

status at 
age 61

Median 
age-62 

benefit a

Median 
age-62 

benefit, if 
FRA was 

67 a

Benefit as a percent-
age of the 2002 
poverty line for a 

one-person family

Percentage of 
women at or 

below 100 percent 
of the 2002 

poverty line for a 
one-person family

NOTES: Sample consists of women born in 1940 who were fully insured for retired-worker benefits; disabled-worker beneficiaries are 
excluded. Retired-worker benefits are reduced for an age-62 claim, based on the 1940 birth cohort's FRA of 65 years and 6 months. 
Earnings deciles are based on average relative earnings from ages 45 through 55.

Author's calculations based on median AIME amount observed empirically.

Age given in years and (months).

Percent-
age of 

women 
in male 

earnings 
decile

6
7
8
9
10

SOURCES: Author's calculations based on the Annual Statistical Supplement to the Social Security Bulletin, 2010  (Table 2.A17.1 and 
Table 3.E8.) and Social Security administrative data files (1 percent 2008 active CWHS, 1 percent 2009 MEF, 1 percent 2010 MBR, and 
1 percent 2009 Numident).

1
2
3
4
5
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Chart 2. 
Death rates by age, sex, and lifetime earnings deciles

SOURCES: Author’s calculations based on Social Security administrative data files (1 percent 2008 active CWHS, 1 percent 2009 MEF, 
1 percent 2010 MBR, and 1 percent 2009 Numident).
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Earnings decile Earnings decile
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Lifetime 
earnings decile

Women in male 
earnings decile

Men in female 
earnings decile

Women in unisex
earnings decile

Men in unisex
earnings decile

1 20.4 5.7 13.3 7.0
2 24.2 4.2 14.5 5.9
3 18.9 3.9 14.3 6.2
4 13.4 4.4 14.0 6.4
5 8.8 4.4 12.4 7.8
6 5.8 5.3 11.1 9.0
7 3.7 6.7 8.5 11.4
8 2.7 8.4 6.4 13.3
9 1.4 13.9 3.9 15.5
10 0.6 43.2 1.7 17.5

Table 5.
Percentage of workers by sex in male, female, and unisex lifetime earnings deciles 

SOURCES: Author's calculations based on Social Security administrative data files (1 percent 2008 active CWHS, 1 percent 2009 MEF, 
1 percent 2010 MBR, and 1 percent 2009 Numident).

NOTE: Sample consists of men and women born in 1940 who were fully insured for retired-worker benefits; disabled-worker beneficiaries 
are excluded.

to administer the OASDI program. Because the Social 
Security retired-worker benefit was designed to be 
universal, it is extremely difficult to target subgroups 
efficiently through the retired-worker benefit.

As indicated in Chart 2, deaths rates for women are 
well below comparable male death rates at deciles 1 
through 8 at ages 63–71. Men do not get close to the 
lower death rates of women in deciles 3 through 10 
until about decile 9. Because we do not have a measure 
of income for women, it could well be that high-
income women are well above the top 20 percent of 
male lifetime earners in terms of longevity. Neverthe-
less, with this major caveat in mind, we do have some 
evidence from Chart 2 that the top 20 percent of male 
lifetime earners could be close to the average woman 
in terms of mortality risk.

Until this point, I have not placed fully insured 
workers into deciles based on percentiles that are 
defined by the unisex (male and female combined) 
earnings distribution. Interpretation of estimates based 
on the unisex earnings distribution can be difficult, 
given the difference in hours worked between men and 
women and the fact that secondary workers in either 
a current marriage or in a marriage that has lasted at 
least 10 years may be dually entitled to Social Security 
spouse and survivor benefits (see Waldron (2012) for 
details). Nevertheless, retirement analysts sometimes 
classify workers by the unisex earnings distribution 
when presenting distributional results of analyses of 
proposed changes to retired-worker benefits.

In Table 5, I show the percentage of men and 
women born in 1940 who would have been in earnings 

deciles 1 through 10, using three different methods 
of calculating the earnings deciles. The first method 
uses the male earnings distribution to define the earn-
ings deciles and places women in the male earnings 
deciles, based on their own lifetime earnings. Under 
this method, 44.6 percent of women have earnings in 
the bottom 20 percent of the male earnings distribu-
tion. The second method uses the female earnings 
distribution to define the earnings deciles and cal-
culates the number of men who are in each female 
decile, based on their own lifetime earnings. Under 
this method, 9.9 percent of men have earnings in the 
bottom 20 percent of the female earnings decile. The 
third method uses the unisex earnings distribution 
to define lifetime earnings deciles and calculates the 
percentage of men and women in each earnings decile 
based on their own respective lifetime earnings. Under 
this method, 12.9 percent of men and 27.8 percent 
of women are in the bottom 20 percent of the unisex 
earnings distribution.

Table 5 can be used to roughly assess the target effi-
ciency of a policy proposal that attempts to use Social 
Security’s AIME as a way to shield workers in poor 
health from an increase in the EEA. For example, sup-
pose a policy was to be designed to shield the bottom 
20 percent of the unisex earnings distribution. Such 
a policy would have protected roughly 12.9 percent 
of men and 27.8 percent of women born in 1940. 
Table 6 displays the death rates at age 63 for men 
and women by male earnings decile. If policymakers 
used the 20 percent unisex distribution, they would 
have shielded women with death rates that ranged 
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Men Women

1 20.4 0.021871 0.008184
2 24.2 0.011152 0.005467
3 18.9 0.010720 0.004335
4 13.4 0.009585 0.004136
5 8.8 0.008537 0.004974
6 5.8 0.007601 0.003941
7 3.7 0.006743 0.003213
8 2.7 0.006652 0.003213
9 1.4 0.005510 0.003213
10 0.6 0.004537 0.003213

Table 6.
Male and female death rates at age 63, by male 
lifetime earnings decile

SOURCES: Author's calculations based on Social Security 
administrative data files (1 percent 2008 active CWHS, 1 percent 
2009 MEF, 1 percent 2010 MBR, and 1 percent 2009 Numident).

NOTE: Sample consists of men and women born in 1940 who 
were fully insured for retired-worker benefits; disabled-worker 
beneficiaries are excluded.

Male 
earnings 
decile

Percentage of 
women in male 
earnings decile

Death rate for—

from roughly 0.008 to somewhere above 0.005. At 
that same point in the unisex distribution, they would 
have shielded men with death rates of roughly 0.022. 
The policy would have failed to shield men in deciles 
2 through 5, all having higher death rates than the 
27.8 percent of women who would have been shielded. 
In other words, at least 37 percent of men (50 minus 
12.9) with death rates exceeding those of the women 
assigned the lowest EEA would have been assigned a 
higher EEA by the policy proposal.

Alternatively, suppose policymakers chose to 
shield the bottom 20 percent of the male earnings 
distribution, recognizing that women live longer than 
men. At that point in the male earnings distribution, 
approximately 60 percent of men (80 minus 20) with 
death rates no lower than 0.007 would have had a 
higher EEA than the 44.6 percent of women in the 
bottom 20 percent of the male earnings distribution 
who would have had death rates of approximately 
0.005. This analysis is exaggerated because we can 
expect younger female birth cohorts to have higher 
labor force participation, and thus higher lifetime 
earnings, than the 1940 birth cohort. However, as 
discussed, women are still 23 percentage points below 
men in the number working full time. Mathematically, 
lifetime earnings cannot become equal between the 
sexes if hours worked are unequal. (If women’s wages 
exceeded men’s wages by an enormous amount, such 

a result could be feasible; however, that particular 
scenario would be well outside the bounds of all exist-
ing empirical wage data.) Furthermore, female life 
expectancy at age 60 has been higher than male life 
expectancy at age 60 for at least a century.

As illustrated in Chart 2 and Tables 5 and 6, it 
would be difficult to focus retired-worker benefit 
changes on low earners with low life expectancy 
through a worker’s own AIME because many women 
with higher life expectancy will qualify because of 
their relatively low AIME levels. Monk and oth-
ers (2010) found similar results by sex when using a 
worker’s own AIME quintile as a measure of socio-
economic status in a Health and Retirement Survey 
sample matched to Social Security administrative data. 
Specifically, they found, “while individual life expec-
tancy is strongly correlated with individual AIME for 
men, it is only weakly correlated for women, and when 
pooling the genders the correlation disappears” (1).

Thus, given the higher labor force participation of 
men and greater number of hours worked, if one uses 
the unisex earnings distribution to define a low earner, 
many men at fairly high mortality risk relative to the 
total fully insured population will have an AIME 
level exceeding the AIME level specified in the policy 
option. On the other hand, if one uses the male earn-
ings distribution to define a low earner, low-earning 
women may meet the AIME level specified for a par-
ticular benefit option, even though they appear likely 
to be in better health and have higher life expectancy 
than many of their male counterparts at equivalent or 
higher AIME levels.37

Distribution of Workers at the OASDI Taxable 
Maximum by Earnings Decile and Sex

In lieu of varying the EEA by AIME level, one way 
policymakers could focus on workers expected to have 
high life expectancy, while simultaneously including 
high-income but low-earnings workers, would be to 
increase the OASDI tax max. Unfortunately, this dis-
cussion is necessarily speculative, as we are not able to 
calculate the marriage rate for workers with earnings 
over the taxable maximum using Social Security data.

In theory, a Social Security policy change of this 
nature could indirectly apply to low-earning spouses of 
high-earning workers through the shared reduction in 
disposable income the couple would have experienced 
during the years at which the higher earner was paying 
taxes on a larger amount of earnings, relative to cur-
rent law. With regard to life expectancy correlations, 
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Number of years at
OASDI tax max Men Women

0 65.0 93.0
1 5.7 2.2
2 3.1 0.9
3 2.5 0.6
4 2.2 0.5
5 2.0 0.4
6 1.9 0.4
7 1.9 0.3
8 1.9 0.3
9 1.9 0.3
10 2.3 0.3
11 9.7 0.8

Table 7.
Percentage of fully insured workers at the OASDI 
tax max from ages 45 through 55, by number of 
years and sex

SOURCES: Author's calculations based on Social Security 
administrative data files (1 percent 2008 active CWHS, 1 percent 
2009 MEF, 1 percent 2010 MBR, and 1 percent 2009 Numident).

NOTE: Sample consists of men and women born in 1940 who 
were fully insured for retired-worker benefits; disabled-worker 
beneficiaries are excluded.

Male earnings decile Men Women

1 0 0
2 0 0
3 0 0
4 0 0
5 0 0
6 0 0
7 0 0
8 2 2
9 9 8
10 11 11

Table 8.
Median number of years (out of 11 possible 
years) at the OASDI tax max, by male lifetime 
earnings decile and sex

SOURCES: Author's calculations based on Social Security 
administrative data files (1 percent 2008 active CWHS, 1 percent 
2009 MEF, 1 percent 2010 MBR, and 1 percent 2009 Numident).

NOTE: Sample consists of men and women born in 1940 who 
were fully insured for retired-worker benefits; disabled-worker 
beneficiaries are excluded.

one advantage could be that, theoretically, low-
earning, high-income workers could have fairly high 
life expectancy, perhaps even exceeding that of the 
higher earner in a high-income couple. An additional 
advantage could be that, under current law, unmarried 
workers are subject to the same payroll tax rate as mar-
ried workers, but are not eligible for spouse or survivor 
benefits. While a universal tax rate applied to all Social 
Security–covered earnings hews to the universal 
principle underlying retired-worker benefit design, the 
payout of auxiliary benefits is not particularly progres-
sive in outcome because married couples tend to have 
higher income than unmarried individuals.38

Gustman and Steinmeier (2001) and Gustman, 
Steinmeier, and Tabatabai (2011) observed within 
the Old-Age and Survivors Insurance system a large 
amount of redistribution from high-to-low-earning 
individuals and a much lesser amount of redistribution 
from high-to-low-earning households. In addition, 
for both men and women, marriage has been found to 
lower mortality risk, relative to the unmarried (Ren-
dall and others 2011).

To examine the distributional effect of this hypo-
thetical policy option, I next tabulate the percentage 
of men and women from ages 45 through 55 at the 
OASDI tax max (Table 7). At first glance, targeting the 
OASDI tax max for an increase appears to overshoot 

the target with regard to life expectancy for men 
and undershoot the target for women because about 
35 percent of men had some earnings from ages 45 
through 55 at the taxable maximum compared with 
only 7 percent of women.

However, if we examine the median number of years 
at the OASDI tax max (out of a possible 11) in Table 8, 
we see that the majority of the tax increase will fall 
on male earnings deciles 9 and 10. Decile 8 only has a 
median 2 years out of a possible 11 at the OASDI tax 
max, and all deciles below 8 had a median of zero years 
at the OASDI tax max. Thus, the majority of the tax 
increase is likely to fall on men closest to the observ-
able threshold, the top 20 percent of the male earnings 
distribution. (Although, because, at least at ages 67–71, 
the threshold is actually at the top 5–10 percent of the 
male earnings distribution for men, this option may 
tend to hit the 9th decile harder than the 10th decile.)

On the other hand, there remains the problem of a 
potential undershooting of the target for women. In 
terms of a women’s own earnings, death rates appear 
flat starting in the 3rd male lifetime earnings decile 
(or for the top 55 percent of female earners), and only 
2 percent of women were in the top-two male earnings 
deciles in 2002. Even if we take the extreme assump-
tion that 100 percent of men at the OASDI tax max are 
married, there may still be long-lived women married 
to men earning below the OASDI tax max who are not 
“paying” the full price of their longevity.
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If policymakers wish to “charge” these women, one 
option could be to focus on survivors benefits. In 2009, 
for example, 98.5 percent of nondisabled widow(er) 
benefits were paid to women (SSA 2011, Table 5.F8). 
On the other hand, while this type of target would 
be more directly aimed at the longest lived of fully 
insured workers, reductions to survivor benefits may 
also be more likely to increase the poverty rates of 
women at older ages, relative to current law. If we con-
sider that the Social Security retired-worker benefit is 
intended to provide longevity insurance, then reducing 
the benefits of the longest-lived beneficiaries could be 
counterproductive.

For this reason, an increase in the OASDI tax max 
would tend to preserve longevity insurance more than 
a survivor or retired-worker benefit reduction,39 while 
still focusing on fairly long-lived individuals relative 
to the total fully insured population. In other words, 
those fully insured (male) workers who are expected 
to collect Social Security benefits over a longer period 
of time, relative to other fully insured (male) workers, 
would be those asked to pay more for their insurance, 
relative to current law. However, a remaining empiri-
cal question concerns how fair such an option would 
be for unmarried men with earnings above the OASDI 
tax max, who might have higher mortality risk than 
some lower-earning women, but who would not have 
a spouse who would collect survivor’s insurance on 
their earnings record upon their death. Those unmar-
ried men would receive less insurance coverage for an 
equivalent level of tax contributions, relative to their 
married counterparts.

Conclusion
I have used a simple and clean measure of health (mor-
tality) and a standardized measure of financial condi-
tion (position in the lifetime earnings distribution) 
to test the hypothesis that poor health and mortality 
among older men follows a poverty threshold model. 
Using Social Security administrative data, I found 
that among men ages 63–71 the point above which 
differences in mortality risk by earnings become 
undetectable is somewhere in the top 20 percent of the 
male lifetime earnings distribution. In other words, 
fully insured men in at least the bottom 80 percent of 
the lifetime earnings distribution exhibited a negative 
correlation with mortality (the higher the earnings, the 
lower the mortality risk).

The Social Security administrative data strongly 
reject the poverty threshold model, a result similar 
to results found for Canada, Germany, and England. 
Analyses using a threshold model, by assuming 
that everyone above some point low in the earnings 
distribution has equal health and mortality prospects, 
will produce distributional estimates that will vary 
from the true distributional effects by a potentially 
large, unknown, and unmeasured margin. In addi-
tion, policymakers may be unaware of the uncertainty 
inherent in estimates produced from hardship thresh-
old models because there is no good way to calculate 
an uncertainty band around an analyst’s judgment of 
what constitutes hardship for a fully insured worker. 
In contrast, with gradient models analysts can employ 
standard statistical techniques for estimating uncer-
tainty around point estimates.

Because the Social Security retired-worker benefit 
was designed to be universal, it is extremely difficult 
to target subgroups effectively through the retired-
worker benefit. For example, we have seen that, on 
average, the longest-lived workers (women) have the 
lowest earnings and hours worked. Thus, a worker’s 
own AIME would be a poor target, if one’s goal is to 
shield or protect those workers who are the most likely 
to have adverse health and mortality characteristics. 
Such a target could potentially shield more advantaged 
women, while failing to shield less advantaged men. 
More broadly, we have found that, among men, there 
is no statistically significant low hardship threshold 
that exists between those who are in adverse circum-
stances and those who are not, when mortality risk is 
used as a measure of hardship.

Under current law, the link between earnings and 
benefit levels and the equal application of age-of-
entitlement rules, regardless of earnings levels, means 
that a worker is never penalized for additional work 
or thrift. Because the insured population does not 
fall neatly into a low-earnings poor health group and 
a remaining good health group, attempts to target a 
subset of badly disadvantaged workers by altering 
the benefit rules that apply equally to everyone could 
both miss the intended target and introduce work 
disincentives into a program currently designed to 
reward work.
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Appendix

Chart A-1. 
Death rates for fully insured men born in 1940, by age and male lifetime earnings decile: Restricted 
analytical sample

SOURCES: Social Security administrative data files (1 percent 2008 active CWHS, 1 percent 2009 MEF, 1 percent 2010 MBR, and 1 per-
cent 2009 Numident). Author’s calculations based on regressions estimating mortality risk by decile at ages 63–66 and ages 67–71 (see the 
Appendix, Table A-3). 

NOTE: Sample consists of men who were fully insured for retired-worker benefits by age 61; disabled-worker beneficiaries, the foreign born, 
and workers with mostly non–OASDI taxable earnings are excluded.
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Parameter estimate Standard error Parameter estimate Standard error

21.6142 16.7488 80.0712 43.1339***
0.0856 0.0173* 0.0851 0.0210*

-0.0167 0.00847** -0.0469 0.0219**

1 1.5905 0.0919* 1.3410 0.1208*
2 0.9061 0.0990* 1.1572 0.1226*
3 0.8661 0.0996* 1.0862 0.1235*
4 0.7531 0.1013* 0.7522 0.1294*
5 0.6362 0.1032* 0.7473 0.1294*
6 0.5192 0.1054* 0.7816 0.1286*
7 0.3985 0.1078* 0.7486 0.1291*
8 0.3848 0.1081* 0.5459 0.1336*
9 0.1954 0.1125*** 0.3870 0.1375**

31885.038 19537.190

Variable

Intercept
Age
Year of birth

Table A-1.
Regression results for men when the reference variable is the 91st–100th percentile of the male lifetime 
earnings distribution; deaths observed at ages 63–66 and 67–71: All inclusive sample 

Ages 63–66 Ages 67–71

-2Log likelihood

Decile

SOURCES: Author's calculations based on Social Security administrative data files (1 percent 2008 active CWHS, 1 percent 2009 MEF, 
1 percent 2010 MBR, and 1 percent 2009 Numident).

* = significant at the 1 percent level; ** = significant at the 5 percent level; *** = significant at the 10 percent level.

NOTES: At ages 63–66, N = 277,024 pooled observations and 2,936 deaths. At ages 67–71, N = 120,203 pooled observations and 1,934 
deaths.

Sample consists of men born from 1937 through 1945 who were fully insured for retired-worker benefits; disabled-worker beneficiaries are 
excluded. Reference variable is decile 10 (average relative earnings from ages 45 through 55 in the 91st–100th percentile of the earnings 
distribution).
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Parameter estimate Standard error Parameter estimate Standard error

21.6635 16.7490 79.8291 43.1355***
0.0856 0.0173* 0.0852 0.0210*

-0.0167 0.00847** -0.0469 0.0219**

1 1.5414 0.1214* 1.6263 0.1816*
2 0.8570 0.1269* 1.4425 0.1828*
3 0.8170 0.1274* 1.3715 0.1834*
4 0.7040 0.1287* 1.0375 0.1874*
5 0.5871 0.1302* 1.0326 0.1874*
6 0.4701 0.1319* 1.0670 0.1869*
7 0.3494 0.1339* 1.0339 0.1873*
8 0.3357 0.1341** 0.8313 0.1904*
9 0.1463 0.1377 0.6723 0.1931*

-0.1005 0.1667 0.5082 0.2182**

31884.674 19531.594

Age

Table A-2.
Regression results for men when the reference variable is the 96th–100th percentile of the male lifetime 
earnings distribution; deaths observed at ages 63–66 and 67–71: All inclusive sample 

Variable
Ages 63–66 Ages 67–71

Intercept

SOURCES: Author's calculations based on Social Security administrative data files (1 percent 2008 active CWHS, 1 percent 2009 MEF, 
1 percent 2010 MBR, and 1 percent 2009 Numident).

NOTES: At ages 63–66, N = 277,024 pooled observations and 2,936 deaths. At ages 67–71, N = 120,203 pooled observations and 1,934 
deaths.

Sample consists of men born from 1937 through 1945 who were fully insured for retired-worker benefits; disabled-worker beneficiaries are 
excluded. Reference variable is average relative earnings from ages 45 through 55 in the 96th–100th percentile of the earnings distribution.
* = significant at the 1 percent level; ** = significant at the 5 percent level; *** = significant at the 10 percent level.

Year of birth

Decile

-2Log likelihood

91st–95th earnings percentile
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Parameter estimate Standard error Parameter estimate Standard error

22.7913 18.0482 82.0620 46.1325***
0.0853 0.0186* 0.0914 0.0224*

-0.0173 0.00913*** -0.0481 0.0234**
1.6669 0.1251* 1.5527 0.1643*

1 1.5166 0.1025* 1.2777 0.1298*
2 1.0514 0.1077* 1.2061 0.1303*
3 0.9062 0.1098* 0.9819 0.1339*
4 0.8042 0.1114* 0.7699 0.1379*
5 0.5867 0.1154* 0.7418 0.1383*
6 0.4975 0.1172* 0.7119 0.1388*
7 0.3260 0.1212* 0.5719 0.1420*
8 0.4165 0.1191* 0.5531 0.1426*
9 0.1284 0.1266 0.2506 0.1509**

27280.045 16896.228

SOURCES: Author's calculations based on Social Security administrative data files (1 percent 2008 active CWHS, 1 percent 2009 MEF, 
1 percent 2010 MBR, and 1 percent 2009 Numident).

NOTES: At ages 63–66, N = 230,586 pooled observations and 2,533 deaths. At ages 67–71, N = 99,504 pooled observations and 
1,696 deaths.

Sample consists of men born from 1937 through 1945 who were fully insured for retired-worker benefits; disabled-worker beneficiaries, the 
foreign born, and workers with mostly non–OASDI taxable earnings are excluded. Reference variable is decile 10 (average relative earnings 
from ages 45 through 55 in the 91st–100th percentile of the earnings distribution). The age 45–55 measure includes nonzero earnings only.
* = significant at the 1 percent level; ** = significant at the 5 percent level; *** = significant at the 10 percent level.

Table A-3.
Regression results for men; deaths observed at ages 63–66 and 67–71: Restricted analytical sample

Variable
Ages 63–66 Ages 67–71

Intercept
Age

No earnings at ages 45–55
Year of birth

Decile

-2Log likelihood
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Variable Decile 2 Decile 3 Decile 4 Decile 5 Decile 6 Decile 7 Decile 8 Decile 9 Decile 10

Decile 1 1.59* 1.84* 2.04* 2.53* 2.77* 3.29* 3.00* 4.01* 4.56*
(1.39–1.83) (1.59–2.13) (1.75–2.37) (2.16–2.98) (2.35–3.27) (2.76–3.93) (2.53–3.57) (3.31–4.85) (3.73–5.57)

Decile 2 1.16*** 1.28** 1.59* 1.74* 2.07* 1.89* 2.52* 2.86*
(0.99–1.36) (1.09–1.51) (1.34–1.89) (1.46–2.08) (1.71–2.49) (1.57–2.27) (2.06–3.08) (2.32–3.53)

Decile 3 1.11 1.38** 1.50* 1.79* 1.63* 2.18* 2.48*
(0.94–1.31) (1.15–1.65) (1.25–1.81) (1.47–2.17) (1.35–1.97) (1.77–2.67) (2.00–3.07)

Decile 4 1.24** 1.36** 1.61* 1.47* 1.97* 2.24*
(1.04–1.49) (1.13–1.64) (1.33–1.96) (1.22–1.78) (1.59–2.42) (1.80–2.78)

Decile 5 1.09 1.30** 1.19** 1.58* 1.80*
(0.90–1.33) (1.06–1.59) (0.97–1.45) (1.27–1.97) (1.43–2.26)

Decile 6 1.19 1.08 1.45** 1.65*
(0.97–1.46) (0.88–1.33) (1.16–1.80) (1.31–2.07)

Decile 7 0.91 1.22*** 1.39**
(0.74–1.13) (0.97–1.53) (1.09–1.76)

Decile 8 1.33** 1.52*
(1.07–1.67) (1.20–1.92)

Decile 9 1.14
(0.89–1.46)

Decile 1 1.07 1.34* 1.66* 1.71* 1.76* 2.03* 2.06* 2.79* 3.59*
(0.90–1.28) (1.11–1.62) (1.36–2.03) (1.40–2.09) (1.44–2.16) (1.64–2.50) (1.67–2.55) (2.21–3.53) (2.78–4.63)

Decile 2 1.25** 1.55* 1.59* 1.64* 1.89* 1.92* 2.60* 3.34*
(1.04–1.51) (1.27–1.89) (1.30–1.95) (1.34–2.01) (1.53–2.33) (1.55–2.38) (2.06–3.28) (2.59–4.31)

Decile 3 1.24** 1.27** 1.31** 1.51* 1.54* 2.08* 2.67*
(1.00–1.52) (1.03–1.57) (1.06–1.62) (1.21–1.88) (1.23–1.92) (1.63–2.64) (2.05–3.47)

Decile 4 1.03 1.06 1.22*** 1.24*** 1.68* 2.16*
(0.83–1.28) (0.85–1.32) (0.97–1.53) (0.99–1.56) (1.31–2.16) (1.65–2.83)

Decile 5 1.03 1.19 1.21 1.63* 2.10*
(0.82–1.29) (0.94–1.49) (0.96–1.52) (1.27–2.10) (1.60–2.75)

Decile 6 1.15 1.17 1.59* 2.04*
(0.91–1.45) (0.93–1.48) (1.23–2.04) (1.55–2.67)

Decile 7 1.02 1.38** 1.77*
(0.80–1.30) (1.06–1.79) (1.34–2.34)

Decile 8 1.35** 1.74*
(1.04–1.75) (1.31–2.30)

Decile 9 1.28***
(0.96–1.73)

* = significant at the 1 percent level; ** = significant at the 5 percent level; *** = significant at the 10 percent level.

Table A-4.
Odds of dying (confidence intervals) for fully insured men at ages 63–66 and 67–71 in variable deciles
1 through 9 relative to reference deciles 2 through 10: Restricted analytical sample 

Fully insured men aged 63–66

Fully insured men aged 67–71

SOURCES: Author's calculations based on Social Security administrative data files (1 percent 2008 active CWHS, 1 percent 2009 MEF, 
1 percent 2010 MBR, and 1 percent 2009 Numident).

NOTES: Sample consists of men born from 1937 through 1945 who were fully insured for retired-worker benefits; disabled-worker 
beneficiaries, the foreign born, and workers with mostly non-Social Security–covered work from ages 45 through 55 are excluded.
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Parameter 
estimate Standard error

Parameter 
estimate Standard error

. . . 37.0857 23.4664 30.6624 56.0571

. . . 0.1517 0.0239* 0.0910 0.0273*

. . . -0.0270 0.0119* -0.0215 0.0284

1 21 0.9399 0.1215** 0.4744 0.1326*
2 24 0.5336 0.1241* 0.2091 0.1349
3 19 0.3004 0.1308** 0.0534 0.1415
4 13 0.2532 0.1387*** 0.0502 0.1496
5 9 0.4386 0.1455* 0.0139 0.1660
6 6 0.2048 0.1693 -0.0648 0.1937

. . . 18397.649 12628.908

* = significant at the 1 percent level; ** = significant at the 5 percent level; *** = significant at the 10 percent level.

At ages 67–71, N = 111,486 pooled observations and 1,137 deaths. Sample consists of women born from 1937 through 1941 who were fully 
insured for retired-worker benefits; disabled-worker beneficiaries are excluded.

Reference variable is average relative earnings from ages 45 through 55 in the 61st–100th percentile of the male earnings distribution 
(9.2 percent of the female sample).
. . . = not applicable.

Table A-5.
Regression results for women with their own earnings classified by male lifetime earnings deciles; 
deaths observed at ages 63–66 and 67–71: All inclusive sample

Percentage of women 
in male earnings 

decile

Ages 67–71

SOURCES: Author's calculations based on Social Security administrative data files (1 percent 2008 active CWHS, 1 percent 2009 MEF, 
1 percent 2010 MBR, and 1 percent 2009 Numident).

NOTES: At ages 63–66, N = 254,943 pooled observations and 1,519 deaths. Sample consists of women born from 1937 through 1945 who 
were fully insured for retired-worker benefits; disabled-worker beneficiaries are excluded.

Ages 63–66

Variable

Intercept

Year of birth

Male earnings decile

Age

-2Log likelihood

http://www.socialsecurity.gov/policy
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Parameter estimate Standard error Parameter estimate Standard error

53.3196 23.4372** 45.0153 56.0366
0.1517 0.0239* 0.0912 0.0273*

-0.0354 0.0119* -0.0289 0.0284

1 1.0988 0.1191* 0.6336 0.1273*
2 0.7384 0.1252* 0.2878 0.1355**
3 0.4945 0.1306* 0.2905 0.1353**
4 0.5452 0.1294* 0.0898 0.1415
5 0.3100 0.1355** 0.1525 0.1394
6 0.3530 0.1342* -0.00822 0.1446
7 0.1744 0.1395 0.0469 0.1425
8 0.2521 0.1371*** 0.0274 0.1432
9 0.3162 0.1353** -0.0145 0.1450

18376.361 12619.283

NOTES: At ages 63–66, N = 254,943 pooled observations and 1,519 deaths. Sample consists of women born from 1937 through 1945 who 
were fully insured for retired-worker benefits; disabled-worker beneficiaries are excluded.

At ages 67–71, N = 111,486 pooled observations and 1,137 deaths. Sample consists of women born from 1937 through 1941 who were fully 
insured for retired-worker benefits; disabled-worker beneficiaries are excluded.

Reference variable is decile 10 (average relative earnings from ages 45 through 55 in the 91st–100th percentile of the female earnings 
distribution). 
* = significant at the 1 percent level; ** = significant at the 5 percent level; *** = significant at the 10 percent level.

Age
Year of birth

Female earnings decile

-2Log likelihood

SOURCES: Author's calculations based on Social Security administrative data files (1 percent 2008 active CWHS, 1 percent 2009 MEF, 
1 percent 2010 MBR, and 1 percent 2009 Numident).

Table A-6.
Regression results for women with their own earnings classified by female lifetime earnings deciles; 
deaths observed at ages 63–66 and 67–71: All inclusive sample 

Variable
Ages 63–66 Ages 67–71

Intercept

Notes
Acknowledgments: The author thanks Harriet Duleep, 

Howard Iams, Javier Meseguer, and David Pattison for their 
helpful comments and suggestions.

1 It is difficult to determine empirically if the underly-
ing data itself changed from following a poverty thresh-
old model to a gradient model or if the gradient model 
always existed, but was not observable because of a lack 
of detailed data. In other words, one cannot generally 
go back in time and replicate older studies using newer 
models because the older data are too heavily top coded, 
censored, or otherwise limited, compared with the more 
recent data. There may be some evidence for the idea that 
health and mortality have always followed a gradient in 
the writings of the 1935 Committee on Economic Security, 
who designed Social Security’s old-age (retired worker) 
insurance benefit (Project on the Federal Social Role 1985). 
See this article’s companion piece (Waldron, forthcoming) 
for details.

2 Kitagawa and Hauser (1973) were unable to perform as 
strong a test of the gradient hypothesis because their data 
were more limited.

3 The following discussion refers to studies that are 
limited to observable empirical data. Distributional evalu-
ations of proposed Social Security law changes that are 
based on the projections of microsimulation models, such as 
the Social Security Administration’s Modeling Income in 
the Near Term (MINT) and the Urban Institute’s Dynasim 
model, regularly present results using a variety of quin-
tile measures. For an example of a MINT evaluation of a 
proposed increase in Social Security’s full retirement age, 
see Springstead (2011).

4 For a review of 27 separate studies in which self-
reported health is tested and found to be a predictor of 
mortality, see Idler and Benyamini (1997).

5 Social Security’s retired-worker benefit has three key 
ages: the age at which a worker is first eligible to claim 
retired-worker benefits (the EEA—currently age 62); the 
age at which a worker can claim retired-worker benefits 
without an actuarial reduction for early retirement (the full 
retirement age (FRA)—currently age 66, rising to age 67 
under current law); and the age beyond which extra credits 
are not given to workers who claim after the FRA (the 
delayed retirement credit age—currently age 70). Under 
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current law, retired-worker monthly benefit amounts are 
reduced for retirement prior to the FRA. When the FRA 
reaches 67 as scheduled under current law for those born in 
1960 or later, benefits received at age 62 will be 70 percent 
of benefits received at age 67 (Goss 2010). (See also http://
www.socialsecurity.gov/retire2/agereduction.htm). Because 
benefits are actuarially reduced for workers who claim prior 
to the FRA, an increase in the EEA would cause a larger 
benefit to be available for a shorter period of time, rather 
than a smaller benefit to be available for a longer period 
of time, and, on average, such an increase would have no 
effect on the long-range financial status of the Social Secu-
rity trust funds. In contrast, an increase in the FRA would 
be a reduction in future scheduled benefits relative to cur-
rent law. Note that because benefits are actuarially reduced 
for early retirement, if the FRA is increased beyond age 67, 
benefits received at age 62 will be automatically reduced by 
an amount greater than the 30 percent reduction scheduled 
to take place when the retirement age reaches 67.

6 I am measuring correlation, not causation in this article. 
From a life-course perspective, causation can flow from 
both health to earnings and earnings to health and may 
begin in childhood or even in utero based on the socioeco-
nomic status of one’s parents or guardians.

7 Duleep (1986), in turn, was preceded by Caldwell and 
Diamond (1979) and Rosen and Taubman (1979). Those 
1979 papers presented estimates at ages 65 plus, but the set 
up of the analyses with regard to the age of observation of 
the earnings and construction of the earnings categories 
precludes direct comparison with this work. More recently, 
Duggan, Gillingham, and Greenlees (2007) used the Con-
tinuous Work History Sample (capped taxable earnings and 
lump-sum earnings from 1937 through 1950) and found that 
mortality was negatively related to lifetime earnings (the 
higher the mortality, the lower the lifetime earnings) among 
Social Security retired-worker beneficiaries. However, they 
did not explicitly test the shape of the relationship between 
lifetime earnings and mortality, so results are not directly 
comparable to those found here.

8 Wolfson and others (1993) found that the bottom earn-
ings percentile (the bottom 9 percent of the earnings dis-
tribution) did not follow this pattern; mortality risk for this 
group was lower than for higher groups. The authors stated 
that individuals in this group may have had unobservable 
(non-Canadian Pension Plan contributable) income. The 
description of Wolfson and others (1993) results described 
in this study is based on a conservative interpretation of 
Figure 2 (S172) in their analysis. In the text (S171), Wolfson 
and others stated that they observed “higher income males 
experienced lower mortality all the way up to the top 2 per-
cent of the population”; however, that result does not appear 
to be explicitly depicted in Figure 2.

9 Quintile 1 experiences lower mortality risk than 
quintile 2, but the authors noted that this was due to low 
observed earnings and high unobserved earnings for many 

men in this category whose lifetime earnings were only 
partially covered under the German pension system (for 
example, civil servants).

10 The term “active” means that an individual had to have 
had at least one earnings report from 1951 through 2008 to 
be included in the 2008 active CWHS.

11 Technically, this type of earnings data exists in the 
MEF beginning in 1978, but non-OASDI taxable earnings 
data from 1978 through 1981 are subject to reporting errors 
and are not used in this analysis.

12 It is possible that a worker becomes entitled to a 
disabled-worker benefit, recovers, and then later becomes 
“newly eligible” for a retired-worker benefit. That popula-
tion, which is expected to be small, is deleted under my 
methodology.

13 In other words, all workers observed are equally 
exposed to the risk of claiming benefits at age 62. That 
restriction will be more important for future work examin-
ing benefit claiming by lifetime earnings decile. It is made 
here, in part, to enable easier comparisons across work. 
Workers who die in the year in which they attain age 62 
can also be affected by proposals to raise the EEA, to the 
extent that they survive long enough to collect benefits for 
the months after their retired-worker claim but before death, 
although they are excluded from my sample. All workers 
who die at age 63 or later would be potentially affected by 
an increase in the EEA because they would have had at 
least 1 less year (that is, age 62) over which to collect their 
retired-worker benefits.

14 SSA (2011, D.2).
15 See http://www.socialsecurity.gov/oact/COLA 

/Benefits.html#aime.
16 Under current law, the minimum number of years 

of earnings required to become fully insured for Social 
Security worker benefits for those born in 1929 or later is 
10 years (40 quarters of coverage).

17 As described in the 2010 OASDI Trustees Report, 
Social Security’s AWI is “a series that generally increases 
with the average amount of total wages for each year after 
1950, including wages in noncovered employment and 
wages in covered employment in excess of the OASDI 
contribution and benefit base” (Board of Trustees 2010). 
Wage indexing brings nominal wages in a person’s earn-
ings record up to near-current wage levels. Wages are 
always indexed to the year that comes 2 years prior to the 
year of first eligibility. For example, for a worker retiring 
in 2011, wages would by indexed to the AWI for 2009. As 
described at http://www.socialsecurity.gov/OACT/ProgData 
/retirebenefit1.html, a factor will always equal 1 for the year 
in which the person attains age 60 and all later years. The 
indexing factor for a prior year Y is the result of dividing 
the AWI for the year in which the person attains age 60 by 
the AWI for year Y.

http://www.socialsecurity.gov/policy
http://www.socialsecurity.gov/retire2/agereduction.htm
http://www.socialsecurity.gov/retire2/agereduction.htm
http://www.socialsecurity.gov/oact/COLA/Benefits.html
http://www.socialsecurity.gov/oact/COLA/Benefits.html
http://www.socialsecurity.gov/OACT/ProgData/retirebenefit1.html
http://www.socialsecurity.gov/OACT/ProgData/retirebenefit1.html
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18 For example, for an individual who first becomes 
eligible for Old-Age Insurance benefits or Disability 
Insurance benefits in 2013, his or her PIA will be the sum 
of (a) 90 percent of the first $791 of his or her AIME; plus 
(b) 32 percent of his or her AIME over $791 and through 
$4,768; plus (c) 15 percent of his or her AIME over $4,768.

19 See note 11.
20 The sample is restricted to individuals who had sur-

vived to at least age 63 before calculating average earnings, 
so that each decile contains 10 percent of the sample in the 
year individuals were newly eligible for Social Security 
retired-worker benefits. (The force of differential mortality 
will cause the number of people in deciles calculated at any 
given age to eventually decline more at the bottom than the 
top of the deciles, as the sample population ages.) While 
wage earnings are recorded in the MEF over the OASDI 
taxable maximum beginning in 1982, self-employment 
earnings are reported only up to Medicare’s Hospital Insur-
ance (HI) taxable maximum prior to 1994. (The HI taxable 
maximum was the same as the OASDI taxable maximum 
from 1982 through 1990. Separate HI taxable maximums 
of $125,000; $130,200; and $135,000 applied from 1991 
through 1993, respectively. The HI taxable maximum was 
eliminated in 1994.) A small number of individuals have 
earnings capped at the HI taxable maximum from 1982 
through 1993 (ranging from 0.45 percent of the sample in 
1982, to 2.2 percent in 1990, to 0.6 percent in 1993). Earn-
ings for those individuals are imputed with a tobit regres-
sion prior to averaging. See Pattison and Waldron (2008) 
for more details on MEF earnings. For details on the tobit 
regression, see Waldron (2004, Appendix).

21 For example, it is not clear that a college student work-
ing part time is a “low earner” in the same way that a man 
with low earnings at age 50 is a low earner. Many young 
workers may have high earnings potential; in contrast, by 
the peak of the age-earner profile, adult socioeconomic 
status is essentially set. Earnings after the peak are prob-
lematic because some workers may retire early with pen-
sions and still be healthy and of high income. A zero in the 
earnings record because of voluntary retirement would not 
be equivalent to a zero that is due to an unemployment or 
health shock, but we have no way of distinguishing between 
the two zeroes in Social Security data.

22 Year of death is the most robust unit of measurement. 
Month and day of death are less reliable. Greater detail in 
the timing of death is not really necessary for the purposes 
of this analysis.

23 The implication of this assumption is that when two 
or more events appear to happen at the same time (that is, 
are tied), there is no underlying ordering; rather, the events 
really happened at the same time (Allison 1995, 134).

24 Although the point estimate on the odds ratio is  
statistically significant at the 10 percent level when  
we compare the odds of death for decile 9 with those for 

decile 10 at ages 63–66, note that the confidence interval 
crosses 1 (Table 1). On the other hand, the pattern of the 
decline in odds ratios follows a clear gradient for deciles 1 
through 8 versus decile 10 (last column in Table 1), and the 
point estimate on decile 9 plausibly follows that pattern. In 
conclusion, the exact location of the threshold is somewhat 
ambiguous; the most conservative interpretation would be 
that the threshold is no lower than the 9th decile (the top 
20 percent of the male lifetime earnings distribution).

25 In results not shown, the 96th–97th percentile of the 
male lifetime earnings distribution did not have signifi-
cantly higher mortality risk than the 98th–100th percentile 
of the earnings distribution at ages 67–71. As shown in the 
Appendix, Table A-2, the 91st–95th percentile of the earn-
ings distribution had significantly higher mortality risk 
than the 96th–100th percentile of the earnings distribution at 
ages 67–71, but not at ages 63–66. Thus, the top 5 percent 
of the earnings distribution was homogenous with respect 
to mortality risk at ages 67–71.

26 As a side note, some retirement researchers errone-
ously believe that because less-educated workers enter the 
labor force at younger ages, they are more likely to reach 
a given number of years of covered employment by age 62 
than are higher-educated workers. That belief is false; the 
SSA data show the opposite—earnings are positively cor-
related with years of Social Security–covered earnings at 
age 62 (Waldron 2012, Tables 4 and 5). Note that because 
the wage reflects returns-to-work experience, variable 
labor force attachment because of health or labor demand 
problems is unlikely to be conducive to high earnings 
levels. Favreault and Steuerle (2008) found similar results 
with education levels; those with higher education levels 
generally had more years of Social Security–covered work 
than those with lower education levels.

27 As Kingson and Brown (2009, 4) discuss, because of 
the automatic actuarial reduction for early retirement, “an 
EEA fixed at age 62 makes it more difficult to increase the 
FRA, since such increases would further erode the value 
of benefits for persons accepting them at age 62.” For that 
reason, proposals to increase the FRA frequently include 
proposals to increase the EEA in tandem. As the authors 
note, “Thus, absent raising the EEA, it becomes increas-
ingly difficult to justify an increase in the FRA, given the 
desire to maintain adequacy goals of Social Security” (23). 
Conversely, one less often sees policy proposals to increase 
the EEA without increasing the FRA. The reason for this is 
that the reduction in the projected OASDI actuarial short-
fall comes from the increase in the FRA, not the increase 
in the EEA. An increase in the FRA is roughly equivalent 
to an across-the-board benefit cut in its impact on Social 
Security retired-worker benefits.

28 For entitlement to spouse and survivor benefits, the 
term couple can include divorced workers who had a mar-
riage that lasted at least 10 years.
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29 As reported in Myers (1993, Appendix 3-2), the 
original 1935 Social Security Act only included retirement 
benefits and was gender neutral, but the 1939 Act, which 
expanded the Social Security program to include ben-
efits for auxiliaries (for example, spouses, survivors, and 
children), was not. Gender neutrality in the retired-worker 
program ended with the 1956 Act, in which the minimum 
retirement age was lowered to 62 for women but remained 
at 65 for men. The 1956 Act also changed the benefit 
formula for women to reflect the new lower age. In 1961, 
the age was lowered to 62 for men as well, but their benefit 
formula was calculated based on age 65 until the 1972 Act, 
which changed the male benefit formula to match the more 
generous female benefit formula beginning in 1975.

30 Relief in this case refers to the authors’ suggestion that 
some workers still be allowed to claim at ages 62 and 63. 
As already noted, without holding the benefit reduction for 
the age-62 claim to 80 percent of the FRA, however, that 
policy option would not actually prevent the reduction in 
the monthly benefit amount for a worker claiming before 
the FRA. Zhivan and others (2008, 6) state, “the purpose 
of raising the EEA is to assure retirees a more adequate 
guaranteed monthly income.” “Assure,” in this context, 
implies that workers above a certain AIME level are made 
better off if they are no longer allowed to choose to claim at 
age 62 with a reduced benefit. In utility terms, such a posi-
tion assumes workers are currently behaving irrationally or 
are not currently maximizing their utility.

31 Note that under the policy option suggested by Zhivan 
and others (2008) that would have held the benefit reduction 
for an age-62 claim to 80 percent of the FRA (as opposed 
to the 70 percent of the FRA scheduled under current law), 
this type of scenario would have represented a benefit 
increase for a higher-income individual relative to a lower-
income individual.

32 This section uses the inclusive sample for analysis.
33 In the case of a couple, measured poverty would be 

lower, all other things equal, because household economies 
of scale are factored into the federal poverty line. In other 
words, the federal poverty line for a two-person family is 
not double the poverty line for a one-person family (SSA 
2011, Table 3.E8).

34 The age difference between the persons in the mar-
ried couple would also matter. For example, if a husband 
claimed at age 62 and his wife was 2 years younger, she 
would have had to wait 2 years to claim her own retired-
worker benefit and her spouse benefit.

35 For comparison, refer to Waldron (2012, Charts 6 and 
7) to see that eliminating both the foreign born and workers 
with mostly non-OASDI taxable earnings eliminates the 
presence of men with AIMEs at or below the current-law 
first bend point who have earnings from ages 45–55 in 
deciles 3 through 9.

36 The first of these 1972 groups, federal workers, will 
eventually disappear from the groups not covered by Social 
Security because all federal government workers newly 
hired after 1983 are covered.

37 For example, Schobel and McKay (1982) found that 
many workers eligible for the regular minimum were dually 
entitled, so that a decrease in the regular minimum would 
have been offset by an increase in the spouse benefit. In 
such a case, a regular minimum benefit would not have 
been costly, but only because the level of the benefit may 
have been set so low that full-time, year-round workers (for 
example, retired-worker primary-only beneficiaries) would 
have been unlikely to qualify.

38 For example, in 2010, the median income for family 
households was $61,544. By type of family, the median 
income of married couples was $72,751; of female house-
holders, $32,031; and of male householders, $49,718 
(DeNavas-Walt and others 2011, Table A-1). Also by type 
of family, 6.2 percent of married couples, 31.6 percent of 
female householders, and 15.8 percent of male household-
ers were below poverty in 2010 (DeNavas-Walt and others 
2011, Table 4).

39 Most proposals to increase the EEA are combined with 
proposals to increase the FRA. An increase in the FRA is a 
benefit reduction.
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Introduction
The retirement earnings test (RET) is an often-
misunderstood aspect of the Social Security program. 
Individuals who claim retirement benefits before they 
have reached full retirement age (FRA) and continue 
working may have some or all of their monthly Social 
Security benefits withheld if they earn more than 
the RET thresholds. Beneficiaries generally under-
stand this aspect of the RET and it usually acts as a 
disincentive to work at older ages. Less understood 
is the fact that any benefits withheld under the RET 
are credited back once the beneficiary attains FRA, 
resulting in a permanent monthly increase in ben-
efits. Policymakers have suggested reforming the 
RET to encourage continued workforce participation 
among older workers. However, changes to the RET 
could also cause early benefit claiming. Indeed, the 
literature suggests that eliminating the RET would 
likely result in three behaviors among older workers: 
increased earnings, longer labor force participation, 
and earlier benefit claiming. It is important for policy-
makers to understand how those effects could offset 
one another for the beneficiary population as a whole.

We fill a gap in the existing literature by using 
recent research to make assumptions about how 

beneficiaries’ work and claiming behavior may 
respond to changing incentives. We model complete 
repeal of the RET and compare it to benefits sched-
uled to be paid under current law, first assuming no 
behavioral responses and secondly assuming changes 
to earnings, labor force participation, and claiming 
behavior. We base these assumptions on evidence of 
how individuals responded to the 2000 legislation that 
eliminated the earnings test for beneficiaries between 
FRA and age 70.

This article describes the RET, including its legisla-
tive history and the estimated number of beneficiaries 
it currently affects. The article then compiles evidence 
from the literature showing how the RET has histori-
cally affected older workers’ earnings, labor force 
participation, and claiming behavior. Lastly, it includes 
distributional analysis for Social Security beneficiaries 

Selected Abbreviations 

FRA full retirement age
MINT Modeling Income in the Near Term
RET retirement earnings test
SSA Social Security Administration

* The authors are with the Office of Retirement Policy, Office of Retirement and Disability Policy, Social Security Administration.

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

MoDeling Behavioral reSponSeS to eliMinating the 
retireMent earningS teSt
by Anya Olsen and Kathleen Romig*

The retirement earnings test (RET) is an often-misunderstood aspect of the Social Security program. Proposed 
RET reforms meant to encourage working at older ages could also cause earlier benefit claiming. We use Modeling 
Income in the Near Term data to analyze the complete repeal of the earnings test for beneficiaries aged 60 or older, 
first assuming no behavioral responses to repeal and secondly assuming changes to benefit claiming and workforce 
participation behaviors. We find that beneficiaries affected by RET repeal would generally receive significantly 
higher benefits when they are younger than the full retirement age (FRA), and somewhat lower benefits after 
reaching FRA. RET repeal would not significantly change individuals’ lifetime benefits and we find no significant 
changes in the overall poverty rate under either scenario. We find that assumed behavioral responses—particularly 
the benefit claiming change—have a bigger effect on lifetime benefits than the RET policy change itself.
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Factor Beneficiary A Beneficiary B 

Monthly benefit amount before earnings test 1,000 1,000
Monthly earnings 5,000 2,500
Monthly RET limit 1,260 1,260
Earnings in excess of RET threshold 3,740 1,240
Amount of monthly benefits withheld 1,870 620
Monthly benefit paid 0 380

Table 1. 
Illustrative effects of the RET for two hypothetical beneficiaries in the first year they receive benefits: 
2013 (in dollars)

SOURCE: Authors' calculations based on SSA (2012b). 

aged 60 or older based on projections from the Mod-
eling Income in the Near Term, version 6 (MINT6) 
model to show the effects of RET repeal under static 
and behavioral-response assumptions.

Description of the RET
The earnings test applies to beneficiaries who are 
younger than their FRAs—the ages at which they 
become eligible for unreduced retirement benefits. For 
every month before FRA that a beneficiary receives 
benefits, regardless of work status, the monthly benefit 
amount is subject to early retirement reduction factors, 
resulting in a lower benefit. The earliest eligibility age 
for retirement benefits is 62, and the FRA varies from 
65 to 67 depending on the worker’s year of birth.1 The 
RET applies to individuals who are receiving Social 
Security retirement benefits (either as a retired-worker 
or an auxiliary beneficiary), working, and younger 
than their FRA.2 Some individuals have part of their 
benefit withheld; those with higher earnings may have 
their entire benefit withheld.3

In 2013, if a beneficiary who remains younger than 
FRA throughout the year works and earns more than 
$15,120 (or $1,260 per month), then $1 in benefits is 
withheld for every $2 in earnings above the limit.4 
Table 1 shows how the RET affects two hypothetical 
beneficiaries in the first year they receive benefits with 
an equal starting monthly benefit amount and different 
monthly earnings.5

In the year during which an individual reaches 
FRA, he or she is subject to a separate earnings test, 
which applies only in the months prior to attaining 
FRA. This second earnings test threshold is higher 
and the offset is smaller.6 If a beneficiary reaches FRA 
in 2013 and earns more than $40,080 (or $3,340 per 
month), then $1 in benefits is withheld for every $3 in 
earnings above the limit.7 The earnings test no longer 
applies beginning with the month a beneficiary reaches 

FRA, at which point one can have unlimited earnings 
and still receive his or her full monthly benefit. Both 
earnings test limits automatically increase each year as 
determined by the change in the average wage index.8

The less well-understood aspect of the RET is that 
benefits are only temporarily withheld from the benefi-
ciary.9 As noted previously, early retirement reduction 
factors reduce benefit amounts for each month before 
the beneficiary reaches FRA, regardless of earnings. 
When a beneficiary reaches FRA, any benefits that 
were withheld under the RET are restored through 
a permanent increase in the monthly benefit for the 
retired-worker and any auxiliary beneficiaries. At FRA, 
the beneficiary is credited for the months in which 
the RET fully or partially affected benefits, and those 
months are subtracted from the number of early retire-
ment reduction factors. That measure—the number of 
months credited to the beneficiary at FRA—is called 
an adjustment to reduction factors.10 Table 2 shows how 
those adjustments can permanently increase monthly 
benefits at FRA for a hypothetical beneficiary who 
started receiving benefits at age 63, whose FRA is 66, 
and whose earnings exceeded the RET limit in 10 of 
the months before he or she reached FRA.

The RET also affects a retired worker’s auxiliary 
beneficiaries, such as a spouse or child. For example, 
consider a spouse receiving a $500 monthly benefit 
based on the record of the hypothetical beneficiaries 
in Table 1. Beneficiary A’s withheld amount ($1,870) 
is applied to the total family benefit of $1,500 ($1,000 
worker benefit plus $500 spouse benefit), so neither 
the retired-worker beneficiary nor the spouse would 
receive a benefit for that month. Because a partial ben-
efit is payable to Beneficiary B, the amount received 
by each beneficiary on the record is reduced by the 
withheld amount in proportion to his or her original 
benefit amounts. For auxiliary beneficiaries receiv-
ing a benefit based on their own records in addition 
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to their spouses’ records (that is, for dually entitled 
beneficiaries), their own worker benefit can also be 
subject to the RET based on their own earnings if they 
are younger than FRA.11

Legislative History

The RET provision of the original Social Security Act 
of 1935 required full retirement from gainful employ-
ment as a condition to receive benefits. The intent of 
the provision, which was enacted during the Great 
Depression, was to remove older workers from the 
labor force to make room for unemployed younger 
workers. That provision was consistent with the social-
insurance nature of retirement benefits: Benefits would 
only replace earnings that were lost because of old age 
(DeWitt 1999).

The RET has been revised numerous times since 
1935.12 The 1939 Amendments to the Social Security 
Act defined retirement (and thus, eligibility for ben-
efits) as receiving less than $15 a month from jobs 
covered by Social Security (DeWitt 2000). The 1950 
Amendments increased the monthly earnings thresh-
old and eliminated the RET for individuals aged 75 or 
older.13 The 1954 Amendments eliminated the earn-
ings test for individuals aged 72 or older and instituted 
an annual earnings limit in addition to the monthly 
earnings limit. The 1960 Amendments introduced the 
partial benefit offset ($1 withheld for every $2 over 
the limit). The 1972 Amendments indexed the annual 
exempt earnings amount to average wages. The 1977 
Amendments eliminated the earnings test for indi-
viduals aged 70 or older (although the change did not 
take effect until 1983) and created the second RET 
used in the year a beneficiary attains FRA. The 1983 
and 1996 Amendments liberalized the second RET by 

increasing the benefit offset ($1 for every $3 over the 
limit) and exempt earnings amount. The last change to 
the RET occurred in 2000, when the Senior Citizens 
Freedom to Work Act eliminated the earnings test for 
beneficiaries once they attained FRA.

Beneficiaries Affected by the RET

As shown in Table 3, among all retired-worker benefi-
ciaries who either were younger than FRA or attained 
FRA in 2008, at least 5 percent were subject to the 
RET.14 Among those with any earnings, about 15 per-
cent were subject to the RET.15 In 2008, about 37 per-
cent of retired-worker beneficiaries who were younger 
than FRA throughout the year had some earnings. 
The substantial majority of those working benefi-
ciaries earned less than the RET earnings limit that 
year ($13,560). For retired-worker beneficiaries who 
attained FRA in 2008, almost 94 percent of those with 
earnings earned less than their RET limit of $36,120.

Although the RET directly affects about 5 percent 
of retired-worker beneficiaries each year, its effect on 
auxiliary benefits increases its impact on the ben-
eficiary population as a whole. Based on the SSA’s 
Master Beneficiary Record 10 percent sample, the 
agency’s Office of Quality Performance calculates that 
about 500,000 beneficiaries in all were affected by the 
RET in 2009; and of those, about 22 percent had their 
entire benefit withheld.

Literature Review
In addition to affecting benefits, the RET affects 
workforce participation and benefit-claiming behavior. 
Some older individuals who have started receiving 
benefits may reduce their earnings, while others may 
continue working and delay claiming benefits. The 

Factor At age 63 At FRA

Monthly benefit amount before earnings test 1,000 1,000
Number of months RET applied … 10
Early retirement reduction factors 36 26
Early retirement reduction (%) 20.0 14.4
Monthly benefit ($) 800 856

NOTES: Hypothetical beneficiary started receiving benefits at age 63, beneficiary's FRA is 66, and beneficiary's earnings exceeded the RET 
limit in 10 of the months between age 63 and the attainment of FRA. 

… = not applicable.

Table 2. 
Illustrative effects of the RET credit for benefits withheld prior to FRA when a hypothetical beneficiary 
reaches FRA

SOURCE: Authors' calculations based on SSA (2003).
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RET can also distort the effect of other proposed Social 
Security reforms.16 By itself, the RET is complicated, 
and the behavioral responses it produces increase the 
complexity. For those reasons, some policymakers have 
suggested liberalizing it (for example, by increasing the 
benefit offset rate or the earnings exempt amount) or 
eliminating it entirely.17 Individuals might respond to 
such changes by working longer and earning more, or 
by claiming benefits earlier. It is important to examine 
how workers have responded to past changes to the 
RET to understand how future changes might help or 
hurt beneficiaries’ retirement security.

Earnings Effects

One of the main rationales for liberalizing or elimi-
nating the RET is to encourage older workers to stay 
in the labor force longer and earn more, and thereby 
increase their retirement income. There is evidence 

that some workers limit their earnings to avoid the 
RET. Friedberg (1998) examined the period between 
1978 and 1990, when the earnings test changed three 
times, and found 

“a substantial number of workers with earn-
ings clustered just at the earnings exempt 
amount. The clustering demonstrates that 
the earnings test leads some beneficiaries to 
hold down their labor supply. The clustering 
moves when the exempt amount moves, and 
disappears when the earnings test is elimi-
nated. Therefore, many beneficiaries are 
reacting promptly and flexibly to the earn-
ings test rules.”

Many other studies have found similar clustering 
just under the RET exempt amount (for example, 
Haider and Loughran 2008, Friedberg 2000, Reimers 

Number Percent Number Percent

Total with earnings 1,038,500 100.0 396,000 100.0
387,500 37.3 132,700 33.5
237,200 22.8 76,200 19.2
222,000 21.4 67,900 17.2

80,100 7.7 44,500 11.2
44,400 4.3 24,000 6.1

20,000 1.9 14,900 3.8
13,300 1.3 10,300 2.6

7,500 0.7 5,300 1.3
4,300 0.4 3,200 0.8
4,600 0.4 3,200 0.8

1,800 0.2 2,100 0.5
2,300 0.2 1,600 0.4
1,500 0.1 1,200 0.3
1,300 0.1 1,000 0.3

800 0.1 600 0.2

1,000 0.1 500 0.1
1,500 0.1 800 0.2

600 0.1 500 0.1
800 0.1 1,400 0.4

6,000 0.6 4,100 1.0

Total beneficiaries 2,818,900 100.0 1,135,000 100.0
1,780,400 63.2 739,000 65.1
1,038,500 36.8 396,000 34.9

65,000–69,999
60,000–64,999

Table 3. 
Retired-worker beneficiaries with earnings, 2008

Earnings ($)

40,000–44,999
35,000–39,999
30,000–34,999
25,000–29,999

20,000–24,999
15,000–19,999
10,000–14,999
5,000–9,999

Younger than FRA throughout 2008 Attains FRA in 2008

1–4,999

100,000 or more
90,000–99,999

SOURCE: SSA, Office of Research, Evaluation, and Statistics: Continuous Work History 1 percent sample—2009 Active File and 2008 
Employee and Employer File. 

NOTE: Earnings test amount for beneficiaries younger than FRA throughout 2008 was $13,560 annually ($1,130 monthly). Earnings test 
amount for beneficiaries attaining FRA during 2008 was $36,120 annually ($3,010 monthly).

55,000–59,999
50,000–54,999

45,000–49,999

Any earnings
No earnings

85,000–89,999
80,000–84,999
75,000–79,999

70,000–74,999
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and Honig 1996, Leonesio 1990, and Burtless and 
Moffitt 1985), which suggests that beneficiaries work 
less than they would without the constraint of the 
earnings test. Table 3 shows a similar pattern.

As Friedberg (1998) noted, the clustering of 
earnings below the exempt amount moves as the 
limit increases. More recent empirical studies have 
shown a similar response to the 2000 legislation that 
removed the RET for beneficiaries at FRA.18 Haider 
and Loughran (2008), using Current Population 
Survey data, estimated that working men aged 66–69 
increased their earnings by 16 percent because they 
worked more hours per week after the RET repeal. 
Similarly, Figinski (2012) looked at beneficiaries aged 
66–69 following the 2000 legislation, and found that 
men increased their earnings by about 20 percent, 
while female worker beneficiaries increased their 
earnings by 18 percent; meanwhile, female spousal 
beneficiaries did not have greater earnings. Song 
and Manchester (2007b) found that annual earn-
ings increased by 10–19 percent among workers 
turning age 65 and by 4–10 percent among workers 
aged 65–69. Engelhardt and Kumar (2007) studied 
workers’ hours and found that those at FRA or older 
increased their hours by 12 percent to 17 percent, 
with the effects concentrated among men with a high 
school degree and no postsecondary education.

Those behavioral responses depend on workers’ 
earnings relative to the RET limit. Friedberg (1999) 
modeled the effect of removing the RET at ages 70–71 
on working men in four earnings groups. She found 
that those with earnings below the RET exempt 
amount were projected not to change their earnings; 
those with earnings between 90 percent and 110 per-
cent of the RET limit were projected to increase their 
earnings 50 percent; those with earnings between the 
exempt amount and the “breakeven point” (the amount 
at which all Social Security benefits are withheld 
because of the RET) were projected to increase their 
earnings 18 percent; and those with earnings above 
the breakeven point were projected to decrease their 
earnings 4 percent.

An earlier study (Honig and Reimers 1989) exam-
ined similar groupings and found similar patterns. 
Those groups’ differing responses make sense given 
the RET’s incentives. Workers in the first group are 
unaffected by the current-law RET and thus would 
not be expected to respond to changes. Workers in 
the second group have the most to gain (in the short 
term) from changes, while workers in the third group 
stand to gain somewhat less. Workers in the fourth, 

highest-earning group would receive Social Security 
benefits if the RET were repealed, so they could work 
less and still have more total income (earnings plus 
benefits).

More recent studies have also found that earnings 
changes were concentrated among workers with earn-
ings near or above the threshold. Studying the effects 
of the RET repeal for beneficiaries older than FRA, 
Haider and Loughran (2008) estimated earnings growth 
of about 30 percentage points among men aged 69 with 
earnings just below the threshold. Song and Manchester 
(2007b) and Friedberg and Webb (2009) found that the 
earnings response was greatest among those whose 
earnings were near or above the RET threshold.

In addition to income level, age affects the mag-
nitude of the response to changes to the RET. Haider 
and Loughran (2008) compared the effects of the 1983 
elimination of the RET for people aged 70–71 with 
those of the 2000 elimination of the RET for beneficia-
ries beginning at FRA. They found no change in hours 
worked in response to the 1983 change and a robust 
response to the 2000 change, suggesting that younger 
workers are more likely to alter their work patterns in 
response to policy changes. The authors hypothesized 
that younger workers could more easily increase their 
labor supply.

Studies found little evidence of aggregate changes 
in earnings because of changes to the RET before the 
2000 legislation (Gruber and Orszag 2000; Leone-
sio 1990), which is likely due to two factors: (1) the 
relatively small group of people whose behavior might 
change in response to RET changes—namely, working 
beneficiaries with earnings near the exempt amount—
and (2) offsetting effects of changes to the RET, as 
some workers respond by increasing their earnings and 
others by decreasing earnings. However, analyses that 
examined the effects of the 2000 legislation did find 
some aggregate earnings effects. For example, Haider 
and Loughran (2008) used a combination of survey and 
administrative data to analyze the effects of the 2000 
repeal of the RET at FRA. Their research showed a 
“consistent and substantial” response to RET changes, 
and estimated that at least 4.8 percent of workers in the 
affected age group adjusted their earnings.

Labor Force Participation Effects

The earnings test can also affect the labor force par-
ticipation rate, which is the ratio of workers to the total 
number of people in a given age group. Researchers 
found that workers did not significantly extend their 
careers or return to work in response to legislation that 
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liberalized the RET prior to 2000 (for example, Engel-
hardt and Kumar 2007, Gruber and Orszag 2000, and 
Leonesio 1990).19 However, analysts found evidence 
of workers extending their labor force participation in 
response to the 2000 legislation that repealed the RET 
for beneficiaries at FRA, with some even returning 
to the workforce. Friedberg and Webb (2009), using 
the Health and Retirement Study, found that employ-
ment increased by 3.5 percentage points at age 65, by 
about 2 percentage points at ages 66–69, and by about 
1 percentage point among younger workers. They also 
found some people aged 66–69 returning to work, 
nearly doubling their participation rate from less than 
1 percent in the late 1990s to 1.7 percent in 2000. Song 
and Manchester (2007b) found that workforce partici-
pation among those aged 65–69 increased between 0.8 
and 2.0 percentage points after the 2000 legislation. 
Figinski (2012) found that female worker beneficiaries 
and men aged 66–69 increased their labor force par-
ticipation after the 2000 legislation by 1.3 percentage 
points and 2.0 percentage points, respectively; female 
spousal beneficiaries’ labor force participation did 
not change.

In general, any labor supply effects have been con-
centrated among current workers. Friedberg and Webb 
(2009) show that very few older workers return to 
work after a year out of the labor force. The employ-
ment effect of the 2000 legislation is concentrated 
among those already in the labor force (Song and 
Manchester 2007b; Haider and Loughran 2008). Those 
studies also show that the employment effect increases 
in the years following a policy change, likely because 
workers have had time to learn about the policy 
change and adjust their career plans.

Benefit Claiming Effects

The earnings test discourages workers from claim-
ing benefits before FRA by temporarily withholding 
some or all of the benefits from affected beneficiaries. 
Eliminating or liberalizing the RET would therefore 
increase the incentives for early claiming. As noted 
earlier, claiming benefits before FRA permanently 
lowers benefits through early retirement reduction 
factors, regardless of whether the beneficiary continues 
to work. For some beneficiaries, the early retirement 
reduction could affect their own retirement security as 
well as that of auxiliaries who receive benefits based on 
their records. One study projected that eliminating the 
RET for beneficiaries younger than FRA could lead to 
greater poverty, particularly among widows who would 
claim benefits earlier (Anzick and Weaver 2000).

Research has examined how previous changes to 
the RET affected the timing of Social Security benefit 
claiming. There is evidence that the 2000 repeal of 
the RET at FRA led beneficiaries to claim benefits 
earlier than they would have without the repeal.20 Song 
and Manchester (2007b) showed that benefit claims 
increased between 3 and 7 percentage points for those 
reaching age 65, and between 2 and 5 percentage points 
for those aged 65–69. It is important to note that very 
few beneficiaries claimed benefits after age 65. Before 
2000, only 10 percent of those aged 65–69 had not yet 
claimed Social Security benefits, which means that a 2 
to 5 percentage point increase represents a 20 percent 
to 50 percent change in benefit receipt among this 
group. Other studies found similar increases in benefit 
claiming (Song 2003/2004; Mastrobuoni 2006).

Benefit claiming in response to the 2000 RET 
legislation varied by sex and benefit type. Song and 
Manchester (2007a) showed that men are more likely 
to claim earlier in response to RET changes than 
are women. The authors found that at age 65, men 
increased their claiming rate by about 4 percentage 
points, while women increased their claiming rate 
by about 2 percentage points. Figinski (2012) found 
that among women between FRA and age 69, worker 
beneficiaries increased their claim rate by 2.8 percent-
age points, while spousal beneficiaries increased their 
claim rate by about 5 percentage points.

Table 4 summarizes the findings from several of 
the empirical studies described above. Those findings 
provide the basis for the behavioral-response assump-
tions used in our simulations.

Simulating Repeal of the RET
Two studies from the Urban Institute have examined 
the question of how beneficiaries might fare if the RET 
were eliminated. Ratcliffe and others (2003) found that 
eliminating the RET would increase the total income 
of those aged 62–64, mostly because of accelerated 
claiming of Social Security benefits. Those increases 
are concentrated among workers with high lifetime 
earnings, because those individuals are most likely 
to be affected by eliminating the RET. Although they 
did not simulate long-term effects, the authors hypoth-
esized that earlier claiming of Social Security benefits 
could increase elderly poverty in the long run, par-
ticularly among widows. In general, the authors found 
that the Social Security claiming effects dominated the 
results. Similarly, Berk, Favreault, and Ratcliffe (2002) 
found that eliminating the RET resulted in higher total 
income for individuals who were younger than FRA, 
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Table 4.  
Summary of findings from selected empirical studies on effects of the 2000 elimination of the RET for 
beneficiaries starting at FRA 

Study Dataset(s) Period(s)

Behavioral effects on— 

Earnings Labor force participation Claiming benefits

Engelhardt 
and Kumar 
(2007)

Health and 
Retirement 
Study (HRS)

1996–2004 
waves

12–17% increase (in 
hours worked) among 
men 

No evidence of increased 
labor force participation

Not examined

Figinski 
(2012)

SSA 2004 
Benefit and 
Earnings 
Public Use 
File (BEPUF)

1951–2003 (for 
beneficiaries 
in 2004)

20% increase among 
men; 19% increase 
among female worker 
beneficiaries; no 
change among female 
spousal beneficiaries 

1.3 percentage point 
increase for men; 
2.0 percentage point 
increase for female 
worker beneficiaries; 
no change for female 
spousal beneficiaries 

2.8 percentage 
points for 
female worker 
beneficiaries; 5.0 
percentage points 
for female spousal 
beneficiaries 

Friedberg 
and Webb 
(2009)

HRS; March 
Current 
Population 
Survey 
(CPS)

1992–2005; 
1992–2004

Not examined Increases of 3.5 
percentage points at age 
65, 2.0 percentage points 
at ages 66–69, and 
1.0 percentage point at 
younger ages 

Not examined

Haider and 
Loughran 
(2008)

March CPS; 
SSA New 
Beneficiary 
Data System 
(NBDS); 
2004 BEPUF

1975–2004; 
1951–1999 
(for new 
beneficiaries 
in 1980–1981); 
1951–2003 (for 
beneficiaries 
in 2004)

16% increase among 
men aged 66–69; 
30% increase among 
men aged 69 with 
earnings just below 
limit

Not examined Not examined

Song and 
Manchester 
(2007b)

SSA 
Continuous 
Work History 
Sample 
(CWHS)

1996–2003 Among those close 
to limit, 10–19% 
increase among 
those turning age 65 
and 4–10% increase 
among ages 65–69

No effect at age 65; 
0.8–2.0 percentage point 
increase at ages 65–69 

3–7 percentage 
point increases 
at age 65; 2–5 
percentage point 
increases at ages 
65–69

SOURCES: Cited studies. 

and lower income for beneficiaries at FRA or older, 
due to earlier benefit claiming. The larger the assumed 
claiming changes, the greater the loss of income. The 
authors found increases in the poverty rate of about 
0.1 percentage point, with never-married and divorced 
individuals and spouse-only beneficiaries dispropor-
tionately likely to become poor under such a policy.

Methodology

We simulate the effects of eliminating the earnings 
test for retired-worker beneficiaries and their spouses 
and survivors aged 62 or older starting in 2012, using 

SSA’s MINT6 model.21 The MINT6 model is based 
on 2001 and 2004 Survey of Income and Program 
Participation panel data matched to Social Security 
administrative data. We compare the benefits under 
each reform option with the benefits scheduled to be 
paid under current law (“scheduled benefits”) and 
project the results for Social Security beneficiaries 
aged 60 or older in 2050.22 We chose 2050 to ensure 
that most beneficiaries in our analysis would have 
claimed benefits after 2012 and therefore would be 
subject to the RET repeal for the entire time they 
receive benefits.
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Policymakers generally propose RET changes to 
provide incentives for individuals to change their 
behavior. Therefore, we compare the results of a static 
simulation (in which beneficiaries do not change 
their behavior in response to the policy change) to a 
behavioral-response simulation (in which we assume 
certain behavior changes). As discussed in the litera-
ture review, individuals have changed their earnings, 
labor force participation, and benefit claiming behav-
ior in response to past changes in the RET. From the 
findings of that literature, we make one complete set 
of research-based assumptions about how individuals 
may change their behavior in response to eliminating 
the RET entirely. We use the same basic framework 
as the simulation by Berk, Favreault, and Ratcliffe 
(2002), who used MINT, version 3, to model RET 
elimination and incorporated behavioral response 
assumptions. However, we base our assumptions on 
more recent empirical studies analyzing the effects of 
the 2000 RET repeal at FRA, which were unavailable 
to Berk, Favreault, and Ratcliffe.

Earnings Response Assumptions

As discussed earlier, Song and Manchester (2007b), 
Haider and Loughran (2008), Figinski (2012), and 
Engelhardt and Kumar (2007) have found that some 
workers increased their earnings in response to 
changes to the RET. Taking a rough average of those 
findings, we assume a 15 percent increase in earnings 
starting in 2012. We apply that increase to nondisabled 
beneficiaries aged 62–6623 with earnings near or above 
the RET threshold (specifically, between 90 percent 
and 200 percent of the earnings limit; individuals with 
earnings of twice the limit would have their entire 
benefit withheld under current law). We adjust affected 
beneficiaries’ earnings each year through FRA, at 
which point we no longer apply a change to their earn-
ings. Nonbeneficiaries and beneficiaries with earnings 
below and well above the limit would not have any 
reason to constrain their earnings under current law, 
so we would not expect them to change their earnings 
in response to reforms.

Labor Force Participation Assumptions

Recent studies have suggested that the labor force par-
ticipation rate increased between 1.0 and 3.5 percent-
age points among beneficiaries aged 65–69 following 
the 2000 legislation that eliminated the RET at FRA 
(Friedberg and Webb 2009; Song and Manchester 
2007b; Figinski 2012). We take a rough average of 
those findings (2.0 percentage points) and adjust for 

the differences between labor force participation 
among the older affected group in 2000 and that of 
the group aged 62–66 who would be affected by a full 
RET repeal. Reflecting that adjustment, we assume 
a 3.0 percentage point increase in the labor force 
participation rate among those aged 62–66 starting 
in 2012.24 We assume that all changes in labor force 
participation will be concentrated among nondisabled 
Social Security beneficiaries who have stopped work-
ing.25 We randomly select individuals who meet those 
criteria and assign one additional year of work at the 
end of their careers.26 That additional year’s earnings 
are assumed to equal the previous year’s.

Benefit Claiming Assumptions

Recent studies have found that benefit claims 
increased 2–5 percentage points for individuals 
aged 65–69 following the 2000 legislation repealing 
the RET for beneficiaries at FRA (Song and Man-
chester 2007b; Song 2003/2004; Figinski 2012). Song 
and Manchester found that 10 percent of individuals 
in that age group had not claimed benefits, resulting 
in a 20 percent to 50 percent increase in claiming 
among nonbeneficiaries. Taking the average of those 
estimates, we change the claiming year for 35 per-
cent of individuals aged 62–66 who have not yet 
claimed benefits, starting in 2012.27 We concentrate 
the changes among nondisabled workers with earn-
ings above the current-law RET limit. We assume 
that affected individuals start benefits one year earlier 
than they would under current law. Table 5 broadly 
summarizes the behavioral responses we assume for 
individuals in the MINT6 model by beneficiary status 
and earnings level.

Results
We first examine the proportion of current-law ben-
eficiaries aged 60 or older who would be affected by 
RET repeal in 2050, under both our static and behav-
ioral-response assumptions. In the static simulation 
(the policy change alone, with no behavioral response), 
29 percent of those beneficiaries would be affected: 
3 percent would have higher benefits and 26 percent 
would have lower benefits (Table 6).28 Among ben-
eficiaries younger than FRA, 16 percent would have 
higher benefits, because they would no longer have 
benefits withheld because of the RET. No beneficiaries 
younger than FRA would have lower benefits in the 
static simulation. Among beneficiaries at FRA or older 
in 2050, 33 percent would have lower benefits, because 
they would no longer receive adjustments to reduction 
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Status Earnings level Assumption

Beneficiary No earnings No change
Earnings below threshold CHANGE (only if within 10% of threshold)
Earnings above threshold CHANGE (up to 200% of threshold)

Nonbeneficiary Any No change

Beneficiary No earnings CHANGE 
Earnings below threshold No change (already working)
Earnings above threshold No change (already working)

Nonbeneficiary Any No change

Beneficiary Any No change (already claimed)
Nonbeneficiary No earnings No change

Earnings below threshold No change
Earnings above threshold CHANGE

NOTE: Individuals are assumed to be nondisabled and aged 62–66.

Table 5. 
Assumed behavioral responses to an RET repeal, by beneficiary status and earnings level

Earnings responses

Labor force participation responses

Benefit claiming responses

SOURCE: Authors' assumptions based on earlier research.

Lower benefit Higher benefit Total affected Lower benefit Higher benefit Total affected 

26 3 29 34 5 39

Younger than FRA 0 16 16 6 18 24
FRA or older 33 0 33 40 2 42

$118,629 or more 37 5 42 44 5 49
$63,323–$118,628 33 6 39 42 6 48
$38,865–$63,322 26 4 30 34 5 39
$23,280–$38,864 22 1 23 29 3 32
$0–$23,279 15 1 16 19 5 24

Retired worker 33 4 37 41 7 48
Dual, spousal and worker 24 4 28 30 6 36
Spousal only 7 3 10 7 10 17
Dual, survivor and worker 26 1 27 34 2 36
Survivor only 14 2 16 20 7 27
Retired disabled 3 0 3 4 0 4
Disabled worker 1 0 1 0 1 1

Table 6. 
Percentage of beneficiaries aged 60 or older affected by RET elimination, by beneficiary characteristics: 
Static and behavioral-response simulations, 2050 

SOURCE: Authors' calculations using MINT6 data.

NOTE: "Affected" is defined as having a benefit that differs by 1 percent or more from current law in the analysis year. 

Individual income quintile

Characteristic

Age

Overall

Benefit type

RET repeal alone (static) RET repeal plus behavioral response
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factors at FRA if the RET were repealed (as illustrated 
in Table 2). No beneficiaries at FRA or older would 
have higher benefits.

In the behavioral-response simulation, a greater 
proportion of beneficiaries—about 39 percent—would 
be affected by the RET repeal: 5 percent would have 
higher benefits and 34 percent would have lower bene-
fits (Table 6). Among beneficiaries younger than FRA, 
18 percent would have higher benefits, which is about 
the same proportion seen under our static scenario. 
However, about 6 percent of beneficiaries younger than 
FRA would receive lower benefits because they would 
respond to the RET elimination by claiming benefits 
one year earlier than under current law, thereby sub-
jecting them to additional early retirement reduction 
factors. Similarly, among beneficiaries at FRA or older 
in 2050, about 40 percent would receive lower benefits 
in the behavioral-response scenario. However, unlike 
those in the static scenario, about 2 percent of benefi-
ciaries older than FRA in 2050 would receive higher 
benefits, having responded to RET repeal by accruing 
higher earnings or an additional year of work to factor 
into their benefit calculation.

Because individuals with the highest incomes are 
more likely to be subject to the RET, those benefi-
ciaries are most likely to be affected if the RET were 

repealed.29 In our static scenario, 42 percent of benefi-
ciaries in the highest individual income quintile would 
be affected in 2050, while 16 percent in the lowest 
quintile would be affected. When we incorporate our 
behavioral-response assumptions, a similar pattern 
emerges: 49 percent of beneficiaries in the highest 
quintile and 24 percent in the lowest quintile would 
be affected.

Individuals receiving benefits based entirely or 
partially on their own earnings records are more likely 
to be affected by RET repeal. Assuming no behavioral 
response, 37 percent of retired-worker beneficiaries, 
28 percent of dual spousal and worker beneficiaries, 
and 27 percent of dual survivor and worker benefi-
ciaries are affected; including behavioral responses 
increases those shares. Smaller proportions of spousal- 
and survivor-only beneficiaries are affected under both 
scenarios. Because those beneficiaries would be more 
concentrated in the lower individual income quintiles 
(Chart 1), fewer of them would be affected by RET 
repeal based on their own earnings. Disabled-worker 
benefits are not subject to the RET; therefore, most 
disabled beneficiaries would not be affected by its 
elimination.30 However, disabled beneficiaries could 
be affected if they also receive auxiliary benefits as an 
aged spouse or survivor. For example, up to 4 percent 

Chart 1. 
Percentage of beneficiaries aged 60 or older who are in the two lowest individual income quintiles, by 
benefit type, 2050

SOURCE: Authors’ calculations using MINT6.
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of retired disabled beneficiaries would receive a lower 
benefit under RET elimination.31

Table 7 shows the distribution of beneficiaries 
according to their benefit changes under RET elimina-
tion. In both simulations, most of the affected ben-
eficiaries have their benefits reduced by 1–9 percent. 
However, when behavioral responses are included, 
twice as many beneficiaries have their benefits reduced 
by 10–19 percent, reflecting the effects of claiming 
benefits earlier. Both scenarios result in a small per-
centage with benefit increases of at least 20 percent. 
Two percent of beneficiaries have their benefits 
increase by 1–9 percent when behavioral responses are 
included, which shows the effect of the additional year 
of work or increased earnings.

Because RET repeal would affect less than one-
half of beneficiaries, we examine the median benefit 
changes among affected beneficiaries in Table 8. We 
define “affected” as having a benefit that differs by 
1 percent or more from current law in the analysis 
year. For many of the changes we model, a change in 
one year means a change in all subsequent years.32 
In the static simulation, when affected beneficiaries 
are younger than FRA—and therefore receiving 
higher benefits under RET repeal than under current 
law—the median benefit increase is 71 percent. When 
affected beneficiaries are FRA or older—and therefore 
typically receiving lower benefits than under current 
law—the median benefit reduction is 6 percent. A 
small number of beneficiaries at FRA or older have 
higher benefits under RET repeal with no behavioral 
response; for those beneficiaries, benefits are based 
mostly on the earnings of a spouse, and the median 
increase is 12 percent.

In the behavioral-response simulation, however, 
some beneficiaries younger than FRA receive lower 
benefits in 2050 (as shown in Table 6); the median ben-
efit reduction among this group is 7 percent (Table 8). 

Among beneficiaries younger then FRA who receive 
higher benefits, the median increase is 50 percent. At 
FRA or older, the median reduction in benefits among 
affected beneficiaries is 7 percent. The larger benefit 
reductions in the behavioral-response scenario result 
from the assumption that some beneficiaries claim 
benefits earlier than they would under current law.

Beneficiaries in the highest individual income quin-
tiles would have the largest benefit increases under 
RET repeal (Table 8). The median benefit increase 
for this group is 100 percent assuming no behavioral 
response and 71 percent with the behavioral responses 
included. That pattern persists across the income 
scale: The higher the income quintile, the greater the 
benefit increase. All earnings above the RET thresh-
olds are subject to withholding, so beneficiaries with 
higher earnings have higher withholdings (and thus a 
greater increase in benefits under RET repeal). How-
ever, the benefit reductions are consistent across all 
quintiles under both scenarios. The percentage value 
of one adjustment to reduction factors is consistent for 
all beneficiaries. Regardless of the amount of benefits 
withheld, an adjustment to reduction factors is given 
for any month that benefits were subject to the RET.

Tables 6 through 8 show the effects of RET repeal 
among individuals who are beneficiaries under cur-
rent law in 2050. However, some beneficiaries subject 
to the RET would have their entire benefit withheld 
because their earnings were more than twice the lower 
earnings limits (when younger than FRA) or three 
times the higher earnings limit (in the year they attain 
FRA) under current law; obviously, such beneficiaries 
would predominantly fall in the higher income quin-
tiles. With the RET eliminated, many of those benefi-
ciaries would now receive benefits. As Table 9 shows, 
almost 281,000 individuals younger than FRA in 2050 
would become beneficiaries if the RET were repealed 
(a 1.8 percent increase over current law), assuming 

≥20% 10–19% 1–9% 1–9% 10–19% ≥20% 

a 5 21 70 a a 2
1 10 23 61 2 a 3

a.

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

SOURCE: Authors' calculations using MINT6 data.

Less than 0.5%.

Table 7. 
Percentage distribution of beneficiaries aged 60 or older by change in benefits resulting from RET 
elimination: Static and behavioral-response simulations, 2050

Simulation

RET repeal plus behavioral response
RET repeal alone (static)

No 
change

Decline Increase
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Lower benefit Higher benefit Lower benefit Higher benefit

-6 71 -7 20

Younger than FRA a 71 -7 50
FRA or older -6 12 -7 2

$118,629 or more -6 100 -7 71
$63,323–$118,628 -6 71 -7 50
$38,865–$63,322 -5 50 -7 23
$23,280–$38,864 -5 29 -7 2
$0–$23,279 -6 12 -7 2

Retired worker -6 71 -8 23
Dual, spousal and worker -4 12 -6 6
Spousal only -6 a -6 9
Dual, survivor and worker -5 33 -7 2
Survivor only -6 a -7 3
Retired disabled -5 a -7 a
Disabled worker a a a a

a.

Age

Table 8. 
Median percent change in benefits from scheduled benefits for beneficiaries aged 60 or older affected by 
RET elimination, by beneficiary characteristics: Static and behavioral-response simulations, 2050 

Characteristic
RET repeal alone (static) RET repeal plus behavioral response

Overall

Individual income quintile

Benefit type

SOURCE: Authors' calculations using MINT6 data.

NOTE: "Affected" is defined as having a benefit that differs by 1 percent or more from current law in the analysis year. 

Insufficient sample size. 

Number Percent Number Percent

280,723 0.3 2,665,569 3.6

Younger than FRA 280,723 1.8 2,435,014 14.4
FRA or older 0 0.0 230,555 0.4

$118,629 or more 83,727 0.5 1,119,100 7.1
$63,323–$118,628 107,089 0.7 677,020 5.2
$38,865–$63,322 77,637 0.5 409,440 2.8
$23,280–$38,864 6,839 a 148,730 1.0
$0–$23,279 5,430 a 218,276 1.5

a.

Table 9. 
Increase in number of beneficiaries aged 60 or older resulting from RET elimination, by beneficiary 
characteristics: Static and behavioral-response simulations, 2050 

Characteristic
RET repeal alone (static) RET repeal plus behavioral response

Less than 0.05%.

Overall

Age

Individual income quintile

SOURCE: Authors' calculations using MINT6 data.

NOTE: Totals do not necessarily equal the sum of rounded components. 
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no behavioral response. With behavioral responses 
assumed, over 2.4 million beneficiaries younger 
than FRA would be added in 2050 (a 14.4 percent 
increase compared with current law). Some would be 
individuals who previously delayed claiming benefits 
because of the RET and who now start benefits a year 
earlier, becoming beneficiaries in 2050. Individuals 
who increase their earnings or add one more year of 
work could, along with their auxiliaries, also become 
eligible for Social Security benefits earlier than under 
current law.

Disproportionate shares of new beneficiaries popu-
late the higher income quintiles in both RET repeal 
simulations, particularly so in the behavioral-response 
scenario. Over 1 million individuals in the highest 
income quintile who would claim benefits later in the 
static simulation now claim benefits a year earlier. 
In 2050, among affected beneficiaries in the highest 
individual income quintile, the median age for starting 
benefits decreases from 65 under the static approach to 
64 under the behavioral-response simulation.

Under either scenario, eliminating the RET would 
have no effect on overall poverty by 2050 (Table 10). 

As noted previously, eliminating the RET generally 
does not affect lower-income beneficiaries, who are 
more likely to have incomes near the poverty level. 
Among beneficiaries at FRA or older, the poverty 
rate would increase slightly under the static scenario. 
Among beneficiaries younger than FRA, the pov-
erty rate would decrease slightly when behavioral 
responses are included. Poverty rates decline because 
some beneficiaries are assumed to have greater income 
from earnings or additional benefits for claiming a 
year earlier. Retired-worker beneficiaries would have a 
slightly higher poverty rate without behavior changes, 
because this group is most likely to be affected by 
eliminating the RET (see Table 6). In general, poverty 
will decline under current law by 2050 because the 
poverty threshold is indexed to prices, and over time, 
wage growth is expected to outpace price growth.33

To show projected changes in poverty that are more 
comparable to current rates, we analyze wage-indexed 
poverty rates in Table 11. Overall, the wage-indexed 
poverty rate increases 0.2 percentage points under 
both scenarios compared with current law. As with 
the traditional poverty rate shown in Table 10, the 

RET repeal alone (static)
RET repeal plus behavioral 

response

1.9 0.0 0.0

Younger than FRA 2.9 0.0 -0.1
FRA or older 1.6 +0.1 0.0

$118,629 or more 0.0 0.0 0.0
$63,323–$118,628 0.0 0.0 0.0
$38,865–$63,322 0.0 0.0 0.0
$23,280–$38,864 0.0 0.0 0.0
$0–$23,279 9.4 +0.2 +0.1

Retired worker 1.8 +0.1 0.0
Dual, spousal and worker 0.5 0.0 0.0
Spousal only 5.1 0.0 0.0
Dual, survivor and worker 0.5 0.0 0.0
Survivor only 7.0 0.0 0.0
Retired disabled 2.7 0.0 0.0
Disabled worker 4.3 0.0 0.0

SOURCE: Authors' calculations using MINT6 data.

Table 10. 
Poverty rate effects of RET elimination for beneficiaries aged 60 or older, by beneficiary characteristics: 
Static and behavioral-response simulations, 2050 

Characteristic

Overall

Projected poverty rate 
under current law 

Poverty rate effect (percentage point change)

Age

Individual income quintile

Benefit type
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wage-indexed poverty rate decreases for beneficia-
ries younger than FRA after the RET repeal when 
behavioral responses are included. The wage-indexed 
poverty rate increases slightly among beneficiaries at 
FRA or older under both scenarios because they no 
longer receive adjustments to their reduction fac-
tors. Wage-indexed poverty also increases among 
retired-worker beneficiaries (who are more likely to be 
affected by RET repeal) and among survivor-only and 
dually entitled survivor beneficiaries when behavioral 
responses are included. Survivor beneficiaries are 
older than other beneficiary groups, and therefore are 
more likely to receive reduced benefits after reaching 
FRA (because of eliminated adjustments to reduction 
factors) than they are to receive increased benefits 
before FRA.34

Despite changes in individual benefits in a given 
year, the early retirement reduction factors and adjust-
ments at FRA are roughly actuarially fair, so benefi-
ciaries affected by the RET under current law should 
have similar lifetime benefits if the RET is eliminated. 
We examine that assumption with the benefit/tax ratio, 
which compares the lifetime value of Social Security 
benefits received with the lifetime value of taxes paid 

(Leimer 1995). As Chart 2 shows, the median lifetime 
benefit/tax ratio in the static repeal scenario would be 
comparable to scheduled benefits, although slightly 
lower for some cohorts. In the behavioral-response 
scenario, the median lifetime benefit/tax ratio is lower 
for all cohorts because we assume that some beneficia-
ries start benefits earlier, which leads to lower monthly 
benefits for life for both the retired workers and their 
auxiliaries. Our assumptions about continuing labor 
force participation do not offset that effect because 
one additional year of earnings produces low marginal 
returns (Reznik, Weaver, and Biggs 2009). Chart 2 
shows that RET repeal itself would not change the 
lifetime value of Social Security benefits as much as 
the possible behavioral responses to the repeal.

Discussion
We simulate the elimination of the RET under both 
static and behavioral-response assumptions and 
analyze the impact on beneficiaries aged 60 or older 
in 2050. We find that more beneficiaries are affected 
when we include behavioral responses for earnings, 
labor force participation, and benefit claiming. We 
also find that benefit reductions are larger and benefit 

RET repeal alone (static)
RET repeal plus behavioral 

response

6.7 +0.2 +0.2

Younger than FRA 8.4 0.0 -0.3
FRA or older 6.4 +0.2 +0.3

$118,629 or more 0.0 0.0 0.0
$63,323–$118,628 0.0 0.0 0.0
$38,865–$63,322 0.0 0.0 0.0
$23,280–$38,864 0.0 0.0 0.0
$0–$23,279 34.0 +0.8 +1.0

Retired worker 6.0 +0.2 +0.3
Dual, spousal and worker 2.2 0.0 0.0
Spousal only 10.5 0.0 0.0
Dual, survivor and worker 4.9 +0.2 +0.3
Survivor only 19.6 0.0 +0.3
Retired disabled 11.3 0.0 0.0
Disabled worker 12.9 0.0 0.0

Individual income quintile

Benefit type

SOURCE: Authors' calculations using MINT6 data.

Table 11. 
Wage-indexed poverty rate effects of RET elimination for beneficiaries aged 60 or older, by beneficiary 
characteristics: Static and behavioral-response simulations, 2050 

Characteristic

Projected wage-
indexed poverty rate 

under current law 

Wage-indexed poverty rate effect (percentage point change)

Overall

Age
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Chart 2. 
Median lifetime Social Security benefit/tax ratio for beneficiaries aged 60 or older

SOURCE: Authors’ calculations using MINT6 data.

increases are smaller in the behavioral-response 
simulation. The increase in the number of beneficiaries 
in 2050 is much larger when behavioral responses are 
included, driven by individuals starting benefits earlier 
than they would under current law. Earlier claiming 
also results in a slightly lower median lifetime benefit 
tax/ratio compared with scheduled benefits.

The behavioral responses—particularly the benefit 
claiming change—have a bigger effect on lifetime 
benefits than the RET policy change itself. Absent the 
behavioral responses, Chart 2 shows that eliminating 
the RET produces almost no difference from current 
law over the median beneficiary’s lifetime.35 Without 
the earnings test, beneficiaries would receive a higher 
benefit before FRA and a lower benefit beginning at 
FRA. Those changes offset each other in the long run. 
However, accounting for behavioral responses lowers 
the lifetime/benefit tax ratio by about one-half of one 
percentage point compared to current law. The changes 
in claiming age are more important than the changes 
in earnings or labor force participation, because the 
claiming decision automatically lowers the Social 
Security benefit through additional early retirement 
reduction factors, while the earning and work deci-
sions may or may not impact benefits. (However, those 
decisions will impact income temporarily for those 

who do change their work behavior.) Claiming earlier 
may negatively affect some individual beneficiaries, 
but as noted earlier, median lifetime benefits would not 
be significantly lower than current-law benefits.

In general, our overall findings closely match those 
of the previous Urban Institute studies. Like Berk, 
Favreault, and Ratcliffe (2002), we find benefit (and 
therefore, total income) increases for individuals 
younger than FRA, and benefit (and therefore, total 
income) decreases for beneficiaries at FRA or older 
when behavioral responses are assumed. In addition, 
like Ratcliffe and others (2003), we find that beneficia-
ries with higher lifetime earnings are more likely to 
start benefits earlier, resulting in higher total income.

We find lower poverty rates than earlier studies did. 
Anzick and Weaver (2000) projected that a com-
plete repeal of the RET would increase the poverty 
rate by 0.4 to 1.9 percentage points, depending on 
the benefit-claiming assumptions used.36 However, 
their simulation assumed that all beneficiaries were 
equally likely to claim earlier, including those without 
earnings or who earned less than the earnings test 
threshold, and that all early claiming would occur at 
age 62.37 We assumed that people with earnings well 
below the threshold would have no incentive to claim 
earlier if the RET were repealed; those individuals 
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are more likely to be near poverty. In addition, we 
assumed beneficiaries would claim one year earlier 
instead of claiming at the earliest eligibility age (62). 
Like Anzick and Weaver, we find a disproportionately 
higher poverty rate increase among survivor ben-
eficiaries using our wage-indexed poverty measure, 
although their estimate (3.7 percentage points) is much 
higher than ours (0.3 percentage points in the behav-
ioral-response scenario). Using the standard poverty 
measure, we did not find higher poverty rates among 
survivor beneficiaries.

However, our overall poverty findings do match 
closely with those in Berk, Favreault, and Ratcliffe 
(2002), who found a 0.1 percentage point increase 
in poverty in 2022. Although they found poverty 
increases to be most pronounced for spousal-only 
beneficiaries, we found that wage-indexed poverty 
would increase for retired-worker and survivor ben-
eficiaries when behavioral responses were included. 
Retired workers are more likely to be subject to the 
RET because of their higher earnings. Survivor benefi-
ciaries are older than other types of beneficiaries, so 
a greater proportion of survivors are older than FRA 
and thus would have lower benefits under RET repeal.

We use more modest benefit-claiming assump-
tions than Berk, Favreault, and Ratcliffe (2002) and 
Ratcliffe and others (2003). Yet, like those authors, we 
find that benefit-claiming behavior is an important fac-
tor in the distributional analysis. Because Social Secu-
rity benefits account for a significant share of income 
among the aged,38 the benefit-claiming decision plays a 
crucial role in the retirement security of retired-worker 
beneficiaries and their spouses. Ratcliffe and others 
(2003) note that earlier benefit claiming reduces the 
net present value of benefits. Similarly, we find that 
our behavioral-response assumptions slightly reduce 
the median lifetime benefit/tax ratio.

Limitations

We used a number of simplifying assumptions in order 
to project behavioral responses to possible changes 
to the RET. First, we assumed that we could directly 
apply the experiences of older people (primarily 
aged 65–69) to the younger group (aged 62–66) who 
would be affected by the options we analyze. There 
are differences between those two groups, and rea-
sons to believe their responses to RET changes would 
also differ.

We used empirical evidence from the partial 
repeal of the RET in 2000 to make predictions about 

responses to future changes (assumed to begin in 2012). 
Some behavioral changes seen since 2000 are unrelated 
to RET changes. For example, individuals are now 
more likely to defer claiming retired-worker benefits, 
which is consistent with increased labor force participa-
tion at older ages (Muldoon and Kopcke 2008) and the 
gradual increase in the FRA that began in 2000.

We also assumed uniform responses in each 
behavioral dimension: that all earlier claimers started 
benefits one year earlier; that all individuals who 
extended their labor force participation worked for one 
additional year; and that all individuals who increased 
their earnings did so by a fixed percentage until reach-
ing FRA. Individuals’ actual responses would be more 
varied—perhaps collecting benefits a few months 
earlier or working for a few months longer.

Solvency Effects

Repealing the RET would have a minimal impact on 
Social Security’s long-term solvency because affected 
individuals’ short-run benefit increases would be 
offset by long-run benefit reductions. SSA’s Office 
of the Chief Actuary estimated that eliminating the 
RET starting in 2012 would improve the long-range 
Social Security actuarial balance by an estimated 
0.01 percent of taxable payroll.39 The Chief Actuary 
assumed, as we did, that some beneficiaries would no 
longer have their benefits withheld, some individuals 
would apply for benefits earlier, and some individu-
als currently subject to the RET would increase their 
earnings (Chaplain and Nickerson 2010). Those 
beneficiaries who no longer have their benefits with-
held will not receive adjustments to reduction factors 
at FRA—increasing their benefits before FRA (and 
increasing short-run program costs),40 but reducing 
their benefits beginning at FRA (and reducing long-
run program costs). In addition, individuals who apply 
for benefits earlier will receive more early retirement 
reduction factors, which will permanently lower their 
monthly benefits.

Conclusion
Because the RET is a confusing aspect of the Social 
Security program, it is important to understand how 
its elimination may affect beneficiaries. We have 
presented distributional analysis showing both static 
and behavioral responses to RET repeal, highlight-
ing how behavioral responses could affect benefits 
in the future. In our behavioral-response simula-
tion, we model three distinct responses to RET 
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repeal—including earnings, labor force participation, 
and benefit claiming—and incorporate empirical find-
ings from the latest research. Although eliminating the 
RET would have little effect on lifetime benefits and 
system solvency in the long run, we find that indi-
vidual beneficiaries’ behavior could affect their own 
retirement security and that of their family members. 
As such, this research highlights the importance 
of combining distributional analysis with potential 
behavioral responses when analyzing the impact of 
Social Security reforms on beneficiaries.
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1 For the complete FRA chart, see http://www 
.socialsecurity.gov/retire2/agereduction.htm.

2 Auxiliary retirement beneficiaries include spouses, 
children, and aged survivors. For more information on 
auxiliary benefits, see http://www.socialsecurity.gov/retire2 
/yourspouse.htm, http://www.socialsecurity.gov/retire2 
/yourchildren.htm, and http://www.socialsecurity.gov 
/survivorplan/onyourown2.htm, respectively.

3 Any earnings, even those earned after benefits have 
begun, are incorporated into the benefit calculation through 
an automatic process each year and may result in higher 
benefits. For more information, see SSA (2013).

4 As opposed to the annual earnings test, the monthly 
earnings test only applies in certain years, for example in 
the first year of benefit receipt. For RET exempt amounts 
from 1975 to 1999, see http://www.socialsecurity.gov 
/OACT/COLA/rteahistory.html. For exempt amounts for 
2000 and later, see http://www.socialsecurity.gov/OACT 
/COLA/rtea.html.

5  For more detailed examples of how the RET works, see 
Nuschler and Shelton (2010).

6 For example, if Beneficiary A in Table 1 turned age 66 
in February and earned $5,000 in January, his or her benefit 
for January would be reduced by only $553, instead of by 
$1,870.

7 A special earnings test applies for individuals who 
retire midyear. For more information, see http://www 
.socialsecurity.gov/retire2/rule.htm.

8 These increases are effective only in years where there 
is a cost-of-living-adjustment (COLA). For more informa-
tion on the national average wage index, see http://www 
.socialsecurity.gov/OACT/COLA/AWI.html and for more 
information on the COLA, see http://www.socialsecurity 
.gov/cola/2011/factsheet.htm.

9 Exceptions include spouses and survivors who receive 
benefits because they have minor or disabled children in 
their care. Although they too are subject to the earnings 
test if they work, they do not receive credit at FRA for the 
months that their benefits were fully or partially withheld. 
For more information, see SSA (2013).

10 For the month shown in Table 1, both beneficiaries 
would receive one adjustment to reduction factors at FRA 
(even though Beneficiary B received a partial benefit pay-
ment for that month).

11 For more detailed examples of how the RET works for 
auxiliary beneficiaries, see Nuschler and Shelton (2010).

12 For the complete history of RET changes, see SSA 
(2012a, Table 2.A29).

13 This change allowed newly covered self-employed 
workers to eventually receive a benefit. The self-employed 
tended to not retire from employment, so this provision was 
included to enable those workers, who had been contribut-
ing payroll taxes to the system, to receive a benefit (DeWitt 
2000).

14 To estimate this number, we included any beneficiary 
younger than FRA with earnings of $15,000 or more and 
any beneficiary attaining FRA with earnings of $40,000 or 
more, divided by the total number of beneficiaries in those 
age groups.

15 To estimate this number, we included any beneficiary 
younger than FRA with earnings of $15,000 or more and 
any beneficiary attaining FRA with earnings of $40,000 
or more, divided by the total number of beneficiaries with 
earnings in those age groups.

16 The RET can either amplify the effects of a policy 
change that reduces benefits or appear to create a benefit 
increase relative to current law, depending on an individu-
al’s age relative to FRA. The reverse is true for reforms that 
increase benefits. For more information, see Haltzel and 
others (2007, Appendix C).

17 Increasing the offset rate was proposed in a bill spon-
sored by Senator Lloyd Bentsen (D-TX) in 1989. For more 
information, see http://thomas.loc.gov/cgi-bin/query 
/z?c101:S.1192:. The Contract with America Advancement 
Act of 1996 instituted ad hoc increases in the earnings 
exempt amount for beneficiaries at FRA or older (DeWitt 
1999). Several bills have been introduced in Congress to 
eliminate the RET, including the Social Security Earnings 
Limit Repeal Act of 2001 (http://thomas.loc.gov/cgi-bin 
/query/z?c107:H.R.1731:), and the Social Security Guarantee 
Plus Act of 2001 (http://thomas.loc.gov/cgi-bin/query 
/z?c107:H.R.3497:).

18 When the British and Canadian public pension systems 
abolished their retirement earnings tests, workers there also 
increased earnings in response to the change. In the United 
Kingdom, affected beneficiaries increased their hours 
worked by about 20 percent (Disney and Smith 2002). In 
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Canada, workers were more likely to work full time for a 
full year rather than a partial year (Baker and Benjamin 
1999).

19 Similarly, studies on the British and Canadian repeal 
of retirement earnings tests did not find any increase in 
labor force participation (Disney and Smith 2002; Baker 
and Benjamin 1999).

20 Research on the earnings test repeal in Canada also 
found a large increase in benefit claiming (Baker and Ben-
jamin 1999). There is no actuarial adjustment for delayed 
claiming in Canada. However, research on the earnings 
test repeal in the United Kingdom (which has a relatively 
generous actuarial adjustment for delayed claiming) found 
no increase in claiming (Disney and Smith 2002).

21 One limitation of the MINT model is that Social 
Security benefit calculations are done on an annual basis; 
therefore, we analyze only the RET used for those younger 
than FRA and omit the separate RET used in the year a 
beneficiary attains FRA.

22 In the MINT6 model, work, marriage, retirement, and 
death are projected for real and imputed individuals based 
on real earnings, marital histories, and education levels. For 
more information, see http://www.socialsecurity.gov 
/retirementpolicy/projection-methodology.html.

23 Although a small number of aged survivor beneficia-
ries are affected by the RET at ages 60 and 61, we assume 
no change in their behavior.

24 The aggregate labor force participation and benefit 
claiming response could vary by year, but to simplify, we 
apply the same assumptions to each year.

25 We assume an individual with earnings above four 
times the amount needed for one Social Security quarterly 
credit in one year and less than that amount in the following 
year has stopped working. In 2013, a worker receives one 
credit for each $1,160 of earnings.

26 The additional year of work immediately follows the 
last year of each randomly selected worker’s career. This is 
consistent with the literature, which shows that if a per-
son has not worked in the previous year, he or she is very 
unlikely to return to work (Friedberg and Webb 2009).

27 We only apply this response to those individuals whose 
current-law start age is greater than 62 and who are fully 
insured for retirement benefits. For more information on 
insured status, see http://www.socialsecurity.gov/OACT 
/ProgData/insured.html.

28 To be considered affected, the difference from sched-
uled benefits must be equal to or greater than 1 percent. We 
consider those with differences of less than 1 percent to be 
unaffected.

29 We sorted beneficiaries by individual income quintile 
because the RET is based upon beneficiaries’ earnings in a 
given year. Individual income was the closest proxy.

30 Disabled beneficiaries must be unable to engage in 
substantial gainful activity. For more information, see 
http://www.socialsecurity.gov/OACT/COLA/sga.html.

31 Retired disabled beneficiaries are individuals who 
previously received disability benefits but were converted 
to retirement benefits at FRA.

32 For example, if a beneficiary’s claiming age has been 
changed, that beneficiary will likely be affected every 
year thereafter because the early retirement reduction is a 
permanent reduction. In addition, if a beneficiary was sub-
ject to the RET under current law, he or she is likely to be 
affected by eliminating the RET in all future years, because 
benefits are no longer withheld before FRA and because the 
adjustments to reduction factors permanently affect benefit 
amounts after FRA.

33 For more information on poverty projections, see 
http://www.socialsecurity.gov/retirementpolicy/projections 
/poverty-decline.html.

34 For 2050, MINT6 projects the median age of survivor 
and worker beneficiaries and survivor-only beneficiaries 
will be 83 and 80, respectively. In comparison, the median 
age of retired workers is projected to be 73.

35 We define the median beneficiary as the individual 
with the median benefit/tax ratio.

36 Anzick and Weaver did not include the 2000 repeal of 
the RET for beneficiaries aged 65–69 in their simulation, 
so it was based on a larger population than our analysis. 
They also acknowledge other possible sources of upward 
bias in their poverty estimates, including the fact that they 
do not assume any changes to labor force participation and 
they do not fully account for the interaction between Social 
Security and Supplemental Security Income.

37 The authors used four sets of assumptions: a worst-
case scenario in which all Social Security beneficiaries 
claim at age 62, a best-case scenario in which claiming 
behavior is unchanged, and two intermediate scenarios in 
which the poverty population increases by 20 percent and 
by 50 percent of the worst-case scenario’s increase.

38 Social Security accounted for 37 percent of aggregate 
income among units (which comprise either a married 
couple living together or a person who does not live with a 
spouse) aged 65 or older in 2010 (SSA 2012c, 16).

39 Other research suggests that the long-term sav-
ings from full RET repeal would be significantly higher. 
Mastrobuoni (2006) finds that the 2000 repeal of the RET 
above FRA created trust fund savings starting in 2006, and 
argues that full repeal would save more money and produce 
larger increases in labor supply and contributions to the 
trust funds.

40 The Chief Actuary estimates that the program cost for 
the first 5 years after repeal would be $59.6 billion.
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Introduction
Many youths with disabilities, especially those 
receiving or potentially entitled to Social Security 
benefits, need transition assistance as they reach 
adulthood. Upon completing secondary school, they 
face an abrupt end to the publicly provided services 
they received through the education system. They 
are often not prepared to access adult services, such 
as vocational rehabilitation, if those services are not 
educational entitlements.1 If transitioning youths 
desire support services after they begin higher educa-
tion or go to work, they must identify themselves as 
having a disability, provide documentation of their 
disability, and formally request accommodations 
and services, often for the first time (GAO 2009). 
The Social Security Administration (SSA) designed 
the Youth Transition Demonstration (YTD) proj-
ects partly to link the fragmented support system 
currently in place. More broadly, YTD projects 
addressed low expectations about employment and 
self-sufficiency from the individual, his or her family, 
and society.

Over 1 million youths aged 14–25 receive Supple-
mental Security Income (SSI) payments, and approxi-
mately 2.2 million SSI recipients are younger than age 
30 (SSA 2012). Presently, some young SSI recipients 
exit the program as a result of a continuing disability 
review or an age-18 redetermination.2 Transition sup-
ports and services that enable workforce entry could 
keep many other youths from remaining dependent 
on SSI for the rest of their lives. Rupp and Scott 
(1995) estimated that SSI youth recipients remain in 
the program 27 years on average.3 In 2010, SSI paid 
$7.8 billion to youths aged 13–25, or approximately 
$650 million a month (SSA 2012).

Selected Abbreviations 

CDOR California Department of Rehabilitation
DI Disability Insurance
EN employment network
GEIE general earned income exclusion
IDA individual development account
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Linking Youth transition support services: resuLts 
from two Demonstration projects
by Christa Bucks Camacho and Jeffrey Hemmeter*

Many youths with disabilities, especially those receiving or potentially eligible for Social Security benefits, need 
assistance as they transition into adulthood. Upon completing secondary school, they face an abrupt end to 
provider-initiated public entitlement services. They often lack the knowledge and support to access and link frag-
mented adult support services. This article presents an overview of two projects in the Social Security Adminis-
tration’s Youth Transition Demonstration: California’s Bridges to Youth Self-Sufficiency and Mississippi’s Model 
Youth Transition Innovation. We report key outcomes and highlight the experience of one youth in each project 
who successfully completed the program.
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For young SSI recipients, one of the most signifi-
cant barriers to employment is that they do not know 
how earnings will affect their SSI payments. The 
youths, their families, and their teachers lack informa-
tion on how to use the work incentives available to SSI 
recipients. Teachers and other potential information 
sources may not even know that the youth receives 
SSI. Less than one-quarter of young SSI recipients’ 
families have discussed or even heard of SSA’s work 
incentives (Loprest and Wittenburg 2005). The YTD 
projects sought to raise awareness of those incen-
tives as part of their goal to provide youths and their 
families with the skills and knowledge necessary to 
achieve independence and self-sufficiency. In turn, 
participants would become less reliant on SSI and 
other assistance programs, such as Medicaid, thus 
lowering public costs.

For YTD participants who were SSI recipients or 
Social Security Disability Insurance (DI) beneficia-
ries, SSA waived certain rules that restrict program 
eligibility or limit payments for those with work 
earnings. Those waivers modified existing SSI or DI 
work incentives to allow YTD youths to retain more 
of their earnings so they could save or make work- and 
education-related investments. Table 1 describes the 
work incentives and the associated YTD waivers.

Ten YTD projects operated in eight states. This 
article examines two of them: California’s Bridges 
to Youth Self-Sufficiency (Bridges) and Missis-
sippi’s Model Youth Transition Innovation (MYTI). 
Both projects assigned participants nonrandomly 
and developed services to help clients success-
fully transition into adulthood.4 Each YTD project 
provided different combinations of services, but all 
10 were designed to improve educational and work 
outcomes for participants. They generally targeted 
youths aged 14–25 who were potentially entitled to 
or already receiving SSI payments or DI benefits.5 
Bridges predominantly served youths aged 18 or 

older (68 percent of participants) while MYTI 
focused its efforts on younger clients (57 percent 
were aged 16 or younger).

All of the YTD projects sought to increase the self-
sufficiency of transition-age youth with disabilities. 
That goal, which may not be realized until many years 
after YTD participation, generally takes the form of 
increased employment and decreased dependence on 
public benefits, along with improved quality of life. 
Bridges used a coordinated system of services and 
supports to help youths and their families achieve 
those ends. With the support of community and 
interagency collaborators, MYTI applied “discovery” 
techniques6 and customized employment7 to facilitate 
the transition from high school to work for students 
with significant disabilities.

Bridges served 504 youths and MYTI served 184 
youths from December 2003 through September 2009. 
MYTI originally planned to serve 319 youths, but low-
ered its goal after Hurricane Katrina disrupted some 
of its operations. This article summarizes the Bridges 
and MYTI projects, reports some key outcomes, and 
highlights the experiences of one youth from each 
project who successfully completed the program. The 
information in this article comes from two primary 
sources. First, the management information system 
used by project staff to record their efforts provided 
aggregate information on the participants’ profiles, 
services received, and outcomes. Second, interviews 
with staff, partners, and youths were rich sources of 
information, providing the stories of representative 
clients. Because Bridges and MYTI served differ-
ent populations and provided different services, we 
discuss the projects separately under each of five 
topics: organization, services, statistics, case studies, 
and sustainability.

Organization
In this section, we describe the organization of the 
Bridges and MYTI projects, focusing on where ser-
vices were provided and on project staffing structure.

Bridges

Bridges began as a YTD project funded by the SSA 
and the California Department of Rehabilitation 
(CDOR). The project operated in seven school districts 
chosen to reflect the state’s geographic, industrial, 
cultural, ethnic, and socioeconomic diversity. Bridges’ 
two key staff positions were benefits counselor and 
service coordinator. The benefits counselor educated 

Selected Abbreviations—Continued

MDRS Mississippi Department of Rehabilitation 
Service

MYTI Model Youth Transition Innovation
SEIE student earned income exclusion
SSA Social Security Administration
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participants and their families about disability benefits 
from Social Security and other public programs, YTD 
waivers, and the effect of earnings on monthly SSI 
and DI payments. The service coordinator provided 
information on available school-based and adult 
services and supports. Additionally, a local project 
manager monitored YTD project activities, conducted 
bimonthly local advisory meetings, and facilitated 
partnerships with local agencies, community organiza-
tions, and businesses.

A state-level steering committee guided the project 
and provided an arena for collaboration and informa-
tion sharing. The committee included the project 
managers and representatives from CDOR and other 
state agencies, the regional Social Security office, and 
the World Institute on Disability. The committee met 
twice yearly to provide oversight, evaluate progress, 
and offer suggestions for collaboration. The committee 
also helped with state-level system changes deemed 
necessary for a successful intervention.

Work incentive

Student Earned 
Income Exclusion 
(SEIE) 

Enables recipients who are students to exclude a certain 
amount of earnings from countable income and thus avoid 
reductions in SSI payments. In 2009 and 2010 SSA 
excluded the first $1,640 of a student's earnings each 
month, to a maximum of $6,600 in a year. SEIE eligibility 
ends when a recipient attains age 22.

Age limit is waived for YTD participants 
for as long as they attend school 
regularly. 

General Earned 
Income Exclusion 
(GEIE) 

Enables most SSI recipients to exclude from countable 
income the first $65 of earnings plus one-half of additional 
earnings.

YTD participants can exclude from 
countable income the first $65 of 
earnings plus three-quarters of 
additional earnings.

Plan to Achieve 
Self-Support 
(PASS)

Enables SSI recipients to exclude from countable income 
and resources amounts paid for certain expenses, such 
as the cost of owning a car, pursuing an education, and 
purchasing assistive technology, to achieve a specific 
SSA-approved work goal.

YTD participants can also use a PASS 
to explore career options or pursue 
additional education.

Individual 
Development 
Account (IDA) 

Provides a trust-like account for SSI recipients to save for 
a specific goal, such as purchasing a home, going to 
school, or starting a business. SSA matches earnings 
deposited in an IDA, often at $2 for every $1 deposited by 
the participant. The money accumulated in an IDA is 
excluded when determining SSI eligibility, and the 
earnings deposited during a month are excluded when 
determining the SSI payment amount.

A YTD participant may also use an IDA 
to save for other approved goals.

Continuing 
Disability Reviews 
and Age-18 
Redeterminations 
(Section 301)

Benefits based on disability may continue despite a 
negative Continuing Disability Review or age-18 medical 
redetermination if: 
• the beneficiary is participating in any of certain 
programs; and 
• SSA determines that continued participation will 
increase the likelihood that the individual will remain off 
the disability rolls permanently once benefits stop. 
  These “likelihood” determinations normally must be 
made on a case-by-case basis.

If SSA determines that medical 
disability has stopped and the 
participant is no longer eligible for 
assistance, he or she can continue to 
receive both cash benefits and health 
care services while participating in YTD. 

SOURCE: SSA.

NOTE: For full descriptions of these and other SSA work incentives, see http://www.socialsecurity.gov/redbook.

Table 1.
SSA work incentives and the effects of YTD waivers

SSI

SSI and DI

Description Policy change under YTD waiver

http://www.socialsecurity.gov/redbook
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Given its organization within the school system, 
Bridges recruited youth primarily from the local school 
districts; however, referrals from community partners 
were also important. Although Bridges recruited 
youths with all disabilities within the project area, pri-
ority went to participants with multiple disabilities and 
barriers to employment. Bridges reached out to youths 
in and out of school, in the foster care system, in the 
juvenile justice system, and from diverse cultural 
backgrounds. Youths and their families received letters 
inviting them to attend an orientation workshop offer-
ing information on work incentives. They were also 
assured that Bridges staff would respond to questions 
about (and advocate as needed with) SSA, employers, 
community providers, and public agencies.

MYTI

MYTI was funded by SSA and the Mississippi 
Department of Rehabilitation Services (MDRS). 
Originally, MYTI was implemented in Gulfport 
Municipal and Harrison County School Districts, 
with MDRS serving as the lead agency. However, 
Gulfport’s participation stopped after 3 years because 
damage from Hurricane Katrina obstructed efforts to 
provide the support required for the project interven-
tions. In September 2006, Jackson County Public 
Schools replaced Gulfport. MYTI recruited youths 
with disabilities from within those school districts.

MYTI personnel worked directly in the schools. 
Teachers were trained to use individual discovery 
techniques and customized employment approaches 
in order to facilitate the transition from high school to 
work for students with significant disabilities. MYTI’s 
key staff positions were classroom teacher, transi-
tion specialist, and benefits counselor. The classroom 
teacher facilitated the discovery process to determine 
each participant’s interests, abilities, and vocational 
experiences. The transition specialist provided job 
development, customized planning, and portfolio 
development to help working-age participants use the 
customized employment process. The benefits coun-
selor educated participants and their families about 
disability benefits from Social Security and other pub-
lic programs, YTD waivers, and the effect of earnings 
on SSI and DI payments.8

MYTI emphasized person-centered planning and 
featured Individual Development Accounts (IDAs), 
an innovative approach to transition support. Custom-
ized employment was another key feature and many 
employers assisted the project by providing precareer 
development for participants.

Services
In this section, we provide a high-level description 
of the services provided by the Bridges and MYTI 
projects. For more details on the services provided, see 
CDOR (2009) and Martinez and others (2010).

Bridges

The project was designed to help youths “pursue their 
interests, goals, and dreams while living a happy 
and productive life” (CDOR 2009, 9). Specifically, 
Bridges provided interventions to promote personal 
and financial self-sufficiency, employment (whether 
full-time, part-time, or volunteer), and life quality 
(through employer relationships and community 
partners). The service delivery model emphasized 
self-determined goals, high expectations, a positive 
vision of the future, collaborative partnerships, and 
self-advocacy skills.

All YTD sites provided employment and benefit 
counseling services. Bridges also focused on work 
incentive and benefit advice, person-centered plan-
ning and early intervention, job development and 
placement, and intensive service coordination. Those 
services were built on transition initiatives already 
available to individuals in the same age range as 
Bridges participants. CDOR partnered with the Cali-
fornia Department of Education, local school districts, 
and SSA field offices to assure service delivery. 
Bridges benefits counselors and service coordinators 
uniformly directed (or themselves provided) service 
delivery at all seven Bridges sites. That was accom-
plished through individual meetings and training 
workshops that accommodated the schedules of the 
participants and their families. In workshops on SSI 
and DI work incentives, for example, participants 
learned to manage a calendar and filing system to 
track correspondence and report earnings to SSA.

For youths and their caregivers who needed to 
better organize services and identify additional needs, 
benefits counselors and service coordinators developed 
an individualized “action plan.” This dynamic plan 
documented all the needed services and over time, it 
helped youths and their families to coordinate current 
and upcoming services on their own.

Placing benefits counselors and service coordina-
tors in the schools allowed Bridges participants to 
continue using their schools’ career development 
programs. One such program coached participants in 
preemployment skills, career awareness, and plan-
ning for high school. A similar program emphasized 
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employment and independent living skills; it served 
youths aged 14–19 who attended high school and 
had individualized education plans. State agencies, 
employers, and local colleges collaborated to provide 
career exploration services, work readiness skills, 
work-based learning opportunities, paid and unpaid 
internships, entry-level employment, transition plan-
ning, and follow-up services.

High school students who had moderate or severe 
disabilities and met certain other conditions were 
also eligible for the Transition Partnership Project 
(TPP), jointly administered by the school districts 
and CDOR. That project worked with city govern-
ments, nonprofit groups, public transit agencies, 
adult service providers, community colleges, state 
agencies, and employers to provide career planning 
and employment services for youths who wanted a 
job. Clients also received additional career services 
(coordinated with CDOR) including career assess-
ment, career planning, job-specific skills training, 
worksite evaluations, job coaching, specialized job 
development, job placement, and follow-up supports 
to ensure work retention.

Bridges also coordinated with several other CDOR 
programs for individuals aged 19 or older with moder-
ate or severe disabilities. Those adult programs, run 
by the school districts or colleges in partnership with 
CDOR, focused on transition planning, emphasiz-
ing employment and independent living. Clients may 
have also received a modified education (via adult 
schools, regional occupational programs,9 colleges, 
community-based instruction, and worksite training), 
transportation and mobility skills, independent living 
skills, job coaching, and Americans with Disabilities 
Act accommodation information.

Bridges staff helped coordinate those and other 
transition services (such as health care) for eligible 
youths. They coordinated benefits and services, held 
SSI and DI benefits counseling workshops, helped 
youths with their person-centered action plans, helped 
to establish family support networks, mentored 
clients, and trained community stakeholders about 
SSI program rules and how to advocate on behalf of 
the youths. The project model emphasized systems 
linkage. Collaboration enabled stakeholders to meet 
participants’ diverse service needs. Bridges staff built 
partnerships with community providers to optimize 
service coordination. Benefits counselors and service 
coordinators completed Community Work Incen-
tive Coordinator training from an SSA contractor 
to ensure that they understood and could effectively 

counsel individuals about SSI and DI work incentives. 
That knowledge helped build relationships throughout 
the community, as service providers were particu-
larly interested in meeting with Bridges staff to learn 
about benefits counseling and how to apply SSA work 
incentive rules.

SSA participated in Bridges meetings. SSA’s Area 
Work Incentive Coordinator answered technical and 
operational questions from Bridges staff. SSA field 
office personnel reported that Bridges staff knew the 
SSI and DI program rules, and that project participants 
showed more confidence, independence, and knowl-
edge of SSI rules than they had in earlier contacts.

MYTI

MYTI relied on teachers to deliver services because 
schools are the institutions most responsible for work-
ing with youths aged 4–22 with disabilities. MYTI’s 
use of school-based interventions minimized intru-
sions into students’ and their families’ time.

MYTI was divided into four phases in order to 
vary the focus of its services according to the age 
range of participants. For each phase, specific transi-
tion services helped participants prepare for or obtain 
employment.
• Phase I served participants aged 10–13. Teach-

ers helped students with life portfolios and future 
plans, and referred students for benefits analysis 
and advice.

• Phase II served participants aged 14–18. Teachers 
helped students to develop employment and other 
plans, and referred students for benefits analysis 
and advice.

• Phase III served participants aged 19–21. Teachers 
and MYTI staff helped students to develop voca-
tional profiles and create customized employment 
plans (including a budget for needed job supports). 
Staff also developed an initial benefits analysis and 
work incentives plan with the student, and arranged 
a One Stop Center visit.

• Phase IV served participants aged 22–25. MYTI 
staff continued to provide Phase I–III services as 
needed to youths who had exited school.
Each phase involved developing an individualized 

plan for targeted employment. In Phase I, participants 
developed a vision of future work and a vocational 
plan. In Phases II–IV, participants designed a plan 
to prepare for or obtain employment (or self-
employment). The plan described needed services 
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and supports. It also identified desired employment 
outcomes that emerged from the discovery process, 
which explored the student’s interests, preferred 
conditions of employment, and potential workplace 
contributions. The tasks that a student could offer 
an employer became the basis for customizing a 
potential job. Customized employment planning 
enabled MYTI staff to identify potential employers 
by matching the student’s interests with the tasks 
required by the employer. MYTI staff also apprised 
participants of affiliated services from sources such 
as local One Stop Centers and assisted them in using 
such supports.

In Phase II, the student, family, and teacher shared 
in deciding which work preparation activities to 
pursue. In Phase III, the student devised a budget to 
identify supports, services, and expenses necessary to 
prepare for employment, as well as potential funding 
sources to help manage the costs. MDRS approved 
modest funding for participants’ self-directed efforts 
to obtain uniforms, state picture identification cards, 
and birth certificates; develop visual, vocational, 
and representational profiles or portfolios; procure 
job development and coaching services; pay certain 
transportation, medical screening, and tuition costs; 
and purchase small business start-up supplies. Student 
budgets emphasized the shared role of government and 
personal resources.

In the fourth year of the project, MYTI participants 
enrolled in a program in which IDAs provided a sav-
ings incentive comprising a $4-for-$1 match (up to a 
maximum of $1,000) for personal savings dedicated to 
funding postsecondary education, self-employment, or 
a first-time home. Although MDRS administered the 
program, it included private-sector partners.

Statistics
In this section, we present statistics on the characteris-
tics of the youth served by Bridges and MYTI and on 
the services provided by the projects. We also present 
statistics on earnings and SSI and DI program partici-
pation for up to 5 years after the youths enrolled in 
the projects.

Bridges

Although Bridges served over 500 youths from 
2003 through 2009, only 495 of them had verifiable 
Social Security Numbers (SSNs).10 Table 2 presents 
client characteristics. Bridges served more males 
than females (56 percent versus 44 percent). About 

20 percent of the youths reported an intellectual 
disability as their primary disability; however, not all 
youths have a disability listed in SSA records. Most 
of the youths who consented to be in the program 
were aged 18 or older at enrollment.11 When they first 
entered the Bridges program, most youths were in 
school (80 percent); by the time they exited Bridges, 
half of the youths were out of school (not shown).

Youths participating in Bridges received a variety 
of services, as shown in the tabulation below. Among 
the 81 percent of youths who received any of the 11 
specific services identified in the data, the most com-
mon was job training (78 percent), followed by pre-
vocational training (70 percent), living skills training 
(69 percent), and job placement services (59 percent). 
However, many youths received other services, rang-
ing from legal aid (2 percent) to on-the-job support 
(47 percent).

Type of service Clients served (%)

Any 80.6

Job training 78.3
Prevocational training 69.8
Living skills training 69.0
Job placement 58.5
On-the-job support or extra training 47.1

Testing or evaluation 46.3
Financial assistance 31.0
Health services 26.1
Counseling or therapy 23.9
Mental health services 16.3
Legal or advocacy services 2.0

SOURCE: Authors' calculations based on Social Security 
administrative record extracts and Bridges management files. 

The majority of Bridges youth received either SSI 
payments (55 percent) or DI benefits (3 percent) at the 
time of enrollment (Table 3). Five years after enroll-
ment, 70 percent of Bridges participants received 
SSI payments and 30 percent received DI benefits 
(18 percent received concurrent benefits). The increase 
in SSI receipt is common after age 18, when SSA treats 
parental income differently in determining countable 
income. Much of the increase in DI benefits resulted 
from youths becoming eligible for benefits on their 
own record as workers; two-thirds of those receiving 
DI did so as a worker. Although individuals younger 
than 31 have lower earnings requirements to qualify 
for DI worker benefits, this finding still demonstrates a 
positive step into the workforce for youths who other-
wise would not have promising employment prospects.
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Percentage 
distribution Standard error

Percentage 
distribution Standard error

Male 55.8 2.2 61.4 3.6
Female 44.2 2.2 38.6 3.6

Intellectual disabilities 20.2 1.8 26.6 3.3
Other mental disorders 12.7 1.5 12 2.4
Nervous system 5.7 1.0 9.2 2.1
Musculoskeletal system 0.2 0.2 0.0 0.0
Other a 16.2 1.7 17.9 2.8
Not identified on SSA records b 45.1 2.2 34.2 3.5

15 or younger 8.5 1.3 47.8 3.7
16 8.9 1.3 9.2 2.1
17 15.2 1.6 14.7 2.6
18 or older 67.5 2.1 28.3 3.3

a.

b.

Table 2.
Demographic characteristics of Bridges and MYTI participants

Characteristic

Sex

Diagnosis

Age at enrollment

Number of participants

SOURCE: Authors' calculations based on YTD project administrative records.

None of the other diagnoses comprised more than 6 percent of the sample.

The percentage with no disability is not the same as the percentage who were not receiving SSI or DI (Table 4), because some youths 
received DI as a dependent and thus would not have a disability listed in Social Security administrative records.

 Bridges  MYTI

495 184

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

Percent Standard error Percent Standard error

54.9 2.2 70.3 2.4
3.2 0.8 29.7 2.4

DI worker 1.0 0.4 20.0 2.1
DI child 2.2 0.7 9.7 1.6

55.8 2.2 82.2 2.0
2.4 0.7 17.8 2.0
… … 0.8 0.5

65.8 3.5 62.8 5.5
10.3 2.2 24.4 4.9

DI worker 0.0 0.0 11.5 3.6
DI child 10.3 2.2 12.8 3.8

68.5 3.4 71.8 5.1
7.6 2.0 15.4 4.1
… … 5.1 2.5

Month of enrollment Five years after enrollment
Project, program type, and status

495 360

184 78

NOTE: … = not applicable.

Table 3.
Percent of YTD clients receiving SSI payments or DI benefits at time of enrollment and 5 years later 

SOURCE: Authors' calculations based on Social Security administrative record extracts.

Bridges

DI
SSI

Deceased
Both SSI and DI
Either SSI or DI

Number

MYTI
SSI
DI

Either SSI or DI
Both SSI and DI
Deceased
Number
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About 60 percent of participants had earnings 
in the years following their enrollment in Bridges 
(Table 4). The earnings rate peaked in the first year of 
participation (69 percent) then dropped in succeeding 
years because of staggered enrollment. This earnings 
pattern was not unexpected, given the participants’ 
age range and the timing of program services. Five 
years after enrollment, almost one-half (44 percent) 
of clients earned at least $1,020.12 Among those 
youths, average earnings 5 years after enrollment 
were over $9,300.

Among participants who received SSI or DI 
benefits, 56 percent reported earnings to SSA while 
enrolled in Bridges (Table 5). Additionally, 58 percent 
used SSA’s work incentives or the YTD waivers. The 
number of clients using the work incentives could 
exceed that of clients reporting earnings because not 
all work incentives required actual work. Of all work 
incentives and waivers, the general earned income 
exclusion (GEIE) waiver was the most commonly 
used (39 percent), although a combined 42 percent 
used the student earned income exclusion (SEIE), 

either as the standard incentive (26 percent) or the 
YTD waiver (16 percent).

MYTI

MYTI originally proposed to serve 319 students, but the 
goal was adjusted after Hurricane Katrina hit the proj-
ect area in August 2005; ultimately, MYTI served 184 
youths with verified SSNs. MYTI served more males 
than females (Table 2), 61 percent versus 39 percent.

Participating schools were to provide transition 
services that included exposure to work experiences 
for special-education students. MYTI’s objectives 
included enabling participants to reach short-term 
outcomes such as high school completion or enrollment 
in postsecondary education. Some students pursued a 
Mississippi “occupational diploma,” which has employ-
ment requirements. Over the course of the project, 61 
participants received a certificate of completion;13 20 
received an occupational diploma; 3 pursued a general 
equivalency diploma (GED), which 2 had attained by 
the time we compiled our data; and 2 obtained certified 
nursing assistant certificates (not shown).

Number Percent 
Standard 

error
Mean 

earnings a
Standard 

error Number Percent
Standard 

error
Mean 

earnings a
Standard 

error

-2 495 32.3 2.1 741 102 71 14.3 1.6 4,667 506
-1 495 43.6 2.2 1,063 114 101 20.4 1.8 4,782 375
 0 495 60.4 2.2 1,561 128 158 31.9 2.1 4,500 282
 1 494 69.2 2.1 2,247 185 170 34.4 2.1 6,183 385
 2 494 65.4 2.1 2,440 214 171 34.6 2.1 6,769 462
 3 423 57.0 2.4 3,029 251 169 40.0 2.4 7,383 455
 4 357 60.8 2.6 1,658 253 57 16.0 1.9 10,064 1,018
 5 248 58.5 3.1 4,127 413 108 43.5 3.2 9,358 670

-2 184 b b b b b b b b b
-1 184 b b b b b b b b b
 0 184 15.2 2.7 216 76 10 5.4 1.7 3,236 1,023
 1 184 23.4 3.1 441 160 16 8.7 2.1 4,747 1,495
 2 184 26.1 3.2 746 176 26 14.1 2.6 5,129 841
 3 132 19.7 3.5 555 141 16 12.1 2.9 4,212 635
 4 77 28.6 5.2 786 393 b b b b b
 5 36 30.6 7.8 664 260 b b b b b

a. 

b.

Table 4.
Clients with earnings, by project and years before or after enrollment

Bridges

MYTI

NOTE: The $1,020 threshold represents the sum of earnings an individual can earn in a year, applying both the general ($20) and earned 
($65) income exclusions, that can be disregarded from countable income under SSI program rules. 

Clients with any earnings 

Suppressed because of small sample size (less than 2 percent of sample; fewer than 10 individuals).

Clients with earnings of $1,020 or moreProject and 
years before 
or after 
enrollment

SOURCE: Authors' calculations based on Social Security administrative record extracts.

In 2010 dollars.
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MYTI staff helped youths obtain employment 
experiences as they moved through the project’s 
four service phases. Overall, 27 percent of youths 
completed Phase I, as shown in the tabulation below; 
however, the majority of youths were served in Phase 
II (63 percent). About 20 percent of the youths were 
served in each of Phases III and IV.

Clients served (%)

26.7
63.0
19.4
20.0

a. Phases II and IV represent community-based 
transition services. 

MYTI phase

Phase IV: ages 22–25 a
Phase III: ages 19–21 a
Phase II: ages 14–18
Phase I: ages 10–13 

SOURCE: MYTI management files.

NOTE: Youths advanced their career development by going to the 
next phase at the appropriate age. Because youths are counted in 
each phase of the project in which they participated, percentages 
sum to more than 100.

The percentage of youths served by MYTI who 
were SSI or DI recipients was higher than that for 
Bridges (Table 3). At the time of enrollment, over 
68 percent of MYTI participants received either SSI or 
DI. The majority of these youths (66 percent) received 
SSI, 10 percent received DI, and 8 percent received 
both. Twelve percent were receiving DI benefits on 
their own record as workers at the end of the project.

MYTI youths were less likely than Bridges clients 
to have positive earnings after enrollment (Table 4). In 
the year of enrollment, 15 percent of MYTI youths had 
earnings; after 5 years, 31 percent had earnings. Few 

youths earned more than $1,020 in any year, which 
is not surprising given that MYTI participants were 
generally younger than Bridges participants; however, 
among those who earned more than $1,020 three years 
after enrollment, average earnings exceeded $4,200.

As the first project to establish IDAs, MYTI pro-
vided a model for incorporating IDAs into other YTD 
projects (Martinez and others 2008). Twenty percent of 
MYTI youth receiving SSI or DI benefits enrolled in an 
IDA to either buy a home or start a business (Table 5). 
Participants with an IDA deposited their earnings in 
a savings account, met with a benefits counselor, and 
attended financial literacy classes. Overall, 39 percent 
of MYTI youths who were SSI recipients or DI benefi-
ciaries used a work incentive or waiver between 2003 
and 2008. The most commonly used was the GEIE 
waiver (21 percent), followed closely by IDAs.

Case Studies
The following case studies illustrate how Bridges 
and MYTI each helped one of their YTD participants 
achieve educational and employment outcomes, reduc-
ing reliance on disability benefits. Although all local 
sites within each project had successful participants, 
the highlighted youths come from the Whittier, Cali-
fornia and Jackson County, Mississippi sites. Their 
names have been changed to preserve their anonymity.

Bridges

Roberto, who has cerebral palsy, enrolled in Bridges 
at age 24. A recent high school graduate, Roberto 
came to the Whittier Union High School District’s 

Incentive Bridges MYTI

Positive earnings (reported to SSA) 56.1 30.0
Any SSA work incentive or YTD waiver 57.8 38.8

SEIE (standard incentive) 25.7 15.0
SEIE (YTD waiver) 16.2 3.8
IDA 0.3 20.0
GEIE waiver 39.4 21.3
PASS (standard incentive) 2.2 0.0
PASS (YTD waiver) 30.0 0.0
Continuing Disability Review/Age-18 redetermination (Section 301) 2.2 8.8

PASS = plan to achieve self-support.

SOURCE: Martinez and others (2010).

Table 5. 
YTD client use of SSA work incentives and waivers (in percent)

NOTES: The sample sizes are 358 for Bridges and 80 for MYTI. Because these samples comprise only SSI recipients and DI beneficiaries 
in 2003–2008, they differ from those in the article's other tables.
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Employment Network (EN) because, as an SSI recipi-
ent, he had received a Ticket under the Ticket-to-Work 
program and hoped the EN could help him find a job.14 
Ultimately, the EN staff determined he was a good 
candidate for the Bridges project. Bridges staff met 
with Roberto and his family to identify his interests 
and the skills he could bring to a job. During a person-
centered planning session, Roberto suggested seeking 
a job that would use his computer, organizational, and 
communication skills. To assist him, Bridges provided 
benefits counseling, job development and placement 
services, and intensive service coordination.

Bridges staff helped Roberto find a job as a cus-
tomer service representative at a closet design com-
pany. His duties include receiving phone calls from 
customers who wish to place an order or schedule a 
renovation. Bridges staff explained to Roberto how 
earnings would affect his benefits and how to report 
wages to SSA. While he participated in Bridges, 
Roberto used the $3-for-$4 GEIE waiver to substan-
tially reduce his countable earnings. He also attended 
a local community college where he took general 
education, computer science, and other courses.

Roberto continued receiving benefits counseling 
and employment services from Bridges staff after 
exiting the YTD program by assigning his Ticket to 
Bridges as his EN. He identified a teleservice center 
position at SSA as his employment goal in a follow-up 
person-centered planning session.

MYTI

Isabella, who has an intellectual disability, enrolled in 
MYTI at age 19. In a vocational class at her Jackson 
County high school, she exhibited strong interest and 
aptitude in industrial arts. Isabella developed a love for 
woodworking from industrial arts class and work-
ing after school in her uncle’s workshop, where she 
helped him sand, stain, repair, and refinish cabinets. 
Her teacher and transition specialist met with Isabella 
and her family to develop customized employment 
opportunities that matched her interests and abilities. 
During a planning meeting, Isabella expressed interest 
in finding full-time work that involved tasks in wood-
working or the building trades. In class and at her 
uncle’s cabinet shop, she displayed cooperative work 
habits, a willingness to learn new tasks, dependability, 
punctuality, teamwork, and ability to follow rules.

MYTI’s transition specialist presented Isabella’s 
portfolio to a lumber and supply company that 
employed over 500 workers. She was hired for 

full-time work with benefits, and an experienced 
coworker trained her. In the first year of employment, 
MYTI staff assisted her in learning new job tasks, and 
helped her to complete continuing education courses 
and general activities at the community college. As 
a full-time student younger than 22, Isabella used 
the standard SEIE incentive to exclude her earnings 
from countable income. In addition, while enrolled in 
MYTI, Isabella used the GEIE $3-for-$4 waiver once 
her earnings exceeded the SEIE exclusion maximum; 
doing so substantially reduced her countable earnings.

With help from MYTI’s benefits specialist, Isabella 
opened an IDA to save toward purchasing a home and 
began attending financial literacy classes. In addition, 
Isabella regularly talked with the benefits specialist 
about her finances. They discussed work incentives, 
YTD waivers, and monthly wage reporting. The 
benefits specialist also taught Isabella how to keep 
track of her paystubs and SSI payments. Because of 
her increase in earnings, her SSI payments stopped. 
Isabella achieved her goal of full-time employment.

Sustainability
Both projects continued to implement some aspects 
of their services after YTD funding ended. In this 
section we highlight select activities in each project 
that demonstrate the longer-term system changes made 
possible by YTD.

Bridges

SSA funding for Bridges as a YTD project ended in 
2008.15 Since then, Bridges has sought other funding 
to continue providing project services. Staff identified 
several potential resources and applied for multiple 
grants to ensure continued service. Several sites have 
also become private nonprofit agencies to increase 
the scope of grants for which they can compete. Their 
efforts have included participation in the 2009 Ameri-
can Recovery & Reinvestment Act’s Summer Youth 
Employment Program in partnership with the local 
Workforce Investment Boards.

The Bridges YTD experience encouraged seven 
school districts in California to become ENs in the 
Ticket to Work program. The ENs can serve clients 
aged 18 and older. The EN income enables the sites to 
sustain the additional activities without YTD funds 
from SSA. For example, Career Connection, a part 
of the Whittier Union High School District, has been 
an EN since 2003. Since Bridges services ended, 22 
YTD youths have assigned their Tickets to Career 
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Connection for additional employment supports at 
their former high school, enabling service continuity 
and uninterrupted partnerships with educators.

The Whittier Union High School District and a con-
sortium comprising three other school districts have 
received Projects with Industry16 grants to continue 
to provide some services to Bridges participants. The 
consortium districts have also received US Depart-
ment of Transportation grants to provide transporta-
tion options in rural areas and at nontraditional public 
transportation hours. Each of the sites has also been 
able to expand its Transition Partnership Project to 
include benefits advice and service coordination for 
youths with mental health conditions.

MYTI

The MYTI project sought to identify post-YTD 
services to be sustained and to build skills related to 
employability. The local school districts adopted many 
of the interventions implemented in the project, such 
as the use of transition phases and customized employ-
ment strategies. Although the school districts and 
MDRS no longer have SSA funding, they still offer 
those services in different ways: Each MYTI staff 
member was either retained to provide ongoing project 
services within an agency or school, or was hired for 
other positions that would offer similar services.

Although other schools are using MYTI services, it 
has not yet been determined if they are including them 
in their performance standards. In conjunction with 
the University of Southern Mississippi, the Jackson 
County School District hosted a conference to share 
its transition services with approximately 20 other 
schools, mostly in Mississippi, but also from Kentucky 
and Florida.

In MYTI’s last year, the Jackson County School 
District created a team of five transition specialists 
to provide MYTI-style services for both the school 
district and the vocational rehabilitation transition 
program. Transition team members were assigned to 
four geographic areas of the county; one person visited 
each high school while two of the transition specialists 
provided services in a MYTI-established “community 
classroom.” After MYTI concluded, these services 
continued at local school districts and MDRS offices 
in a program jointly funded by MDRS and the state 
education department.

Local Workforce Investment Network (WIN) 
job centers offered youths a set of activities during 
teacher-led tours of the centers. Both the Pascagoula 

and Gulfport centers welcomed students during the 
years MYTI operated. This connection will continue 
while teachers have the funds to offer field trips for 
their students; however, job center usage will vary by 
school district. Mentoring, established in MYTI’s final 
year in Jackson County, has been included in students’ 
school plans, and availability has expanded to include 
students at risk of dropping out. At the superinten-
dent’s request, peer mentoring has continued in Jack-
son County using guidelines established under MYTI. 
The Harrison County School District also developed a 
mentoring program while participating in MYTI and 
has continued some form of mentoring through a new 
program in targeted schools that connects students 
with caring adults or peers.

Discussion and Conclusions
The Bridges and MYTI projects implemented 
enhanced transition services and used YTD waivers 
of SSA program rules to help youths achieve educa-
tion and employment goals. From December 2003 to 
September 2009, Bridges and MYTI staff provided 
youths with (1) the support to find and keep a job; 
(2) information on employment’s effects on Social 
Security benefits; and (3) first steps toward building 
the capacity for long-term competitive employment.

Bridges staff directly provided over 80 percent 
of the youth participants with employment services, 
service coordination, and benefits counseling. After 
5 years, almost 60 percent of Bridges participants had 
earnings. MYTI served younger clients with more 
significant disabilities; 39 percent received commu-
nity-based transition services (Phase III and IV) and 
31 percent had earnings after 5 years.

Although the statistics reflect many successes, the 
projects were too short to yield long-term findings. 
The short-term accomplishments of Bridges and 
MYTI youths may lead them, perhaps many years 
later, to leave (or never enroll in) SSI or DI. SSA plans 
to follow YTD participants for longer periods to detect 
any lasting impacts on SSI or DI receipt and earnings. 
Over the next several years, SSA intends to publish 
reports on short- and long-term impacts.

To date, Bridges and MYTI have offered several 
lessons on successful service implementation. One les-
son is that strong partnerships are instrumental in suc-
cessfully serving youth in transition. The Bridges and 
MYTI projects built upon existing transition programs 
to demonstrate how a variety of services from multiple 
partners can effectively coalesce. Another lesson is 
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that intervention components should be clearly defined 
and linked to measurable outcomes, which should be 
monitored to ensure a consistent focus on program 
goals. At the outset of the Bridges and MYTI projects, 
staff used a management information system to record 
the demographics, services provided, and action plans 
for each youth; this system allowed staff to identify 
accomplishments incrementally. A third lesson is that 
support services (such as case management, benefits 
counseling, and self-determination) provided in 
conjunction with employment services can produce 
successful employment outcomes. Benefits counsel-
ing enabled MYTI participants to learn about the IDA 
and then, while in high school, use the IDA and attain 
financial literacy. In this regard, the YTD has con-
firmed how beneficial asset development accounts can 
be to low-income individuals.

Lastly, the YTD projects developed and imple-
mented practices to support postsecondary education 
and employment. Apart from the waivers, which 
increased the incentives for employment and savings 
among SSI recipients, Bridges and MYTI created a 
system that provided direct delivery and service coor-
dination in the school system. Although that change is 
directly attributable to the Bridges and MYTI projects, 
and can potentially eliminate a significant barrier 
to work for many young SSI recipients, it does not 
necessitate a change to SSA policy. By breaking down 
the silos in which different agencies work, SSA and its 
community partners in YTD sites were able to sub-
stantially change the transition process and dramati-
cally affect beneficiaries’ lives.

Although the outcomes reported in this article are 
not causal, they do suggest that youth with disabilities 
can enter the workforce and achieve some self-suffi-
ciency. SSA continued the YTD project in six other 
sites that implemented a random-assignment research 
design. Youths participating in those sites receive the 
same waivers and similar services as those in Bridges 
and MYTI (for more information on those sites, see 
Fraker and Rangarajan 2009). The final results from 
those six sites, available in 2014, will provide a deeper 
context for the Bridges and MYTI results reported here.
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1 Most youths are eligible for a variety of education-
based disability services until they reach age 22 or receive a 
high school diploma.

2 SSA redetermines SSI eligibility when a child recipi-
ent attains age 18. In addition, all recipients are subject to 
periodic continuing disability reviews to ensure they still 
meet the disability standards for eligibility.

3 This estimate, although still the best available, is 
somewhat dated. The diagnosis mix for SSI child recipients 
has changed since the study was conducted and numerous 
policy changes, such as establishing age-18 redetermina-
tions, have occurred. It is not clear how these and other 
changes may have affected average time on the program.

4 See Martinez and others (2008) for information on the 
other YTD sites. We focus on Bridges and MYTI because 
six of the remaining eight projects used random-assignment 
designs and will be formally evaluated by Mathematica 
Policy Research, Inc.; see Fraker and Rangarajan (2009) for 
more information on that evaluation. The other two projects 
terminated before completion.

5 SSI is a means-tested cash transfer program for the 
elderly and for individuals with disabilities. DI is an 
insurance program for individuals with disabilities and 
their dependents. SSI and DI use the same definitions of 
disability for adults: The individual must have a medi-
cally determinable disability that is expected to last (or has 
lasted) at least 12 continuous months or to result in death 
and prevents him or her from doing any substantial gain-
ful activity. To be eligible for SSI if younger than 18, the 
individual’s disability must result in marked and severe 
functional limitations (as opposed to preventing substan-
tial gainful activity). To receive DI benefits, an individual 
must be insured by accumulating a certain level of lifetime 
earnings called quarters of coverage or be the dependent of 
someone who has accrued enough quarters or coverage. SSI 
has no work history requirement.

6 Those techniques are used to help youths discover 
their interests. For example, a youth may create a portfolio 
with information and images about potential careers and 
other goals.

7 MYTI participants and staff describe their experiences 
with customized employment at http://www.dol.gov/dol 
/media/webcast/20110610-odep-ce/.

8 The benefits counselor was based at a local One Stop 
Service Center. Such centers were established under the 
Workforce Investment Act of 1998 to provide employers 
and job seekers with mutual access to workforce services.

9 Regional occupational programs are public education 
programs that provide hands-on career preparation and skill 
training for particular jobs.
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10 The verification process involved checking the name, 
date of birth, sex, and SSN reported to the project. Unveri-
fied SSNs may still be legitimate, and having one did not 
disqualify a youth from participating in YTD. However, 
we excluded youths with unverified SSNs from this study 
because their SSNs would not match their actual program 
history or earnings. The youths also had to be enrolled in or 
after 2003 to be included in these analyses.

11 Although most YTD projects are limited to youths 
aged 14–25, the earliest projects, such as Bridges, served a 
broader age range.

12 The $1,020 threshold represents the sum of the 
monthly earnings an individual can earn in a year (applying 
both the $20 general and the $65 earned income exclusions 
in each of the 12 months) that can be disregarded from 
countable income under SSI program rules. Although the 
values relevant to calculating SSI payments can vary from 
month to month, extracts of earnings data are only available 
on a yearly basis. So, although this “annualized” amount 
does not directly correspond to any programmatic value, it 
provides a useful approximation of earnings received.

13 The Mississippi Department of Education issued a 
special diploma stating that a client successfully completed 
an individualized education plan.

14 The Ticket-to-Work program is a free, voluntary pro-
gram for Social Security and SSI recipients with disabili-
ties. Participants can assign their tickets to one of several 
types of approved organizations (including ENs) that have 
agreed with SSA to provide employment services. The EN 
receives payment from SSA when the beneficiary meets 
specific employment goals.

15 Bridges operated under a no-cost extension through 
September 2009.

16 Projects with Industry is a US Department of Educa-
tion program that provides grants for job development, 
placement, career advancement, and training for individu-
als with disabilities.
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Introduction
For much of the 20th century, most US pensions were 
defined benefit plans in which workers received 
retirement benefits based on a formula that included 
earnings, years of service, and final salary as inputs. 
However, over the last several decades, there has been 
a well-documented trend away from defined benefit 
plans toward defined contribution plans, in which an 
employee’s retirement income depends on contribu-
tions to the plan along with the investment earnings 
on those contributions (Butrica and others 2009). 
Current workers increasingly must decide how much 
to contribute to retirement plans and how to invest 
plan contributions. Thus, today’s workers require 
greater financial sophistication to manage their 
retirement savings. By understanding which personal 
characteristics are associated with financial literacy, 
policymakers may target limited education resources 
to individuals with psychosocial traits that indicate 
risk for low financial literacy and insufficient retire-
ment planning.

Although financial literacy is vital to retirement 
preparation, a number of studies have shown that 
Americans generally lack adequate financial knowl-
edge. The economic and demographic factors that 
influence financial well-being and sophistication 
have been relatively well studied (Ariel/Hewitt 2009; 
Lusardi 2008; Lusardi and Mitchell 2006, 2007a, 
2007b, 2007c; Lusardi and Tufano 2009). However, 

few studies have looked beyond these characteristics 
to examine the correlation between psychosocial 
variables and financial literacy.

This study uses ordinary least squares (OLS) linear 
regression analysis to assess the correlation between 
financial literacy, as measured in the 2006 Health and 
Retirement Study (HRS), and variables representing 
financial satisfaction, hopelessness, and religiosity, 
while controlling for other important characteristics. 
Research has discovered theoretical associations 
between those variables and financial literacy but they 
remain underexplored. This study’s results indicate 
financial satisfaction and religiosity are both sig-
nificant independent predictors of financial literacy. 
Using these findings to target financial education may 
improve its efficacy and in turn improve long-term 
retirement security.

Background
The relationship between psychosocial factors and 
financial literacy is a promising research area. A grow-
ing body of literature suggests that these factors may 
explain a great deal of variation in other components 
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HRS Health and Retirement Study
OLS ordinary least squares
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of financial well-being and behavior. For example, 
analyses have shown that variables such as future time 
perspective and retirement goal clarity may explain 
some of the variation in retirement preparation and 
security (Glass and Kilpatrick 1998; Groffen and 
others 2009; Hershey and others 2007; Hershey and 
Mowen 2000; Howlett, Kees, and Kemp 2008).

This article focuses on three psychosocial elements 
that can be examined in the HRS: financial satisfac-
tion, hopelessness, and religiosity. Although research 
has seldom specifically addressed those variables in 
the context of financial literacy, previous work does 
illuminate several potential pathways through which 
those elements may interact. Although this article 
explores whether financial satisfaction, hopelessness, 
and religiosity are significantly related to financial 
literacy, causal directions are not examined.

Financial Satisfaction

Existing research generally hypothesizes that finan-
cial satisfaction is an outcome of financial literacy. 
In this construct, greater financial literacy improves 
financial satisfaction by helping individuals develop 
the skills necessary to meet large expenses, develop 
savings goals, save money, control finances, and 
estate-plan (Loibl and Hira 2005; Mezias 1994; 
Walker 1996).

However, some research suggests that financial 
dissatisfaction fosters greater financial literacy over 
time. Financial stressors can be psychologically del-
eterious and create financial dissatisfaction (Holmes 
and Rahe 1967; Krause, Jay, and Liang 1991; Price, 
Choi, and Vinokur 2002; Warr and Jackson 1985). 
The anxiety and trauma engendered by financial 
dissatisfaction takes a detrimental psychological toll 
and may, over time, encourage individuals to become 
more financially literate so that they can improve 
their financial and psychological situations (Folkman 
and others 1986; Liem and Liem 1988; Ullah 1990; 
Walker 1996).1

Hopelessness

Research on hopelessness has underscored its negative 
effects on various components of financial behavior 
and well-being. For example, Brown (2011) finds that 
persons with depression and feelings of hopelessness 
held more debt and had less wealth at retirement. 
Brown advises providing such persons with financial 
education to protect against retirement insecurity. 
Other work indicates depression and hopelessness 

diminish financial status (Montgomery and others 
2007), retirement security (Lamberg and others 2010), 
and financial planning (Zivin and others 2009).

The Diagnostic and Statistical Manual of Men-
tal Disorders (DSM IV-TR) defines several criteria 
for depression. They include depressed or hopeless 
mood, decreased interest in activities, and inability 
to concentrate or be decisive (APA 2000; Price, Choi, 
and Vinokur 2002). The inability to concentrate may 
impede financial literacy, which requires consider-
able thought and retention. In addition, those who 
feel that their retirement goals are beyond reach may 
have no incentive to work to become more financially 
knowledgeable.

The relationship between hopelessness and financial 
literacy may also run in the opposite direction, with 
poor financial literacy leading to an increased feeling 
of hopelessness. The theory of “learned helpless-
ness” posits that inescapable events diminish people’s 
motivation to change their situation (Dweck 1975; 
Diener and Dweck 1980; Hiroto and Seligman 1975; 
Maier and Seligman 1976). Learned helplessness has 
been widely studied and accepted, and although it has 
not been applied to retirement security or financial 
decision-making, one can reasonably assume that less 
financially literate individuals may have more dif-
ficulty advancing financially and may thus lose hope 
that they can affect their financial position.

Religiosity

Religion is a powerful influence on human behavior 
and previous research has identified a variety of fac-
tors associated with religiosity that may ultimately 
affect financial literacy. For example, Avants and 
others (2003) indicate that those who are more reli-
gious may be more likely to take risks, as they have a 
greater faith that a higher being will provide for them. 
In addition, some individuals, for cultural or religious 
reasons, may expect family support at retirement and 
thus feel less need to prepare for retirement (Barnes 
and Taylor 2006). These characteristics appear to 
reduce the perceived need for financial literacy among 
religious individuals.

However, other factors suggest that religiosity could 
positively affect financial literacy. Renneboog and 
Spaenjers (2009) find a positive relationship between 
religion and savings among the Dutch, and suggest 
that religious teachings encouraging thrift could be an 
important factor. Additionally, a number of churches 
have begun to provide financial education. They play 
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an important role in augmenting their members’ finan-
cial literacy and self-management (USA Today 2010) 
and provide an informal source of financial informa-
tion in their communities (Olsen and Whitman 2007). 
Thus, religiosity may be correlated with increased 
access to financial education.

Past research illustrates the theoretical basis for 
correlating financial satisfaction, hopelessness, and 
religiosity with financial literacy through multiple 
mechanisms. This article explores the linkages 
between the psychosocial variables and financial liter-
acy. However, determining whether those relationships 
are positive or negative will require further work.

Data
This study uses data from the HRS, a nationally 
representative survey of individuals older than age 50 
and their spouses. The HRS is funded primarily by the 
National Institute on Aging and the Social Security 
Administration and is conducted by the University 
of Michigan. It is an ongoing biennial longitudinal 
study that began in 1992. This article focuses on the 
2006 wave, which represents the most recent year for 
which data on all psychosocial variables of interest 
are available.

Beginning in 2004, the HRS included a module 
focusing on respondents’ psychological well-being 
called the Psychosocial Leave-Behind Question-
naire. The module was randomly administered to 
approximately half of the participants who completed 
a face-to-face core survey in that wave. For the 
2006 wave, 8,568 respondents were eligible for the 
questionnaire and 7,635 completed it. The module 
measures constructs such as social support, sense of 
control, religiosity, personality, chronic stressors, and 
financial satisfaction. The module was merged with 
the HRS core data to produce results for a total of 
7,521 respondents. That sample was then merged with 
the HRS financial literacy module, which consists of 
1,155 respondents. Thus, the final sample comprises 
1,155 respondents after merging all three data files. 
Analyses performed on the psychosocial module 
sample (7,521 respondents) and the financial literary 
sample (1,155 respondents) disclosed no significant 
demographic differences.

Table 1 describes the demographic characteristics of 
the sample. Women are a greater share of the sample 
than of the general population, likely because men 
older than 50 have higher mortality rates than women, 

and the HRS restricts its sampling frame to Americans 
older than 50.

Dependent Variable

This study’s variable of interest is financial literacy. 
Researchers have yet to agree on a conceptual or 
operational definition of financial literacy (Hung, 
Parker, and Yoong 2009), and many studies have no 
conceptual definition at all (Huston 2010). This study 
defines financial literacy as “the ability to use knowl-
edge and skills to manage one’s financial resources 
effectively for lifetime financial security” (JumpStart 
2007) and uses the HRS first generation financial 
literacy measure, which is based on responses to three 
questions that assess the respondent’s knowledge of 
compound interest, inflation, and stock risk:
1. Do you think that the following statement is true 

or false?: Buying a single company stock usually 
provides a safer return than a stock mutual fund.

2. Suppose you had $100 in a savings account and the 
interest rate was 2% per year. After 5 years, how 
much do you think you would have in the account if 
you left the money to grow: more than $102, exactly 
$102, less than $102?

3. Imagine that the interest rate on your savings 
account was 1% per year and inflation was 2% per 
year. After 1 year, would you be able to buy more 
than, exactly the same as, or less than today with 
the money in this account?

Number Percent

White 933 81
Black 158 14
Other 64 5

Women 696 60
Men 459 40

Yes 100 9
No 1055 91

Single 454 39
Married 701 61

SOURCE: 2006 HRS.

NOTE: Sample size = 1,155.

Table 1. 
Sample characteristics

Marital status

Hispanic origin

Sex

Race

Variable
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The HRS first generation financial literacy measure 
has been used often in the literature (Lusardi and 
Mitchell 2006) and has an acceptable Cronbach Alpha 
reliability coefficient.2 The scale is an ordinal-level 
index where each correct answer is scored as a single 
point. A respondent may receive a maximum of one 
point for each correctly answered question; thus, with 
three questions, the index ranges from 0 to 3, with 
higher values indicating greater financial literacy.

Independent Variables

This study employs eight independent variables.

Religiosity. A four-item ordinal-level scale measures 
religious beliefs and values. Respondents are asked 
the extent to which they agree with the following 
statements:
1. I believe in a God who watches over me.
2. The events in my life unfold according to a divine 

or greater plan.
3. I try hard to carry my religious beliefs over into all 

my other dealings in life.
4. I find strength and comfort in my religion.

Possible responses for each item range from 1 
(strongly disagree) to 6 (strongly agree). The religios-
ity index is created by averaging the scores across all 
four items, with higher scores representing greater 
religiosity.3

Financial satisfaction. A two-item ordinal-level 
questionnaire measures respondents’ financial 
satisfaction:
1. How satisfied are you with (your/your family’s) 

present financial situation?
2. How difficult is it for (you/your family) to meet 

monthly payments on (your/your family’s) bills?
The responses range from 1 to 5 with higher values 

indicating more financial satisfaction (less strain). For 
question one, possible responses range from 1 (not at 
all satisfied) to 5 (completely satisfied). For question 
two, possible responses range from 1 (not at all dif-
ficult) to 5 (completely difficult). In the first question, 
higher values represent greater satisfaction; however, 
for the second question, higher scores represent less 
satisfaction. Consequently, the second question is 
reverse-coded so both indicators are parallel. The 
financial satisfaction index is created by averaging the 
results for the two questions.4

Hopelessness. Four statements provide the basis for 
an ordinal-level self-reported index:
1. I feel it is impossible for me to reach the goals that I 

would like to strive for.
2. The future seems hopeless to me and I can’t believe 

that things are changing for the better.
3. I don’t expect to get what I really want.
4. There’s no use in really trying to get something I 

want because I probably won’t get it.
Possible responses for each statement range from 1 

(strongly disagree) to 6 (strongly agree). The hopeless-
ness scale is created by averaging responses to the four 
statements; higher values represent stronger feelings of 
hopelessness.5

Earnings. This continuous variable reflects self-
reported total earnings in 2006 for respondents in the 
2006 wave of the HRS.6

Age. This continuous variable is based on respondent 
self-reports.

Education. This continuous variable reflects the 
respondent’s self-reported highest level of educa-
tion. For example, 12 years means the respondent 
completed high school, and 14 years indicates that the 
person completed 2 years of postsecondary study.

Marital Status. For this categorical variable, a respon-
dent is either single (comprising divorced, widowed, 
separated, and never married) or married and living 
together in 2006.

Work Status. This categorical variable, indicating 
whether the respondent was currently working in 
2006, was used in part to control for persons who 
have zero earnings because of retirement as opposed 
to other reasons (such as child rearing or midcareer 
retraining).

Statistical Methods

This exploratory study uses an OLS linear regression 
analysis to explore the relationship between finan-
cial literacy and several economic and psychosocial 
variables. OLS analysis focuses on the effect of three 
independent variables (financial satisfaction, hopeless-
ness, and religiosity) on a single outcome variable 
(financial literacy). Common demographic and eco-
nomic variables (age, earnings, ethnicity, sex, marital 
status, race, and education) are included as controls.

http://www.socialsecurity.gov/policy


Social Security Bulletin, Vol. 73, No. 1, 2013 77

Results
Table 2 presents the mean scores of variables of inter-
est by demographic characteristics. In general, whites, 
men, non-Hispanics, and married people tended to 
have better economic and psychosocial outcomes than 
blacks, women, Hispanics, and single people. Those 
data parallel findings from other literature (Danigelis 
and McIntosh 2001; Dietz, Carrozza, and Ritchey 
2003; Glass and Kilpatrick 1998; Lusardi 2008; 
Lusardi and Mitchell 2006, 2007a, 2007b; Lusardi and 
Tufano 2009).

The relationship between the independent variables 
and the dependent variable was investigated using the 
accepted statistical standard for the type of data used 
in this study, the Pearson product-moment correlation 
coefficient. Preliminary analyses ensured no viola-
tion of the assumptions of normality and linearity. As 
Table 3 shows, education had the highest correlation 
with financial literacy (r = 0.35, p < .0001), followed 
by age, earnings, hopelessness, religiosity, and 
financial satisfaction. Hopelessness was negatively 
and significantly correlated with years of education. 

In addition, older respondents felt more hopeless. 
Financial satisfaction was higher among persons 
with higher education and lower among those with 
less education. Financial satisfaction also correlated 
with age, as older respondents tended to have higher 
financial satisfaction than younger ones. Additionally, 
those with higher levels of education tended to be less 
religious, and education was negatively correlated 
with age.

The sample in the OLS regression model was ini-
tially restricted to persons with current work earnings; 
however, the limited number of respondents made 
the model too unstable. Because this sample is older 
and many respondents no longer have labor-market 
income, the work-status variable was added to deter-
mine if there are differences between respondents who 
work and those who do not.

Discussion
The regression results (Table 4) indicate that age, 
education, race, and sex were significant predictors of 
financial literacy. These results parallel the findings 

Age (years)
Education 

(years) Earnings ($)
Financial 

satisfaction a
Hopeless-

ness b Religiosity c
Financial 
literacy d

68.20 13 17,996 3.64 2.40 4.84 2.17
(10.29) (3) (86,419) (0.59) (0.84) (1.03) (0.89)

68.00 12 9,686 3.60 2.40 5.07 1.81
(11.55) (3) (23,113) (0.64) (0.87) (0.82) (0.99)

67.00 11 12,162 3.50 2.45 5.08 1.71
(10.00) (4) (26,445) (0.56) (0.79) (0.78) (0.92)

68.60 13 18,744 3.66 2.38 4.80 2.25
(10.23) (3) (94,707) (0.59) (0.85) (1.07) (0.86)

65.94 9 13,205 3.52 2.61 5.09 1.72
(10.21) (5) (25,252) (0.56) (0.91) (0.65) (1.00)

68.00 13 18,471 3.65 2.37 4.82 2.22
(10.27) (3) (90,237) (0.59) (0.83) (1.06) (0.86)

67.00 13 20,267 3.65 2.37 4.84 2.22
(9.78) (3) (96,419) (0.58) (0.84) (1.04) (0.86)

71.00 12 9,726 3.58 2.49 4.84 2.00
(11.47) (4) (27,025) (0.59) (0.84) (1.04) (0.86)

a.

b.

c.

d. Index ranges from 0 to 3; higher scores indicate greater literacy. 

Index ranges from 1 to 6; higher scores indicate greater religiosity. 

Index ranges from 1 to 6; higher scores indicate stronger feelings of hopelessness. 

Index ranges from 1 to 5; higher scores indicate greater satisfaction (or less strain). 

Table 2.
Sample means and standard deviations

Single

Married

Non-Hispanic

Hispanic

White

Black

Women

Men

Characteristic

NOTE: Sample size = 1,155. Standard deviations shown in parentheses. 

SOURCE: Author's calculations based on 2006 HRS.
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Age Earnings 
Hopeless-

ness Religiosity
Financial 

satisfaction
Financial 

literacy Mean a
Standard 

deviation a

-0.22***  -0.21*** 0.28*** -0.09*** 0.06* 0.35*** 12.40 3.25
… -0.35*** 0.08* 0.05 0.14*** -0.22*** 68.03 11.05
… … -0.12*** -0.07* 0.03 0.20*** 13,095 58,266
… … … 0.01 -0.26*** -0.17*** 2.34 0.85
… … … … -0.05 -0.12*** 4.97 0.93
… … … … … 0.07* 3.61 0.61
… … … … … … 1.96 0.97

a.

NOTE: Sample size = 1,155.

SOURCE: Author's calculations based on 2006 HRS.

Education and age values shown in years; earnings values shown in dollars. Hopelessness and religiosity indexes range from 1 to 6; 
higher values indicate stronger feelings of hopelessness and greater religiosity, respectively. Financial satisfaction index ranges from 1 
to 5; higher values indicate greater satisfaction (or less strain).  Financial literacy index ranges from 0 to 3; higher values indicate 
greater literacy. 

Variable

Table 3.
Summary of correlations of study variables

Financial literacy
Financial satisfaction
Religiosity
Hopelessness
Earnings
Age 
Education 

* = statistically significant at the 5 percent level; **  = statistically significant at the 1 percent level; *** = statistically significant at the 
.01 percent level.

... = not applicable.

Coefficient Standard error Mean a Standardized coefficient

3.35* 0.53 … …
b b 68.03 -0.23

0.02*** 0.01 12.40 0.22
-0.07* 0.03 … -0.12
-0.06* 0.03 … -0.14
0.08** 0.03 3.61 0.10

-0.09 0.02 2.34 -0.12
-0.03* 0.02 4.97 -0.09
0.13* 0.05 … -0.15

b 0.04 … 0.01
0.04 0.03 … -0.02
0.00 0.00 13,095 0.00

a.

b. Between -0.005 and 0.005.

Continuous variables only. Age and education values shown in years; earnings value shown in dollars. 

Work status
Hispanic origin
Religiosity
Hopelessness

Earnings 
Marital status

* = statistically significant at the 5 percent level; ** = statistically significant at the 1 percent level; *** = statistically significant at the 
.01 percent level.

... = not applicable.

NOTES: Sample size = 1,148.

SOURCE: Author's calculations based on 2006 HRS.

Intercept

Variable

Table 4.
Ordinary least square regression with financial literacy as dependent variable

Financial satisfaction
Race
Sex
Education
Age
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of many other researchers. However, two previously 
unexamined psychosocial variables were also found to 
correlate with financial literacy. Specifically, finan-
cial satisfaction and religiosity were both significant 
independent predictors of financial literacy even after 
controlling for other variables.

Financial satisfaction was positively correlated 
with financial literacy. Each one-unit increase in 
financial satisfaction (range of 1 to 6) was associated 
with a 0.08 increase in financial literacy (range of 0 
to 3). By contrast, the impact of religiosity on finan-
cial literacy was negative and less pronounced. Each 
one-unit increase in religiosity (range of 1 to 6) was 
associated with a 0.03 decrease in financial literacy. 
Hopelessness was not significantly correlated with 
financial literacy.7

These findings have broad implications. Although 
this study makes no proclamation of causality, it does 
suggest financial literacy has some association with 
religiosity and financial satisfaction. As a practical 
matter, the findings may affect strategies for improv-
ing financial literacy. It is important to target financial 
literacy campaigns to maximize the impact of limited 
education resources.

Although this study offers theoretical frameworks 
to explain how financial satisfaction, religiosity, 
and hopelessness may impact financial literacy, it 
does not test those theoretical pathways unless those 
variables are significant. Future research should 
perform path modeling to determine the specific 
mechanism of significance. This study should also be 
replicated to determine if these findings hold across 
broad swaths of Americans. The study used the 
HRS because it is the only nationally representative 
sample that includes all of the variables of inter-
est; however, it only surveys Americans older than 
age 50.

In addition, there is a need to test the effects of 
those psychosocial variables on savings. Although 
financial literacy serves as an important potential 
indicator of retirement security, it does not actually 
measure retirement security. This study’s variables 
should be regressed on retirement savings to ascertain 
which ones better determine retirement security and 
thus, more accurately predict the practical impact of 
psychosocial constructs.

Notes
1 Price, Choi, and Vinokur (2002) suggest that this effect 

may be moderated by locus of control. That is, persons with 
an external locus of control will take the steps necessary to 
remedy the financial strain, which could involve increasing 
their financial literacy. Persons with an internal locus of 
control may decide not to do so.

2 The Cronbach Alpha is a widely accepted minimal 
standard for new measures that indicates an instrument’s 
psychometric strength (Cronbach 1951; Santos 1999). This 
study’s financial literacy measure achieves an acceptable 
Alpha coefficient level of 0.70.

3 The Alpha coefficient calculated for religiosity in this 
study is 0.92.

4 The Alpha coefficient calculated for financial satisfac-
tion is 0.80.

5 The Alpha coefficient calculated for hopelessness is 0.86.
6 I considered using matched IRS data to increase the 

earnings data reliability in this study. However, using 
matched data would have significantly increased the 
amount of missing data, severely shrinking the sample size 
and reducing the statistical power.

7 One of the included variables may act as a moderating 
or intervening variable, which could have implications for 
future research.
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Introduction
The increasing cost of employer contributions for 
employee health insurance reduces the percentage of 
labor compensation that is subject to the Social Security 
payroll tax. Rising health insurance contributions also 
have a more subtle effect on Social Security because 
they influence the distribution of money wages and the 
percentage of wages below the “taxable maximum,” 
the earnings level at which the payroll tax is capped. 
Workers bear most of the burden of employer health 
insurance contributions through lower money wages, 
which implies that the distribution of money wages is 
directly affected by the distribution of employer health 
insurance contributions across wage levels. Any change 
in the average cost and in the wage-level distribution 
of the costs of employer-sponsored health insurance 
(ESHI) can affect both the distribution of wages and the 
percentage of wages subject to the payroll tax.

The tax base for the Social Security program 
consists of money wages and net self-employment 

income; in particular, earned incomes below an 
annual maximum taxable amount. Other components 
of compensation, including employer contributions 
for social insurance, private pensions, and employee 
health and other insurance benefits, are excluded 
from the tax base. Relative to total compensation, 
employer contributions for both private pensions and 
social insurance have declined since reaching peaks 
in 1980 and 1994, respectively. Contributions for 
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CBO Congressional Budget Office
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ESHI employer-sponsored health insurance
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health insurance, however, have continued to rise, 
climbing from 3.7 percent of compensation in 1980 to 
more than 7.0 percent of compensation in 2010 (BEA 
2012). As a result, the ratio of money earnings to 
total compensation reached an all-time low in 2009 
and 2010.

The fraction of money earnings subject to Social 
Security taxes is also affected by the distribution of 
wages. With growing income inequality, the percent-
age of money wages above the taxable maximum 
increases, reducing the effective tax rate on aggre-
gate wages. Earnings below the taxable maximum 
accounted for about 90 percent of total earnings in 
1983; growing inequality reduced that share to 83 per-
cent in 2006 (SSA 2007, 81). If employer contributions 
for health insurance were fully reflected as lower 
money wages, the rising cost of health insurance 
could, in principle, contribute to rising inequality. 
Most employer health plans cost as much for highly 
paid employees as they do for those earning a much 
lower wage, as long as the expected health reimburse-
ment costs for both groups are approximately the 
same. When employer health insurance contributions 
per employee increase faster than average money 
wages, as has occurred for the past four decades, 
the effect in proportional terms can be greater for 
low-wage than for high-wage workers. The cost of 
the health plan represents a much larger share of the 
compensation for insured low-wage workers than for 
high-wage workers.

Of course, many workers are not covered by 
ESHI, and lack of coverage is particularly common 
among low-wage workers. Nonetheless, the rising 
cost of health insurance has an undeniable effect on 
the share of compensation subject to Social Security 
taxes and, because of the possible influence of earn-
ings inequality, it may also reduce the fraction of 
aggregate money wages that falls below the taxable 
maximum amount. By changing employers’ incen-
tives to offer health plans and workers’ incentives to 
participate in them, health insurance reform under 
the Patient Protection and Affordable Care Act (or 
simply the Affordable Care Act, ACA) of 2010, 
Public Law 111-148, may cause either the cost of 
employer-sponsored plans or the distribution of those 
costs across wage levels to shift. Either of those shifts 
can affect the percentage of compensation subject to 
Social Security taxes. This article estimates the effect 
of rising ESHI contributions on wage inequality and 
on the ratio of money wages to total compensation, 

and assesses how health insurance reform will affect 
those trends by changing health insurance costs and 
coverage rates.

We find that the combination of rising employer 
costs of providing health insurance and rising wage 
inequality significantly reduced the percentage of 
compensation subject to the Social Security tax during 
the period we analyzed. In a stylized model that tracks 
observed trends in employer health insurance contri-
butions per worker and wage growth above and below 
the taxable earnings ceiling, we find that from 1996 
to 2008, the proportion of compensation that consists 
of money wages fell 1.2 percent. In the same span, the 
proportion of compensation that consists of money 
wages subject to Social Security taxes fell 3.1 percent. 
Those declines were caused by the complicated inter-
action between rising health care costs, which in abso-
lute terms are similar for workers above and below the 
taxable wage ceiling, and growing inequality in wages 
and compensation, which causes ESHI cost increases 
to have a much bigger proportional impact on wages 
below the taxable maximum. Our simulation sug-
gests that from 1996 to 2008, rising employer health 
insurance costs for workers below the taxable wage 
ceiling caused the ratio of money wages to compensa-
tion to fall 1.8 percent. As a result, the share of total 
compensation paid to those workers that was taxed for 
Social Security also fell 1.8 percent. Among work-
ers with wages above the wage ceiling, however, the 
growth in employer health insurance costs caused the 
proportion of compensation paid as wages to decline 
only 0.2 percent. The combined effect of increased 
wage inequality and rising employer costs of provid-
ing health insurance caused the share of compensation 
subject to Social Security taxes to fall 5.7 percent 
among high-wage workers. The ratio of taxable money 
wages to total compensation for all workers declined 
by 3.1 percent. Thus, the interaction between rising 
health insurance costs and growing wage inequality 
has produced notable erosion in the Social Security 
taxable wage base.

Our analysis of the ACA’s impact on taxable 
earnings focuses on estimated changes in employer 
costs of providing health insurance that will occur 
as many workers change their source of coverage. 
Some previously uncovered workers will receive 
coverage from employers who are now induced to 
offer a health plan. Some workers previously insured 
by their employers’ plans will switch to publicly 
subsidized plans that may be cheaper or provide more 
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comprehensive benefits. The first kind of change in 
coverage boosts employer costs of providing health 
insurance and is likely to lead to lower money 
wages. The second reduces employer costs and 
will likely result in higher money wages. Although 
many workers will change their coverage status or 
source, we find that the net effect of health insur-
ance reform on the ratio of Social Security–taxed 
wages to total employee compensation is likely to be 
modest. Coverage changes that boost employer costs 
will probably be somewhat less costly to employers 
than changes that shift the burden of subsidizing 
insurance coverage from employers to the govern-
ment. The main impact of health insurance reform 
on the share of worker compensation that is subject 
to Social Security taxes is likely to occur through a 
different channel, one that we do not analyze here. If 
reform affects the trend in health insurance costs—in 
particular, if it reduces the gap between the rates of 
growth in health insurance spending per person and 

in wages—the erosion of the Social Security tax base 
will slow down noticeably.

Background
The Social Security payroll tax is imposed on wage 
and salary income in jobs covered by the program 
and on net self-employment income. Wage and salary 
workers and their employers do not pay the Social 
Security tax on most supplements to money wages, 
which include employer contributions for purposes 
such as health and other group insurance plan premi-
ums, social insurance, and worker retirement plans. If 
paid under a qualified cafeteria plan, the employee’s 
share of the health insurance premium is also excluded 
from the Social Security tax base (Mulvey 2012). Over 
the past six decades, those forms of wage supple-
mentation became increasingly important (Chart 1). 
Whereas nonwage components represented 5 percent 
of total compensation in 1950, they accounted for 
almost 20 percent of compensation by 2010. Most 

Chart 1. 
Employer nonwage contributions as percentages of employee compensation, by type, 1950–2010

SOURCE: BEA (2012).
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forms of nonwage compensation stabilized or even 
declined after reaching a peak sometime between 1975 
and 1995. Employer contributions for employee health 
plans depart from that pattern; they have continued 
to increase, as a proportion of both wages and total 
compensation. From 1980 to 2010, the share of com-
pensation paid as money wages fell 3.0 percentage 
points, while the share paid as employer contributions 
to employee health plans increased 3.3 percentage 
points. Thus, the entire decline in the money-wage 
share of compensation occurred because of the rapid 
growth in employer health insurance outlays. In fact, 
the growth in the health-insurance share was bigger 
than the decline in the money-wage share, causing 
slight declines in other component shares as well.

The increase in nonwage compensation is not the 
only development affecting the share of employee 
earnings subject to Social Security taxes. Two other 
important factors are the fraction of wage and sal-
ary employment covered by the Social Security 
program and the distribution of covered wages and 

self-employment income above and below the Social 
Security taxable maximum. In most of the postwar 
period, expansions in Social Security coverage typi-
cally increased the share of US wages that were subject 
to Social Security taxes, but in the past decade the 
percentage of wages covered by the program has edged 
down slightly. The percentage of covered earnings that 
are actually taxed has been more variable, however. 
In 2005, the maximum annual earnings subject to the 
Social Security payroll tax were $90,000. Data from 
W-2 wage reporting forms show that 94.1 percent of 
wage earners had annual earnings up to that amount. 
However, the 5.9 percent of workers earning more 
than the taxable maximum earned 30.0 percent of all 
reported wages, and nearly one-half of the wages they 
earned were above the taxable cap. As wages have 
grown more unequal, a rising percentage of covered 
earnings has exceeded the taxable maximum. The 
untaxed proportion of earnings is somewhat cyclical, 
because the wages of very high earners tend to be 
sensitive to the state of the economy (Chart 2).

Chart 2. 
Underlying indicators of the proportion of total compensation subject to Social Security taxes, 
1960–2009

SOURCE: BEA (2012); SSA (2009).
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Most labor economists believe that in the long run, 
much or all of the burden of employer costs for fringe 
benefits falls on workers (Blumberg 1999; Gruber 
2000; Jensen and Morrisey 2001). If employers are 
largely indifferent about the composition of pay they 
offer workers, the elements of the compensation 
package will be determined by legal requirements and 
workers’ preferences. American employers are obliged 
to make social insurance contributions for Social 
Security, Medicare, and unemployment compensation, 
but they are not currently required to provide health 
insurance or retirement benefits to their employees. 
Because workers are free to work for employers that 
do not provide those benefits, it is widely assumed 
that the nonmandatory benefits provided to employees 
must be worth approximately as much to the work-
ers who receive them as the net pay they give up in 
order to obtain them. Employer-sponsored health 
and retirement benefits provide a substantial income 
tax advantage. Many workers may prefer to receive 
compensation in the form of untaxed health benefits or 
lightly taxed retirement benefits, rather than as fully 
taxed money wage payments. The tax preference has 
more value to workers with higher pay, which helps 
account for the strong positive correlation between 
average workplace earnings and an employer’s offer of 
tax-preferred fringe benefits. A second consideration 
also makes ESHI attractive to workers: Insurance is 
substantially less costly when purchased for a group 
than for an individual. Adverse selection is less a prob-
lem for large predefined groups than for individual 
workers seeking insurance on their own. Moreover, 
insurers realize sizable administrative and marketing 
savings, enabling them to charge lower premiums in 
the group market than for individual health insurance.

Assuming that workers ultimately pay for employer-
provided health benefits, how has the distribution of 
these benefits across earnings levels affected the level 
and distribution of Social Security taxable wages? To 
answer this question precisely would require a model 
of the determinants of the distribution of compensa-
tion and detailed evidence on the statistical relation-
ship between wages and health benefits, both at the 
firm level and for workers across the compensation 
distribution. We do not develop such a model in this 
article. Instead, we analyze evidence on the distribu-
tion of employer costs of providing health insurance 
across wage levels over a 13-year span ending in 
2008. Employer costs of providing health insurance 
grew much faster than money wages over that period. 

Provisions of employer health plans did not appear 
to grow more generous, but charges by health care 
providers increased much faster than either consumer 
prices or labor compensation. Assuming that increas-
ing employer costs of providing health insurance 
replaced wage increases they would otherwise have 
given to their workers, we can use detailed informa-
tion about employer costs and employee coverage to 
determine the distribution of those foregone wage 
increases. Those same distributional analyses can also 
shed light on whether the missing wage increases had 
a larger impact on actual wage gains below or above 
the Social Security taxable maximum.

Data
Our data are from the Medical Expenditure Panel 
Survey (MEPS), conducted by the Department of 
Health and Human Services’ Agency for Healthcare 
Research and Quality. The MEPS comprises surveys 
of representative households; of the medical provid-
ers who supply services to those households; and of 
public and private employers, covering the types and 
cost of employee health insurance offered.1 We base 
our detailed analysis of the distribution of employer 
health insurance costs on microdata contained in 
household survey files and on averaged results from 
the employer survey.

The MEPS household and provider surveys offer 
unusually comprehensive health care and health insur-
ance information. In addition, the household survey 
provides information on household cash income and 
its components (including wages) for a nationally 
representative sample of the noninstitutionalized 
population. For purposes of estimating the distribu-
tion of health care consumption and payments in the 
employed population, the depth and quality of the 
information from the household and medical provider 
surveys are unparalleled. In combination, the surveys 
give detailed information on workers’ insurance cover-
age for themselves and their dependents, their pre-
mium costs, their utilization of health care providers, 
the cost of medical goods and services that providers 
supply, and the costs and the payment sources for the 
care they and their dependents receive. Because the 
reports of household respondents are cross-checked 
against the responses of providers, the MEPS files 
provide much more accurate information about the 
cost and sources of payment for medical services 
than would be possible in a survey aimed solely 
at households.
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The household survey collects information from 
a given sample (or panel) of families in five separate 
interviews that cover 2 calendar years. The analysis 
reported here is based on MEPS panels covering 
calendar years 1996 to 2008. The household survey 
gives us information on wage earnings, health spend-
ing, and insurance coverage and reimbursement for 
a total of about 161,000 worker observation years, or 
approximately 12,500 worker observations per year. 
The survey files also provide information on the health 
spending, insurance coverage, and reimbursement for 
the workers’ dependents.2

Although the household and provider surveys give 
extensive information on the types of providers who 
supply medical care to sample members, we focus 
on the employer cost of providing their insurance. 
Provider survey data do not address employer costs 
and are not used in our analysis. Likewise, household 
survey data, vital for other aspects of our analysis, 
have important limitations for assessing the employer 
cost and value of plans covering the respondents. 
For example, although the employer survey obtains 
extensive cost data directly from employers, those data 
are not linked to individual workers or to households 
in the household survey. As a result, we do not know 
the cost to employers of paying health insurance 
premiums on behalf of individual household sample 
respondents. Additionally, the household data file 
includes information on payments from ESHI plans 
to reimburse providers and households for the cost 
of medical care. It does not, however, contain any 
information about employers’ costs of managing their 
plans or paying third parties to manage them. Thus, an 
important component of respondents’ health consump-
tion—the cost of health insurance administrative 
services for workers in employer-sponsored plans—is 
missing from the household survey files.

The employer survey provides much better infor-
mation on employer insurance costs. Even though 
the information is not linked to the specific workers 
in the household survey, we can impute employer 
and employee premiums for workers in the house-
hold sample based on the averaged responses in the 
employer survey. We performed this imputation by 
dividing employer-insured workers in the household 
sample into 10 groups based on their industry of 
employment (9 standard private industry groups and 
government). Employees of private firms were subdi-
vided into those working in establishments with fewer 
than 50 employees and those with 50 or more. The 

national average ESHI premium amounts within those 
categories, as determined in the employer survey, were 
then imputed for household survey respondents.3 From 
1996 through 2000, the employer survey provided 
data on premiums for individual employee coverage 
and for coverage under a family plan. For 2001–2006 
and 2008, the employer survey provided additional 
detail on family premiums, enabling us to impute the 
premium payments for individual plans, plans cover-
ing the employee plus one dependent, and plans cover-
ing the employee plus two or more dependents. No 
MEPS employer survey was conducted in 2007, so we 
imputed employer and employee premiums based on 
the average of values within each category as reported 
in the 2006 and 2008 surveys.

Employer Costs of Providing Health 
Insurance and Employee Wages
Chart 3 shows estimated average premium costs for 
coverage of families and individual employees in pri-
vate-sector ESHI plans, based on MEPS employer sur-
vey data (Crimmel 2009a, 2009b). From 1996 through 
2009, the estimated average cost of a family plan 
increased at an annual compound rate of 7.7 percent, 
while the cost of individual plans increased 6.8 percent 
a year. By comparison, average earnings increased 
3.5 percent a year and consumer prices increased 
2.4 percent a year during that period.4 Total premium 
costs are split between employers and employees. The 
employer survey shows little change in the percentage 
of the total premium cost of a family plan that is borne 
by employers. From 1996 through 2009, employers on 
average paid close to three-quarters of the total cost 
of health insurance premiums for a family plan (not 
shown). By contrast, the percentage of premiums paid 
by employers for individual plans shows a modest 
decline. In 1996–1997, employers covered 84 percent 
of the total cost of an individual plan premium; in 
2008–2009, they paid 80 percent of the cost.

The cost of providing health insurance to employ-
ees depends not only on premiums but also on the 
proportions of workers who take the insurance offer 
and who enroll in individual versus family coverage. 
To determine the impact of health insurance costs 
on the distribution of compensation, we examine the 
important link between workers’ wage levels and 
ESHI offer and take-up rates. Chart 4 shows evidence 
of this link.5 The left-hand panel shows the percentage 
of wage and salary workers in each wage decile whose 
employers offer health insurance. Note that some 
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Chart 4. 
ESHI offer and participation rates by wage decile, 1996–1997 and 2007–2008

SOURCE: Authors’ calculations based on MEPS household survey files.
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Chart 3. 
Average private-sector ESHI premiums for individual and family coverage, 1996–2009 (in current dollars)

SOURCE: MEPS employer survey files.

NOTE: MEPS data not available for 2007.
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workers who are not offered health insurance by their 
own employers may obtain employer-sponsored insur-
ance as a dependent under a spouse’s or other family 
member’s plan; nonetheless, we classify those workers 
as “not offered” an employer-sponsored plan.

The data cover offer rates at the start of the analysis 
period, in 1996–1997, and at the end, in 2007–2008. 
Perhaps surprisingly, the overall offer rate increased 
slightly over the period. In 1996–1997, 69 percent of 
all wage and salary workers in the MEPS household 
survey were offered a health plan. By 2007–2008, the 
share edged up to 70 percent. The offer rate increased 
most sharply in the 2nd and 3rd wage deciles. Offer 
rates declined slightly in the top half of the wage 
distribution. In both year ranges, the positive correla-
tion between workers’ wages and the likelihood that 
their employers offer health insurance is strong. In the 
bottom fifth of the wage distribution, far fewer than 
one-half of workers are offered health insurance, while 
in the top fifth about 90 percent are offered a plan.

Along with offer rates, Table 1 shows health insur-
ance take-up rates, or the percentages of workers 
offered plans who actually enroll. Take-up rates gener-
ally decline over the analysis period, with the biggest 
declines occurring at the bottom of the wage distribu-
tion. In the bottom wage decile, only 37 percent of 
workers whose employers offered a plan accepted the 
offer in 2007–2008. In the earlier period, 58 percent of 
workers in the bottom decile took the offer. Take-up 

rates fell in the bottom half of the wage distribution 
while increasing slightly in the top half of the distribu-
tion. The drop in take-up rates toward the bottom of 
the wage distribution has been noted in earlier studies 
(Cunningham, Artiga, and Schwartz 2008; Fronstin 
2012). That drop may be explained partly by liberal-
ized eligibility rules for Medicaid and state Child 
Health Insurance Programs (CHIPs), which make 
ESHI relatively less attractive for some low-wage 
employees. The offsetting effects of higher offer rates 
and lower take-up rates produced small net effects on 
insurance enrollment rates over the analysis period 
(right-hand panel in Chart 4 and right-hand columns 
in Table 1). The most noticeable changes occurred in 
the bottom wage deciles. ESHI participation fell in the 
bottom tenth but increased in the next decile.

The cost to an employer if a worker enrolls in a 
family plan is more than twice the cost of the worker’s 
enrollment in an individual plan (Chart 3). Further-
more, the cost ratio has been rising over time. Thus, 
the insurance cost burden on employers depends 
crucially on the proportions of participating workers 
who enroll in family and individual plans. The MEPS 
household survey shows that enrollment in more 
costly family plans has declined over time, and that 
pattern appears for both high- and low-wage work-
ers (Chart 5). For employers, that trend has offset a 
small part of the rapid growth in health insurance 
premiums overall.

1996–1997 2007–2008 1996–1997 2007–2008 1996–1997 2007–2008

Bottom 20 22 58 37 12 8
2 30 43 64 56 19 24
3 52 58 75 71 39 41
4 67 69 84 80 56 55
5 77 76 85 84 65 64

6 84 83 87 88 73 73
7 88 85 89 90 79 76
8 89 87 89 92 79 80
9 89 90 93 92 83 83
Top 92 90 92 93 85 84

All 69 70 86 84 59 59

Table 1. 
ESHI offer rates, take-up rates, and final participation rates, by wage decile, 1996–1997 and 2007–2008

SOURCE: Authors’ tabulations based on MEPS household survey data.

NOTE: Offer rate is the percentage of workers who are offered enrollment in a health plan by their employers; take-up rate is the percent of 
workers offered enrollment who enroll in the plan; final participation rate is the percent of all workers in a decile that actually participates in 
their employer’s plan.

Wage decile
Final participation rateTake-up rateOffer rate
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Combining the effects of the factors illustrated 
in Charts 3–5, Chart 6 shows the average employer 
cost of providing health insurance to all workers in a 
given wage decile (including workers not covered). For 
example, the average employer cost of health insur-
ance for workers in the 6th wage decile was $1,844 in 
1996–1997 and $3,911 in 2007–2008. Employees in the 
6th decile who were not offered ESHI or who declined 
to enroll in their employer’s plan imposed no health 
insurance costs on their employers. Slightly less than 
three-quarters of the wage and salary workers in the 
6th decile participated in an employer-sponsored plan 
(Table 1); therefore, on average, the participating 
workers cost their employers about $2,500 in 1996–
1997 and about $5,400 in 2007–2008.

With wage reports from a large sample of workers 
and plausible estimates of employer health insur-
ance contributions for the same sample of workers, 
estimating the relationship between employer health 
insurance costs and worker wages (and the trend in 
that relationship over time) is straightforward. Chart 7 
shows the relationship for the two pairs of years at the 
beginning and the end of our analysis period. Overall, 
average ESHI premium costs represented 6.1 percent 
of annual wages in 1996–1997 and increased to 

Chart 5. 
Percentage of workers enrolled in an ESHI family 
plan, by wage decile, 1996–1997 and 2007–2008

SOURCE: Authors’ calculations based on MEPS household 
survey files.

NOTE: Includes coverage in family or employee-plus-one plans 
with employee as the principal insured person.
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Chart 6. 
Estimated annual employer cost of providing health insurance, by wage decile, 1996–1997 and 2007–
2008 (in nominal dollars)

SOURCE: Authors’ calculations based on MEPS employer and household survey files.

NOTE: Estimates represent average employer-paid premiums for all workers in each decile, including workers who decline or are not 
offered ESHI.
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8.5 percent of annual wages in 2007–2008 (not 
shown). In both periods, the ESHI-premium share of 
wages varied widely across the wage distribution. Not 
surprisingly, premiums are a small fraction of wages 
at the top wage percentiles. They tend to constitute the 
highest fraction of wages for workers between the 25th 
and 40th wage percentiles.

Chart 8 shows the change in average employer costs 
of providing health insurance from 1996 through 2008 
by wage decile. The top panel shows the annual rate of 
change in employer outlays on employee health insur-
ance, and the bottom panel shows the percentage-point 
change in employer costs as a percentage of employee 
wages. The slowest rate of growth in employer costs 
occurred in the bottom wage decile; the fastest was 
in the 2nd decile. As we have seen, the main factors 
behind the different rates of employer-cost growth 
between wage deciles were changes in employee 
participation rates across the wage distribution and 
changing patterns of enrollment in individual versus 
more costly family plans. On the whole, however, 
wage earners in the top 80 percent of the wage dis-
tribution saw similar rates of growth in employer 

contributions to their health plans. Only in the bottom 
two wage deciles did the rate of increase in employer 
costs differ noticeably from the mean.

Even if the ESHI premiums rose at similar rates 
across most of the wage distribution, those increases 
represented very unequal proportions of workers’ 
annual wages. The bottom panel of Chart 8 shows 
that from 1996 through 2008, ESHI premiums as 
a percentage of wages climbed by an average of 
3.69 percentage points in the 2nd through the 6th wage 
deciles. They increased more slowly in the upper part 
of the wage distribution, rising just 1.15 percentage 
point in the top decile. For the bottom decile, employer 
premium costs actually declined as a percentage 
of wages, primarily because of a drop in low-wage 
employee participation in ESHI, especially in the 
most costly plans. Thus, if compensation increased 
uniformly in all wage deciles, the rising cost of 
health insurance would have depressed that rate of 
money wage growth by the greatest proportions in 
the 2nd through the 6th wage deciles, and the smallest 
proportional effects would be in the top and bottom 
wage deciles.

Chart 7. 
Employer cost of providing health insurance as a percentage of average annual wage, by wage 
percentile, 1996–1997 and 2007–2008

SOURCE: Authors’ calculations based on MEPS household and employer survey files.

NOTE: Estimates represent average employer-paid premiums for all workers in each percentile, including workers who decline or are not 
offered ESHI.
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Chart 8. 
Employer cost of providing health insurance by employee wage decile, 1996–2008

SOURCE: Authors’ calculations based on MEPS household and employer survey files.
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Chart 9 shows detailed estimates of the annual rates 
of growth in real wages, real ESHI premium costs, 
and the sum of wages plus ESHI premiums across 
the earnings distribution. We calculated annual rates 
of change from 1996–1997 through 2007–2008 after 
adjusting both wages and insurance premiums using 
the Consumer Price Index Research Series Using 
Current Research Methods deflator. Our wage gain 
tabulations show the familiar U-shaped pattern other 
analysts have uncovered when analyzing earnings 
gains since the early 1990s (for example, Autor 2010, 
3). Money earnings have grown faster at the top and 
bottom of the wage distribution than in the middle. 
The varying growth in employer costs of providing 
health insurance for high-, middle-, and low-wage 
workers explains a small part of that pattern. At the 
very bottom of the wage distribution, workers are less 
likely to receive ESHI. That reduces the employer’s 
cost of providing those benefits, which enhances the 
possibility that changes in real compensation will take 
the form of increases in money wages. At the top of 
the distribution, employer costs of providing health 
benefits increase as fast as they do for workers in the 
middle of the distribution. However, the employer 
cost of premiums for highly paid workers is only a 
very small part of their compensation. Consequently, 

the rapid growth in ESHI costs has little impact 
on employers’ ability to give those workers large 
increases in money wages.

Implications for the Social  
Security Tax Base
The growth in employer health insurance premiums 
estimated from MEPS data follows a pattern similar 
to estimates based on data from the national income 
and product accounts (NIPA) (Chart 10). Both series 
show ESHI premiums were stable or declining in 
relation to money wages in the mid-1990s, rose 
steadily from the late 1990s through 2005, and then 
declined or stabilized relative to wages after 2005. 
The estimated growth in the ratio of ESHI premiums 
to wages is somewhat faster in the MEPS than in the 
NIPA, but from 2001 through 2008, the two series are 
very similar.

One reason for the close correspondence is the 
striking similarity between average wages as reported 
in the MEPS household survey and those reported 
on W-2 forms and reflected in the NIPA. Over the 
13 years we analyze, the average annual MEPS wage 
was 100.0 percent of the NIPA average wage, with 
a standard deviation of 1.9 percentage points. The 

Chart 9. 
Average annual rates of change in real wages and employer cost of providing health insurance, by 
worker wage percentile, 1996–1997 to 2007–2008

SOURCE: Authors’ calculations based on MEPS household and employer survey files.

NOTE: Both wages and ESHI premiums are deflated using the CPI-U-RS to calculate annual percentage changes.
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similarity of the average wage amounts is somewhat 
misleading. Like other public-use files released by 
government agencies, the MEPS household income 
data are top-coded. Thus, the file does not accurately 
report the wages of very high earners. If the wages of 
top earners are underreported, yet average wage esti-
mates based on MEPS data are close to NIPA-based 
national average wages, it follows that many low or 
moderate wage earners must be overestimating their 
wage earnings or missing from the MEPS sample. 
Indeed, when comparing the earnings distribution 
in the household survey with the wage distribution 
implied by the W-2 forms for identical calendar years, 
it appears there are too few earners with low annual 
wage amounts. (This problem also afflicts the March 
Current Population Survey, the source of the Census 
Bureau’s estimates of annual wages.) The MEPS wage 
reports and the W-2 wage distribution correspond 
reasonably closely from the middle of the wage distri-
bution through the 90th percentile, but MEPS-reported 
wages above the 90th percentile fall increasingly below 
the wages reported in the W-2 records.

Chart 11 shows alternative estimates of ESHI 
premiums as percentages of wages for workers with 
wages above and below the Social Security taxable 
maximum. The solid lines show our basic estimates 
from the MEPS household survey, with imputed 

premium amounts based on averaged responses from 
the employer survey. The broken lines show our 
estimates after using W-2 data to adjust the household 
survey wage data to accurately reflect average earn-
ings above and below the maximum taxable amount. 
Our adjustment is straightforward. We assume that 
household survey respondents have given wage reports 
that permit us to accurately determine their rank in 
the annual earnings distribution, even though reported 
earnings amounts tend to overstate actual earnings 
in lower ranks of the wage distribution and under-
state earnings at the top of the distribution. We then 
use workers’ earnings ranks (rather than their exact 
reported earnings) to determine which respondents 
have earnings above and below the taxable maximum. 
That procedure permits us to use W-2 national wage 
data published by the Social Security Administration 
to determine average wage amounts above and below 
the taxable maximum, but to use MEPS estimates 
of employer contributions to determine the average 
health insurance premiums for workers with earnings 
above and below the taxable maximum.

Although those adjustments have little effect on 
the overall average ratio of employer premium con-
tributions to wages, they have a sizable effect on the 
estimated premium payments for workers who are 
above and below the maximum taxable wage level. 

Chart 10. 
Employer cost of providing health insurance as a percentage of average annual wages for US wage and 
salary workers: Estimates based on MEPS and NIPA wage data, 1996–2008

SOURCE: Authors’ calculations based on MEPS household and employer survey files; BEA (2012).
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Because low-pay workers tend to overstate their 
wages, the adjustment increases our estimated average 
premium-to-wage ratio among the workers with wages 
below the taxable maximum. In the MEPS sample, 
that ratio averaged 8.2 percent from 1996 through 
2008. The W-2 earnings adjustment increases the ratio 
to 9.3 percent. The adjustment has the opposite effect 
on the average premium-to-wage ratio among workers 
with earnings above the taxable maximum, lowering 
their average ratio for 1996–2008 from 3.3 percent in 
the MEPS data to 2.4 percent.

Chart 12 shows the MEPS tabulations adjusted for 
the apparent understatement of average ESHI premi-
ums in the first few years of our analysis period. As 
displayed in Chart 10, our imputations of ESHI premi-
ums appear somewhat lower than comparable estimates 
in the NIPA from 1996 to 2000. That may be because 
the MEPS data lead us to underestimate the proportion 
of workers who are enrolled in costly employer health 
plans, or because the imputed premium amounts are 
lower than those reflected in the NIPA. Whatever the 
reason for the discrepancy, Chart 12 shows the effect 
of adjusting the MEPS premium imputations to reflect 
NIPA wage data. The adjustments are very small in 
2001 and later; their effect is somewhat larger for the 
first 5 years of the analysis period.

Our results can be used to assess the potential 
impact of increased employer health insurance costs 
on the share of compensation subject to the Social 
Security payroll tax. We first assume that the increase 
in health insurance costs does not affect the trend in 
employee compensation and its distribution across 
wage levels. Instead, we assume that the changing 
health insurance costs have affected only the compo-
nents of taxed and untaxed compensation received by 
workers at different wage levels. Although employer-
sponsored insurance, like all health insurance, cer-
tainly involves a cross-subsidy from the more healthy 
to the less healthy, we assume no systematic cross-
subsidization from high- to low-wage workers or vice 
versa. Thus, the employer surveys accurately measure 
their cost of providing insurance to high- and low-
wage workers. In turn, those costs are ultimately borne 
by insured workers in the form of lower money wage 
payments than they would receive if no health plans 
were provided. These assumptions seem plausible 
because net insurance reimbursements paid to workers 
in different parts of the earnings distribution are more 
or less proportional to the estimated employer cost of 
health insurance premiums.6

If there were no upper limit on wages subject 
to the Social Security payroll tax, as is true of the 

Chart 11. 
Estimated employer cost of providing health insurance as a percentage of average wages for workers 
with annual wages above and below the taxable maximum (MEPS and W-2 data), 1996–2008

SOURCE: Authors’ calculations based on MEPS household and employer survey files; SSA (2009) and earlier editions.
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Medicare tax, the analysis would be trivial. Excess 
growth in untaxed health benefits would simply slow 
the growth of other taxed and untaxed components 
of compensation. The question of interest is, to what 
extent have money wage payments declined, as 
opposed to other nonhealth insurance components 
of compensation? The presence of a cap on taxed 
earnings complicates efforts to assess the impact of 
higher health insurance premiums on Social Security 
taxable earnings. The impact clearly depends on the 
relative increase in premiums among workers with 
earnings above and below the taxable maximum and 
on the pattern of total compensation increases in 
different parts of the wage distribution. Our analysis 
focuses on ESHI premium costs. We also calculate 
employer costs for Social Security and Medicare 
contributions. Because we have not analyzed the 
distribution of other untaxed fringe benefits such as 
employee pensions, we cannot perform a detailed 
analysis of their impact and will assume that they 
will continue to rise proportionally with money 
wages. That assumption seems justified because the 
most important untaxed fringe benefit besides health 
insurance is a pension, and employer contributions 
to both defined benefit and defined contribution 

pensions are usually determined by employees’ 
wages rather than total compensation.

To simplify the analysis, we categorize workers 
as either always having earnings below the tax-
able maximum or always having earnings above the 
maximum. That oversimplification is small, because 
the proportion of workers with wages above the tax-
able maximum has remained quite stable for a decade 
and a half. As noted above, we assume there is no 
cross-subsidization of health benefits between high- 
and low-wage workers. Over the period we analyzed, 
ESHI premiums increased 5.77 percent a year, while 
money wages increased by 3.93 percent a year among 
earners with wages below the taxable maximum and 
by 4.50 percent a year among earners with wages 
above the maximum.7 Clearly, the different rates of 
increase in wages above and below the taxable maxi-
mum reduced the percentage of wages subject to the 
payroll tax, because a disproportionate percentage of 
wage increases were received by earners who did not 
pay taxes on their marginal wage gains. Regardless of 
where in the wage distribution earnings gains occur, 
however, they will be reflected in the average amount 
of wages earned in the economy. To perform our 
simulation, we compare the effects of two different 

Chart 12. 
Employer cost of providing health insurance as a percentage of average annual wage for earners with 
wages above and below the taxable maximum (adjusted and unadjusted), 1996–2008

SOURCE: Authors’ calculations based on MEPS household and employer survey files; SSA (2009) and earlier editions; BEA (2012).

NOTE: Adjusted data have been aligned to match NIPA trends.
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assumptions about the trend in ESHI premium costs. 
As a baseline, we assume that ESHI costs per worker 
increase 5.77 percent a year, the actual historical aver-
age from 1996 to 2008. The other components of wage 
and nonwage compensation grow proportionately 
more slowly in order to accommodate a growth in 
health care costs that substantially exceeds the growth 
in overall compensation. As an alternative scenario, 
we assume that employer health insurance contribu-
tions grow exactly as fast as overall compensation. 
That could occur because of slower growth in provider 
charges, faster growth in required premium contribu-
tions from employees, or faster growth in cost sharing 
required of employees.

Table 2 shows the percentage distribution of com-
pensation by component under our baseline and alter-
native assumptions about the growth rate of employer 
costs of providing health insurance. We show results 
separately for workers with earnings below and above 
the taxable maximum, as well as for both groups com-
bined. Along with simulations for 1996 and 2008 (the 
start and end dates of our historical data), we include 
projections for 2020.

In the top panel, the employer cost of provid-
ing health insurance increases from 6.97 percent of 
compensation in 1996 to 8.60 percent in 2008 and 
10.62 percent in 2020 under our baseline assump-
tion (employer health insurance costs per worker 
rise 5.77 percent a year versus total compensation 
growth of 3.93 percent a year). To accommodate the 
outsize gain in health insurance costs, wages must 
grow more slowly than total compensation; therefore, 
wages decline from 81.38 percent of compensation 
in 1996 to 79.95 percent in 2008 and 78.18 percent in 
2020. Because the top panel examines earners with 
wages below the taxable maximum, those earners are 
subject to the full payroll tax rate of 6.2 percent for 
Old-Age, Survivors and Disability Insurance (OASDI) 
plus 1.45 percent for Medicare Hospital Insurance 
(HI), or 7.65 percent of money wages. (Note that 
the table shows the employer’s estimated payroll tax 
contribution as a fraction of total compensation, and 
that values are shown both for total payroll taxes and 
for the OASDI subcategory.) The drop in the money-
wage share of employee compensation in turn reduces 
the payroll tax contribution’s share. Our alternative 
scenario assumes that all components of employee 
compensation keep pace with the employer cost 
of providing health insurance, so the shares do not 
change over time. Note the difference: Under the alter-
native scenario, the total payroll tax share increases 

0.11 percent in 2008 and 0.24 percent in 2020 relative 
to the baseline assumptions.

The second panel, which covers workers with wages 
above the earnings cap, shows a more complicated 
picture. Under the baseline assumption, employer 
health insurance contributions increase 5.77 per-
cent a year, and total compensation costs increase 
4.50 percent a year. Health plan premiums represent 
2.06 percent of total compensation costs for those 
high-wage workers in 1996, and rise to 2.38 percent 
in 2006 and to 2.76 percent in 2020. Both the OASDI 
and the total payroll tax shares of compensation 
shrink, in part because money wages are a declining 
percentage of compensation and also because rising 
wage inequality increases the fraction of money wages 
that exceed the taxable maximum. Under the alterna-
tive scenario, however, money wages grow slightly 
faster than total compensation. The reason is that 
payroll taxes increase more slowly than compensation, 
because a smaller percentage of high-wage earners’ 
wage income is below the taxable maximum. Thus, 
even under the alternative assumption regarding health 
insurance costs, the percentage of compensation taxed 
by Social Security is expected to decline. In this case, 
however, the reason for the decline is the different 
rates of compensation growth for workers with earn-
ings above and below the taxable maximum. Rising 
wage inequality causes a growing fraction of wage 
income to go untaxed because more of it exceeds the 
taxable maximum.

The bottom panel of Table 2 shows the results 
for all workers combined. Those figures reflect the 
weighted average results for the two groups of earn-
ers. Not surprisingly, both the OASDI and the total 
payroll taxes represent shrinking shares of employee 
compensation over time, even under the alternative 
assumption that ESHI costs rise in proportion with 
overall compensation costs. Rising wage inequality 
will reduce the payroll tax shares of compensation, 
even if ESHI costs do not increase any faster than 
compensation. If health insurance costs climb faster 
than overall compensation, the payroll tax shares of 
compensation will fall even faster. As more compensa-
tion will be attributable to untaxed employee compen-
sation, less will be received as money wages below the 
taxable maximum. Compared with a labor market in 
which ESHI costs increase proportionately with total 
compensation, OASDI payroll tax revenues in a world 
with excess health insurance cost increases will be 
1.64 percent lower in 2008 and 3.70 percent lower in 
2020, assuming equal total compensation.
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OASDI payroll tax Total payroll tax

1996 100.00 81.38 6.97 5.05 6.23 5.42
2008 100.00 79.95 8.60 4.96 6.12 5.33
2020 100.00 78.18 10.62 4.85 5.98 5.22

1996 100.00 81.38 6.97 5.05 6.23 5.42
2008 100.00 81.38 6.97 5.05 6.23 5.42
2020 100.00 81.38 6.97 5.05 6.23 5.42

1996 … 0.00 0.00 0.00 0.00 0.00
2008 … 1.43 -1.63 0.09 0.11 0.09
2020 … 3.19 -3.65 0.20 0.24 0.20

1996 100.00 87.89 2.06 2.91 4.18 5.87
2008 100.00 87.75 2.38 2.74 4.01 5.86
2020 100.00 87.55 2.76 2.58 3.85 5.84

1996 100.00 87.89 2.06 2.91 4.18 5.87
2008 100.00 88.02 2.06 2.77 4.05 5.87
2020 100.00 88.13 2.06 2.65 3.93 5.88

1996 … 0.00 0.00 0.00 0.00 0.00
2008 … 0.27 -0.32 0.03 0.03 0.01
2020 … 0.58 -0.70 0.07 0.08 0.04

1996 100.00 83.08 5.69 4.49 5.69 5.54
2008 100.00 82.09 6.90 4.35 5.54 5.47
2020 100.00 80.87 8.36 4.20 5.37 5.40

1996 100.00 83.08 5.69 4.49 5.69 5.54
2008 100.00 83.20 5.62 4.42 5.63 5.55
2020 100.00 83.32 5.56 4.36 5.57 5.55

1996 … 0.00 0.00 0.00 0.00 0.00
2008 … 1.11 -1.28 0.07 0.09 0.08
2020 … 2.44 -2.80 0.16 0.20 0.15

a.

b.

Employer portion of—
Other

Difference b

Health insurance Year
Total 

compensation a Wages

Alternative

… = not applicable.

The sum of wages, health insurance, employer portion of total payroll tax, and other. 

Calculated as "alternative" minus "baseline."

Table 2. 
Effects of employer costs of providing health insurance on other components of compensation under 
two different assumptions about ESHI premium cost growth: 1996, 2008, and projected 2020 (in percent)

Workers earning less than the taxable maximum

Workers earning more than the taxable maximum

All earners

Difference b

Baseline

Alternative

SOURCE: Authors' calculations based on MEPS household and employer survey data.

Baseline

Alternative

Difference b

NOTES: The baseline assumption is that employer cost of providing health insurance continues the historical pattern of increasing more 
rapidly than other components of compensation. The alternative assumption is that employer cost of providing health insurance increases at 
the same rate as total compensation. 

Baseline
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Effect of Health Insurance Reform on the 
Social Security Tax Base
We now assess how the ACA will affect average 
employer health insurance contributions and the distri-
bution of those contributions across wage levels. The 
analysis focuses on shifts in the distribution of com-
pensation by component that may result from reform, 
and in turn on the shifts in the amounts of wages 
covered by Social Security. The simulation results 
reflect the effects of the Supreme Court’s June 28, 
2012, ruling on the constitutionality of the ACA. As 
we discuss below, that decision affected the federal 
government’s ability to compel states to expand their 
Medicaid programs in order to provide coverage to a 
larger fraction of low-income Americans.

Postreform Health Insurance Arrangements

The ACA, signed into law in March 2010, established 
a mandate for most legal US residents to obtain health 
insurance or pay a penalty if they fail to do so. Among 
other things, the law called for each state to create an 
insurance exchange in which individuals and small 
businesses can compare competing plans’ premiums 
and purchase coverage. Eligible families and individu-
als can obtain publicly subsidized policies through the 
exchange. In addition, the law established financial 
penalties for large firms that do not offer affordable 
health insurance to their employees. Finally, the 
ACA significantly expanded eligibility for Medicaid, 
although the Supreme Court’s June 2012 decision 
allowed states to choose not to liberalize their Med-
icaid eligibility rules to the extent originally intended 
by Congress.

The financial incentives for employers to offer 
health plans and for workers to enroll in them are 
expected to boost the percentage of the nonaged popu-
lation covered by health insurance. The Congressional 
Budget Office (CBO) predicts that uninsured adults 
and children will decline from about 20 percent of the 
nonelderly population to about 11 percent after the 
major provisions of the ACA have been implemented 
(CBO 2012, Table 3). Many workers will change their 
source of coverage as some who are currently insured 
under an employer plan obtain coverage under Medic-
aid or through the exchanges while others, who are not 
currently insured under an employer plan, obtain ESHI 
made more attractive by the incentives in the new law. 
When those shifts occur, we assume affected employ-
ers will alter their compensation packages to reflect 
the increases or reductions in the cost of providing 

insurance to their workers. To estimate the impact of 
the changes on the wages of individual workers, we 
assume that the total compensation received by each 
worker will be unaffected by the reform. An increase 
in the cost of providing insurance to a worker, for 
either providing new coverage or paying a penalty for 
failing to offer affordable coverage, will result in an 
equivalent reduction in the amount of money wages 
paid to the worker. A reduction in the cost of provid-
ing insurance because a previously insured worker 
obtains subsidized insurance through the exchanges 
or Medicaid will increase the amount of compensa-
tion paid as money wages. Our assumption supposes, 
on average and in the long run, that those effects will 
approximately offset each other. The simulation does 
not attempt to model the impact of health insurance 
reform on underlying health care costs. Instead, it 
models changes in the source of employee insurance 
coverage and the impact of those changes on employee 
compensation packages, especially on wage compen-
sation that is subject to Social Security taxes.

We estimate the effects of the ACA as of 2016, 
when most of the law’s provisions will be implemented 
in their final form. We use data from the 2006 and 
2008 MEPS household surveys. The survey sample 
weights are adjusted to reflect Census Bureau and 
Bureau of Labor Statistics projections of the gender 
and age group distributions in the civilian noninsti-
tutionalized population in 2016.8 We adjust wage and 
income values reported in the MEPS files to reflect 
predicted increases through 2016. We make similar 
adjustments for health insurance premiums.

Workers in the MEPS samples fall into one of four 
initial health insurance coverage categories. In the 
year of their interview, workers and their dependents 
can be covered by employer-provided insurance, by 
Medicaid or CHIP, or by nongroup and other insur-
ance plans (including Medicare and Tricare); or they 
can be uninsured. CBO uses those four categories 
to estimate the cost and effects of the ACA.9 As we 
intended, our simulation results closely match the 
CBO estimates of sources of insurance coverage both 
before and after ACA implementation (Table 3).

The first goal of the simulation is to determine the 
source of each worker’s insurance after ACA imple-
mentation. We specify five postreform coverage cat-
egories. Workers and their dependents can be covered 
by ESHI, by Medicaid or CHIP, or by nongroup and 
other insurance plans (including Medicare and Tri-
care); they can obtain potentially subsidized insurance 
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through a state insurance exchange; or they can 
become or remain uninsured. We assume that workers 
will ordinarily select the insurance option that is most 
financially advantageous for their families. Because 
employers heavily subsidize the coverage they offer, 
employees usually choose that option when available.

Medicaid and CHIP are free for many households, 
and by liberalizing the income eligibility limits to 
138 percent of the federal poverty line for families 
and single adults, the ACA will increase the num-
ber of low-income working families qualifying for 
Medicaid. For workers and dependents who already 
receive insurance under the program, we assume their 
Medicaid coverage will continue because of an ACA 
provision prohibiting states from restricting Medicaid 
eligibility. In the case of uninsured workers’ families, 
we assume that, if all states adopted the Medicaid 
expansions permitted by the ACA, 80 percent of newly 
eligible people would enroll in the program.10 We des-
ignate new Medicaid enrollees at random from among 
the newly eligible. (Employees who were eligible for 
Medicaid before the ACA, but were observed to be 
enrolled in an employer-sponsored or other private 
plan, are assumed to remain in the employer or non-
group plan. We assume those employees will continue 
to prefer private insurance to Medicaid because the 
ACA did not make Medicaid any more attractive for 
those workers.)

The 2012 Supreme Court decision is expected to 
reduce the number of states that will adopt liberal-
ized Medicaid eligibility rules, because states are no 
longer required to expand coverage to retain their 

current Medicaid funding. We follow CBO (2012) 
in assuming the ruling will reduce Medicaid enroll-
ment in 2016 by about 7 million compared with the 
estimated enrollment if liberalized Medicaid eligibil-
ity rules were implemented nationwide. To account 
for that predicted loss of new Medicaid enrollees, we 
randomly selected a group of 7 million to lose their 
new Medicaid coverage. Curiously, workers with fam-
ily incomes below the poverty line are not eligible to 
obtain government subsidies for insurance purchased 
through state exchanges. However, low- and moderate-
income workers with incomes above the poverty line 
can qualify for such subsidies. The Supreme Court’s 
decision, combined with the reluctance of many states 
to adopt a more liberal income cutoff for Medicaid eli-
gibility, will deprive some workers with poverty-level 
incomes of the opportunity to enroll in an affordable 
health plan.

Employees who are not eligible for Medicaid 
(before or after the ACA) can be offered subsidized 
or unsubsidized coverage through a state insurance 
exchange. In principle, insurance obtained through 
an exchange could be less expensive than the insur-
ance offered by their employers. We assume that some 
employer-insured workers will switch their coverage 
from a (more expensive) employer plan to a (less 
expensive, potentially subsidized) exchange policy. 
Note, however, that employees who are offered ESHI 
can only obtain subsidized insurance through an 
exchange if their ESHI plan is deemed unaffordable.

In order to compare net premiums between an 
employer-sponsored plan and a plan purchased 

CBO MEPS CBO MEPS CBO MEPS

159 161 154 156 -5 -5
32 33 42 43 10 10
28 27 26 25 -2 -2
56 55 30 29 -26 -26

… … 23 23 23 23

275 276 275 276 0 0

a.

SOURCES: CBO (2012); authors' calculations based on MEPS household and employer survey data.

Includes Medicare.

Before ACA
After full ACA 

implementation Change

NOTE: … = not applicable.

Table 3. 
Workers by health insurance status and source before and after ACA: CBO and MEPS-based estimates, 
2016 (in millions)

Insurance status and source

Total

Policy obtained through state
  insurance exchange

Uninsured
Nongroup and other insurance a
Medicaid and CHIP
ESHI
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through an exchange, we calculate the subsidized 
premiums workers would pay for a policy obtained 
through an exchange. That requires calculating the 
likely cost of a group policy premium and the public 
subsidy for which the worker is eligible. The subsidy 
is determined by family income, as specified in the 
reform law. We assume that workers currently cov-
ered under ESHI would need net premium savings 
of at least 15 percent before choosing to switch to a 
policy obtained through an exchange. Although the 
assumption may seem arbitrary, it attempts to reflect 
the behavioral reality that inertia predisposes many 
workers to retain their current coverage even when a 
cheaper alternative is available.

For workers who reported their employers did not 
offer insurance in the initial MEPS data, we have to 
determine whether the employers would offer a group 
health plan after ACA implementation and, if so, the 
cost of the plan to employees. That determination 
depends on the penalties the employer would face 
if no plan were offered to a particular worker. We 
assume that private establishments with 50 or more 
workers will offer group insurance plans to all full-
time workers, and to part-time workers only if they 
were previously insured by the employer. We assume 
establishments with fewer than 50 employees will 
offer insurance to an employee only if they did so 
before the reform. Further, even if a small employer 
offered an insurance plan to a part-time, seasonal, or 
temporary employee before the ACA, we assume that 
a certain percentage of those offers would be with-
drawn after ACA implementation. Possible govern-
ment penalties on large employers will persuade 
most of them to establish plans covering at least their 
full-time employees, defined in the new law as those 
who work 30 or more hours a week. We do not think 
the subsidies encouraging small employers to establish 
plans will materially change the percentage that offer 
a company health plan. In fact, we follow the CBO 
forecast and assume that, on balance, small employ-
ers are likely to withdraw insurance offers from some 
of the employees they currently cover. The appendix 
includes details about how we determine the source of 
employees’ postreform insurance coverage.

After assigning workers to a postreform cover-
age category, we estimate how changes in insurance 
status affect employee wages. For each worker, we 
convert the annual wage reported in the MEPS to 
2016 dollars to reflect the assumed growth of nominal 
wages (including some real wage growth). As noted 
earlier, we assume that any new employer-paid health 

insurance premium and any penalty for failure to offer 
an affordable plan will be subtracted from an employ-
ee’s wage. On the other hand, any savings to employ-
ers because workers leave an employer-sponsored plan 
will result in an increase in the employees’ money 
wages. Thus, we assume the total compensation of 
each employee remains the same, but the division of 
employee compensation between wages and insur-
ance premiums or penalties can change. For workers 
who continue to be covered under their employer’s old 
health plan, we assume no change in the employer’s 
cost of providing coverage and hence no change in 
the wage. For workers with no employer-sponsored 
coverage before or after reform, employers’ health 
insurance cost will rarely change. That change can 
only occur when a large employer declines to offer 
affordable health insurance and its employees receive 
subsidies for policies purchased through an exchange. 
In that instance, the employer must pay a financial 
penalty for failing to offer an affordable plan, and 
we subtract the penalty from the compensation paid 
to affected employees.11 For workers who begin to 
receive health insurance coverage under an employer 
plan, the new employer health insurance contribution 
must be subtracted from the worker’s wage. A worker 
who leaves an employer-sponsored plan can receive 
an increase in money wages equal to the reduction 
in employer health premiums minus any penalty the 
employer may have to pay if the employee receives 
publicly subsidized insurance.12

Results

We focus on Social Security–covered wages that 
are below the taxable wage ceiling, estimated to be 
$125,500 in 2016. Employees’ wages will increase 
if they switch from ESHI to either Medicaid or an 
insurance plan obtained through a state exchange. 
Even if an employer penalty accompanies the 
employee’s switch, our calculations suggest that the 
penalty is typically less than the employer would 
have spent on premiums for workers who switched 
out of the plan. Employees’ wages will fall if they 
switch from uninsured status or from coverage under 
a nongroup plan into ESHI. Wages will also fall for 
previously uninsured workers who obtain subsidized 
insurance through an exchange, compelling the 
employer to pay a penalty. Our simulation model 
predicts which workers will switch coverage either 
to or away from an employer-provided plan, and we 
then calculate the resulting change in the employees’ 
taxable wage.
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Table 4 shows our estimates of average money 
wages and aggregate Social Security–covered wages, 
and the effects of the ACA, by wage decile. The 
table includes columns detailing, for the employees 
so affected, aggregate increases in wages (because 
employers make smaller contributions for employee 
health insurance) and decreases in wages (because 
employers either provide new coverage to their work-
ers or pay penalties for failing to offer affordable 
coverage). Note that workers who lose money wages 
do not ordinarily suffer a loss in welfare. They are 
obtaining either employer-subsidized insurance or 
government-subsidized insurance purchased through 
an exchange. If they value this insurance highly, they 
will be better off.

We find that the ACA will lead to an increase in 
money wages for all deciles but the 8th, where wages 
fall slightly. The shift in compensation toward money 
wages occurs in part because some workers with 
modest earnings will become eligible for Medicaid. 
Workers who switch from an employer plan to Medic-
aid will no longer receive part of their compensation 
in the form of an employer health plan contribution. 
We assume that the part of compensation that formerly 
was allocated for insurance premiums is now added to 
workers’ money wages.

Many employer-insured workers in the lower wage 
deciles are employed in small establishments. Small 
firms are not expected to pay penalties when employ-
ees switch from ESHI to coverage obtained through an 
exchange. For example, among earners in the bottom 
wage decile who are predicted to switch from ESHI 
to exchange-provided insurance, 50 percent work 
for small firms. Because those firms are unlikely to 
be penalized when their workers obtain insurance 
outside the employer plan, we add the full amount 
of the premium to the employee’s wage. A smaller 
fraction of employer-insured workers in higher wage 
deciles are employed in small establishments. In the 
top decile, only 35 percent of workers who switch from 
ESHI to an exchange-provided policy work in small 
firms. Employers of the remaining 65 percent of top 
wage-decile workers will be subject to a penalty for 
each worker obtaining subsidized insurance through 
an exchange. Of course, high-wage employees are 
usually members of high-income households, very few 
of which would qualify for a subsidy if they pur-
chased insurance through an exchange. If there is no 
public insurance subsidy to the employee, there is no 
employer penalty for failure to offer an affordable plan.

Many employees in the lower ranks of the wage 
distribution work part time. The employers of 

Before ACA After ACA Before ACA

Gains 
among 

affected 
employees a

Losses 
among 

affected 
employees b After ACA

4,082 4,167 60.4 1.5 -0.2 61.6 1.2 2.1
11,510 11,613 170.5 2.5 -1.0 172.0 1.5 0.9
18,475 18,727 274.6 5.4 -1.7 278.3 3.7 1.4
25,574 25,960 383.8 7.3 -1.5 389.6 5.8 1.5
32,620 32,884 471.2 5.5 -1.7 475.0 3.8 0.8

40,460 40,764 604.4 6.0 -1.4 609.0 4.5 0.8
49,596 49,615 726.0 2.9 -2.6 726.3 0.3 0.0
61,557 61,498 908.9 1.8 -2.7 908.1 -0.9 -0.1
80,278 80,282 1,186.4 1.4 -1.4 1,186.5 0.1 0.0

115,848 115,866 1,712.1 1.9 -1.1 1,712.4 0.3 0.0

43,961 44,099 6,498.4 36.2 -15.4 6,518.8 20.4 0.3

a.

b.

SOURCE: Authors' calculations based on MEPS household and employer survey data.

Reflects employees who obtain ESHI as a result of ACA or whose employer must pay a penalty when they obtain subsidized insurance 
through a state exchange. 

1

Total

10
9
8
7
6

Reflects employees switching out of ESHI as a result of ACA. 

5
4
3
2

Average covered wage— Aggregate covered wages (in billions)
Net change 
in covered 

wages
(%)

Net change 
in covered 
wages (in 

billions)

Table 4. 
Simulated effect of the ACA on Social Security–covered wages, by wage decile, projected 2016 
(in 2016 dollars)

Wage decile
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part-time workers, whether large or small, do not pay 
penalties when their employees obtain subsidized 
health policies through an exchange. Because part-
time work is much less common in the top wage 
deciles, it is less likely that employers of high-wage 
workers can avoid penalties in those rare instances 
when their workers switch to a subsidized exchange-
provided plan.

In the top wage deciles, we predict virtually no 
change in the source of insurance coverage for work-
ers who had ESHI before reform (Chart 13). Less 
than 5 percent of employer-insured workers in the top 
half of the wage distribution are predicted to switch 
to insurance obtained through an exchange. In some 
cases, the employer would be required to pay a penalty 
because of the switch, although those workers’ high 
wages typically make them ineligible for the subsidies. 
For large firms, we assume employers will begin offer-
ing health plans and many high-wage workers will 
enroll in them. The employer cost for this new cover-
age would result in an equivalent reduction in wages. 

Because employee participation in ESHI changes little 
in the top wage deciles, the effect on workers’ wages 
is small. Average money wages and aggregate Social 
Security–covered wages remain essentially unchanged 
in the top wage deciles.

The net predicted effect of the ACA is to boost total 
Social Security–covered wages by about 0.3 percent. 
The effects are concentrated, not surprisingly, in 
the bottom wage deciles, where current insurance 
coverage tends to be lower. On balance, health insur-
ance reform’s effects on the proportions of employee 
compensation paid as wages and as employer health 
insurance contributions would only slightly affect 
Social Security payroll tax receipts. From the earlier 
discussion it should be obvious that the reform’s more 
important potential effect involves health insurance 
costs and hence ESHI premiums. The simulations in 
this section suggest that changes in compensation aris-
ing from changes in the source of employees’ health 
insurance are likely to have only a small impact on the 
Social Security tax base.

Chart 13. 
Postreform coverage status of employees covered by ESHI before reform, by wage decile, 2016

SOURCE: Authors’ calculations based on MEPS household and employer survey files.

NOTE: “Exchange” comprises subsidized or unsubsidized insurance obtained through a state insurance exchange.
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Conclusion
In the past six decades, health care costs have 
increased much faster than employee compensation 
and other consumer prices. Over that span, employ-
ers assumed a growing role in insuring their workers’ 
health care expenses. The great majority of wage 
and salary workers and their dependents now receive 
health insurance through an employer-provided plan. 
Even when the expansion of employer coverage ended 
and the liberalization of employer health insurance 
coverage ceased, employer outlays on workers’ health 
insurance continued to grow because of increases in 
health care prices and utilization. Those trends have 
important implications for the Social Security tax 
base. Money wages are included in taxable earnings, 
but employer contributions for health benefits are 
not. Assuming that workers ultimately bear the cost 
of employer-provided health benefits through lower 
wages, the continuing rapid growth in health insur-
ance costs reduces the share of employee compensa-
tion included in the tax base. In recent decades the 
outsize growth of health insurance costs has been 
accompanied by a rise in wage and compensation 
inequality. Workers at the top of the wage distribution 
have seen faster increases in wages and compensation 
than workers in the middle and at the bottom of the 
distribution. Growing wage inequality also reduces the 
Social Security tax base as a fraction of compensation, 
because it increases the proportion of wages above the 
taxable earnings ceiling.

This article examined the relationship between 
rising ESHI costs and growing wage inequality using 
wage and insurance premium data from the MEPS 
household and employer surveys. During the years we 
analyze, 1996–2008, we find only modest changes in 
the insurance coverage of wage and salary workers and 
somewhat larger changes in the percentage of workers 
who opt for more costly family plans. The propor-
tion of workers enrolling in more costly plans fell in 
every wage decile. Nonetheless, employer outlays on 
employee health plans rose considerably faster than 
wages in every part of the wage distribution except 
the bottom decile. Across the top 80 percent of the 
wage distribution, we find that employer contributions 
for employee health plans increased at approximately 
the same rate. However, ESHI premiums represent a 
larger percentage of total compensation in the middle 
and near the bottom of the wage distribution than they 
do at the top. Consequently, the growth in employer 
health insurance costs absorbed a larger percentage of 

compensation gains in the middle and at the bottom of 
the wage distribution—except at the very bottom—
compared with those at the top of the distribution. 
Differences in the rate of growth of wages tended to 
reinforce this differential in rising health insurance 
costs. Wages grew faster at the top of the distribution, 
especially above the Social Security taxable wage 
ceiling, compared with the middle and bottom of the 
distribution. In simulations, we find that the combined 
effect of rising health insurance costs and increasing 
wage inequality was a significant reduction in the 
share of Social Security taxable wages in employee 
compensation. If employer costs of providing health 
insurance had increased at the same rate as overall 
compensation, the 2008 Social Security tax base would 
have been 1.7 percent larger. We project that the tax 
base would be 3.8 percent larger by 2020 if employer 
costs of providing health insurance grew between 1996 
and 2020 at the same rate as employee compensation.

In estimating the potential effects of the ACA on 
money wages and the Social Security tax base, we 
ignore the potential effects of the law on overall health 
insurance costs. We take that trend as given, and 
instead estimate the impact of reform on the sources of 
employee health insurance coverage. Further assum-
ing that total employee compensation will remain 
unchanged, we then trace the effects of changes in the 
source of health coverage on the division of employee 
compensation between money wages and employer 
contributions for health insurance. On balance, we 
find that health insurance reform is likely to increase 
employee compensation subject to Social Security 
taxes. The main reason is that some employers of 
low- and middle-wage workers are likely to see some 
of their employees switch from ESHI to subsidized 
insurance plans provided through state health insur-
ance exchanges or, less often, to Medicaid. Because 
those employers will be relieved of some of the burden 
of contributing to their group health plans, they will 
be able to offer higher wages to affected employees. 
Of course, other employers will begin to offer health 
insurance. The net benefits to an employer of intro-
ducing a health plan, taking account of the penalties 
assessed for not offering affordable coverage, will 
exceed the net cost of providing coverage. Empirical 
evidence suggests that workers who enroll in ESHI 
plans place a high value on the benefits they receive 
under the plan (Kolstad and Kowalski 2012). That 
fact, combined with penalties for having workers 
obtain subsidized insurance through state insurance 
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exchanges, makes it cost effective for some employ-
ers to begin providing insurance to their workers. 
Those employers will likely reduce money wages to 
compensate for their higher health care costs. Overall, 
the money wage increases received by employees who 
impose lower health insurance costs on their employ-
ers are likely to more than offset the higher contribu-
tions for workers who gain access to an ESHI plan. 
The net effect on Social Security taxable wages is 
likely to be small.

The more profound effect of health insurance 
reform on taxable employee compensation is likely to 
occur through a different channel. If insurance reform 
leads to slower long-term growth in health care spend-
ing, then a larger fraction of future compensation will 
take the form of money wages.

Appendix
For this analysis, each worker must be assigned a 
source of insurance or to uninsured status in the 
postreform period. There are five possible categories: 
(1) Medicaid and CHIP; (2) ESHI; (3) nongroup and 
other insurance (including Medicare); (4) a policy 
obtained through a state insurance exchange; and 
(5) uninsured. Workers and worker dependents who 
were already enrolled in Medicaid or CHIP before 
reform were assumed to remain in Medicaid or CHIP. 
The new law effectively raises the income cutoff for 
Medicaid to 138 percent of the poverty line and states 
are required to maintain their current eligibility limits 
with the expansion, so any person currently covered 
by the program would be unlikely to lose eligibility. 
Among uninsured workers and worker dependents 
who are predicted to become newly eligible for Med-
icaid as a result of the higher income limit, we assume 
80 percent will enroll in Medicaid. We use random 
assignment to determine which workers will enroll.

Workers covered by ESHI before reform will have 
four postrefrom coverage options: take up Medicaid, 
obtain insurance through a state exchange, remain in 
the employer-sponsored plan, or become uninsured. 
(Some workers had ESHI and were not eligible for 
Medicaid before reform, then enrolled in Medicaid after 
reform. We assume that ESHI was still offered to those 
workers after reform, except for a small number of part-
time and seasonal or temporary employees at small 
firms.) To determine which of the four options a given 
worker would select, we first calculate the premium that 
each worker would have to pay if he or she obtained 
insurance through an exchange. The net premium 

depends on workers’ family incomes and their eligibil-
ity for subsidies. We then compare that calculated pre-
mium with the amount the worker currently contributes 
toward ESHI coverage. We assume that the exchange 
premium must be at least 15 percent lower than the cur-
rent premium before the worker switches out. Workers 
in families with incomes below the poverty line who 
lose an ESHI offer are not eligible for subsidies in an 
exchange. (However, if they live in a state that adopts 
liberalized Medicaid eligibility rules, they will be 
eligible for free health insurance under Medicaid.) We 
assume that very low-income workers who lose their 
offer of ESHI will become uninsured and will not have 
to pay a penalty for noncoverage. Without subsidies, an 
exchange-provided insurance plan is simply unafford-
able for very low-income families.

Workers covered by a nongroup or other insurance 
plan before reform have four potential sources of 
coverage after reform: Medicaid, insurance purchased 
through a state exchange, ESHI, or their prereform 
nongroup or other insurance plan. We assign some 
workers newly eligible for Medicaid into that program 
using procedures already described. For the remain-
der, we calculate the premium that each worker would 
have to pay if he or she obtained insurance through 
an exchange. After reform, some employers will 
offer insurance that was not offered before reform. 
For workers whose employers will offer a group 
plan, we calculate their expected contribution as the 
national average premium for workers in an employer-
sponsored plan.13 We then compare the premiums 
individuals currently pay for nongroup insurance with 
the premiums they would pay under the exchange and 
if they were offered ESHI. Most workers are assigned 
to the least expensive option. However, we assume that 
workers will switch out of their present coverage only 
if the alternative is at least 30 percent less expensive 
than their current nongroup insurance plan.

For workers who are uninsured before reform, there 
are also four postreform coverage options: Medicaid, 
insurance through a state exchange, ESHI, or remain-
ing uninsured. As before, we assign some of those 
workers to Medicaid based on their income, and calcu-
late for each worker a potential exchange premium and 
a potential contribution toward ESHI if their employer 
is assumed to offer insurance.14 In order to encour-
age health insurance take-up, the new law stipulates 
that workers who choose to remain uninsured must 
pay a penalty. Our simulation assigns to all workers 
the penalty they would have to pay if they chose to 
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remain uninsured. The penalty is based on family size 
and income. We compare this penalty with the net 
premium workers would pay for insurance obtained 
through an exchange and the predicted contribution 
toward ESHI (if it is offered). We assign workers to the 
coverage category with the lowest cost to the worker.

Notes
Acknowledgments: The authors are grateful to Kathleen 

Burke of the Brookings Institution for outstanding research 
help, to Amanda Kowalski for useful comments on an 
earlier version of the paper, and to referees for very helpful 
suggestions on an earlier draft.

1 For a more detailed description of the MEPS program 
and its component surveys, see the introductory material in 
Bernard and Banthin (2007). For an analysis of the MEPS 
data files and a comparison of their estimates of health 
spending, health insurance, and income with those from 
other data sources, see Sing and others (2006) and Burtless 
and Svaton (2010).

2 Because MEPS households are included in the sample 
for a 2-year period, it is possible that some household 
members who were present before December in a particular 
calendar year were absent from the household by Decem-
ber. Most of our analysis focuses on the wages, health 
insurance coverage, and health spending of workers in the 
sample and their dependents who were still present at the 
end of December in each calendar year.

3 In cases where MEPS household respondents did 
not report the establishment size of their employers, we 
imputed the average premium in their industry, regardless 
of firm size. Where respondents failed to report the insured 
employee’s industry, we imputed the average premium pay-
ment for all US employers. Clearly, imputing average ESHI 
premiums by industry and establishment size understates 
the amount of premium variation among all employees.

4 Average annual wages are reported every year by the 
Social Security Administration based on data from a large 
sample of W-2 forms. We calculated the change in con-
sumer prices using the Bureau of Labor Statistics’ Con-
sumer Price Index Research Series Using Current Research 
Methods (CPI-U-RS).

5 We use a MEPS wage-earner sample that excludes all 
earners who identify themselves as self-employed. This 
sample restriction is necessary because the MEPS public-use 
file combines all of a respondent’s labor income in a single 
variable, preventing us from distinguishing wage income 
from self-employment income when an earner has both.

6 In an earlier version of this article we documented the 
close correspondence between employer-reported insurance 
premium payments and net insurance reimbursement pay-
ments reported by households and health care providers in 
the MEPS files (Burtless and Milusheva 2012, Table 2).

7 Our analysis of the MEPS files suggests that ESHI 
premium costs increased slightly faster among workers 
with earnings below the taxable maximum than among 
their counterparts above the maximum, 5.8 percent versus 
5.5 percent. Over a 13-year period, however, this small dif-
ference does not materially affect the simulation results, so 
we disregard it here.

8 By using data from both the 2006 and 2008 MEPS pan-
els, we effectively double the number of observations avail-
able for the analysis. There is no overlap in the two samples, 
because household panel participation is limited to 2 years.

9 MEPS respondents reporting multiple sources of insur-
ance are classified according to the source in effect during 
the longest portion of the year.

10 After Massachusetts implemented health insurance 
reform, 80 percent of those without private insurance who 
became eligible for Medicaid enrolled in the program 
(Sommers and Epstein 2010).

11 Our calculations exclude the effects of the ACA on 
25 percent of public sector employees, selected at random 
from among the public employees in the MEPS household 
survey files. We make this exclusion because approxi-
mately one-quarter of public employees are not covered by 
Social Security.

12 Employers with 50 or more full-time employees 
that offer health insurance coverage but have a full-time 
employee who obtains insurance through an exchange and 
receives a premium tax credit must pay the lesser of $3,000 
for each employee receiving a premium credit or $2,000 for 
each full-time employee, excluding the first 30 employees 
from the assessment (Kaiser Family Foundation 2011). We 
assume that paying the $3,000-per-employee penalty is more 
economical for many firms than paying $2,000 for every 
full-time employee in the firm. In our simulation, we there-
fore subtract $3,000 whenever an employer must pay a pen-
alty because a worker decides to obtain insurance through 
an exchange. Note that final rules for determining employer 
and individual penalties had not been determined when this 
article was completed.  Our estimates were prepared using 
our best assessment of what the final rules would be.

13 We assume that all full-time workers employed in 
large private establishments (50 or more workers) will be 
offered insurance. We also assume that ESHI will not be 
offered to workers in small private establishments unless 
their employers currently offer such plans. Until 2016, firms 
with fewer than 25 employees will be entitled to receive a 
subsidy for offering a plan. However, beginning in 2016 the 
subsidy will end. Our assumptions about large- and small-
firm insurance offers are consistent with Urban Institute 
predictions about the effect of reform on employer insur-
ance offers (Garrett and Buettgens 2011).

14 Some of the uninsured were offered ESHI before 
and chose not to take it. We assume their employers still 
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offer that plan. Other uninsured workers were not offered 
an ESHI plan before reform. Again, we assume that all 
employees of private establishments with 50 or more 
employees will offer insurance coverage after reform, but 
the only small firms to offer insurance will be the ones that 
already did so.
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oaSDi anD SSi SnapShot anD  
SSi Monthly StatiSticS

Each month, the Social Security Administration’s Office of Retirement and Disability Policy posts key statistics 
about various aspects of the Supplemental Security Income (SSI) program at http://www.socialsecurity.gov 
/policy. The statistics include the number of people who receive benefits, eligibility category, and average monthly 
payment. This issue presents SSI data for December 2011–December 2012.
The Monthly Statistical Snapshot summarizes information about the Social Security and SSI programs and 
provides a summary table on the trust funds. Data for December 2012 are given on pages 110–111. Trust fund 
data for December 2012 are given on page 111. The more detailed SSI tables begin on page 112. Persons wanting 
detailed monthly OASDI information should visit the Office of the Chief Actuary’s website at http://www 
.socialsecurity.gov/OACT/ProgData/beniesQuery.html.

Monthly Statistical Snapshot

Table 1. Number of people receiving Social Security, Supplemental Security Income, or both 
Table 2. Social Security benefits 
Table 3. Supplemental Security Income recipients 
Table 4. Operations of the Old-Age and Survivors Insurance and Disability Insurance Trust Funds

The most current edition of Tables 1–3 will always be available at http://www.socialsecurity.gov/policy/docs 
/quickfacts/stat_snapshot. The most current data for the trust funds (Table 4) are available at http://www 
.socialsecurity.gov/OACT/ProgData/funds.html.

http://www.socialsecurity.gov/policy
http://www.socialsecurity.gov/policy
http://www.socialsecurity.gov/OACT/ProgData/beniesQuery.html
http://www.socialsecurity.gov/OACT/ProgData/beniesQuery.html
http://www.socialsecurity.gov/policy/docs/quickfacts/stat_snapshot
http://www.socialsecurity.gov/policy/docs/quickfacts/stat_snapshot
http://www.socialsecurity.gov/OACT/ProgData/funds.html
http://www.socialsecurity.gov/OACT/ProgData/funds.html
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Monthly Statistical Snapshot, December 2012

Total
Social Security

only SSI only
Both Social Security 

and SSI

All beneficiaries 61,860 53,597 5,503 2,760

40,447 38,365 916 1,166
14,067 7,886 4,587 1,594

7,346 7,346 . . . . . .

a.

b.

Table 1.
Number of people receiving Social Security, Supplemental Security Income (SSI), or both, December 2012 
(in thousands)

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

NOTES: Social Security beneficiaries who are entitled to a primary and a secondary benefit (dual entitlement) are counted only once in this table. SSI 
counts include recipients of federal SSI, federally administered state supplementation, or both.

. . . = not applicable.

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

Type of beneficiary

Aged 65 or older
Disabled, under age 65 a

Other b

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

Social Security beneficiaries who are neither aged nor disabled (for example, early retirees, young survivors).

Number
(thousands) Percent

Total 56,758 100.0 65,430 1,152.79

45,869 80.8 54,765 1,193.94
39,613 69.8 48,134 1,215.09
36,720 64.7 46,327 1,261.61

2,281 4.0 1,429 626.43
612 1.1 378 617.45

6,256 11.0 6,631 1,060.05
1,907 3.4 1,524 799.08

154 0.3 138 900.32
3,938 6.9 4,786 1,215.28

255 0.5 182 711.47
1 (L) 2 1,072.76

10,889 19.2 10,665 979.42
8,827 15.6 9,977 1,130.34

163 0.3 49 303.82
1,900 3.3 639 336.12

Table 2.
Social Security benefits, December 2012

Beneficiaries Total monthly 
benefits (millions 

of dollars)
Average monthly 

benefit (dollars)

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

Parents of deceased workers

Disability Insurance

NOTE: (L) = less than 0.05 percent.

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

Type of beneficiary

Old-Age and Survivors Insurance
Retirement benefits
Retired workers
Spouses of retired workers
Children of retired workers

Survivor benefits

Disabled workers
Spouses of disabled workers
Children of disabled workers

Children of deceased workers
Widowed mothers and fathers
Nondisabled widow(er)s
Disabled widow(er)s

http://www.socialsecurity.gov/policy
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Monthly Statistical Snapshot, December 2012

Trust Fund Data, December 2012

OASI DI
Combined

OASI and DI

Total 92,492 10,045 102,537

34,811 5,908 40,719
14 b 15

49,808 2,799 52,607
7,859 1,338 9,196

Total 54,660 12,020 66,680

54,384 11,789 66,172
276 232 508

0 0 0

2,571,836 124,641 2,696,477
37,832 -1,975 35,857

2,609,668 122,666 2,732,334

a.

b.

Transfers to Railroad Retirement

Includes reimbursements from the general fund of the Treasury and a small amount of gifts to the trust funds.

Between -$500,000 and $500,000.

At end of month

SOURCE: Data on the trust funds were accessed on January 23, 2013, on the Social Security Administration's Office of the Chief Actuary's 
website: http://www.socialsecurity.gov/OACT/ProgData/funds.html. 

NOTE: Totals may not equal the sum of the components because of rounding.

Assets

At start of month
Net increase during month

Table 4.
Operations of the Old-Age and Survivors Insurance and Disability Insurance Trust Funds, 
December 2012 (in millions of dollars)

Component

Receipts

Expenditures

Benefit payments
Administrative expenses

Net contributions a

Income from taxation of benefits
Net interest
Payments from the general fund

Number
(thousands) Percent

All recipients 8,263 100.0 4,594 519.44

1,312 15.9 856 620.79
4,869 58.9 2,867 536.08
2,082 25.2 870 416.80

a.

b.

Table 3.
Supplemental Security Income recipients, December 2012

Recipients

Total payments a

(millions of dollars)

Average monthly 
payment b

(dollars)

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

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

Age

Under 18
18–64
65 or older

Includes retroactive payments.

Excludes retroactive payments.
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Supplemental Security Income, December 2011–December 2012
The SSI Monthly Statistics are also available at http://www.socialsecurity.gov/policy/docs/statcomps/ssi_monthly 
/index.html.

SSI Federally Administered Payments

Table 1. Recipients (by type of payment), total payments, and average monthly payment 
Table 2. Recipients, by eligibility category and age 
Table 3. Recipients of federal payment only, by eligibility category and age 
Table 4. Recipients of federal payment and state supplementation, by eligibility category and age 
Table 5. Recipients of state supplementation only, by eligibility category and age 
Table 6. Total payments, by eligibility category, age, and source of payment 
Table 7. Average monthly payment, by eligibility category, age, and source of payment

Awards of SSI Federally Administered Payments

Table 8. All awards, by eligibility category and age of awardee

Total
Federal payment 

only

Federal payment 
and state 

supplementation

State 
supplementation 

only

December 8,112,773 5,723,660 2,142,730 246,383 4,389,872 501.60

January 8,156,870 5,761,870 2,154,099 240,901 4,485,655 517.30
February 8,163,730 5,769,485 2,154,099 240,146 4,493,360 515.60
March 8,161,601 5,768,667 2,153,751 239,183 4,507,305 518.60
April 8,185,900 5,980,014 1,981,468 224,418 4,553,734 517.20
May 8,179,285 5,976,689 1,978,456 224,140 4,504,263 516.00
June 8,183,565 5,980,403 1,979,686 223,476 4,494,996 517.80
July 8,225,892 6,014,046 1,988,511 223,335 4,554,428 516.90
August 8,216,619 6,006,681 1,986,567 223,371 4,513,180 517.10
September 8,246,916 6,031,047 1,992,752 223,117 4,515,351 517.70
October 8,277,694 6,055,075 1,999,285 223,334 4,564,279 516.40
November 8,241,018 6,028,214 1,989,793 223,011 4,438,512 518.80
December 8,262,877 6,047,059 1,992,921 222,897 4,593,953 519.44

a.

b.

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

Month

2011

2012

Includes retroactive payments.

Excludes retroactive payments.

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

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

SSI Federally Administered Payments

Table 1.
Recipients (by type of payment), total payments, and average monthly payment,
December 2011–December 2012

Number of recipients Total
payments a

(thousands
of dollars)

Average
monthly 

payment b

(dollars)

http://www.socialsecurity.gov/policy
http://www.socialsecurity.gov/policy/docs/statcomps/ssi_monthly/index.html
http://www.socialsecurity.gov/policy/docs/statcomps/ssi_monthly/index.html
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Aged
Blind and
disabled Under 18 18–64 65 or older

December 8,112,773 1,182,106 6,930,667 1,277,122 4,777,010 2,058,641

January 8,156,870 1,184,674 6,972,196 1,291,217 4,801,122 2,064,531
February 8,163,730 1,182,828 6,980,902 1,293,648 4,806,424 2,063,658
March 8,161,601 1,158,789 7,002,812 1,288,548 4,807,814 2,065,239
April 8,185,900 1,156,343 7,029,557 1,301,753 4,821,992 2,062,155
May 8,179,285 1,154,369 7,024,916 1,298,404 4,819,531 2,061,350
June 8,183,565 1,154,725 7,028,840 1,296,051 4,823,143 2,064,371
July 8,225,892 1,157,218 7,068,674 1,305,457 4,849,980 2,070,455
August 8,216,619 1,157,345 7,059,274 1,295,417 4,848,470 2,072,732
September 8,246,916 1,159,205 7,087,711 1,306,587 4,862,627 2,077,702
October 8,277,694 1,161,532 7,116,162 1,309,773 4,884,345 2,083,576
November 8,241,018 1,160,126 7,080,892 1,298,560 4,859,516 2,082,942
December 8,262,877 1,156,187 7,106,690 1,311,861 4,869,484 2,081,532

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

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

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

Month

2011

2012

SSI Federally Administered Payments

Table 2.
Recipients, by eligibility category and age, December 2011–December 2012

Total

Eligibility category Age

Aged
Blind and
disabled Under 18 18–64 65 or older

December 5,723,660 597,588 5,126,072 1,025,120 3,546,247 1,152,293

January 5,761,870 600,105 5,161,765 1,036,990 3,567,409 1,157,471
February 5,769,485 599,410 5,170,075 1,039,029 3,572,976 1,157,480
March 5,768,667 598,700 5,169,967 1,034,850 3,575,124 1,158,693
April 5,980,014 620,759 5,359,255 1,069,225 3,705,532 1,205,257
May 5,976,689 619,756 5,356,933 1,066,607 3,705,111 1,204,971
June 5,980,403 619,848 5,360,555 1,064,382 3,709,041 1,206,980
July 6,014,046 620,828 5,393,218 1,072,114 3,731,551 1,210,381
August 6,006,681 620,777 5,385,904 1,063,477 3,731,443 1,211,761
September 6,031,047 621,710 5,409,337 1,072,574 3,743,796 1,214,677
October 6,055,075 623,096 5,431,979 1,075,224 3,761,557 1,218,294
November 6,028,214 622,423 5,405,791 1,066,370 3,743,731 1,218,113
December 6,047,059 619,717 5,427,342 1,077,393 3,752,922 1,216,744

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

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

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

Month

2011

2012

SSI Federally Administered Payments

Table 3.
Recipients of federal payment only, by eligibility category and age, December 2011–December 2012

Total

Eligibility category Age

SSI Federally Administered Payments
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SSI Federally Administered Payments

Aged
Blind and
disabled Under 18 18–64 65 or older

December 2,142,730 503,839 1,638,891 250,425 1,105,867 786,438

January 2,154,099 506,553 1,647,546 252,775 1,110,842 790,482
February 2,154,099 505,732 1,648,367 253,139 1,111,028 789,932
March 2,153,751 485,178 1,668,573 252,300 1,110,733 790,718
April 1,981,468 464,224 1,517,244 231,448 1,002,664 747,356
May 1,978,456 463,628 1,514,828 230,607 1,000,704 747,145
June 1,979,686 464,066 1,515,620 230,501 1,000,883 748,302
July 1,988,511 465,637 1,522,874 232,202 1,005,371 750,938
August 1,986,567 465,902 1,520,665 230,737 1,003,971 751,859
September 1,992,752 466,888 1,525,864 232,892 1,006,000 753,860
October 1,999,285 467,938 1,531,347 233,362 1,009,788 756,135
November 1,989,793 467,406 1,522,387 230,977 1,003,014 755,802
December 1,992,921 465,723 1,527,198 233,291 1,004,526 755,104

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

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

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

Month

2011

2012

SSI Federally Administered Payments

Table 4.
Recipients of federal payment and state supplementation, by eligibility category and age,
December 2011–December 2012

Total

Eligibility category Age

Aged
Blind and
disabled Under 18 18–64 65 or older

December 246,383 80,679 165,704 1,577 124,896 119,910

January 240,901 78,016 162,885 1,452 122,871 116,578
February 240,146 77,686 162,460 1,480 122,420 116,246
March 239,183 74,911 164,272 1,398 121,957 115,828
April 224,418 71,360 153,058 1,080 113,796 109,542
May 224,140 70,985 153,155 1,190 113,716 109,234
June 223,476 70,811 152,665 1,168 113,219 109,089
July 223,335 70,753 152,582 1,141 113,058 109,136
August 223,371 70,666 152,705 1,203 113,056 109,112
September 223,117 70,607 152,510 1,121 112,831 109,165
October 223,334 70,498 152,836 1,187 113,000 109,147
November 223,011 70,297 152,714 1,213 112,771 109,027
December 222,897 70,747 152,150 1,177 112,036 109,684

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

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

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

Month

2011

2012

SSI Federally Administered Payments

Table 5.
Recipients of state supplementation only, by eligibility category and age,
December 2011–December 2012

Total

Eligibility category Age

http://www.socialsecurity.gov/policy
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SSI Federally Administered Payments

Aged
Blind and
disabled Under 18 18–64 65 or older

December 4,389,872 471,847 3,918,025 812,295 2,744,100 833,478

January 4,485,655 485,641 4,000,013 834,560 2,791,400 859,695
February 4,493,360 483,930 4,009,431 829,122 2,805,835 858,403
March 4,507,305 473,861 4,033,444 840,343 2,805,783 861,179
April 4,553,734 472,480 4,081,255 854,246 2,841,246 858,242
May 4,504,263 471,239 4,033,025 836,006 2,810,846 857,411
June 4,494,996 471,148 4,023,848 840,932 2,795,762 858,301
July 4,554,428 472,715 4,081,712 852,177 2,840,430 861,821
August 4,513,180 472,021 4,041,159 835,979 2,815,453 861,748
September 4,515,351 472,969 4,042,382 843,315 2,808,071 863,966
October 4,564,279 474,596 4,089,683 845,219 2,851,487 867,573
November 4,438,512 472,718 3,965,794 828,040 2,745,321 865,150
December 4,593,953 474,585 4,119,368 856,447 2,867,264 870,242

December 4,090,280 396,173 3,694,107 798,660 2,577,066 714,555

January 4,188,344 410,163 3,778,181 820,942 2,626,465 740,937
February 4,195,576 408,576 3,787,000 815,496 2,640,350 739,730
March 4,209,479 400,765 3,808,714 826,685 2,640,451 742,343
April 4,269,524 401,949 3,867,575 841,922 2,683,065 744,536
May 4,221,716 400,877 3,820,839 823,837 2,654,041 743,838
June 4,213,739 400,817 3,812,922 828,851 2,640,199 744,689
July 4,270,575 402,084 3,868,490 839,883 2,682,980 747,711
August 4,230,637 401,471 3,829,166 823,909 2,659,044 747,684
September 4,233,203 402,282 3,830,921 831,161 2,652,419 749,624
October 4,279,425 403,684 3,875,742 832,942 2,693,769 752,715
November 4,160,172 402,204 3,757,968 816,241 2,593,035 750,897
December 4,309,965 403,733 3,906,233 844,166 2,710,549 755,250

2011

2012

All sources

Federal payments

(Continued)

2011

2012

SSI Federally Administered Payments

Table 6.
Total payments, by eligibility category, age, and source of payment, December 2011–December 2012
(in thousands of dollars)

Total

Eligibility category Age

Month
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SSI Federally Administered Payments

Aged
Blind and
disabled Under 18 18–64 65 or older

December 299,591 75,674 223,917 13,635 167,034 118,923

January 297,311 75,478 221,832 13,619 164,935 118,757
February 297,784 75,353 222,431 13,626 165,486 118,673
March 297,826 73,096 224,730 13,658 165,332 118,836
April 284,211 70,531 213,680 12,324 158,181 113,705
May 282,547 70,362 212,185 12,169 156,804 113,574
June 281,258 70,331 210,927 12,082 155,563 113,613
July 283,853 70,631 213,222 12,294 157,450 114,109
August 282,543 70,550 211,993 12,070 156,410 114,063
September 282,148 70,687 211,461 12,154 155,651 114,342
October 284,854 70,912 213,941 12,277 157,718 114,858
November 278,339 70,514 207,826 11,800 152,286 114,253
December 283,988 70,852 213,136 12,281 156,714 114,992

Age

2011

2012

State supplementation

SSI Federally Administered Payments

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

NOTE: Data are for the end of the specified month and include retroactive payments.

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

Table 6.
Total payments, by eligibility category, age, and source of payment, December 2011–December 2012
(in thousands of dollars)—Continued

Month Total

Eligibility category
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SSI Federally Administered Payments

Aged
Blind and
disabled Under 18 18–64 65 or older

December 501.60 397.60 519.40 601.40 517.50 403.20

January 517.30 408.90 535.70 620.20 533.50 415.20
February 515.60 408.10 533.80 613.60 532.60 414.60
March 518.60 407.90 536.90 624.90 534.40 415.70
April 517.20 406.90 535.40 621.90 533.00 414.60
May 516.00 407.10 534.00 615.90 532.60 414.70
June 517.80 407.30 535.90 623.70 533.40 414.90
July 516.90 407.20 534.90 619.70 532.80 414.80
August 517.10 407.40 535.20 619.80 533.50 415.00
September 517.70 407.60 535.80 621.30 533.80 415.20
October 516.40 407.50 534.20 614.70 533.30 415.20
November 518.80 407.90 537.00 624.60 534.90 415.60
December 519.44 409.31 537.38 620.79 536.08 416.80

December 481.30 358.50 501.30 592.30 498.50 367.30

January 497.10 369.80 517.80 610.90 514.80 379.50
February 495.40 368.90 515.90 604.40 513.90 378.80
March 498.40 369.00 519.00 615.70 515.70 379.90
April 498.10 369.10 518.50 613.70 515.20 380.00
May 496.80 369.10 517.00 607.70 514.80 380.10
June 498.60 369.30 519.00 615.60 515.70 380.30
July 497.70 369.10 517.90 611.50 515.10 380.10
August 497.90 369.20 518.20 611.70 515.80 380.30
September 498.50 369.40 518.80 613.20 516.10 380.50
October 497.10 369.20 517.20 606.60 515.50 380.40
November 499.60 369.60 520.10 616.50 517.20 380.80
December 500.30 371.17 520.49 612.70 518.40 382.15

2011

2012

All sources

Federal payments

(Continued)

2011

2012

SSI Federally Administered Payments

Table 7.
Average monthly payment, by eligibility category, age, and source of payment,
December 2011–December 2012 (in dollars)

Total

Eligibility category Age

Month
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SSI Federally Administered Payments

Aged
Blind and
disabled Under 18 18–64 65 or older

December 118.60 128.00 115.50 50.30 124.30 129.70

January 118.40 127.90 115.30 50.20 124.10 129.70
February 118.30 127.90 115.20 50.20 124.00 129.70
March 118.40 129.30 115.10 50.20 124.10 129.80
April 121.90 130.40 119.10 49.00 129.80 131.30
May 121.80 130.40 119.10 49.00 129.70 131.30
June 121.80 130.40 119.10 49.00 129.70 131.30
July 121.70 130.40 119.00 48.90 129.60 131.30
August 121.80 130.30 119.00 48.90 129.60 131.30
September 121.70 130.40 118.90 48.70 129.50 131.30
October 121.70 130.40 118.90 48.70 129.50 131.40
November 121.80 130.40 119.00 48.70 129.60 131.40
December 121.79 130.66 118.95 48.61 129.58 131.56

Age

2011

2012

State supplementation

SSI Federally Administered Payments

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

NOTE: Data are for the end of the specified month and exclude retroactive payments.

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

Table 7.
Average monthly payment, by eligibility category, age, and source of payment,
December 2011–December 2012 (in dollars)—Continued

Month Total

Eligibility category
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Aged
Blind and
disabled Under 18 18–64 65 or older

December 89,658 8,857 80,801 17,602 63,052 9,004

January 80,593 8,814 71,779 16,100 55,531 8,962
February 77,815 9,344 68,471 15,359 52,984 9,472
March 79,400 8,823 70,577 15,892 54,531 8,977
April 91,791 9,481 82,310 18,533 63,606 9,652
May 81,195 9,009 72,186 16,222 55,809 9,164
June 76,499 9,105 67,394 15,605 51,675 9,219
July 90,605 9,458 81,147 18,290 62,701 9,614
August 80,464 9,665 70,799 15,810 54,863 9,791
September 77,606 9,462 68,144 14,387 53,623 9,596
October 87,026 9,395 77,631 16,836 60,654 9,536
November a 58,378 9,346 49,032 10,874 38,066 9,438
December a 83,483 8,736 74,747 16,609 58,026 8,848

a.

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

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

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

2011

2012

Preliminary data. In the first 2 months after their release, numbers may be adjusted to reflect returned checks.

Awards of SSI Federally Administered Payments

Table 8.
All awards, by eligibility category and age of awardee, December 2011–December 2012

Total

Eligibility category Age

Month

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

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

We are particularly interested in papers that:
• assess the Social Security retirement, survivors, and disability programs and the 

economic security of the aged;
• evaluate changing economic, demographic, health, and social factors affecting work/

retirement decisions and retirement savings;
• consider the uncertainties that individuals and households face in preparing for and 

during retirement and the tools available to manage such uncertainties; and
• measure the changing characteristics and economic circumstances of SSI 

beneficiaries.
Papers should be factual and analytical, not polemical. Technical or mathematical 

exposition is welcome, if relevant, but findings and conclusions must be written in an 
accessible, nontechnical style. In addition, the relevance of the paper’s conclusions to 
public policy should be explicitly stated.

Submitting a Paper
Authors should submit papers for consideration via e-mail to Michael V. Leonesio, 
 Perspectives Editor, at perspectives@ssa.gov. To send your paper via regular mail, 
address it to:
Social Security Bulletin 
Perspectives Editor 
Social Security Administration 
Office of Research, Evaluation, and Statistics 
500 E Street, SW, 8th Floor 
Washington, DC 20254-0001
We regard the submission of a paper as your implied commitment not to submit it to 
another publication while it is under consideration by the Bulletin. If you have published 
a related paper elsewhere, please state that in your cover letter.
Disclosures—Authors are expected to disclose in their cover letter any potential con-
flicts of interest that may arise from their employment, consulting or political activities, 
financial interests, or other affiliations.
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Copyright—Authors are responsible for obtaining written permission to publish any 
material for which they do not own the copyright.

Formatting Guidelines
To facilitate the editorial process, papers submitted for publication must be prepared in 
Microsoft Word (except for tables and charts—see below) and be formatted as outlined 
below.
• Title Page—Papers must include a title page with the paper’s title, name(s) of 

author(s), affiliation(s), address(es), including the name, postal address, e-mail address, 
telephone and fax numbers of a contact person. Any Acknowledgments paragraph 
should also be on this page. In the Acknowledgments, reveal the source of any finan-
cial or research support received in connection with the preparation of the paper.

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

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

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

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

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

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

For specific questions on formatting, use the Chicago Manual of Style as a guide for 
notes, citations, references, and table presentation.
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Review Process
Papers that appear to be suitable for publication in Perspectives are sent to three review-
ers who are subject matter experts. The reviewers assess the paper’s technical merits, 
provide substantive comments, and recommend whether the paper should be published. 
An editorial review committee appointed and chaired by the Associate Commissioner, 
Office of Research, Evaluation, and Statistics, makes the final decision on whether the 
paper is of sufficient quality, importance, and interest to publish, subject to any required 
revisions that are specified in a letter to the author(s). The entire review process takes 
approximately 12 weeks.

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

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





OASDI and SSI Program Rates and Limits, 2013

Old-Age, Survivors, and Disability Insurance

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

Employers and Employees, each a  6.20
Medicare (Hospital Insurance) 

Employers and Employees, each a,b  1.45

Maximum Taxable Earnings (dollars)
Social Security 113,700
Medicare (Hospital Insurance) No limit

Earnings Required for Work Credits (dollars)
One Work Credit (One Quarter of Coverage) 1,160
Maximum of Four Credits a Year 4,640

Earnings Test Annual Exempt Amount (dollars)
Under Full Retirement Age for Entire Year 15,120
For Months Before Reaching Full Retirement Age 
in Given Year 40,080

Beginning with Month Reaching Full Retirement Age No limit

Maximum Monthly Social Security Benefit for 
Workers Retiring at Full Retirement Age (dollars) 2,533

Full Retirement Age 66

Cost-of-Living Adjustment (percent) 1.7
a. Self-employed persons pay a total of 15.3 percent (12.4 percent for OASDI and 

2.9 percent for Medicare). 

b. Certain high-income taxpayers will be required to pay an additional Medicare tax 
beginning in 2013. For details, see the IRS information on this topic (http://www.irs 
.gov/Businesses/Small-Businesses-&-Self-Employed/Questions-and-Answers-for-the 
-Additional-Medicare-Tax).

Supplemental Security Income

Monthly Federal Payment Standard (dollars)
Individual 710
Couple  1,066

Cost-of-Living Adjustment (percent) 1.7

Resource Limits (dollars)
Individual 2,000
Couple  3,000

Monthly Income Exclusions (dollars)
Earned Income a 65
Unearned Income 20

Substantial Gainful Activity (SGA) Level for 
the Nonblind Disabled (dollars) 1,040
a. The earned income exclusion consists of the first $65 of monthly earnings, plus one-half  

of remaining earnings.

http://www.irs.gov/Businesses/Small-Businesses-&-Self-Employed/Questions-and-Answers-for-the-Additional-Medicare-Tax
http://www.irs.gov/Businesses/Small-Businesses-&-Self-Employed/Questions-and-Answers-for-the-Additional-Medicare-Tax
http://www.irs.gov/Businesses/Small-Businesses-&-Self-Employed/Questions-and-Answers-for-the-Additional-Medicare-Tax
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