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retirement that embeds Social Security legislation and Medicare. Individuals are ex ante
heterogeneous with respect to their preferences for leisure and face uncertainty about labor
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12 productivity, health status and out-of-pocket medical expenses. The model is calibrated to
E2 the U.S. economy in 2000 and is able to reproduce very closely the retirement behavior
D5 of the American population. It reproduces the peaks in the distribution of Social Security
applications at ages 62 and 65 and the observed facts that low earners and unhealthy
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Retirement to 2000. Changes in Social Security policy - which became much more generous - and the
Social security introduction of Medicare account for most of the expansion of retirement. In contrast, the

Health shocks
Medicare
Aging population

isolated impact of the increase in longevity was a delaying of retirement.
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1. Introduction

The reduction of the participation of elderly people in the labor force was one of most remarkable economic changes of
the last century, particularly in the second half. In 1950, 46% of men aged 65 and over in the United States were working,
but only 16.5% were in 2000. Just four out of every ten 66-year-old males were retired in 1950, but fifty years later almost
seven out of ten were out of the labor force. This phenomenon is hardly exclusive to the United States. Blondal and Scarpetta
(1999) and Gruber and Wise (1999) provide evidence that the workforce participation of the elderly population has declined
in many countries of the OECD.

Currently, more than 50% of workers choose to retire at the age of 62, when they first become eligible for early retirement
benefits under social security, although at a reduced level. In 1950, in contrast, there was no legal early retirement age and
the minimum and normal retirement age coincided at 65. The decision to retire, and to do it early, is influenced by a
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