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Abstract

This paperuseghefirst threewavesof theHealthandRetiremenSurney (HRS)to investigatehedeter
minantsof laborforce statusamongolder Americans . Usingtransitionsat two-yearintervalswe find that
afterbeingretiredor unemplyed,thosewho areactively searchindgor ajob have a higherprobability of
returningto work. We alsofind thatbeingin goodphysicaland mentalhealth—measuredy objective
andsubjectve variables—increaseshe chanceof becomingemployed, asdoeshaving workedin the
lasttwelve months.Thosewho arereceving disability paymentsarelesslik ely to make this transition.
If we focuson thosewho are married,we find a preferenceor joint leisurethroughthe influenceof
the labor force status,healthand age of the respondens partneron the transitiondecisions. We in-
vestigatetransitionsin andout of employmentandself-emplgyment,andfor subsamplesf malesand
females.Using monthly employmentdummiesfor the period1989-97 we analyzemonthly, quarterly
semi-annuahndannualtransitionsandfind thatmostof our conclusionsareindependenbf the period-
icity but thatthe effectsof thevariablesvary acrossspecifications.
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1 Intr oduction

This paperpresentsan empirical analysisof the determinantf labor force statusin the Healthand Re-
tirementStudy (HRS). The HRS is a large, longitudinalsurwey thatfollows a cohort,ages51 to 61 as of
1992/93,andtheir spousesfrom pre-retirementnto retirement.lt is speciallydesignedo track the labor
market behaior of older Americansandtheir healthstatus.

Laborforcetransitionshave beenthe objectof a considerablewumberof studiesandthey will continue
to beasbetterdatasetsbecomeavailableandinterestincreasesn theevolution of thelabormarket behaior
of olderworkers,in largepartdueto its policy implicationsin thecurrentdebateonthefutureandthereform
of the AmericanPensiorandSocialSecuritySystems.

A significantnumberof studieshave usedthe Retirementand History Suney (RHS) asthe basisfor
their empiricalwork. The RHS s alongitudinalsurney of menandsinglewomenagess8to 63 asof 1969
thatfollowedrespondentapto 1979.Rust(1990),Blau (1994)andRustandPhelan(1997)focuson males,
Blau (1997and1998)studiesmarriedcouplesandPozzeborandMitchell (1989)restricttheir attentionto
marriedwomen. PeracchendWelch (1994)usethe CurrentPopulationSurwey (CPS)to studylaborforce
transitionsof malesandfemalesfrom 1968to 1991,andHurd (1990a)usesthe New BeneficiarySurey
(NBS) to analyzethejoint retirementdecisionof husbandsindwives.

The availability of the HRS hasfostereda newv wave of empiricalwork in this area,respondingo the
needto updatethe sourcef datain a time of changean policy andattitudetowardsthe importanceof the
labor market behaior of older Americans.Also, the factthata majority of HRS respondentarefemales
hasallowed someresearcherso incorporatethe analysisof labor market behaior of older womeninto
their research.Hurd and McGarry (1993), Gustman Mitchell, and Steinmeier(1995), Blau and Gilleskie
(1997),Blau, Gilleskie,andSlusher(1997),Friedbeg (1997),Karoly andRogavski (1997),Rogavski and
Karoly (1997),Quinn(1998),Coile (1999),Costa(1999),andCoile andGruber(1999)areexamplesof this
research.Quinn (1998)is the only studythat usesthe threeavailable waves of the HRS aswe do in this
paper but concentratesnly onthoseemployed asof thefirst wave of interviews. Blau andRiphahn(1998)
usethe GermanSocioeconomidanelto studymarriedcouplesin Germaiy, andit is the only otherstudy
alongwith this onethatmakesuseof monthlyemplo/mentindicators!

This papercontritutesto theliteraturein severalways:

e Thisis oneof thefirst paperdo useall threewavesof theHRSto analyzethelatestevidenceontrends

1 Hurd (1990b),Lumsdaine(1995), Lumsdaineand Mitchell (1998),and Currie and Madrian (1998)are excellentsurweys of
theliteratureon retirementoehaior andrelatedissues.



in retirementandlabor supplyamongthe Americanelderly
e Thisis thefirst panelstudy usingAmericandata,to trackemploymentdown to the monthlylevel.

¢ Theuseof awiderangeof health,demographi@andsocio-economigariablegprovidesamoredetailed

andupdatedpictureof the micro determinant®f laborforcetransitions.

e This papertakesa closerlook atthosemakinga reversetransitiondecisionto exploremorein depth
thanprevious literaturetheir characteristicandlabor force decisions.The Economicsof Aging has
focusednuchmoreontheretirementdecisionbut change$n demographi@andsocio-economitrends
(higherlongerity, improvementsn healthoutcomestechnologicaprogresshatcanchangehenature
of work, etc.) justify thatwe take a closerlook at the importantvariablesbehindthe decisionsof

comingbackto work afterajob displacemenspellor retirement.

e Thisis oneof thefirst papersthat analyzesmarriedpeopleseparatelyusingthe HRS, allowing for

someof the spouses variablesto have aneffect on therespondentsiecisions.

Someaggrgate variablesseemto shav that in the last two or three years,as the economyhasgrovn
steadilyandunemplymentrateshase gonedown without triggeringinflation, older Americansout of the
labormarlet arefinding it easietto returnif they sochoosé

Figuresl and2 shav the evolution of the laborforce participationrateamongmalesandfemalesages
55 to 64, from Januaryl988to August2000basedon monthly datafrom the Bureauof Labor Statistics
(BLS). For bothgroupswe canseeanincreasen thisratein thelast3 or 4 yearsthatis sharpefor women,
confirmingahistoricaltrend,but it is alsopresenfor men,implying areversalin atrendthatstarteddecades
ago. This hasto be consideredlongwith decreasinginemplgmentratesamongthe samepopulation.We
canconcludethat peoplein theseagerangewho wantto work, have a positionalmostassuredgiven the
currenteconomicconditions® For those65 andover the participationratesaremuchlower andmorestable
in thelast10years but ashasbeennoticedrecentlyin themedia,thereis someevidencebasedn BLS data

of achangen thetrendin thelastyearsfor this agegroupaswell.*

2 Theliteraturehasalreadyreferredto the possibility of this trend. Hurd (1990b,p.631)considerghe overall rationalitybehind
apossibleincreasen laborforce participationof theelderly: “I canwell imaginethatasthelaborpool of youngemworkersshrinks,
emplgyment opportunitiesfor older workerswill expand,andthat mary will increasetheir work livesin responseo the better
jobs” Schulz(1995, p.282)arguesthat: “Without dramaticchangesn the ability of countriesto moderatebusinesscyclesand
keepunemplymentlow over the long run, theremay be little changein currentprovisionsthat encourageetirementand early
retirement. Ruhm(1996,p.100)arguesthat: “...changesn the SocialSecuritySystemwill encouragéongerwork livesasbenefits
becomdessgeneroudor futureretireestheageof “normal” retirements raised andthe penaltyfor earlyretirements increased.

3 Ruhm (1996) mentionsthe possibility that official unemplyment statisticsunderstatehe labor market problemsof older
workers,who aremorelik ely to be discourage@nddrop out of theworkforce.

4 “The New Facesof Retirement”.The New York Times,January3, 1999.
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How canwe explain this changean trend? Onepossibleexplanationis thatthe Social Securityamend-
mentsof 1983 andothermorerecentefforts to make work more appealingat the end of the life cycle are
having animpacton behaior amongtheelderly This canalsohapperasanindirectresultof thechangen
attitudetowardswork asAmericansreachtheretirementagein betterhealthandwith longerlife expectan-
cies,andasfirms seetheir workforcesagingasthe babyboomersgrow older An alternatve would beto
amguethatthisis atemporaryphenomenoudueto thetight labormarketandtheeconomiexpansiorthathas
forcedfirms to resortto lesstraditionalsourcesof workers,includingtheelderly® We cancomplementhis
lastexplanationwith the factthatthe currenttechnologicatevolution canhelp make work moreaccessible
to older workers. Self-emplgment, part-timework usingthe internet,and telecommutingare just some
examplesof theradicalchangesn the conceptof employmentthatwe will seein the future, changeghat
couldfavor theincreasen employmentamongolder Americans.

This papercannotfully addresshesessuesput with themin mind, we areableto shedight onwhether
the micro determinant®f laborforce statusamongthe Americanelderly have changedn the lastdecade.
The changein trendobsered in Figure 1 justifies our interestin learningmore aboutwhat affects labor
market decisionsnow thatwe have accesgo very rich dataon this population. The reducedorm natureof
ouranalysismalkesit anexploratoryeffort contrituting to theunderstandingf laborforcetransitionsof this
populationwith aricherandupdatediataset.

Our empirical resultsshav that amongthe non-emplged, thosewho have healthinsuranceare less
likely to returnto work, revealinga “spike” at age62 anda 65+ effect, especiallyamongmen® Among
the employed, thosewith accesdo retireehealthinsuranceare morelikely to leave the workforce, with
the ageeffectspeakingat age63-64/ Theseresultsareconsistentith Blau andGilleskie (1997)who use
the samedatasetbut restrictattentionto malerespondentin the first two wavesof the suney, andusea
somavhat controversial characterizatiorof the transitionperiods;andwith Karoly and Rogavski (1997)
thatconcentraton menandonly on the retirementdecision. The resultscanalsobe reconciledwith those
of RustandPhelan(1997),limited by the fact thatthey build a structuralmodelincorporatingthe Social
Securityincentves,anapproacheyondthe scopeof this study

Ourresultsonthe effectsof healthstatusarefairly standardthatis, thosewith healthproblemsareless

5 The National Council on Aging launchedduring 1998the “100,000jobs Campaign’thataimsat placingthatmary workers
age50 or olderduringthe next five years.Many major Americanemplo/ersareparticipantsn the campaign.This canhelp malke
thisincreasen demandalesstemporaryone.

6 We have groupedherethoserespondentsige 65 with thoseover 65 becausef the small numberof respondentin either
group. We caninterpretthis 65+ effect asreflectingthe factthatindividuals startreceving S.S.benefitsandbecomeeligible for
public healthinsurancehroughMedicareafterreachingage65s.

7 Theseeffectsprobablyincludetheinfluenceof the COBRA legislationthatrequiresfirms of a certainsizeto provide contin-
uationof healthbenefitsfor amaximumperiodof 18 monthsonceemplo/eesleave thefirm.



likely to returnto work andmorelikely to leave work. We usea wide variety of objectve andsubjectves
measuresneasuresf actiities of daily living (ADLS), instrumentahctvities of daily living (IADLs), and
cognitionvariables. The effect of marriageis alsoconsistenwith the resultsof Blau (1994)andPeracchi
andWelch(1994),shaving significantdifferencebetweermalesandfemales Marriedmenaremorelikely

to returnto work andlesslikely to leave the workforce,while the oppositeis true for marriedwomen. We

find thateducationvariableshave a small effect andarerarely significantin the transitiondecisions.This

differsfrom theresultsof PeracchandWelch (1994),but is consistentvith the smalleffectsfound by Blau

(1994). Thisis not surprisingsincewe arecontrolling for a largerarrayof variablesin which educations

left with almostno explanatorypower.

An importantand original resultis the relevanceof the job searchbehaior of the respondentn the
re-entrydecision.Thosewho weresearchingor ajob in the monthprior to theinterviev weremuchmore
likely to be successful.This resultcontrastsvith Rust(1990),who did not find a significanteffect of the
searchinglecisionon the probability of finding ajob afterwards.We will shawv thatthis resultis notmerely
spuriousandtestthe exogeneityof this variablein our sampleof non-emplged respondents.

We alsoanalyzemarriedpeopleseparatelyandfind thatthe influenceof the spouses labor status,age
andhealthontherespondentsiecisionsanbeinterpretectitherasa complementarityf time effect, or for
thosenon-emplged, asa preferencdor joint leisure. This resultis consistentvith PozzeborandMitchell
(1989),Hurd (1990a),Blau (1998),andBlau andRiphahn(1998).

An importantcontritution of this paperis the estimationof shorttransitionsusingmonthlyemplo/ment
dummies. We calculatemonthly, quarterly semi-annuabnd annualtransitionsin addition to the more
commonsuney to surey transitions.This givesusasensef someof thedynamiceffectsof theexplanatory
variablesand canbe interpretedasa testof our resultsusingthe traditional biennial transitions. Most of
the significantvariableshave strongereffectsfor the shortertransitions,implying thatthe estimatesusing
longertime periodscouldrepresent lower boundfor thetrue effect of somevariables.

In the next sectionwe presenthe datausedin this studyanddiscussts limitations andpotentialprob-
lems,aswell asits strengthdor the purpose®f our researchln sectionthreewe presentandanalyzethe

empiricalresults.Sectionfour concludesandoffers somesuggestiongor furtherresearch.

2 Data and Summary Statistics

Thedatausedin this paperis from the HealthandRetiremenStudy (HRS). The HRS s anationallyrepre-
sentatve longitudinalsuney of 7,700householdfieadedyy anindividual ages51to 61 asof wave 1. The



primary purposeof the HRSis to studythelaborforcetransitionsbetweerwork andretirementwith partic-
ularemphasi®n source®f retiremenincomeandhealthcareneedslt is asuney conductedy the Suney
ResearciCenter(SRC)at the Universityof Michiganandfundedby the Nationallnstituteon Aging 2 Upto
now dataof thefirst four wavesof thesurey areavailable,andin this paperwe will considerthefirst three.
We work with 12,652respondentfrom wave 1 of the datacollectedin 1992and1993,11,596respondents
from wave 2 collectedmainlyin 1994,and10,970respondentirom wave 3, collectedduring1996andJan-
uaryof 1997. Thelasttwo waveswereconductedy phoneusingthe computerassistedechnology(CATI)
which allows for muchbettercontrolof the skip patternsandreducesecallerrors.

Deathandattrition have reducedhe numberof participantsn the surwey. This cancreatesomeselec-
tivity issueghatwe assumeway in our estimations Additional individuals,who have beenincluded,have
enteredhesuney lateron mainly asspouse®f previousrespondentsWe will restrictourattentionto those
age50 andover giventhe objectives of this paper Thevariablesusedin this studyarethe resultof several
programghatcalculatethe hoursof work, earningsemplo/menthistory wealth,income,healthstatusand
severalotherrelevantvariablesor therespondenof thethreewaves. Thehardestaskhasbeento construct
theemploymenthistoriesof therespondents-ortunately the suney wasdesignedwith thisin mind, but the
compleity of the skip patternandthe multiplicity of differentemploymenthistoriesover the threewaves
hasmadeour work a time consumingone. In the employmenthistoriesof therespondentsve definethree

states:

¢ Employed: worksfor someoneeslseandrecevesa salaryor wage. In general this cateyory hasthe

highestproportionof respondents.

o Sef-employed: worksfor him/herselireceving asalary profitsor evennothing. Theseparatanalysis
of theserespondentss fairly new in theliterature.We have decidedto differentiatethemfrom those
employedfor athird party becauséhosewho areself-emplyed have fairly differentcharacteristics
from thoseworking for a compary, asshavn belov, andwe conjecturedthat this could resultin

obscuringsomeof the estimatiorresults’

¢ Non-employed: doesnotdo ary work for pay We includein this cateyory peoplewho areout of the

laborforce,in the senseahatthey arenot necessarilyooking for ajob.1°

8 SeeJusterandSuzman(1995),alsoGustmanMitchell andSteinmeie(1994and1995)or the HRSwebpage.

9 Wewill seein thenext sectionthatsomevariableshave differenteffectsfor emploedandself-emplyedindividuals,justifying
thesplitting of the sample Also theempiricaltransitionprobabilitiesfrom oneemplo/mentstateto anothershav differentpatterns
for emplo/eesandself-emplyedindividuals.

10 This laborforce statusis comparableto the oneusedin the literature. However, PeracchiandWelch (1994)includein this



We have flaggedthe respondentappropriatelyto know their trajectoriesup to wave 3 or their last surey
interview. Although we usethe threewaves of data, we only have two decisionmaking periods. Our
datawill assumehatthe respondentsnake labor force decisionsat eachinterview, given their statusand
characteristicat thattime. Theresultsof thesedecisionscanthenbe measuredn the next intervien. We
canidentify this approximatehtwo-yearperiodasa problem,sincearespondens statusn thenext waveis
somehwv aresultof hisdecisionsandcharacteristicévo yearsago,but it alsodepend®nmary otherevents
thathave occurredn themeantime . To avoid this problemwe have alsorun monthly quarterly semi-annual
andannualtransitionsfrom the dateof theintervien. We will presentheresultsandwe will comparehem
with thesuney to suney transitions.

Thedatafor therespondent&eremeigedfrom wave 3 backwardsto waves2 andl, andwe constructea
setof consistentariableson differentsourcesf income wealth,healthandsocio-economicharacteristics
that were assignedo eachdecisionmaler appropriately We work with a sampleof more than 20,000
person/perio@bserations. We assumehateachindividual makesat mostonedecisionin wave 1 andone
in wave 2. Thereforeeachrespondentanhave a maximumof two decisionsdependingon whetherwe
have beenableto follow him or herthroughthe subsequentvaves.

For our estimationpurposesve have broken down this sampleinto sub-samplest-or example,the sub-
sampleof thosenon-emplged in ary of the two waveshas7,117obserations,that of the self-emplyed
has2,3930bserationsandthat of the employed 10,2590bsenations. We divided our sub-samplefurther,
constructingsmallerdatasetsfor malesandfemalesfor eachsub-sampleThis allows usto analyzesepa-
rately malesandfemalesto uncover relevantdifferencesandsimilarities. It is interestingto emphasizehat
femalesoutnumberednalesin the samplef non-emplged andemplo/ed, andmenweremorenumerous
amongthe self-emplyed. We alsocreatesub-samplesf marriedrespondentso analyzethat population
separatelyTablel, panelsA to C offer meansandstandardieviationsof mostof the variablesusedfor the
threemainsub-samples.

The sampleof non-emplged comparedvith the whole samplehasrespondentsvith lower educational
level, lower family andpersonalncomelevelsin theyearbeforetheinterview, a higherproportionof them
receves HealthInsurancecoveragefrom the government,anda lower proportionfrom pastemployersor
their's spousegmplo/ers. They arein worsehealthby ary measureandthey have workedmuchlessduring
theyearprior to theinterview. If we concentraten the reversetransitionergnot shavn) we seethatthey

are younger they have higherincomelevels, and fewer of themreceve disability paymentsor consider

catgyory only thoseout of thelaborforce,andincludethoseunemplgedin thefull-time andpart-timecatgory dependingn their
searchinglecision.This allows themto introducea variablethat controlsfor unemplgmentstatus.



themselesretired. A muchhigherproportionof thosethat returnto work was searchingor a job in the
monthbeforetheintervien, anda higherproportionleft their lastjob becausehey quit or werefired. They
arealsoin betterhealththanthe averagenon-emplged.

The sub-samplef self-emplgyed is white, male, married,and more educatedhanthe whole sample.
They have higherincomeandwealthlevels. They worked morein the yearbeforethe interviev andthey
arein betterhealth. Among the sub-samplef emplg/ed, it is worth concentratingon the transitionergo
non-emplgment(not shavn) who tendto be older, in worsehealth,with lower incomelevelsanda lower

proportionof themexpectto work afterreachingage62.

3 Estimation Results

In this sectionwe first presenempiricaltransitionprobabilitiesto compardaborforce statusof therespon-
dentsin differentperiods.We thenreportthe multinomiallogit estimate®f the suney to surey transitions
out of the differentlabor force statusand also the binomial logit resultsof the shortertransitions. We
will presenbonly our preferredspecificationandonly summarytablesof the shortertransitions but other

specificationg@ndthe binomiallogits areavailableuponrequest.

3.1 Empirical Transition Probabilities

The transitionprobability for movementfrom stateA to stateB is the numberof respondentshat moved
from thefirst stateto the secondbetweerthetwo periodsof analysisdivided by the total numberin stateA
in thefirst period. Herewe areonly consideringhoserespondentthatappeain bothwaves.In oursample
we canlook at transitionprobabilitiesfrom wave 1 to wave 2 andfrom wave 2 to wave 3. In Table2 we
shawv thesematricesfor transitionsbetweersuney waves.

FromTable2 thefirstimportantissueto consideris thatcomingbackto work is fairly commonamong
this populationthereis, regardlessof the sampleandperiod,morethan11% probability thatif a personis
non-emplgedin the previouswave he/shewill have ajob in the next wave, with amuchhigherprobability
for transitionsnto employmentthaninto self-emplyment.

PanelsA andB shav the empiricaltransitionprobabilitiesfor menandwomen, respectrely, from wave
1 to wave 2. PanelsC andD shav the samefor transitionsbetweenwave 2 andwave 3. The comparison
acrossperiodsrevealsvery similar transitionsprobabilities,with a slightly higherprobability of becoming
employed afterthe secondwave for men.

ComparingpanelsA and B we seethat the probability for self-emplyed womenof becomingnon-



emplo/edis clearlylargerthanfor menwho have a muchhigherprobability of keepworking at their busi-
nesses.The situationreverseswhenit comesto leave emplgyment: womenhave a higher probability of
keepingtheir jobsanda lower probability of becomingself-emplged. Again, this differencepatternjusti-
fieshaving splittedthe samplebetweeremplo/eesandself-emplyed respondentsT he probabilitiesout of
non-emplgmentarequite similar, with slightly higherprobabilityfor womenof stayingout of work.

ComparingpanelsC andD we canseeagainthatfemaleshadamuchhigherprobability of leaving work
if they were self-emplyed—the probability increased 2 percentageoints, a very significantdifference.
Onthe otherhand,in the caseof transitionsout of employment, womenhave transitionprobabilitiesvery
similar to thoseof men. The higherpersistencef non-emplgmentamongwomenis maintainedn these
panels.

Anotherinterestingresultthatis true both for menandwomenis thatit is morelikely to becomeself-
emploedif youwerenon-emplged in the previousinterview thanif you wereandemplo/ee,suggesting
that being out of work might foster other things equaland comparatiely to being and emplg/ee, that

individualsdecideto setup their own business.

3.2 Transitions from non-employment to self-employment and employment

We presenthere the estimationresultsfor the non-emplged, trying to uncover the importantvariables
affectingthedecisionto returnto work eitherasemplo/eeor asself-emplged. Thisis thespecificatiorthat
we will considemmorein detailasbeingtheonelessstudiedin theliterature.

Table3 presentsheregressiorcoeficientsof the Multinomial logit modelusingMaximum Lik elihood
for the transitionsfrom non-emplgmentto self-emplgment and employment, and their standarderrors
adjustingfor heterocedasticitf\White’s SE). The basecaseis remainingnon-emplged. We alsoincludeat
the bottomof eachcolumnthe averagelog likelihoodandthe numberof obserationsfor thatspecification.
Thistablehassix setsof resultssincewe reportthreedifferentspecificationsandthe coeficientsfor thetwo
transitionchoicesareincluded. Thefirst sectionof the tablerefersto thetransitionsfrom non-emplgment
to self-emplgment,andthe secondefersto thetransitionsto emplo/ment.

We include mary independentariables,up to 34, obtaininga goodfit. A high proportionof them
aresignificant,the majority at the 5% level or better We have includedagerangedummiesto capturethe
differentageeffects(includingdummiedor agess2 and65+to captureheearlyretirement'spike” thathave
beenstudiedn theliteratureandthe S.S.andMedicareeffectfor those65 yearsof ageor older),andtheones
presentedrewith respecto thedummyfor thoseunder55. We have alsoincludedinteractiorntermsbetween

the agedummiesand a dummy that takes the value 1 if respondent$iave healthinsurancefrom a past



employer or their spouses emplo/er. Herewe canseethatbeing62 or 65 andinsuredclearly decreasethe
probability of makinga reversetransition,especiallyinto emplg/ment. We alsoincludea dummythattakes
thevalue 1l if the respondentfiave governmenthealthinsurancecoverage,this decreaseghe probability
of making a transition, especiallyinto self-emplgyment, as a matterof factit is not significantfor the
transitionsto employment, supportingour ideathatthe determinant®f the transitionsto self-emplgment
andemplo/mentcanbe different.

Therearerelatively few respondentin the 62 to 65 agerangeamongthe reversetransitionersaround
20%of thespellsbackto work comefrom theserespondentdyut consideringhataroundl6%of our sample
is in that agerangeindicatessomeunconditionalpropensityamongthis group. Most of themhave access
to retireehealthinsuranceaswell. Basedon analyzingthe characteristic®f the transitionergnot on the
estimationresults)thosethat returnat 65 or over tendto be marriedand malein a lower proportionwith
respecto thosethat staynon-emplged in the sameagerange,but in generalareolder thantheir spouses,
13 yearsolder versusll for the non-transitionersandreceve retiree healthinsurance(especiallyhealth
insurancepaid by the emplgyer) andgovernmenthealthinsurancen a lower proportion. Thosethatreturn
to work at age62 tendto be male, marriedandwhite in a higherproportionthannon-transitionersit the
sameage. They alsotendto be olderthantheir spousedy around2 years,comparewith around9 months
for thosethat stay non-emplged. The biggestdifferencebetweentransitionersand non-transitionerf
age62 is thatthosethatchangdaborforce statusreceve healthinsurancdrom the governmentin a much
lower proportion. Only around5% of transitionergeceve this kind of insuranceversusabout30% of the
non-transitioners.

The analysisof the effects of healthinsuranceon labor force decisionsof the elderly is animportant
issue,andour resultsareconsistentvith thoseof Blau andGilleskie (1997)who alsousethe HRS but only
thefirst two wavesof thesurey andconcentrat®nly onmalesage51to 61 asof wave 1. Ourresultsarealso
consistentvith RustandPhelan(1997)who identify a groupof “healthinsuranceconstrained’individuals
that needto wait until they have accesgo governmenthealthinsuranceo retire. Thoseindividualsseem
alsolesslikely to returnto work 11

A dummyvariablethatis 1 if the decisionis madein wave 2 is negatively relatedto the decisionof
changingaborforce statusmeaninghatdecidingin the secondvave, 1994/95 impliesalower probability
of returningto work, proxyingfor somebusinesxycle effect. However, this dummyis only significantfor

thetransitiongo self-emplymentandonly for women.

11 For areview of theliteratureon the effectsof healthinsuranceon the labor market outcomef older peopleseeCurrieand
Madrian(1998)andthediscussiorin Lumsdaing1995).



On the other hand, the effect of marriageis consistentwith Blau (1994) and Peracchiand Welch
(1994)1? Married menare morelikely to returnto work asemployeesbut marriedwomenhave a lower
probabilityof makingthistransition. This mightbereflectingthetraditionalrole of womenin thehousehold
amongthis population.This effect doesnot appeain thetransitionsto self-emplyment.

Anothervery importantvariablein this estimation,andin factacrossall specificationsis Sear chj, a
dummythattakesthevaluel for thosewho weresearchingor ajob duringthe monthbeforetheinterview.
The coeficientis very large andsignificantfor thetransitionsto employment, meaningthatthe probability
of returningto work increasesharplyif the individual is actually searchingfor a job. In the transitions
to self-emplymentthe variableis lessimportant,and only significantfor males. This is plausibleif we
believe that establishingopnes own businesds a decisionthat dependdesson one’s willingnessto search
for ajob. Thisfactalsoreinforcesour decisionto split the sampleof working respondentsto emplo/ees
andself-emplyedindividuals.

This resultmight seemobvious, after all if a personis not searchingor a job the chancesf finding
onearevery slim. However, we have to considerthatthis variablecanbe makingthe distinctionbetween
unemplgedandoutof thelaborforceindividuals,andalsofor the businesxycle effect, in the sensehatif
apersoris searchingandtheeconomyis doingrelatively well, thechance®f actuallyfindingajob increase
sharply Unemplymentratesareat recordlows amongthis population,which meansthat almostarnyone
who wantsto work findsajob. This contrastsn aninterestingway with the developmentsn Europewhere
giventhecurrenteconomicconditions we conjectureghata searchvariableof thetypeusedherewould have
amuchsmallereffect.

As canbeseernfrom thetable,this variableis very robustacrossamplesandspecificationgndtherefore
it is a very good predictorof the decisionsto returnto work, even after controlling for a wide rangeof
variables. We interpretour finding of the importanceof the searchvariableamongthis populationasa
confirmationof the mainresultin Flinn and Heckman(1983), that is, that unemplgmentand out of the
labor force are behaiorally distinct labor force states. They obtain this resultusing a small dataset of
youngmen. We find thatthe distinctionbetweenhesetwo statess alsomeaningfulfor olderindividuals,
in the sensethat the searchdecision(the variablethat we chooseto ultimately distinguishbetweenthese
two stateshasanlarge effect on the probability of finding ajob. This resultis somevhatdifferentfrom the
resultsreportedby Rust(1990)usingthe DynamicProgrammingnodel,wheretheintentionto work hada

very smallex-postprobabilityof becomingrue. TheseresultswereobtainedusingRHS dataonly for males

12 However, theseauthorsonly considertransitionsinto part-timeor full-time jobs, not making the distinction betweenself-
emplgymentandemplo/ment,this therefore gualifiesour comparisonsAlso, Blau (1994)concentratesnly onmen.
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andlessdirectsearchvariableswhich maybesubjectto highermeasuremergrror'3

However, we have to acknavledgethe possibleendogeneityof Sear chj . The respondens searching
decisioncanbecorrelatedvith unobserablesthatmalke thatpersormorelikely to find ajob, resultingin an
upwardbiasof ourestimatadueto this spuriouscorrelation.We arguethatthis biasis nottoolarge giventhat
we arealreadycontrollingfor acomprehense arrayof characteristicef therespondents-urthermorewe
testthe exogeneityof the searchinglecision following Heckman(1978),by usinga bivariateprobit model
of the decisionto changelabor force statusand the decisionto searchfor a job. In this setup, testing
for exogeneityreducedo testingthe independencef the probit equations.The LagrangeMultiplier test
statisticis 0.01699,and sinceit follows a x? distritution with one degree of freedom,we cannotreject
the null hypothesisof independencef the probit equationsor equivalently the exogeneityof our search
decisiont* This importantresultdeseresfurther attentionanda more preciselook at the determinantof
the searchingactiity. Thisis partof our ongoingresearch?

Receving disability paymentsdecreasethe probability of making a reversetransition. This resultis
only significantfor femalesandreflectsthe factthatthosereceving disability have major healthproblems
andalsothefactthatthey canonly work duringatrial period,otherwisethey losetheir benefits.

Personalincomeis positively and significantly relatedwith the decisionof returningto work asan
emplo/ee. This couldseema puzzle but it might meanthatthosepeoplewhowereearningmorefrom their
previous jobs have morepressurdo find a job, sincetheir familieshave grown accustomedo their living
standardsRust(1989)considersncome(andwealth)asa proxy for unobseredjob skills whichmaymake
the worker more employable. This could also meanthat individuals working continuouslybeforeexiting
work, andthereforeearningmorethanthosedisplacedor longerperiods, have higherchancef finding a
job if they needone. Thatis why we introducethe variableMont hp, thatreflectsthe proportionof months
worked in the twelve monthsprior to the intervien. This variableis significantfor both the transitions
into self-emplymentandthetransitionsnto employment,andthe coeficient is higherfor thosebecoming
employees. This is consistentacrossall specificationdor the respondentbecomingemplo/ed, and also
consistentvith theliteratureon the persisteneffectsof job displacement.

Receving pensionss negatively relatedwith becomingself-emplgedor emplo/ed,somethingve could
expect. Net wealthis positively relatedto the decisionof becomingself-emplyed, but the coeficient

arenot significant. However, it is negatively relatedand significantfor the decisionof emplo/ment, and

13 Rustusestwo variables:the self-reportecplannechoursof work in the yearfollowing the suney andthe actualhoursworked
in theyearfollowing the surwey.

14 AppendixA explainsin detailthe constructiorof thetest,shaving alsothe probitresults.

15 SeeBeritez-Siha (2000).
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robustacrossmostspecifications® Thisis consistentvith Blau (1994)who foundthathigherassetsvere
associatewvith adecreasede-entryrate. Also consistentvith Blau (1994)wefind thatwhitesarelesslikely
to male reversetransitions.

Healthvariablesarealsoquiteimportantandin generahegatvely relatedwith the decisionto returnto
work. This agreeswith the literature,Rust(1990),Blau (1994),RustandPhelan(1997),Blau et al. (1997)
andQuinn(1998)find comparableffects!’” Themostimportanthealthvariablesfor thedecisionto become
self-emplyedarethedummiedor having ahealthlimitation thatpreventswork, having highbloodpressure
andpsychologicaproblems'® For the decisionto becomeemployed, having difficulty readinga maphasa
negatie effect, andhaving a healthlimitation thatpreventswork doesaswell. We alsoincludea cognition
variable,constructedrom the resultsof a memorytest. This variableis a numberbetween0 and 20 and
reflectsthe numberof wordsthatrespondentsould rememberout of a list readto them20 minutesearlier
This variableis positive andsignificantfor thetransitionto emplg/ment.

Anotherinterestingspecifications shavn in Table4, which usesa sub-samplef marriedrespondents,
includinga dummyvariablethatis 1 if theresponden$ spouseavasnon-emplged at thetime of theinter
view. We alsoincludethe differencebetweenthe spousesages,a variablethat wasfound to be relevant
amongmarriedwomenin PozzeborandMitchell (1989),andthe healthstatusof the spouseavariableused
in theliterature!®

Thesevariablescould potentiallycapturesomeissuesof preferencdor joint leisureor the complemen-
tarity of time spentin andout of the labor market. The factthatthe respondens$ spouseor partnerwas
non-emplgedsignificantlydecreaseémoreclearlyfor returningasanemplgee)the probability of return-
ing to work. This agreeswith BlauandRiphahn(1998)andBlau (1998).

If arespondens spousehasa healthlimitation that limits work, he or sheis morelikely to returnto

work asself-emplged, which is only significantfor womenandit is not significantfor the transitioninto

16 This is aninterestingresultgiven thatthis revealsaninterestingeffect of animportantvariablelike currentnetwealthon the
typeof emplgymentanindividual takes. Giving usa bettersensevhy is it worth splitting the way we have the sampleof worker.

17 Theeffect of healthvariableson labormarket decisionshasbeen andstill is, atthe centerof a controversialdebateon theuse
of self-reportedandobjective variablesn behaioral models.Thepossibleendogeneityf theregressorgoupledwith measurement
error couldleadto substantiabiasesin the coeficientsof interest. Most of the debatehasconcentrate@n the effect of healthon
theretirementdecision but the extensionof the amgumentgo the decisionof returningto work is straightforvard. We have tested
theexogeneityof the self-reportechealthmeasuresvith respecto thedecisionof returningto work with the samemodelwe tested
the exogeneityhypothesidor the searchdecisionandagainfoundno evidenceof endogeneityf ary of thesemeasuresThe effect
of healthvariabless importantbut doesnot seemto be overstatedlueto a supposeaendeny of therespondentto rationalizetheir
problemsin thelabormarket usingtheir healthcondition.

18 The psychologicabroblemdummyhasthe correctsignin mostspecificationsn this andin the otherestimationsusingthe
othertwo sub-samplesTheseresultssupportprevious literaturemore focusedon the specificeffects of thesekinds of problems.
SeeCurrieandMadrian(1998,p.11)for asuney.

19 The differencebetweerthe spousesagesis calculateddifferently here. PozzeborandMitchell subtracthe wife’s agefrom
thehusbands. We subtracthe spouses or partners agefrom therespondens, regardlesf the sex.
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employment. Thisis in generalagreementvith Blau andRiphahn(1998),consideringhatthey controlfor
theinteractionbetweerthe healthandlabor statusof the spouse.

The differenceof agesis positvely and significantly relatedwith the transitionto employment, and
giventhedifferentcharacterizationf this variable,it is consistentvith theresultsin PozzeborandMitchell
(1989). They find, usinga sub-samplef marriedwomen,thatwhenthe wife is youngerthanthe husband
shetendsto retire earlier againmaybeproxyingfor somesortof joint laborforce participationdecision.In
our case high agedifferencereflectsthattherespondenis older, andin this caseis morelikely to returnto
work.

Theseresultsareimportantandconsistenwith Hurd (1990a)andprobablyproxy for thefactthatolder
peopleseemto malke joint laborforce participationdecisionswith a biastowardspreferringdecisionghat
allow themto spendtime together or that take into accountthe spouses characteristicsn the decision
making process.We estimatethis very samemodelwith a sub-sampleof youngerrespondentsrying to
seeif this sign could reverseamongthem. We find thatthe variablebecamensignificantandthat for that
populationthe othercovariatesdid a goodenoughjob explainingthedecisions A dynamicgamein amore
theoreticallychagedmodelthattriesto take into accounthedifferentvalueof onemoreperiodof work for
bothpartnerswvould be neededo analyzethis questionin full andis definitelyhighin our researctagenda.

The directcomparisorbetweermalesandfemalesrevealsthatthe importantvariablesremainsimilar,
with the clearimportanceof agedummieswheninteractedwith insurancestatus. The searchvariableand
having a healthlimitation have the samesignsmentionedabore. Theproportionof working monthsis more
importantfor womenandreceving pensionshasa strongernegatie effect for womenin the decisionto
returnasself-emplged.

It is worth mentioningthellittle significanceacrossthe boardof educatiorvariables.Oncewe control
for alarge numberof characteristicthey areleft with relatively little explanatorypower. This contrastsvith
PeracchandWelch (1994)who find thateducations a goodpredictorof transitionsbut is moreagreement

with Blau (1994)who findsvery smalleffectsof educatiorvariables.

3.3 Transitions from non-employment to employment: shorter transitions

Oneof the importantcontrilutions of this paperis the useof monthly employmentindicatorsto estimate
shortertransitions. Most of the literature usesthe surey to surwey transitions,but several authorshave
emphasizethattheidealsituationwould beto have finertime periods.Blau (1994)is ableto usequarterly
data, and recently Blau and Gilleskie (1997) and Blau et al. (1997) use one year transitions. And as

mentionedbefore,Blau andRiphahn(1998)usemonthly Germandata.
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We run binomial logit modelsfor non-emplged respondentsvith the dependentariable being the
employmentdummy variableat the differenttime intervals. We run monthly quarterly semi-annuabnd
annualtransitions,and alsothe usualbiennial transition. In this casewe cannotdistinguishbetweenem-
ploymentandself-emplgmentandwe pool theminto one catayory of emplo/ed if they hada onein the
correspondinglummyvariable.We run all theseestimationdor the sub-sampl®f non-emplged andalso
for malesandfemales.We presenta summaryof resultsin Table5, only reportinga subsebf variablesbut
the specificationsreavailablefrom the authoruponrequest.

Table5 presentshreepanels.Panel A usesthe full sub-samplef non-emplged respondent§0 years
or older We reportin eachpanelthe averageprobability andthe maiginal effectsasa proportionof the
averageprobabilityfor eachestimatior??

The first importantthing to notice is that the maginal effects vary dependingon the time period of
our estimation. The effect of having a limitation that preventswork and the effect of beingmarriedare
the more stableones. The importanceof the Sear chj variableon the probability of becomingemplo/ed
seemgo be strongerfor shortertransitions,sinceit reflectssearchbehaior in a shortperiod beforethe
interviev. However, it hasa very large positive effect for the transitionto employmentregardlessof the
periodicity Thisis consistentvith our previousresults,andimpliesthatour coeficient usingthe suney to
suney transitionscould be a lower boundif we believe thatthe relevanttransitionshappenn shortertime
periods.

Theeffectof the percentagef monthsworkedin theyearprior to theinterview follows a similar pattern
andis alsoconsistentsincethe pastattachmento thelaborforce shouldhave a decreasingnfluenceonce
thepersonis outof thelabormarketfor longerperiodsof time. Theeffectsof otherimportantvariablessuch
asreceving disability paymentsr being62 andhealthinsured arealsostrongerfor theshortertransitions.

PanelsB andC reporttheresultsfor malesandfemales.The effectsarevery similar, but it is important
to notice the strongereffect for womenof the searchvariableand the labor force attachmentvariables,
especiallyfor the shortertransitions. And it is amongthem that we seelarger differencesbetweenthe
effects of the variablesusing the shortertransitionsandthe two yearresults,implying thatif we do not
considertthesefiner time intenvals we could be underestimatinghe effectsof thesevariablesfor women.

The conclusionfrom theseshorterestimationss that the variableswe identified asimportantin the

surney to surwy transitionsremainthe relevantones. However, the effectsvary significantly We mustbe

20 For continuousvariablesthe mamginal effectsarecomputedasthe averagederivative of the estimatedthoiceprobability with
respecto the variablein question. For dummyvariablesthey arethe averageof the differencebetweenthe probability with the
binaryvariablesetto 1 andthe probabilitywith the binaryvariablesetto 0.
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aware of this if we think that the relevant transitionsare the shorterones. Howevey, it is not clearwhat
the appropriateime intenal to look atis if we weretrying to reacha sharperconclusionon the effectsof
differentvariables. One might think that monthly transitionsare potentially very noisy, sincewe do not
considetthatmaybeanindividual hasa erraticlaborforcetrajectory But again,the samecanbe saidabout
the suney to suney transitionssincerespondentareintervieved at anarbitrarypointin time.

It is importantto emphasizehatour resultsareconsistentegardlesf thetime periodchosenput we
acknavledgethe needfor a dynamicperspectie to analyzethelaborforcetrajectoriesof older Americans.
Thanksto the monthly employmentindicators,we will be ableto characterizalifferent patternsof labor
forcetrajectoriesover the 1989-1997period, flaggingevery respondentlependingon his or her patternof
attachmento thelaborforce. Thiswill beanimportantcontritution to the studyof olderworkersandtheir

retirementandlabor market decisiong?

3.4 Transitions from self-employment to non-employment and employment

In Table6 we presentthe resultsfor the transitionsfrom self-emplgmentto the othertwo states. These
areresultsrarelyreportedn theliterature exceptasa subsebf thoseemplo/ed. However, aswe have seen
above it seemgo bejustifiedto split the samplein this way becauséhe effectsof the explanatoryvariables
canbedifferentfor thetwo typesof workers. Giventhatwe have fewer obserations,thefit is notasgood
andtherearenotasmary significantvariablesacrossspecifications.

Theresultsfor thefull sampleshaw thatfor transitiondrom self-emplgmentto emplgymentonly afew
variablesaresignificant.Here,having highernetwealthhasa negative effect on switchingto employment,
which probablymeansthat, otherthingsequal,if a persons businesss goingwell they have no incentve
to change. The effect of this variableis alsonegative for transitionsto non-emplgment. Having higher
wealth probably meansthat the businesss doing betterand thereforethe persons chancesf becoming
non-emplgeddecreaseonsiderablyWe find few significanthealthvariables Having difficulty stoopingis
positvely correlatedwith the transitionto emplgymentandmight be proxyingfor actiities morecommon
if the persorrunshis or herown business Having a healthlimitation thatinterfereswith the persons work
hasthe correctsignsbut it is only significantfor the transitionsto non-emplgment. Cognitionvariables
alsohave thecorrectsigns:beingin bettermentalhealthmeasuredby memoryandcognitive testsdecreases

the probability of becomingnon-emplged.

21 |nitial resultsshav that a high proportionof respondentsxhibit “normal” patterns either continuouswork or continuous
non-emplgmentalongwith differentpatternsof transitionsinto retirement.We alsoidentify animportantnumberof respondents
with lesscorventionallaborforce participationpatternsandtheir analysiss partour researclagenda.
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A very importantvariablefor the decisionto becomean emplo/ee is the proportionof monthsthat
respondentsiorked during the previous year The morethey worked, the lesslikely they wereto switch.
This is againintuitive, if we believe thatworking a lot in their own businessesneansthatthey aredoing
well andwill probablynot join anothercompary. Total hoursworked in the last yearis also negatively
relatedto exiting work, which is plausibleaswell. Having psychologicaproblemssuchasstressncreases
thechance®f leaving work, andsodoesbeingage62.

The higherthe self assessegrobability of working full time whenthey reach62 or 65 the lesslikely
they areto male a transition,proxying for the expectationof continuingwith their businessesThe male
indicator hasa negative and significanteffect for transitionsto non-emplgment, as was expectedgiven
the empiricaltransitionprobabilities,wherewomenhada much highertransitionprobability of becoming
non-emplged.

Comparingthe estimationresultsfor menandwomen,the differencebetweerthe two groupsin refer
enceto the dummyfor marital statusis interesting. For women,being marriedis positvely relatedwith
goingout of work, andnegatiely with joining acompary, while for menexactly the oppositeis true. Being
white is significantand negative for malesexiting work, and positve for becomingemployed, while for
womenraceis insignificant. The expectationsvariablecomesout significantfor men but insignificantfor
women.

If werestrictourattentionto marriedrespondentsiable7, andintroduceadummythatis 1if therespon-
dent’s spouseor partneris self-emplyed at thetime of theinterview, the probability of makinga transition
outof self-emplymentdecreasesresultthatcanbeinterpretedassupportinghe complementarityf time
hypothesis.This variable,however, is only significantfor women. We alsointroducea dummythatis 1
if the persons spousehasa healthlimitation thatlimits work. This variableis positive andsignificantfor

womenfor bothtransitions put negative andinsignificantfor men.

3.5 Transitions from employment to non-employment and self-employment

In Table 8 we presentthe resultsfor the transitionsfrom emplgymentto the othertwo states. Given that
thisis themostnumerousub-samplethe numberof significantvariabless quite high acrossspecifications,
especiallyfor thetransitionsto non-emplgment.

The effect of having accesdo retireehealthinsuranceis positive, but only significantfor males,on
the probability of exiting work, a resultconsistentwvith Karoly and Rogavski (1997). However, by also
consideringin the analysisrespondent®lder than 61 we are able to captureinterestingeffects for this

agegroup, somethingnot presentin mostof the literature. The effects of age peakat 63-64, something
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consistentwith the fact that oncerespondentseachthat agethey will not losetheir healthcoverage(for
example)if they chooseto leave the work force given the currentCOBRA laws, andthe fact that by the
next interviawv they will probablyreachthe normalretirementageandthereforehave accesgo Medicareor
Medicaid?? The maindifferencesetweerthoseage6?2 at the time of the interview thatmake a transition
andthosethat stay emplo/ed, are that the transitionersreceve healthinsurancefrom their employers or
pastemployersin alower proportion,especiallyinsurancepaid by theemployer, andin ahigherproportion
receve governmenthealthinsuranceanddisability payments.In a sensethesecharacteristicseflectless
attachmento their emplo/ersandhealthconditionsthatresultin changesn laborforce status.If we focus
on those65 and over, the transitionersare males, married,and white in a higher proportion. A higher
proportionof themrecevesgovernmenthealthinsuranceor disability paymentsandin alower proportion
have accesdo paid retireehealthinsurance. They also have, comparatrely, a lower agedifferencewith
their spouse®r partners.Theserespondentsanagainbe identifiedasthe “health insuranceconstrained”
describedy RustandPhelan(1997).

Also, receving pensionshaving a healthlimitation, psychologicabroblemsor difficulties performing
actvities of daily living have the expectedpositive impacton the transitionout of work. On the otherhand,
having worked morein the lastyearseemdo be negatively relatedwith this decisionandsodoesreporting
beingin excellentor good physicalhealthor mentalhealth. Theseresultsarein generalagreementvith
previousliterature.Theself-assessegarobability of working full time by age65 or over hasa nggative effect
onthistransition,proxyingfor generalexpectationsaboutthelaborforce attachmenof therespondent.

Thetransitionto self-emplymentpresentdesssignificantvariablesbut somevery clearresults.Being
white, male,wealthyandwith a healthlimitation significantlyincreaseshelik elihoodof startingabusiness,
andso doesexpectingto be working by age65. However, having difficulty walking multiple blocks, self-
reportingfair health,or having workedalot in the lastyeararenegatively relatedto this decision.

Looking separatel\at menandwomen,the importantvariablesarethe sameones. Someof theresults
sharperwhen looking at thesesub-sampleslike the strongeffect of being 62 or 63-64 and with retiree
healthinsuranceon thetransitionout of work, or the negative effect of the expectationgo work after65on
thesametransition.

The specificationconsideringonly marriedemplo/ees, Table 9, is againof interest. We introducea
dummythatis 1 if therespondens spousevasanemplo/eeat the time of the interview. In this case the

respondents lesslikely to exit the employment status,consistentwith our previous resultson the com-

22 |n alternatie specificationsve interactecthe agedummieswith the healthinsurancevariableandobtaineda similar pattern
of coeficientsthatleadto thevery sameinterpretation.
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plementarityof spousestime. Anotherdummythattakesthe valuel if the persons spousehasa health
limitation that limits work is positve and significantfor womenexiting work, but insignificantfor men.
This resultdiffersfrom thefindingsin PozzeborandMitchell (1989)andBlau (1998). They reportthatfor
women,the spouses healthconditionhasa negative effect on the exit rate,meaningthatrespondenttend
to delayretirement.Both groupsof researcherasethe RHS wherewomenareunderrepresentetut more
importantly they do not control for healthinsurancestatus,andin factjustify the resultas meaningthat
couplesdependon thewife’s insurancef the husbands in poorhealth,forcing the wife to stayemplo/ed.
Oncethisis controlledfor, the signschange.

Theexpectationvariableis alsoveryimportantfor this sub-samplegecreasinghe probabilityof exiting
work andincreasingthe transitionto self-emplgment, probablycharacterizingpeoplethat feel they can

continueworking for along time afterthey reachage65.

3.6 Transitions from employment to non-employment: shorter transitions

Here we turn againto analyzethe shortertransitionsusing binomial logits for the decisionto leave the
emplgymentstatus. In Table 10 we presentthe summaryresultsalong threepanels. We reportin each
tablethe averageprobability andthe mamginal effectsasa proportionof the averageprobability for each
estimation. Panel A usesthe full sub-samplef emplg/ed respondents0 yearsor older Our resultsare
consistentith the suney to suney transitionestimatesbut now someof the coeficientsarenot significant
sowe seesomeswingsin the maiginal effectsof theimportantvariables.

We canagainseethat mostvariableshave a strongereffect for the shortertransitions,exceptfor the
dummythatinteractsbeing63-64andhaving accesdo retireehealthinsurancethis effect is higherfor the
annualandtwo yeartransitionsresultdriven by men. This couldreflectthe factthatoncethe respondents
reachage63-64(62 for our femalesub-sample)hey retire at differenttime intenals, but by age65, a high
proportionof thosethatwantedto retirewill have doneso. We mustemphasizehe stability of themamginal
effect of theexpectations/ariable:the self-assessegrobability of working full time by age65is negatively
and significantly relatedto becomingnon-emplged, andits effect is very similar regardlessof the time
period of the transitionwe pick. This is expectedif we believe this variableis picking up unobserable

characteristicef therespondentthataremoreor lessstableovertime.
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4 Conclusions

In this paperwe usethe first threewaves of the HRS to add someinsightto the literatureon labor force
transitionsusinga morecurrentandcompletesourceof data. This is oneof thefirst attemptgo analyzethe
trendsin retirementandlaborsupplyamongthis populationusingall threewavesof thesurwey. Thisis also
thefirst panelstudyto trackemploymentto the monthlylevel with Americandata

We have paid specialattentionto reversetransitions somethindessstudiedthantransitionsinto retire-
ment. One of our initial concernswvasto study thesereversetransitionsin depthto verify whetherthey
have increaseddue to the healthystateof the economy andto learn more aboutthesedeterminantsn a
time that more of this kind of transitionscan be expectedfor individuals 55 andolder Severalimportant
variablesin our specificationcanbe interpretedas supportingthis trend, andthe evidencefrom the labor
force participationratesusing BLS dataseemto pointin thatdirection. We emphasizehowever, thatthis
studyconcentratesn themicro determinant®f laborforce statusanddoesnot addresshe macroeconomic
issueghatarealsoimportantin explainingthistrend.

We alsoestimatehelaborforcedecisionof marriedrespondentsncludingdummiedor thelaborforce
statusof the spousetheir agesandtheir health,andthe resultsshav a preferencdor joint leisureand/or
complementarityof time betweenspouses Theseresultsare consistentvith previous literatureusingdata
from the 19705 andearly80’s. Theanalysisof joint retirementehaior deseresspecialattentionin future
research.

It is alsoworth emphasizinghatwe usea slightly differentcharacterizatiomf laborforce statusfrom
the one usein the literature, sincewe distinguishbetweenbeing self-emplyed and being employed for
someoneelse. This makessomeof ourresultslesscomparablavith previousresearchbut atthe sametime
we investigatethis issuein muchmoredepththanprevious studiesdo, andwe find thatthanksto splitting
thesampldn thisfashionwe capturedifferenteffectsof theexplanatoryvariablesonthevarioustransitions
probabilitiesandavoid possibleoffsettingeffectsof somevariables.

We usea multinomial and a binomial logit modelfor estimatingthe decisionsto changelabor force
statusat eachinterviewv dateasanapproximationto a moreinvolved modelof thetransitionbehaior. The
reducedorm natureof our analysisuncoversinterestingrelationshipghat, however, cannotbeinterpreted
in a causalway. We run separateestimationgfor the threesub-sample®f non-emplged, emplg/ed and
self-emplyedrespondentsandalsofor morenarravly definedsub-samplesuchasmalesandfemales.

In the decisionsto returnto work the interactionof agedummieswith healthinsurancestatusreveals

a “spike” at 62 and a 65+ effect, and a negative effect on the probability of returningto work. Among
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the emplged, we find that accesdgo retiree healthinsurancehasa positive effect on the probability of
becomingnon-emplged (especiallyfor men). Theseresultsare consistentwith the importanteffects of
healthinsurancen labormarket outcomeghathave beenfoundin theliterature.

Theeffect of marriageis quiteinterestingandconsistentvith previousresearchMarried menaremore
likely to returnto work asemplo/eesandlesslikely to leave theworkforce. Theopposites truefor married
women.Healthandcognitionvariablesarealsosignificantandhave theexpectedsignsacrosspecifications,
wherebeingin worsehealthstatus by a wide variety of measureshasa negative effect on the probability
of returningto work anda positve effect on becomingnon-emplged.

One of the mostimportantandsignificantvariablespositively affecting the decisionto returnto work
(especiallyasa paid emplg/ee)is therespondens job searchdecision.We interpretthis asa variablethat
allows usto distinguishbetweerthoseout of the labor force andthosestill active in thelabor market, and
for somesortof implied businesxycle effect, sincethe willingnessto find a job hassucha strongpositive
effecton the probability of finding it, which meanghatthelabormarketis healthyenoughto accommodate
mostof thereversetransitionersTheseresultscontraswith previousresultsin theliteraturethatdid notfind
asignificanteffect of the searchinglecisionon the probability of finding ajob afterwards.We acknavledge
the possibleendogeneityf this variable,andtestthe exogeneityof the searchinglecisionusingabivariate
probit model.We do not rejectits exogeneityat ary standardevel of significance.

Incomein theyearbeforetheinterview is positively relatedto returningto work. This could meanthat
thosethatwereearningmorearemorelikely to re-entry This possibility is confirmedwhenwe introduce
a variablethat shawvs the proportionsof monthsworked during the year prior to the interviev. This is a
significantvariablefor the transitionsto employment, consistentwith the literatureon the persistencef
job displacement.The longerthe periodthat the personspendson-emplged the lesslikely he or sheis
to returnto work. Also, morework in the year prior to the decisionreduceshe likelihood of makinga
transitionfrom employmentor from self-emplyment.

Finally, animportantcontritution of this paperis the estimationof shortertransitionsusing monthly
employmentindicators.We run monthly quarterly semi-annuaandannualtransitionsfor the decisiongo
exit the employmentstatusor to returnto it. Our resultsare consistenwith the findingsusingthe suney
to suney intenals, but most of the importantvariableshave strongereffects for the shortertransitions,
implying that the estimatesusinglongertime periodscould be a lower boundfor the true effect of some
variables.We arguethata dynamicstudyof laborforce trajectorieausingthesemonthly dummieswill bea
relevantcontritution to theliterature,andit is partof our undegoingresearch.

We considerthattheseresultsmake a contritution to the literature. However, mary issuesarestill not
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addressedpr example,therole of smallercompaniesandnon-profitorganizationsn hiring olderworkers
sincethey could be cheaperbecausdheseworkers might needlower investmentsn pensionand health
benefits,or training costs. Thosecompaniescan use the savings and the experiencedelivered by older
workers. Also, we might think thatthe servicesectoris the onepreferredby the elderly becauset allows
for moreflexibility andcorvenience.

Anotherimportantissueis the incidenceof part-timework in thesetransitions which onemight think
would be higheramongthe elderly This is somethingthat could be includedin the model as another
employmentstate.

Mary of thesestudiesfocuson olderworkers,but alot of insightcouldalsobe obtainedoy studyingim-
migrants temporaryworkers,low incomeindividualsor minorities?® An interestingareaof futureresearch
is to integratetheseanalysedo comparehow public policy andthe businessycle is affectingthe decisions
of thesepopulations.

It is afactthatthelabormarketis changingandthelaborsupplyanddemandof andfor olderworkers
is not an exception. We interpretsomeof our resultsas supportingthe increasingtrend of longercareers
andsecondcareersamongolderindividuals,in a healthyandgrowing labor market. This hassomepolicy
implicationsbecausét cangive usa differentperspectie on the issueof the future solveng of the Social
SecurityandRetiremensystem.In ahealthyeconomymaybeit will notmatterthatmuchthattheproportion
of older peopleincreasesith respecto previous decadesbecauseheir working liveswill lastlongeras
life expectang increasesanda majority of jobs requiremore knowledgeandlessphysicalstrength. This
alsomeandghattheelderlyin the nearfuturewill have to keepup with thetechnologicathangesptherwise
they will find themseleswith thejobsthatothersdo notwantor will decideto stayout of thelabormarket

increasingheinflationarypressure@ a strongeconomicervironment?*

23 Evencombination®f thosecharacteristicareworth studyingasthelaborsupplydecisionf particulargroupscanbestrongly
influencingthe entiremarket. SeeFlippenandTienda(1996)for anstudyon Hispanicolderworkersin the US laborforce.

24 seeFriedbeg (1999a)for a discussiorof theimpactof technologicathangeon olderworkers,andBeritez-Sila (2000)for
amodelthattriesto shedlight on humancapitalinvestmentecisionsat theendof thelife cycle.

21



Table 1. Panel A: Meansand Standard Deviations

Variable Full Non-Emplosed  Self-Employed  Employed
Sample  Sub-Sample  Sub-Sample Sub-Sample
N 19,769 7,117 2,393 10,259
Age 57.63 59.21 57.48 56.58
(0.06) (0.15) (0.12) (0.05)
White 73.54 68.92 82.76 74.69
(0.30) (0.53) (0.74) (0.43)
Male 45.28 38.68 61.54 50.05
(0.34) (0.56) (0.95) (0.49)
Married 80.76 79.17 87.29 78.19
(0.27) (0.47) (0.65) (0.41)
Divorced 16.44 17.65 10.71 18.77
(0.25) (0.44) (0.61) (0.39)
BachelorDegree 20.74 12.96 26.60 24.17
(0.28) (0.39) (0.87) (0.42)
ProfessionaDegree 7.31 3.78 9.87 9.09
(0.18) (0.22) (0.58) (0.28)
Family Income 60,350 49,119 84,086 61,591
(1,618) (2,976) (3,886) (2,416)
Resp.Income 22,229 5,357 46,187 28,533
(652) (841) (4,717) (371)
Incomefrom Pensions 4,712 6,415 2,616 4,372
(785) (987) (256) (1,484)
NetWorth 236,249 215,813 528,982 182,027
(3,372) (4,850) (18,146) (3,401)
HousingWealth 73,054 69,548 102,565 69,674
(899) (1,217) (4316) (1,208)
HoursWorked 1,441 327 2,061 1,937
(7 9) (22) (7)
% MonthsWorkedlastyear  0.66 0.10 0.97 0.98
(0.00) (0.00) (0.00) (0.00)
GovernmentHealthin. 0.18 0.34 0.10 0.09
(0.00) (0.01) (0.01) (0.00)
Employer Health-In. 0.71 0.54 0.55 0.85
(0.00) (0.01) (0.01) (0.00)
PrivateHealth-In. 0.15 0.15 0.27 0.12
(0.00) (0.00) (0.01) (0.00)
Receving Disability 0.06 0.18 0.00 0.00
(0.00) (0.00) (0.00) (0.00)
Retired 0.16 0.38 0.09 0.03
(0.00) (0.01) (0.01) (0.00)
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Table 1. Panel B: Meansand Standard Deviations

Variable Full Non-Emplosed  Self-Employed  Employed
Sample  Sub-Sample  Sub-Sample Sub-Sample
N 19,769 7,117 2,393 10,259
Non-eleyible SSI 0.92 0.86 0.94 0.95
(0.00) (0.00) (0.00) (0.00)
PrWorking Full Time 62+  44.28 22.55 55.86 45.28
(0.33) (0.86) (0.84) (0.41)
PrWorking Full Time 65+  28.35 23.15 43.77 25.70
(0.31) (1.03) (0.81) (0.36)
PrLivingto 75 64.44 60.40 69.41 66.11
(0.21) (0.38) (0.57) (0.28)
PrLiving to 85 44.10 42.29 47.33 44.37
(0.22) (0.40) (0.64) (0.32)
HealthLimitation 22.20 45.48 13.90 8.80
for work (0.28) (0.57) (0.68) (0.28)
HealthLimitation 10.56 29.79 0.42 0.18
preventswork (0.21) (0.52) (0.13) (0.04)
Age Spouse 55.24 56.98 54.30 54.96
(0.08) (0.16) (0.13) (0.12)
Age Difference 1.29 1.44 211 1.67
(0.05) (0.09) (0.14) (0.06)
SpouseN-Employed 0.37 0.47 0.30 0.31
(0.00) (0.01) (0.01) (0.01)
SpouseEmployed 0.46 0.37 0.38 0.53
(0.00) (0.01) (0.01) (0.01)
Spouses-Emploed 0.11 0.09 0.26 0.09
(0.00) (0.01) (0.01) (0.01)
SpouseéhasHIlimwk. 20.66 24.88 7.73 18.75
(0.22) (0.44) (0.81) (0.44)
SpouseénhasHIlimpw. 9.24 12.71 5.71 7.87
(0.22) (0.44) (0.49) (0.31)

23



Table 1 Panel C: Meansand Standard Deviations

Variable Full Non-Emplgyed Self-Employed  Employed
Sample  Sub-Sample Sub-Sample  Sub-Sample
N 19,769 7,117 2,393 10,259
Objective HealthMeasures:
HospitalStays 0.23 0.42 0.12 0.14
(0.01) (0.02) (0.01) (0.01)
Doctor Visits 5.26 7.44 3.63 4.17
(0.06) (0.13) (0.11) (0.06)
High Blood pressure 22.18 25.19 18.58 21.66
(0.28) (0.50) (0.76) (0.41)
Diabetes 6.76 9.72 4.72 5.37
(0.17) (0.34) (0.42) (0.22)
Cancer 2.39 3.24 1.61 2.10
(0.10) (0.20) (0.25) (0.14)
Stroke 1.03 2.45 0.19 0.30
(0.07) (0.18) (0.09) (0.05)
PsychologicaProblems  6.83 10.67 4.49 4.52
(0.17) (0.35) (0.41) (0.21)
BackProblems 32.12 39.87 27.95 27.98
(0.32) (0.56) (0.88) (0.44)
FeetProblems 33.03 43.75 25.60 27.88
(0.32) (0.57) (0.86) (0.44)
NursingHomeStays 0.57 1.38 0.15 0.14
(0.05) (0.13) (0.08) (0.04)
Memory Test1 7.72 7.27 7.92 7.88
(0.02) (0.04) (0.06) (0.03)
Memory Test2 5.78 5.34 6.00 5.91
(0.02) (0.04) (0.06) (0.03)
Cognitive Test 6.20 5.72 6.61 6.35
(0.02) (0.04) (0.06) (0.03)
Subjectve HealthMeasureandADL:
ExcellentHealth 20.85 13.21 28.10 23.60
(0.28) (0.39) (0.88) (0.42)
Fair Health 14.36 21.45 10.29 10.81
(0.24) (0.47) (0.60) (0.31)
PoorHealth 7.05 16.73 2.00 1.93
(0.17) (0.43) (0.27) (0.14)
WorseHealth 2.98 3.09 2.92 2.93
(0.00) (0.01) (0.01) (0.01)
ExcellentCognition 17.12 13.91 2.84 17.77
(0.26) (0.40) (0.82) (0.38)
PoorCognition 2.95 6.28 0.73 1.28
(0.11) (0.28) (0.17) (0.11)
Diff. WIk. M.Blocks 14.35 27.39 8.09 7.49
(0.24) (0.51) (0.54) (0.26)
Diff. Climbing Stairs 9.48 19.63 3.49 4.23
(0.20) (0.46) (0.36) (0.20)
Diff. Stooping 27.43 41.24 8.51 20.70
(0.30) (0.57) (0.76) (0.40)
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Table 2: Empirical Transition Probabilities

Panel A. Transitionsfrom wave 1 to wave 2. Males50 andover.

EmployedWave2 S-EmployedWave2 N-EmployedWave2 Obsenations

EmployedWave 1 0.8065 0.0367 0.1568 2,832
S-EmployedWave 1 0.0782 0.8142 0.1076 818

N-EmployedWave 1 0.0842 0.0454 0.8704 1,389
Obsenations 2,465 833 1,741 5,039

Panel B. Transitionsfrom wave 1 to wave 2. Females0 andover.

EmployedWave2 S-EmployedWave2 N-EmployedWave?2 Obsenations

EmployedWave 1 0.8258 0.0160 0.1582 2,686
S-Emplg/edWave 1 0.0745 0.7404 0.1851 416

N-EmployedWave 1 0.0822 0.0313 0.8866 2,045
Obsenations 2,417 415 2,315 5,147

Panel C. Transitionsfrom wave 2 to wave 3. Males50 andover.

EmployedWave3 S-EmployedWave3 N-EmployedWave3 Obsenations

EmployedWave 2 0.7968 0.0326 0.1706 2,303
S-EmploredWave 2 0.0899 0.7844 0.1257 756

N-EmployedWave 2 0.0853 0.0420 0.8728 1,501
Obsenations 2,031 731 1,798 4,560

Panel D. Transitionsfrom wave 2 to wave 3. Female$0 andover.

EmployedWave3 S-EmployedWave3 N-EmployedWave3 Obsenations

EmployedWave 2 0.7961 0.0197 0.1842 2,438
S-Emplo/edWave 2 0.0819 0.6725 0.2457 403

N-EmployedWave 2 0.0752 0.0289 0.8960 2,182
Obsenations 2,138 382 2,503 5,023
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Table 5: AverageProbabilities and Mar ginal Effects for the Non-Employment to
Employment Transitions. Binomial Logits?®

Panel A. Sub-Samplef thoseage50 andover
1 month 3months 6 months 12months 24 months

AverageProbability 0.033 0.040 0.053 0.065 0.126
HealthLimitation Preventswork  -0.315 -0.209 -0.675 -0.628 -0.627
% of Monthsworkedlastyear 1.791 1.705 1.277 1.191 1.309
Searchedor ajob lastmonth 2.361 2.847 2.628 2.479 1.307
Insuredand62 -0.678 -0.569 -0.491 -0.718 -0.608
Receving DI -0.675 -0.584 -0.317 -0.141 -0.226
Married -0.341 -0.334 -0.309 -0.020 -0.1819

Panel B. Sub-Samplef malesage50 andover
1 month 3months 6 months 12months 24 months

AverageProbability 0.039 0.045 0.059 0.071 0.131
HealthLimitation Preventswork  -0.401 -0.460 -0.865 -0.861 -0.609
% of Monthsworkedlastyear 1.353 1.551 0.919 0.780 0.945
Searchedor ajob lastmonth 2.146 2.128 2.408 2.512 1.574
Insuredand62 -0.489 -0.492 -0.052 -0.731 -0.817
Receving DI -0.479 -0.423 0.061 0.3425 0.083

Married -0.080 -0.064 -0.353 0.065 0.149

Panel C. Sub-Samplef Femalesage50 andover
1month 3 months 6 months 12months 24 months

AverageProbability 0.0297 0.0369  0.0494 0.0595 0.1217
HealthLimitation Preventswork  -0.508 -0.044 -0.5535 -0.480 -0.667
% of Monthsworkedlastyear 2.221 1.672 1.193 1.363 1.628
Searchedor ajob lastmonth 2.655 3.483 3.070 2.430 0.978
Insuredand62 -0.870 -0.851 -0.890 -0.720 -0.179
Receving DI — -0.755 -0.726 -0.565 -0.564
Married -0.501 -0.4794  -0.183 -0.025 -0.425

25Selectedvariables. Marginal Effectsarein timesthe AverageProbability All regressionsalsoinclude dummiesfor being
male,white, andhaving madethe decisionin wave 2. Also educatiorlevels, agesinteractedwith healthinsurancestatusjncome,
wealth,selfreportechealthvariables ADLs, objective healthmeasureandcognitionvariables All themaiginal effectscomefrom
significantcoeficientsat the 5% or 10%level, exceptfor thosereportedn italics.
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Table 10: AverageProbabilities and Mar ginal Effects for the Employment to
Non-Employment Transitions. Binomial Logits2®

Panel A. Sub-Samplef thoseage50 andover
1 month 3 months 6 months 12months 24 months

AverageProbability 0.0189 0.030 0.051 0.085 0.121
HealthLimitation for work 0.943 0.296 0.411 0.202 0.360
% Monthsworkedlastyear  -1.046 -1.331 -2.024 -1.128 -1.067
55-57with RetireeH-I. 0.238 0.240 -0.121 0.327 0.221
63-64with RetireeH-I. — 0.674 1.959 2.919 2.255
No High SchoolDiploma 0.314 0.643 0.126 0.188 0.293
Proh Working FT by age65  -0.495 -0.293 -0.594 -0.671 -0.792

Panel B. Sub-Samplef malesage50 andover
1 month 3 months 6 months 12months 24 months

AverageProbability 0.0145 0.0280  0.0543 0.0749 0.1086
HealthLimitation for work 2.252 0.384 0.297 0.070 0.505
% Monthsworkedlastyear  -1.193 -1.826 -2.175 -1.457 -1.183
55-57with RetireeH-I. 0.306 0.108 0.017 0.261 0.244
63-64with RetireeH-I. — — 1.661 1.983 2.871
No High SchoolDiploma 0.526 0.377 0.007 0.138 0.234
Proh Working FT by age65  -1.149 -0.711 -0.729 -0.923 -1.014

Panel C. Sub-Samplef Femalesage50 andover
1month 3 months 6 months 12months 24 months

AverageProbability 0.0233  0.0326 0.0478 0.0945 0.132
HealthLimitation for work 0.173 0.141 0.613 0.351 0.234

% Monthsworkedlastyear  -1.005 -0.978 -1.925 -0.873 -1.030
55-57with RetireeH-. 0.246 0.381 0.285 0.360 0.199

62 with RetireeH-I. 0.567 2.817 1.724 1.612 1.539
No High SchoolDiploma 0.185 0.822 0.258 0.218 0.311
Proh Working FT by age65  -0.137 0.113 -0.470 -0.597 -0.804

26Marginal Effectsarein timesthe AverageProbability All regressionsalsoincludedummiesfor beingmale, married,white,
non-eligiblefor disability insuranceandhaving madethe decisionin wave 2. Also educationevels, agesinteractedwith health
insurancestatus,income,wealth,self reportedhealthvariables ADLs, objective healthmeasuresndcognitionvariables.All the
maminal effectscomefrom significantcoeficientsat the 5% or 10%level, exceptfor thosereportedn italics.
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Figure 1: Labor Forceparticipation. Males55to 64
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Figure2: Labor Forceparticipation. Females55to 64
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Appendix A

In this Appendixwe borrav from Heckman(1978),Kiefer (1982)andGreeng1993)to shav how we test
for the exogeneityof the searchinglecisionin our estimations”’
Consideratwo equationsystem:

yii = X1iB1+ dias + Y5y + Uy (1)
Yo = XoiB2 + dio2 + Y12 + Uy (2)

wherethedummyvariabled, is definedby: d; = 1iff y5 > 0, andd; = 0 otherwise.

It is importantto emphasizehatthe systemabove representswo continuoudatentvariablesthatgen-
erateobsenrablediscretedummyvariables(y;; andys;) whenthey reachathreshold.This modelis flexible
enough,asHeckman(1978)shaws, to includea numberof importantspecifications.The casethatwe are
interestedn is onewhereequation(1) representshe structuralequationof interest,in our casethedecision
to becomeemplogyedin the next period (emplg/mentfor athird party andself-emplgmentarenot distin-
guishfor the purposeof this test)and (2) representshe searchingdecisionthat might be endogenousin
equationg1) and(2), Xy; andXy;, arerespectiely, 1 x K; and1 x K, row vectorsof boundedexogenous
variables.Thejoint densityof continuougandomvariablesU;;, Uy is g(U1i,Usi) whichis assumedo bea
bivariatenormaldensity with meannormalizedto be 0 andthe 2 x 2 covariancewith variancesiormalized
to 1, andcorrelationcoeficientp € (—1,1).

Our objective is to test exogeneityof the searchingdecisionwith respectto the structuraldecision.
Withoutlost of generalitywe canconsidera simplecharacterizationf the systemunderthe null hypothesis
of exogeneityof the searchvariable,by settinga, = 0, y; = 0, and y» = 0. This modelthenreducedo a
standardbivariate probit model, wherethe testfor independencef the probit equationds equivalentfor
us to a testof exogeneityof the searchingdecision. If we cannotrejectthat p = 0 thenwe can safely
assumexogeneityin our estimations!f werejectthenull hypothesisve will have to estimatehe structural
parametershrougha bivariateprobit with a structuralshift.

Therefore ,we testthe independencef the probit equationgesultingfrom (1) and (2). The simplest
methodto constructhetestof thehypothesighatp = 0 follows Kiefer (1982)andGreeng1993). Thecon-
structionof the LagrangeMultiplier (LM) testonly requiresthe estimationof thetwo independenprobits:

f2
LM = N 3
wheref andh arecalculatedasfollows:
. o (wr)@(wa)
f= qu. % D) () (4)
_ [(wii) Q(w2i))?
=2 ) vy () (W) ©)
where,
Gui =2ysi —1,and Qg =2y —1 (6)
Wi = 01 By Xai, and Wi = 0 BoXoi (7)

27 Beritez-Siha etal. (2000)alsousethis approactin their studyof the SocialSecurityDisability award process.

35



TableAl presentsheestimate®f theindependenprobitsfor theemploymentandsearchdecisionsThe
LM teststatisticfor this specificatioris 0.0169andfollows a2, deliveringa P-valueof 0.896,sowe cannot
rejectthe null hypothesisf exogeneityof the searchdecision. The LM teststatisticis simplerto calculate
thantheWald statisticandthe Lik elihoodRatiothatrequirethe estimationof the bivariateprobit, andgiven
thatwe have morethan4,0000bserationswe believe our resultsarenot sensitve to the teststatisticused.

Table A.1: Probit Estimatesof the Employment and Search decisions

Not-Employedto Employed Searchindecision

No. Variable Estimate StandarcError | Estimate StandardError
1 Constant -0.785 0.178 -0.285 0.182
2 Male 0.1664 0.065 0.448 0.079
3 Married -0.199 0.082 -0.428 0.088
4 White -0.079 0.072 -0.429 0.079
5 No Diploma 0.080 0.061 0.156 0.075
6 VocationalTraining 0.024 0.066 0.016 0.082
7 Wave2-Ind -0.144 0.096 -0.228 0.122
8 Age 55-59 -0.137 0.111 0.210 0.125
9 Age 60-61 -0.182 0.164 -0.094 0.178
10 Age62 -0.269 0.204 -0.449 0.232
11 Age63-64 -0.375 0.214 -0.073 0.236
12  Age65+ -0.312 0.178 -0.138 0.226
13  Insured55-59 -0.169 0.116 -0.463 0.126
14  Insured60-61 -0.395 0.180 -0.484 0.195
15 Insured62 -0.537 0.241 -0.180 0.266
16 Insured63-64 -0.121 0.233 -0.793 0.276
17  Insured65+ -0.190 0.188 -0.809 0.269
18 Governmentnsurance -0.288 0.087 -0.491 0.116
19 OwnHealthinsurance 0.035 0.096 -0.440 0.104
20  Income($1,000) 0.003 0.002 -0.000 0.003
21 Pentot.($1,000) -0.005 0.004 -0.020 0.006
22 Nworth($1®) -0.026 0.016 -0.062 0.024
23  MonthP 0.736 0.093 0.953 0.096
24  Receving DI -0.093 0.129 -0.264 0.152
25  Hbloodp -0.066 0.085 -0.002 0.103
26  Pshyc -0.040 0.124 0.273 0.128
27 MemoryTest 0.014 0.009 0.014 0.010
28  Dif-Wkmb -0.201 0.091 -0.038 0.112
29 Dif-rmap -0.137 0.080 -0.058 0.094
30 Hlimpw -0.454 0.110 -0.621 0.121
31 Ex-Health 0.110 0.083 0.141 0.097
32 Vg-Health 0.016 0.073 0.094 0.088
33  Fair-Health -0.024 0.092 0.070 0.105
34  PoorHealth -0.093 0.138 -0.270 0.176
35 Search; 0.816 0.084 — —
Avg. Log L/Obs. -0.2991 4,175 | -0.2088 4,175
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