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SOME POLICYMAKERS ARE EAGER TO REPEAL THE
Social Security earnings test. They are concerned that
the test, which reduces benefits when recipients’
wages exceed set limits, discourages able-bodied
retirees from working. However, those who propose
eliminating the test—including President Clinton,
Senator Moynihan, and members of the National
Commission on Retirement Policy—seldom address
an important detail: the existence of a second earn-
ings test. Over the years, an earnings test for early
retirees was developed to accompany the test for
those who retire at the normal age. Reforms that
focus on one test to the exclusion of the other are
likely to yield results contrary to those intended. 

Past reforms and current proposals focus almost
exclusively on the original earnings test. That test,
which has existed in one form or another since
Social Security began, was designed partly to limit
retirees’ work so that more jobs could be made
available to younger workers. In 1950, this test
had an earnings threshold equivalent to $1,212 in
today’s dollars and applied to everyone over age 65
(figure 1a). Because of grassroots pressure, this
threshold was gradually liberalized. Today, the origi-

nal test reduces benefits by $1 for every $3 earned
over a $15,500 threshold and applies to people who
retire between the ages of 65 and 69. There is no
earnings test for retirees over 70. 

After the adoption by the early 1960s of a retire-
ment option that allowed people to stop working at
age 62, another earnings test was developed.
Policymakers reasoned that if younger retirees
received more Social Security benefits over the course
of their longer retirement, then the liberalized thresh-
olds should not extend to them. Currently, this test
reduces benefits for early retirees by $1 for every $2
of earnings above a threshold of $9,600. 

Making room in the labor market for young work-
ers is not the perceived problem today that it was in
the past. In addition, adult employment rates are
scheduled to decline significantly in the future.*  To
encourage people to remain in the labor market, pol-
icymakers have attempted recently to ease the per-
ceived work disincentive associated with the original
earnings test. Over the years, the benefit reduction
rate has been lowered (it used to be $1 for every $2
of earnings), and the amount of exempt earnings has
been increased significantly (it will almost double, to
$30,000, by 2002) (figure 1b).  

Unfortunately, policymakers are focusing their
reform efforts on the original earnings test and over-
looking the far-reaching implications of the second
test. Because 80 percent of retirees file for benefits
before reaching age 65, most retirees would be sub-
ject to the second test before ever encountering the
original test.  If the second test’s lower earnings
threshold and higher benefit reduction persuade
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*See Straight Talk on Social Security and Retirement
Policy No. 2 (June 30, 1999).
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retirees to sever ties with the labor market in their
early retirement years, enticing them back with a
more lenient earnings test once they turn 65 will be
difficult. 

Other reforms to Social Security are further
increasing the number of individuals affected by
the second earnings test—and decreasing those
subject to the original test. For example, under
current law, raising the normal retirement age to
67 (to be phased in by 2027) will make recipients
age 65 and 66 subject to the second test; the orig-
inal test will apply only to those between age 67
and 69. Figure 1c shows the effect these reforms
have on both tests: The share of recipients subject
to the second test increases as the original test’s
influence diminishes. If, as some policymakers
suggest, the normal retirement age is increased to
age 70 (either directly or by indexing the retire-
ment age to accommodate longer life expectancy),
the original earnings test would become obsolete
(figure 1d). 

By focusing reform efforts on the original earn-
ings test almost to the exclusion of the second test,
policymakers may be missing the boat. Those who
claim they want to reform the earnings test with-
out specifying which test might find themselves
accomplishing something very different from what
they set out to do.
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Notes: Earnings are expressed in current dollars. Changes in benefit
reduction rates for the two earnings tests are not shown.
*Indexed for increases in average wages.
**Indexed for increases in average wages after 2002.
✝Current proposals raise the normal retirement age to 70 either
directly or by indexing it to increases in life expectancy.
Assumes that the early retirement age remains 62 and the age at
which the earnings test no longer applies remains 70.
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