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Abstract  

This  paper makes use of a three-way q u a l i t a t i v e  choice model to 

eva lua te  the response of men between the ages of 62 and 65 to  changes i n  

expected bene f i t  l e v e l s  i n  public  t r a n s f e r  programs. The choices 

a v a i l a b l e  to  them a r e  work, OASI e a r l y  ret i rement ,  and s o c i a l  s ecu r i ty  

d i s a b i l i t y  benefi ts .  I t  is found tha t  o lder  workers respond more r ead i ly  

t o  changes i n  nontransfer  income than to  changes in  t r a n s f e r  income. 

The responses of o lder  workers a r e  then simulated f o r  two changes in  

the  system: a 20 percent decrease i n  OASI bene f i t s  f o r  ea r ly  re t i rement ,  

and an age-related earnings supplement. Subs tan t i a l  reduct ions i n  OASI 

b e n e f i t s  appear to  reduce the number of ea r ly  r e t i r e e s  i n  OASI by only a 

small  percentage. An earnings supplement decreases the number of e a r l y  

r e t i r e e s  by a g r e a t e r  amount, but causes government expenditures to  r i s e  

sharply.  



Behavioral Responses to Soc ia l  Secur i ty  Retrenchment: 
Estimates from a Trichotomous Choice Model 

I. INTRODUCTION 

Numerous s tud ie s  of choices i n  response to changes in the u t i l i t y  or  

income assoc ia ted  with various opt ions have es tab l i shed  tha t  indiv iduals  

do tend t o  respond r a t i o n a l l y  to  the expected value of opt ions with which 

they a r e  confronted. Many of these index funct ion modeling e f f o r t s  have 

focused on the labor  supply decis ion,  i n  the  context  of public  income 

t r a n s f e r s ,  i n  p a r t i c u l a r  the ret i rement  decis ion i n  response to s o c i a l  

insurance bene f i t s  decis ion (see Boskin, 1977; Boskin and Hurd, 1978; 

Burkhauser, 1980; Burkhauser and Quinn, 1980; Gordon and Blinder ,  1980; 

Bur t l e s s  and Moff i t t ,  1984; Diamond and Hausman, 1984)l and the  dec is ion  

t o  seek or  accept  d i s a b i l i t y  benef i t s  i n  response to t h e i r  generosi ty and 

a v a i l a b i l i t y  (see Parsons, 1980; Haveman and Wolfe, 1984a, 1984b). The 

est imated response e l a s t i c i t i e s  which these analyses produced have had an 

important inf luence on the public  debate over the economic e f f i c i ency  

consequences of r e d i s t r i b u t i o n  po l i c i e s  ( see  Danziger, Haveman, and 

P lo tn i ck ,  1981). 

I n  t h i s  paper, we make three  cont r ibut ions  to t h i s  l i t e r a t u r e .  

F i r s t ,  we provide es t imates  of the responses tha t  o lder  workers w i l l  

make to  reduct ions in  the generosi ty of ea r ly  ret i rement  income support  

provided through the s o c i a l  insurance system, and thus address a cu r ren t  

i s sue  i n  the ongoing public debate surrounding s o c i a l  insurance bene f i t s  

and ret i rement  policy. Second, we provide a f a r  r i che r  cha rac te r i za t ion  

of the choices faced by older  workers, recognizing tha t  d i s a b i l i t y  trans- 

f e r s ,  ea r ly  ret i rement  t r ans fe r s ,  and continued work e f f o r t  a r e  a l l  



s u b s t i t u t e  sources  of income s u p p o r t  and u t i l i t y .  T h i r d ,  making use  of 

t h e s e  response  e s t i m a t e s ,  w e  s i m u l a t e  t h e  e f f e c t  of a v a r i e t y  of genera- 

l i z e d  p o l i c y  changes of t h e  s o r t  now being d i s c u s s e d  on both  t h e  econo- 

mic well-being of t h e  f a m i l i e s  a f f e c t e d  and t h e  s i z e  of government 

o u t l a y s .  

I n  S e c t i o n  I1 of t h i s  paper  we p r e s e n t  a three-way q u a l i t a t i v e  cho ice  

model des igned t o  e v a l u a t e  the  response  of i n d i v i d u a l s  t o  changes i n  

expec ted  b e n e f i t  l e v e l s  i n  p u b l i c  t r a n s f e r  programs. S e c t i o n s  I11 and I V  

p r e s e n t  t h e  sample, t h e  d e f i n i t i o n  of the  o p t i o n s ,  and t h e  e m p i r i c a l  

e s t i m a t e s  of t h e  i n d i v i d u a l  work and t r a n s f e r  r e c i p i e n c y  responses  of 

o l d e r  males. S e c t i o n  V s i m u l a t e s  t h e  responses  of i n d i v i d u a l s  t o  

expec ted  r e d u c t i o n s  i n  b e n e f i t s  upon e a r l y  r e t i r e m e n t  and t o  a work 

i n c e n t i v e  payment. The i m p l i c a t i o n s  of t h e s e  responses  a r e  e s t i m a t e d  f o r  

b o t h  government program e x p e n d i t u r e s  and t o t a l  f ami ly  income of those  

i n d i v i d u a l s  a f f e c t e d .  Concluding remarks a r e  i n  S e c t i o n  V I .  

11. THE TWO-STAGE TRICHOTOMOUS LOGIT-OLS CHOICE MODEL 

I n  t h e  a n a l y s i s ,  the  e s t i m a t i o n  model p o s i t s  a three-way c h o i c e  f o r  

t h e  o l d e r  males whose behav io r  w e  seek t o  model: l a b o r  f o r c e  par- 

t i c i p a t i o n  (WORK), t h e  a c c e p t a n c e  of e a r l y  r e t i r e m e n t  b e n e f i t s  (OASI) , 
and t h e  s e c u r i n g  of S o c i a l  S e c u r i t y  D i s a b i l i t y  I n s u r a n c e  b e n e f i t s  

( S S D I ) . ~  T h i s  r e q u i r e s  both  an  e x t e n s i o n  of t h e  s t a n d a r d  b i v a r i a t e  

s w i t c h i n g  model, and a focus  on i n d i v i d u a l s  aged 62-64. T h i s  group is 

one of t h e  few groups who a r e  c a t e g o r i c a l l y  e l i g i b l e  f o r  t h e  two major 

income replacement  s o c i a l  i n s u r a n c e  programs, OASI and S S D I . ~  



Assume t h a t  an ind iv idua l  i n  t h i s  group chooses the  a l t e r n a t i v e  among 

t h e  WORK, OASI, o r  SSDI opt ions  t h a t  maximizes u t i l i t y :  The income flows 

a s soc i a t ed  wi th  each opt ion measure the expected well-being experienced 

i n  each opt ion,  toge ther  with f a c t o r s  such a s  the stigma c o s t  a s soc i a t ed  

wi th  t r a n s f e r  recipiency.  I n  the model, two expected income flows a r e  

a s soc i a t ed  with each option--nontransfer income (pr imar i ly  earnings)  

(NT) and t r a n s f e r  income (T). Hence, each ind iv idua l  must consider  6 

income flows i n  making a choice, a s  shown i n  Table 1. These d i s t i n c t i o n s  

a r e  important i n  modeling the choice because a t t i t u d e s  (e. g., s t igma),  

t he  required quid pro quo assoc ia ted  with income, and d i f f e r e n t i a l  t ax  

r a t e s  cause ind iv idua l s  to  der ive  d i f f e r i n g  amounts of u t i l i t y  from dif- 

f e r e n t  sources of income. 

A formal s ta tement  of the model follows: 

* * 
L e t  V . ( T ~ ~ ,  NTij, Z ) denote the l e v e l  of i n d i r e c t  u t i l i t y  f o r  in- 

i~ - j 
d i v i d u a l  j under opt ion i, i = 1,  2 ,  3 (SSDI, OASI, WORK) where 

T* = expected t r a n s f e r  (household) income f o r  i nd iv idua l  j under 
i j 

opt ion  i 

NT* = expected nont ransfer  (household) income f o r  ind iv idua l  j 
i j  

under opt ion  i 

Z = vector  of household and ind iv idua l  c h a r a c t e r i s t i c s  f o r  
-j 

i nd iv idua l  j 

Assuming a d d i t i v e  random u t i l i t y  

w i th  unknown parameters Y ,  6 ,  Ei, and random dis turbance  E 
i j '  



Given t he  choice  r u l e  

1 i f  V l j  = madkj 

(2)  c i j  = {  

O i f V  < m a x V  
i j  k j  ' 

We o b t a i n  t h e  cond i t i ona l  l o g i t  model4 

* 
exp YT:~ + ~ N T ~ ~  + Q j l  

3 P = P ~ { C  = 11 = 
i j  i j * * 

I exp{Vk j  + GNTkj + Lzj1 
k=l  

* * 
Z is  observed, bu t  T and NT a r e  not. We do, however, observe t h e  - i j  i j  

a c t u a l  amount of t r a n s f e r  and non t r ans f e r  income accru ing  to  obse rva t i on  

j. L e t  

T = observed t r a n s f e r  (household) income f o r  i n d i v i d u a l  j under 
i j 

s e l e c t e d  op t i on  i 

NTij = observed n o n t r a n s f e r  (household) income f o r  i n d i v i d u a l  j 

under s e l ec t ed  op t i on  i. 

and assume 

* 
( 4 )  Tij  = Tij + v i j  

where v and w a r e  random dev i a t i ons  of the  observed coun t e rpa r t s  
i j i j * 

from t h e i r  expec ta t ions .  We w i l l  assume t h a t  E(T i j  "ij ) = 0 = ~ ( v ~ ~ ) ,  

* 
E ( N T ~  wi ) = o = E(W ). 

i j  



Table 1 

The Avai lable  Income Flows 

Option 
Chosen 

Expected Income Flow 
Trans fe r  Income Nontransfer  Income 

WORK 1. T~ , 2. N T ~  

OASI 

SSDI 



Fina l ly ,  assume t h a t  the expectat ions a r e  based on household and 

ind iv idua l  va r i ab le s  & according to 
j 

where, a and Bi a r e  vec tors  of unknown parameters. -i 

The underlying assumption is tha t  indiv iduals  form expectat ions ac- 

cording to  (6) and (7) ,  but r e a l i z a t i o n s  ( 4 )  and (5) d i f f e r  from expec- 

t a t i o n s  due t o  random e r r o r s  caused by lack of information on the pa r t  of 

employers, welfare agencies,  and the individual .  

Thus we s u b s t i t u t e  (6) and (7) i n to  ( 4 )  and (5):  

A * 
The use of T = a*X and NT* = B*x i n  place of the unobserved i j  -i-j i j  -i-j 

expecta t ions  i n  (3) is  j u s t i f i e d ,  provided cons i s t en t  es t imators  
A A 

a  and Bi can be found. 
-i 

A A 

Obvious candidates  f o r  _ai and g i  a r e  the OLS es t imators  i n  (8) and 

( 9 ) ,  respec t ive ly .  Because the j t h  indiv idual  is observed i n  but  one of 

t he  three  ca tegor ies ,  however, l e a s t  squares est imation using the 

a v a i l a b l e  subsamples w i l l  y i e ld  incons is ten t  es t imates  i f  s e l e c t i v i t y  i s  

present .  
5 

* 
However, the choice ru l e  ( 2 )  leading to (3) makes use of only the T 

i j 

and NT* which a r e  the systematic components i n  (8) and ( 9 ) .  As 
i j '  

demonstrated i n  footnote 5, i f  the systematic  components a r e  independent 

of the random components, the condi t ional  expectat ion terms on the 



right-hand s i d e  of condi t iona l  versions of (8)  and (9) a r e  zero. We 

adopt  t h i s  independence assumption. 
6 

A simple two-step procedure y ie ld ing  cons i s t en t  e s t ima to r s  of (3) 

under these assumptions e ~ i s t s . ~  F i r s t ,  equat ions (8) and (9)  can be 

es t imated  using ordinary l e a s t  squares [ including a s e l e c t i v i t y  correc- 

8 
t i o n  va r i ab l e  i n  (9 ) ]  f o r  the subsample of ind iv idua ls  f a l l i n g  

A A  

i n t o  the i t h  category, to  ob ta in_a i  andBi ,  i =  1, 2, 3. Then, the 

predic ted  values of T* and NT* can be constructed f o r  each ind iv idua l  
i j  i j  - 

L. * * A *  

j  under each opt ion i from i*. = cxiXj and NT = B X Using these con- 
13 i j  - i - j *  

s t ruc ted  values together  with _Z i n  the second s t ep ,  (3) can be est imated 
j  

us ing  cond i t i ona l  l og i t , '  to  ob ta in  the es t imates  of Y ,  6 ,  and j i g  

We employ t h i s  model to  der ive  the p robab i l i t y  t h a t  ind iv idua l  j  

w i l l  be i n  each of the i s t a t e s .  Combined with sample weights,  these 

p r o b a b i l i t i e s  y i e l d  predic t ions  of the d i s t r i b u t i o n  of men 62-64 among 
A  A  

the SSDI, OASI, and WORK a l t e r n a t i v e s .  The Y and 6 from equat ion (3)  

s e rve  a s  the bas i s  f o r  pol icy simulation. 

,111. THE SAMPLE AND THE OPTIONS 

Th i s  model was est imated over a sample of males age 62-64 in  1978 who 

provided answers to  a s e r i e s  of quest ions regarding a p p l i c a t i o n  f o r  and 

r e c e i p t  of both OASI and SSDI bene f i t s  i n  the 1978 Survey of Disabled and 

Nondisabled ~ d u 1 t s . l ~  Our t o t a l  sample c o n s i s t s  of 561 indiv idua ls  of 

whom 59 (11 percent ) ,  68 (12 percent ) ,  434 (77 percent )  a r e  i n  the WORK, 

OASI , and SSDI ca tegor ies ,  respec t ive ly .  l1 Where appropr ia te  i n  the 

es t imat ion ,  we employ the weight assigned by the survey to  each 



respondent,  which r e f l e c t s  the number of ind iv idua ls  i n  the t o t a l  U.S. 

populat ion t h a t  each represents .  

I V .  THE RESPONSE ESTIMATES 

The empir ica l  es t imates  of response r e s t  upon both the procedures f o r  

e s t ima t ing  the  expected income terms and the  s p e c i f i c a t i o n  of the 

cond i t i ona l  l o g i t  model i t s e l f .  We present  r e s u l t s  on both. 

A. Es t imat ing  Expected Transfer  and Nontransfer Income 

An expected income value fo r  both t r a n s f e r  income (T) and nont ransfer  

income ( N T ) ~ ~  i s  required f o r  each ind iv idua l  i n  the sample, cond i t i ona l  

on t h a t  i nd iv idua l  being i n  the  WORK, OASI, or  SSDI options. Hence, f o r  

each ind iv idua l ,  es t imates  of the s i x  income values shown i n  Table 1 a r e  

required.  

To ob ta in  these expected income terms, an OLS income regress ion  f o r  

each of the 6 income terms is f i t  over the app ropr i a t e  observat ions i n  

our  sample. For example, those ind iv idua ls  who a r e  labor  fo rce  par- 

t i c i p a n t s  a r e  used f o r  the TL and NTL regressions.  Then we use each of 

these  regress ions  t o  impute an expected income to  each observat ion,  were 

they to  have chosen t h a t  option. 

To ob ta in  unbiased es t imates  of these expected income va lues ,  we 

account  f o r  the s e l e c t i v i t y  process which determines t h a t  some 

ind iv idua l s  i n  a group have, and o the r s  do no t  have, income from a par- 

t i c u l a r  source, following the procedure proposed by Heckman (1974; 

19791.13 



The NT regress ions ,  including the s e l e c t i v i t y  va r i ab l e  (A), a r e  shown 

i n  Table 2. I n  each regress ion ,  the dependent v a r i a b l e  i s  the log of 

NT. With but few exceptions, the economic-demographic va r i ab l e s  have the 

expected s ign ,  and a r e  of ten  s i g n i f i c a n t .  While only a  few of the hea l th  

f a c t o r s  a r e  i nd iv idua l ly  s i g n i f i c a n t ,  near ly  a l l  have the  expected 

sign.14 The F t e s t  f o r  the e n t i r e  group i s  s i g n i f i c a n t  i n  a l l  of the 

regress ions .  The s e l e c t i v i t y  t e r m  is s i g n i f i c a n t  i n  only the OASI 

regress ion .  

The three  regress ions  in  Table 2 ( inc luding  the A term) combined with 

t h e  p robab i l i t y  from the p rob i t s  reported i n  Appendix Table A-1 a r e  then 

A A  A 
used to  impute NT i n  each option--that is, NTL, NTo, and NTs--to each of 

A A A 
t he  561 observat ions i n  our sample. That is, NTi = P N T ~  NTi 1 N I  > 0. 

Table 3 presents  the T regress ions  f o r  each of the three  options. 

With the exception of the s e l e c t i v i t y  va r i ab l e  (A), the s t r u c t u r e  of 

these  regress ions  is i d e n t i c a l  to  those f o r  N T . ~ ~  Because t r a n s f e r  

income is  a  combination of bene f i t s  from a s u b s t a n t i a l  number of 

programs, the c o e f f i c i e n t s  a r e  d i f f i c u l t  to  i n t e r p r e t .  Although non- 

s i g n i f i c a n t ,  race appears l a rge  and pos i t i ve ly  r e l a t e d  to b e n e f i t  l e v e l ,  

except  f o r  SSDI r ec ip i en t s .  I n  the SSDI subgroup equation, the presence 

of dependents' bene f i t s  i s  c l e a r l y  ind ica ted  i n  the s i g n i f i c a n t  spouse- 

p re sen t  c o e f f i c i e n t .  Because a  high proport ion of the t r a n s f e r  bene f i t s  

i n  the  WORK opt ion  a r e  income-tested, the p o s i t i v e  s ign  on spouse- 

nonearner i s  expected. The uniform pos i t i ve  c o e f f i c i e n t  on educat ion 

a c r o s s  the three  opt ions r e f l e c t s  the f a c t  t h a t  both publ ic  and p r i v a t e  

r e t i r emen t  pens ions  depend on p r i o r  earnings,  which a r e  pos i t i ve ly  corre- 

l a t e d  with the l e v e l  of education. This  t i e  between earnings and bene- 

f i t s  , along with the f a c t  t h a t  welfare  bene f i t s  a r e  genera l ly  lower i n  



Table 2 

Log-Linear, Nontransfer Income (NT) Regressions; WORK, OASI, and SSDI Groups 
[ c o e f f i c i e n t  ( t - s t a t i s t i c )  1 

WORK OAS I SSDI 
coef. t - s t a t i s t i c  coef. P s t a t i s t i c  coef. P s t a t i s t i c  

Economic-Demographic Var iables  

Nonwhite -1.63 

Spouse present  -1.14 

S pouse nonearner -.79 

Top grade -.02 

Rural  .13 

S ou t h  -.09 

Heal th Factors  

Mobile -.22 

Worn down -.lo 

S t i f f  -.I8 

Respi ra tory  .25 

S e l e c t i v i t y  Correct ion ( A )  .05 

Cons t an  t 

R~ 

-- 

*Signi f icant  a t  5% l e v e l ,  two-tail t e s t .  

**Significant a t  10% l e v e l ,  two-tail t e s t .  



Table  3 

Log-Linear, T r a n s f e r  Income (T) Regress ions;  WORK, OASI , and SSDI Groups 
[ c o e f f i c i e n t  ( t - s t a t i s t i c )  1 

WORK OAS I SSDI 
coef .  t-statistic coef.  t - s t a t i s t i c  coef .  t-statistic 

Economic-Demographic V a r i a b l e s  

Nonwhite 1.68 (1.10) 1.90 (1.04) -.05 (-.44) 

Spouse p r e s e n t  .60 (.39) -.05 (-.03) .31 (3.69)* 

Spouse nonearner  1.69 (1.58) .09 (.08) .06 (0.82) 

Top grade .10 (.67) .05 ( .31) .02 (2.09)* 

R u r a l  -.57 (-.53) .17 ( . I71 .03 (.35) 

S ou t h  -.I8 (-.16) -.94 (-.98) -.04 (-.64) 

H e a l t h  F a c t o r s  

Mobile .94 (.98) -.49 (-1.07) .04 (1.28) 

Worn down .50 (.86) -.28 (-.58) -.03 (-.92) 

S t i f f  1.52 (2.04)* -.I1 (-.20) .02 (.67) 

R e s p i r a t o r y  -1.56 (-1.54) .07 ( - 1 8 )  .03 (.89) 

C o n s t a n t  .89 ( - 3 5 )  5.87 (2.63) 7.96 (54.2) 

R~ .26 .07 .06 

N 59 68 43 4 

* S i g n i f i c a n t  a t  5% l e v e l ,  two-ta i l  test. 

**Sign i f i can t  a t  10% l e v e l ,  two-ta i l  test. 



Southern s t a t e s ,  accounts f o r  the uniform negat ive  s ign  on the South 

dummy v a r i a b l e  i n  the regressions.  I n  these cases ,  the hea l th  f a c t o r s  

play the g r e a t e s t  r o l e  i n  increas ing  T f o r  those i n  the labor  force-- 

poss ib ly  workers ' compensa t i on ,  f o r  example. The hea l th  f a c t o r s  a r e  not  

s i g n i f i c a n t  i n  the o the r  two regressions.  
A A 

Table 4 shows the T and NT income p red ic t ions  from the regress ions  .. 
presented i n  Tables 2 and 3. Consider f i r s t  the T values i n  the  f i r s t  

panel  of the table .  Reading each of the columns v e r t i c a l l y  i nd ica t e s  the 
A 

T which would be a n t i c i p a t e d  by the mean indiv idua l  i n  each opt ion,  were 

he i n  each of the options. For example, i f  the mean ind iv idua l  i n  the 

WORK opt ion had chosen, ins tead ,  OASI o r  SSDI, he could have increased 

h i s  t r a n s f e r  income from $1247 t o  $4056 o r  $5991. The second panel gives 

a n t i c i p a t e d  NT f o r  each option. Note t h a t  while the mean indiv idua l  who 

has chosen the WORK opt ion  can expect NT of about $6100, the NT i n  the 

WORK opt ion  f o r  those who have chosen the OASI and SSDI opt ions  i s  

s u b s t a n t i a l l y  less--$3819 and $1497, respec t ive ly .  This  p a t t e r n  i s  not 

unexpected--those who have chosen to  remain i n  the WORK opt ion  have 

expected labor  incomes which a r e  s u b s t a n t i a l l y  higher  than those who have 

chosen the OASI o r  SSDI options. I n  general ,  the pa t t e rn  i n  Table 4 i s  

c o n s i s t e n t  with the choices ind iv idua ls  a c t u a l l y  make. 

B. Est imating the Trichotomous Condit ional  Logi t  Model 

A trichotomous cond i t i ona l  l o g i t  model is f i t  i n  which the a c t u a l  

choice among the WORK, OASI, and SSDI opt ions  i s  taken to  be determined 

A .. 
by NT and T i n  each of the opt ions,  plus hea l th  s t a t u s ,  occupation, race,  

m a r i t a l  s t a t u s ,  and education. Table 5 presents  the r e s u l t s  of t h i s  



T a b l e  4 

P r e d i c t e d  V a l u e s  ( s t a n d a r d  ~ r r o r s )  o f  T r a n s f e r  Income (T)  
a n d  N o n t r a n s f e r  Income (NT);  
WORK, OASI, a n d  SSDI G r o u p s  

( i n  d o l l a r s )  

A c t u a l  ..- - - -  

P r e d i c t e d  WORK OASI SSDI 

WORK 

OASI 

SSDI 

WORK 

OAS I 

S SDI 

,. 
T r a n s f e r  Income (T) 

N o n t r a n s f e r  Income (NT) 



Table 5 

Trichotamws W t i o n a l  Loglt Model: hie among W, 
OASI, and SSDI Options 

Coefficient T-statistic Mean 

Variables That Vary ly hice:  

u t i l i t y  weight al m 
CL 

Utility weight al T 

V a r i a b l e s  Constant across h i e s :  

Km Choice: 

Constant 

Severely disable8 

white collara 

Blue collara 

~0Iwhite~ 

Spouse presenta 

Education 

OASI hice: 

Constant 

SeVf2n2ly disableda 

white collara 

slue collara 

~ 0 I w h i t e ~  

Spouse presenta 

Education 

%my ~ r i a b l e  equals 1 if condition blds. 

'kSignificant a t  5% level, -tail test. 

q ignif icant  a t  10% level, two-tail test. 



A A 
est imat ion.  Both T and NT have the expected p o s i t i v e  u t i l i t y  weights16 

A 
and the c o e f f i c i e n t  on NT is  s i g n i f i c a n t .  The c o e f f i c i e n t s  on the  

v a r i a b l e s  which a r e  no t  s t a t e  dependent a r e  shown r e l a t i v e  t o  t h e i r  value 

f o r  the SSDI choice,  which is the omitted choice. Hence, ceteris par i -  

bus, the presence of severe d i s a b i l i t y  s i g n i f i c a n t l y  reduces the probabi- 

l i t y  t h a t  an i nd iv idua l  w i l l  choose the WORK o r  OASI opt ions ,  r e l a t i v e  t o  

t h e  SSDI option. Having a  blue-col lar  occupation y i e l d s  the same s ign i -  

f i c a n t  r e s u l t ,  r e f l e c t i n g  the app l i ca t i on  of voca t iona l  c r i t e r i a  i n  the 

SSDI program. 

The r e l i a b i l i t y  of t h i s  es t imat ing  equat ion was t e s t ed  by comparing 

t h e  pred ic ted  choices  of i nd iv idua l s  to  t h e i r  a c t u a l  choices.  The a c t u a l  

d i s t r i b u t i o n  of the populat ion is taken from the weighted values  of the 

62-64-year-old populat ion i n  the 1978 Survey of Disabled and Nondisabled 

Adults.  The model c o r r e c t l y  ca t ego r i ze s  57 percent  of those observed i n  

t h e  WORK, bu t  i n c o r r e c t l y  p r e d i c t s  t h a t  25 and 17 percent  of these  indi- 

v i d u a l s  choose the OASI and SSDI opt ions,  respec t ive ly .17  The choice of 

33 percent  of those i n  the  OASI opt ion,  and 89 percent  of those i n  the  

SSDI opt ion  is  c o r r e c t l y  predicted.18 A s  a  test of our r e s u l t s ,  w e  used 

a n  a l t e r n a t i v e  technique--mu1 t inomial  l o g i  t--and obtained est imated pro- 

b a b i l i t i e s  which were nea r ly  i d e n t i c a l  t o  those reported.  l9 

V. SIMULATED RESPONSES TO CHANGES I N  EXPECTED INCOME 

The parameter es t imates  from t h i s  model can be employed i n  p red i c t i ng  

how 62-64-year-old males would a l t e r  t h e i r  choices  among the WORK, OASI, 

and SSDI opt ions  i n  response t o  changed income oppor tun i t i e s  a v a i l a b l e  i n  



each option. I n  t h i s  s ec t ion ,  we present  the r e s u l t s  of two pol icy 

s imula t ions  : 
A 

1. A 20 Percent  Reduction i n  T i n  the OASI option20 

2. An Age-Rela ted Earnings supplemen t2 

Table 6 presents  the r e s u l t s  of our s imulat ions.  The f i r s t  row 
A 

presents  the r e s u l t s  f o r  the 20 percent  reduct ion i n  To. Nearly 19,000 

males--abou t 2.3 percent  of e x i s t i n g  male recipients--op t to  leave OASI 

e a r l y  re t i rement  with a 20 percent  reduct ion i n  income i n  t h a t  option. 

Two-thirds of those who leave the OASI opt ion choose the WORK option;  

only one-third op t  f o r  and secure e a r l y  re t i rement  v i a  SSDI. The 

inc rease  i n  SSDI b e n e f i c i a r i e s  represents  2.4 percent  of t o t a l  SSDI bene- 

f i c i a r i e s .  

The f i n a l  row presents  the e f f e c t  of the earnings supplement propo- 

s a l .  Because ind iv idua ls  appear to  respond more r ead i ly  to changes i n  

A 
NT ( l a r g e l y ,  earned income), the earnings supplement proposal e l i c i t s  a 

l a r g e r  response. An annual earnings supplement which added $1000 ($1500) 

A 
($2000) t o  NTL of ind iv idua ls  62(63)(64) yea r s  of age would lead to  an 

a d d i t i o n a l  106,500 labor  force  p a r t i c i p a n t s ,  an increase  of 8.5 percent  

i n  the number of 62-64-year-olds who a r e  i n  t h a t  category. The bulk 

of those who s h i f t  to  the labor  force  opt ion a r e  from the OASI opt ion,  

which r ep re sen t s  a reduct ion of about 8.4 percent  i n  the number of OASI 

r e c i p i e n t s .  

Table 7 draws ou t  the impl ica t ions  of the changes descr ibed in  Table 

6 f o r  both t o t a l  government t r a n s f e r  spending and the t o t a l  income of the 

male populat ion aged 62-64. The reduct ion of 20 percent  i n  expected 

t r a n s f e r  bene f i t s  i n  the OASI opt ion  i s  projected to  reduce government 

spending by $573 mil l ion.  Of t h a t  reduct ion,  95 percent  shows up a s  



Table  6 

S i m u l a t i o n  of Response t o  S t i p u l a t e d  Changes i n  OASI 
T r a n s f e r  Incomes and Earn ings  Supplement, 

Males Aged 62-64 i n  1978 

S ta t u s  
Abso lu te  and ( P e r c e n t )  Change i n  P o p u l a t i o n  
WORK OASI SSDI 

OASI Reduc t ion  +12,601 (1.0) -18,989 (2.4) +6,383 (2.4) 

E a r n i n g s  Supplement +106,548 (8.5) -67,978 (8.4) -38,573 (14.7) 

Note: A p l u s  s i g n  p reced ing  t h e  number i n d i c a t e s  a d d i t i o n s  t o  a cate- 
gory ;  a minus s i g n  p reced ing  a number i n d i c a t e s  e x i t s  from a cate- 
gory*  



Table 7 

Summary of Changes i n  Government Transfers  and Tota l  
Family Income At t r ibu tab le  to  Po l i cy  Simulations 

($000,000) 

Index of 
Change i n  Change i n  Income 
Government T o t a l  Family Response 
Transfers  Income [ (2)-(1)+(1)1 

(1) (2) (3 

A 

20 Percent  Reduction i n  To -572.8 -541.4 .055 

Median Earnings Supplement +1783.1 +2020.6 .133 



income los ses  to  f ami l i e s  of males aged 62-64 .22 Only about 5 percent  of 

the  b e n e f i t  reduct ion i s  o f f s e t  by earnings and o the r  income increases  

from the s h i f t s  ou t  of OASI t h a t  the bene f i t  reduct ion induces.23 The 

supplementation of earnings24 would r equ i r e  an increase  i n  government 

spending of near ly  $1.8 b i l l i o n ,  although both OASI and SSDI expenditures  

and r o l l s  would be reduced. However, the f ami l i e s  headed by males aged 

62-64 would experience an aggregate  increase  i n  income of over $2 

b i l l i o n .  Because of the increased a t t r a c t i v e n e s s  of the WORK opt ion  due 

t o  the earnings supplement, ind iv idua ls  from both the OASI and SSDI 

groups a r e  a t t r a c t e d  i n t o  t h a t  option, thereby increas ing  t h e i r  work 

e f f o r t  and earned income. Those who s h i f t  op t ions  i n  response to the  

supplement increase  earnings by about 15 percent of the supplement paid. 

V I .  SUMMARY 

I n  t h i s  paper we develop and es t imate  a trichotomous l o g i t  model of 

the  work-leisure choice of males aged 62-64. The choices  a v a i l a b l e  a r e  

def ined  by the mutually exclusive ca t egor i e s  of l abo r  fo rce  p a r t i c i p a t i o n  

(WORK), s o c i a l  s e c u r i t y  e a r l y  re t i rement  (oASI) , and s o c i a l  s e c u r i t y  

d i s a b i l i t y  (SSDI) recipiency.  Because the model is  s p e c i f i e d  i n  terms of 

expected ( r a t h e r  than observed) t r a n s f e r  and nont ransfer  income flows, 

pred ic ted  values of these flows a r e  obtained from ordinary l e a s t  squares 

r eg re s s ions  (with appropr ia te  s e l e c t i v i t y  co r r ec t ions )  p r i o r  to e s  ti- 

mating the model. D i s a b i l i t y  ( h e a l t h  f a c t o r s )  a r e  important deter- 

minants of these income flows. The est imated parameters of the t r ichoto-  

mous l o g i  t model a r e  used to  s imulate  the e f f e c t s  of reduct ions  i n  OASI 

b e n e f i t s  on the c o s t s  and caseloads of OASI and SSDI, and the  changes i n  



l abor  force  pa r t i c ipa t ion .  An a d d i t i o n a l  s imulat ion involves the 

g ran t ing  of a graduated earnings supplement t o  workers aged 62-64. The 

1978 Survey of Disabled and Nondisabled Adults is the data source f o r  a l l  

es t imat ions  and simulations. 

The estimated parame t e r s  of the trichotomous l o g i  t model i nd ica t e  

t h a t  o lde r  workers respond more r ead i ly  to changes i n  nontransf e r  income 

than to  changes i n  t r a n s f e r  income. This  r e s u l t  is r e f l e c t e d  i n  the 

s imulat ions,  where s u b s t a n t i a l  reduct ions i n  OASI bene f i t s  reduce the 

number of ea r ly  r e t i r e e s  i n  OASI by only a small percentage. The e f f e c t  

of the OASI b e n e f i t  reduct ions on t o t a l  cash bene f i t s  paid is much l a r g e r  

because the bene f i t s  of those who s t ay  i n  the OASI r o l l s  a r e  a f f ec t ed ,  a s  

w e l l  a s  those of r e t i r e e s  who change options. Reductions i n  OASI 

b e n e f i t s  would r e s u l t  i n  small increases  i n  D I  ou t lays ,  a s  approximately 

one-third of those on OASI successfu l ly  move to  D I  r o l l s .  The immediate 

impact of these b e n e f i t  reduct ions on t o t a l  cash bene f i t s  paid i n  both 

the  re t i rement  and d i s a b i l i t y  components of the s o c i a l  s ecu r i ty  system is 

q u i t e  small, and most of these savings r e s u l t  i n  near ly  equal l o s ses  of 

family income. 

Although the earnings supplement would produce a g rea t e r  decrease i n  

the  number of e a r l y  r e t i r e e s  (8 percent) ,  bene f i t s  paid t o  e a r l y  r e t i r e e s  

would f a l l  by only 1 percent ,  because the supplement would primari ly 

a f f e c t  those r e t i r e e s  who have chosen to  remain i n  the labor  force. 

Government expenditures would r i s e  sharply (by $1.8 b i l l i o n ) ,  bu t  family 

income would r i s e  by an even g r e a t e r  amount. Thus while these r e s u l t s  

suggest  t h a t  improving market oppor tuni t ies  f o r  62-64-year-old men is 



l i k e l y  to be the most successful route to reducing the socia l  security 

r o l l s ,  i t  i s  a l so  the most costly in terms of government expenditures. 



T a b l e  A-1 

P r o b a b i l i t y  of Rece iv ing  N o n t r a n s f e r  Income; Labor Force ,  
OASI, and SSDI Groups 

[ ~ r o b i  t C o e f f i c i e n t  (Asymptotic t - s t a t i s  t i c )  ; 
R e c e i p t  of N o n t r a n s f e r  Income = 11 

Labor Force  OASI SSDI 
a s y m p t o t i c  a s y m p t o t i c  a s y m p t o t i c  

coef .  t - s t a t i s t i c  coef.  t - s t a t i s t i c  coef.  t - s t a t i s t i c  

Economic-Demographic V a r i a b l e s  

Nonwhite -1 .ll (-1.14) .40 (.49) -.02 (-.09) 

Spouse p r e s e n t  .43 (-.35) .13 ( .24) .31 (1.84) 

Spouse nonearner  -.47 (-.61) -.28 (--57) -. 12 (--82) 

Top g r a d e  .07 ( .67 ) -.03 (-.41) -.01 (-.69) 

R u r a l  -.01 (--01) .63 (1.29) .01 (. 1 5 )  

Sou th  

White c o l l a r  

Blue  c o l l a r  4.95 ( - 1 2 )  .07 ( - 1 8 )  .25 (1.70) 

H e a l t h  F a c t o r s  

Mobile -1.03 (-. 96)  .36 (1.74) .08 (1.44) 

Worn down .ll (.25) .27 ( - 9 9 )  .09 (1.19) 

S t i f f  .48 (.78) .37 (1.33) .18 (2.84) 

R e s p i r a t o r y  -.I7 (-.22) .17 (.96) -.001 (--02) 

S e v e r e l y  d i s a b l e d  -2.20 (-1.78) -1.31 (-1.99) -.71 (-2.08) 

C o n s t a n t  1.71 (.72) 1.80 (1.60) .65 (.79) 

2 x l o g  l i k e l i h o o d  33.06 26.67 25.85 

N 5 9 68 434 
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Notes 

l ~ h e s e  s tud ies  i d e n t i f i e d  a va r i e ty  of f ea tu res  of t r a n s f e r  programs 

which have the po ten t i a l  of a l t e r i n g  work e f f o r t  including (1) the 

expected l e v e l  of fu tu re  bene f i t s ,  which, i f  l e i s u r e  is  a normal good, 

may reduce work e f f o r t ;  ( 2 )  the earnings t e s t ,  which imposes high margi- 

n a l  tax r a t e s  on earnings above the exempt amount and i s  thus l i k e l y  to 

discourage work e f f o r t  among rec ip ien t s ;  and (3) the asymmetry of the 

a c t u a r i a l  adjustments f o r  e a r l y  and delayed retirement.  Many proposals 

considered i n  conjunction with the 1983 Socia l  Securi ty Amendments were 

designed to  reduce these work d is incent ives ,  thereby encouraging o lder  

workers to delay ret i rement .  Examples of these proposals include r a i s ing  

the age of f i r s t  e l i g i b i l i t y ,  l imi t ing  cos t-of-living increases ,  taxing 

the  bene f i t s  of upper middle and high income benef i c i a r i e s ,  and 

increas ing  the value of delayed ret i rement  c red i t s .  

2 ~ e  define these choices so tha t  they a r e  mutually exclusive,  

although it is possible f o r  an ea r ly  r e t i r e e  to  remain i n  the labor 

force.  I n  t h i s  case, Old Age and Survivors (oASI) bene f i t s  a re  reduced 

by f i f t y  cents  f o r  each one do l l a r  of earnings beyond a speci f ied  exempt 

amount ($4080 i n  1981). Recipients  of SSDI benef i t s  may earn up to $190 

per month without jeopardizing e l i g i b i l i t y  s ta tus .  Earnings above t h i s  

l e v e l  may be in t e rp re ted  by program o f f i c i a l s  a s  evidence t h a t  the reci-  

p i e n t  is capable of engaging i n  subs tan t i a l  ga inful  a c t i v i t y  and, hence, 

i s  not  e l i g i b l e  f o r  d i s a b i l i t y  benefi ts .  The a c t u a l  incidence of dual 

recipiency-work s t a t u s  is qu i t e  low. 



3 ~ o r  data reasons, we employ a sample of only males i n  t h i s  age 

group. This  age-sex category has shown a r a d i c a l  reduct ion i n  labor  

f o r c e  p a r t i c i p a t i o n  i n  the  l a s t  two decades. From 1960 t o  1978, the p a r  

t i c i p a t i o n  r a t e  of males aged 55 t o  64 f e l l  from 85.2 percent  to  72.5 

percent .  

4 ~ e e  McFadden, 1973. 

5 ~ h i s  is demonstrated by s t a t i n g  the expec ta t ions  of (8) and (9) 

c o n d i t i o n a l  on the  r e l evan t  opt ion a s  

= 1, Sj = 0, k f i ) ,  

where expec ta t ions  a r e  understood to  be cond i t i ona l  on X .  a s  well .  
-1 

Unless the cond i t i ona l  expec ta t ions  on the right-hand s i d e  of equat ions 

(10) and (11) a r e  zero, l e a s t  squares of - a and - B obtained from the sub- 

samples f o r  which T and NTij a r e  observed w i l l  be incons is ten t .  i j 

6~aximum l ike l ihood  methods to  t e s t  t h i s  assumption could be, but  a r e  

no t ,  used here. 

7 ~ h e  consis tency a spec t s  of t h i s  type of polychotomous choice model-- 

termed a mu1 t inomial  l o g i  t-OLS two-s tage es t imat ion  method--are 

demonstrated i n  Lee (1983). 



* 
81n e s t ima t ing  FITij, we face  the d i f f i c u l t y  t h a t  a number of obser- 

va t ions  have no nont ransfer  income (NT = 0).  Therefore to  es t imate  (9)  
i j 

we use Heckman's two-step procedure (neckman, 1979). I n  following t h i s  

procedure we assume t h a t  the w ' s  a r e  i i d  normal. 
i j 

9 ~ h e  cond i t i ona l  l o g i  t model is  computationally simpler to  es t imate  

than multinomial p r o b i t  and without  the technica l  i s sues  regarding the 

app ropr i a t e  i t e r a t i v e  method. See McFadden, 1981. 

' O ~ h e  age of f i r s t  e l i g i b i l i t y  f o r  male workers f o r  reduced r e t i r e -  

ment bene f i t s  is 62, with f u l l  bene f i t s  a v a i l a b l e  i f  re t i rement  is 

delayed t o  age 65. Between ages 62 and 65, bene f i t s  received increase  by 

519 of 1 percent  f o r  every month t h a t  bene f i t s  a r e  delayed. See 

Bl inder ,  Gordon, and Wise (1980) f o r  a d i scuss ion  of the bene f i t  l e v e l s  

a v a i l a b l e  to  e a r l y  r e t i r e e s ,  and the e f f e c t  of these bene f i t s  on the 

e a r l y  re t i rement  decis ion.  See a l s o  Burkhauser and Turner (1981) f o r  a 

c r i t i q u e  of t h e i r  ana lys i s .  The e l i g i b i l i t y  requirements and b e n e f i t s  

a v a i l a b l e  i n  the SSDI program a r e  described i n  Burkhauser and Haveman 

(1982). We e l imina ted  from the sample, those respondents who indica ted  

t h a t  they were c i v i l  se rvants  o r  rece iv ing  pensions, because the con- 

d i t i o n s  of e l i g i b i l i t y  and determinat ion of bene f i t s  under those pension 

programs d i f f e r  s u b s t a n t i a l l y  from those i n  OASI. 

"A respondent was i d e n t i f i e d  a s  a SSDI r e c i p i e n t  i f  he responded 

p o s i t i v e l y  to  any two of the following three  questions: 

a. Did you rece ive  SSDI bene f i t s  i n  1977? 

b. Are you cu r ren t ly  rece iv ing  SSDI bene f i t s ?  



c. Is your d i s a b i l i t y  severe  ( i . e . ,  a r e  you unable t o  perform any 

type  of work)? o r  i f  he responded p o s i t i v e l y  t o  any one of these  t h r e e  

q u e s t i o n s  and i n  a d d i t i o n  r epo r t ed  r ece iv ing  ( i n  d o l l a r s )  some s o r t  of 

s o c i a l  s e c u r i t y  b e n e f i t ,  i nd i ca t ed  t h a t  someone i n  h i s  immediate family  

( probably himself  ) rece ived  SSDI b e n e f i t s  , and i nd i ca t ed  t h a t  he has pre- 

v i o u s l y  app l i ed  f o r  SSDI b e n e f i t s .  

A respondent  was i d e n t i f i e d  a s  an OASI e a r l y  retiree i f  he r epo r t ed  

r e c e i v i n g  ( i n  d o l l a r s )  some s o r t  of s o c i a l  s e c u r i t y  b e n e f i t  and i n d i c a t e d  

t h a t  it  was no t  a d i s a b i l i t y  b e n e f i t ,  and f u r t h e r  s a t i s f i e d  a t  l e a s t  one 

of the  fo l lowing  Wo condi t ions :  

1. He i n d i c a t e d  t h a t  no one i n  h i s  family  received SSDI; 

2. H e  had a t  some t i m e  app l i ed  f o r  e a r l y  r e t i r emen t  b e n e f i t s .  

Persons  who did  no t  r e c e i v e  OASI or  SSDI and did  no t  o therwise  i n d i c a t e  

t h a t  they were r e t i r e d  were ass igned  t o  the  l abo r  f o r c e  p a r t i c i p a t i o n  

ca t ego ry  . 
~ * N T  i s  def ined a s  the  sum of 1977 earn ings ,  o t h e r  1977 income of a l l  

f ami ly  members, g i f t s  from o t h e r s ,  p lus  1977 family  income from the  

fo l lowing  sources:  employer group insurance ,  s i c k  pay, i n d i v i d u a l  

insurance ,  employer d i s a b i l i t y  insurance,  d i s a b i l i t y  pensions,  r e t i r emen t  

pensions  p lu s  a n n u i t i e s .  T is def ined a s  the  sum of s o c i a l  s e c u r i t y ,  

Supplemental  S e c u r i t y  Income, r a i l r o a d  b e n e f i t s ,  v e t e r ans '  b e n e f i t s ,  

unemployment compensation, workers ' compensation, Aid t o  Fami l ies  wi th  

Dependent Chi ldren,  pub l ic  a s s i s t a n c e  , and o t h e r  t r a n s f e r s .  



1 3 ~ o r  the T var iables ,  s e l e c t i v i t y  bias is not a problem, a s  v i r  

t u a l l y  everyone i n  the sample has t ransfer  income. This is not the case 

f o r  NT, a s  s i zab le  proportions of each group did not record such income, 

a s  follows: WORK, 20 percent; OASI, 34 percent; SSDI, 47 percent. The 

p rob i t s  a r e  reported i n  Appendix Table A-1. 

1 4 ~ h e  four constructed heal th  var iables  ( ~ o b i l e ,  Worn down, S t i f f ,  and 

~ e s p i r a t o r y )  a r e  from a pr inc ipal  components analys is  on a la rge  number 

of s p e c i f i c  hea l th  problems which a r e  recorded i n  the data. For d e t a i l s  

of t h i s  construct ion,  see Haveman, Wolf e ,  and Warlick (1984 ) . 
15see note 13. 

A 

1 6 ~ h e  pos i t ive  sign indica tes  tha t  both T and NT contr ibute  posi- 

t i v e l y  to u t i l i t y  across the states and, hence, condition the choice 

among s t a t e s  f o r  a utility-maximizing individual.  

1 7 ~ h e s e  predicted numbers, and the modified choices simulated i n  the 

following discussion, a r e  b u i l t  up out  of the p robab i l i t i e s  at tached to 

each individual ' s  predicted choice from the trichotomous condit ional  

l o g i t  model. The model y ie lds  a predicted probabil i ty fo r  each of the 

WORK, OASI, and SSDI options fo r  each observation. These probabi- 

l i t i e s ,  which sum to unity f o r  each observation, a r e  weighted using the 

population weights from the sample to  y ie ld  the proportions and numbers 

shown. 

1 8 ~ h e  importance of l e i s u r e  time i n  the choice made by those i n  the 

OASI option probably explains the lower accuracy of our predict ion i n  

t h a t  case. Available hours of " true l e i su re"  is ,  of course, an unob- 

served variable.  We per iodica l ly  attempted to cons t ruct  a " true 

l e i su re"  va r i ab le  for  each of the individuals  in  each of the options, 



r e f l e c t i n g  hea l th- re la ted  maintenance needs, required t r a v e l  time to  

work, and work time. Our constructed v a r i a b l e  did not  improve the per- 

formance of the cond i t i ona l  l o g i t  model. 

1 9 ~ h e  genera l  form of the cond i t i ona l  l o g i t  model is 

where B is  an unknown parameter vec tor  and Z is  a vec tor  of obser- - -i j 

vat ions .  This  formulat ion must be used with va r i ab l e s  t h a t  vary by 
A A 

a l t e r n a t i v e s  ( i . e . ,  T and NT i n  each of the 3 opt ions) .  Under the 

a l t e r n a t i v e  assumption t h a t  the c o e f f i c i e n t ,  B , is a l t e r n a t i v e  s p e c i f i c  

( s p e c i f i c  to each option; WORK, OASI, SSDI) , the s e l e c t i o n  p r o b a b i l i t i e s  

become 

which is the multinominal l o g i t  genera l  form. Est imation of the para- 

meters i n  e i t h e r  formulat ion is c a r r i e d  ou t  by maximum l ike l ihood  

methods . 
* O ~ h e  s t i p u l a t e d  reduct ion  is i n  expected t o t a l  t r a n s f e r  income i n  

t he  OASI opt ion,  and not  a reduct ion i n  OASI b e n e f i t s  of the s t i p u l a t e d  

amount. The u n a v a i l a b i l i t y  of a s u f f i c i e n t l y  d e t a i l e d  breakdown of indi- 

v i d u a l  components of t ransf  er income to  enable p red ic t ion  equat ions to  

be es t imates  f o r  each component d i c t a t ed  t h i s  procedure. I n  the  aggre- 

g a t e ,  a 20 percent  reduct ion i n  t r a n s f e r  income i n  the OASI opt ion  is  

c o n s i s t e n t  wi th  approximately a 40 percent  reduct ion of OASI benef i t s .  



2 1 ~ h i s  simulation i s  cons i s t en t  with the proposal reported i n  the 

p res s  t h a t  an earnings supplement of $1000 i f  65, $1500 i f  66, and $2000 

i f  67 years  of age be implemented to discourage ret i rement  and the 

r e c e i p t  of OASDI and SSDI benef i t s .  

2 2 ~ h e  $573 mi l l ion  savings is composed of $559 mi l l ion  i n  savings 

due to  the 20 percent  drop i n  the amount paid to those who remain on 

OASI, $25 mi l l ion  savings due to the switch of 1 percent  of p r i o r  reci-  

p i e n t s  of OASI to the WORK option, and $13 mi l l ion  increase  i n  payments 

t o  those who switch to the SSDI option. S imi lar ly  the change i n  t o t a l  

income is primari ly due to the 20 percent reduction in  payments to  those 

who remain on OASI. 

2 3 ~ o t e  t h a t  our es t imates  do not  include any behavioral responses 

(such a s  increased spouse earnings or  increased pa r t i c ipa t ion  i n  other  

t r a n s f e r  programs) f o r  those who remain in  an option even though income 

expecta t ions  have f a l l e n  i n  t h a t  option. 

240ur es t imate  is  an ext rapola t ion  based on the median earnings 

supplement of $1500. 
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