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1. Introduction

Compared to other industrialized countries, a lafugre of the Swedish population receives
support from the disability insurance program (Geeber and Wise, 2010). In 2009, 20
percent of the males and more than 30 percenedktiales in the age group 60-64 received
disability benefits. The disability insurance ig timost common pathway out of the labor
force for those who exit before the normal retiratrege. In 2009, the expenditures from this

program corresponded to 1.8 percent of GDP.

Despite the extensive usage of the disability iasoce, Sweden has a comparatively high
employment rate among older workers. About 70 peroethe population aged 55-64 were
employed in 2005, as compared to about 50 perngaermany, 40 percent in Italy and 60
percent in the United States (see Gruber and V2&H)). As in most other European
countries, however, there has been a dramatimftéitle employment rate of older men in
recent decades. For example, the employment rateilafs aged 60—-64 has decreased from
above 80 percent in the early 1960s to slightlwal®0 percent today. This development has

caused concern in view of future financial burdehan aging population.

An explanation for the comparatively high employmexte among older workers combined
with high disability insurance recipiency is thate&len does not have a generous early
retirement program. Many European countries intcedusuch programs in the 1970s and
1980s and the large cross-country differences ipl@yment rates among older workers
emerged during this period. For some time, howdherdisability insurance program in
Sweden developed towards an early retirement schierom only awarding disability
benefits for health reasons in the 1960s, lesst &igibility criteria, especially for older
workers, were introduced in the 1970s. These mubkre abolished in the 1990s, and since
1997 an impaired work capacity for health reaseragain the sole eligibility criteria for

disability benefits.

In this paper, we study to what extent the evolubbdisability insurance utilization can be
explained by changes in the population health stata by changes in eligibility rules,
respectively. We focus on the age group 45-64, hvisithe most important for the utilization



of the disability insurancEWe pose three main research questions. Firsteie &

relationship between disability insurance utilisateand the development of population health
status in recent decades? Second, did the chamgégibility rules for older workers affect
disability insurance utilization? Third, did theartges in eligibility rules for older workers
affect labor market outcomes such as employmentabm-force participation, or where they

“crowded out” by the utilization of other incomecseity programs?

Wadensjo (1996) and Hedstrom (1987) have previcuss#yyzed the effect of changes in
eligibility rules of the disability insurance pragn in Sweden, in particular the introduction

of eligibility rules for labor market reasons taepgt at older workers in the early 1970s.
Karlstrom et al. (2008) studied the abolishmenhefspecial eligibility rules for older

workers in 1997. In this study, we extend the prasiliterature by considering the full 40
year history of eligibility changes starting in tharly 1970s and by relating it to different
labor market outcomes. In addition, we put togetheomparatively wide set of population
health measures and relate the development of theasures to the development of disability

insurance utilization in different demographic goeu

Although we strive to have a broad scope for thpigoal analysis, we leave out several
plausible explanations for the fluctuations in tiéization of the disability insurance.
Previous studies have analyzed the effect of ecanimentives on the disability insurance in
Sweden (e.g. Kruse and Soderstrém, 1989; Skogmanr3ie, 1999; and Palme and
Svensson, 1999 and 2004). Changes in social nagasding the utilization of the sickness
insurance program has been studied by Lindbeck €009), and should be a plausible
explanation also for changes in the utilizatiorthaf disability insurance. The implementation
of rules may also be affected by administrativaqied within the social insurance system.
Finally, changes in the demand for labor with dilstzds have not yet been properly studied
on Swedish data, but it is an interesting topidtother research.

The rest of the paper is organized as follows.i8e& gives a brief history of the
development of the disability insurance prograrBweden. Section 3 describes the
development of various population health measuves ttime. Section 4 describes the
development of the utilization of disability insae and the development of labor market

! Disability insurance recipiency in younger ages imareased over time, which is a source of condarthis
paper, however, we limit our focus to the utilipatiof the disability insurance in older ages.
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outcomes. Section 5 studies the relation betweenlption health and disability insurance
utilization. Section 6 studies the relation betwdaneligibility reforms for older workers,

disability insurance utilization and various lalbearket outcomes. Section 7 concludes.

2. Historical overview of the disability insurancein Sweden

The disability insurance (DI) is one of Sweden’ssinimportant income security programs.
Its main objective is to replace foregone earniiogsvorkers below the retirement age with a
permanently impaired working ability for health seas. The related sickness insurance
replaces foregone earnings due to a temporarilaireg working ability for health reasons.
Disability benefits can be granted part time of finhe, depending on the extent of the work

impairment.

Sweden’s disability insurance has a comparativatg lhistory. The first public pension
system covering all citizens, including an invdldpension, was implemented already in
1914. The recent history of Sweden'’s disabilityunragce, which we analyze in this paper,
started when a public income related supplememangion scheme (ATP) was introduced,
following a referendum in 1957. The new scheme cemaeplace in 1960 and the first
payments were made in 1963, but since the prograsnplvased in, it did not reach its full
maturity until the beginning of the 1990s. The pendenefit under this scheme replaced 60
percent of the average of an individual's 15 bestry of earnings up to a social security
ceiling. The benefit was linearly reduced if therkwer contributed less than 30 years to the

scheme and it was financed through payroll taxes.

The new income related pension also included disalsisurance. The size of the individual
benefit was calculated in the same way as the gédpansion benefit, with the actual
earnings history replaced by an assumed earnimgiepiEligibility for disability benefits

was initially based on health. Disability benefitsre awarded by the local Social Insurance
Agency after a physical examination by a medicaialo If the health status prevented the
worker from doing his or her regular job, but noedhat suited the worker’s general

gualifications, the worker was required to go tlyloa retraining program.



Eligibility rules for disability benefits changea several occasions after the new disability
insurance was first introduced. Table 1 summatizesnain eras in this history. The first
major reform took place in 1970 and had two maimgonents. First, special eligibility rules
were introduced for workers aged between 63 andanmal retirement age, the age of 67 at
that time. These rules implied that (a) no rehttibn or retraining for a new occupation was
required if the worker’s health status did not pietns or her regular work; (b) the medical
requirements for assessing inability to work waressantially lower for this age group; and
(c) also functional limitations due to normal agoauld be considered for eligibility for DI.
Second, unemployment was made an additional aitdar DI eligibility in all age groups.
Long-term unemployed workers with functional lintiteas were made eligible for DI after
having been unemployed for 1-2 years.

The next reform towards more generous eligibilities for DI took place in 1972, when pure
labor market reasons for older workers were intoedu These rules implied that workers
aged between 63 and the normal retirement age taaloime eligible for DI if they were still
unemployed when reaching the time limit in the upkryment insurance, even without any
health limitations. In 1974, the age limit for plador market reasons was lowered from age
63 to age 60, and in 1976 the age limit for thecgpeligibility rules for older workers,
introduced in 1970, were lowered from age 63 to&@eThe latter change was partly made as

a consequence of the decrease in the normal retimeage from age 67 to 65 in 1976.

Table 1. Changes in eligibility rules for the disabilitysiarance.

Period Medical Labor market and Special eligibility Pure labor
reasons medical reasons  rules for older market reasons
combined workers for older workers
-1962 Yes Very small No No
1963-1970(June) Yes Some No No
1970(July)-1972(June) Yes Yes Yes, aged 63-66 No
1972(July)-1974(June) Yes Yes Yes, aged 63-66 afex] 63—66
1974(July)-1976(June) Yes Yes Yes, aged 63-66 afeEx] 60—66
1976(July)—1991(Sept) Yes Yes Yes, aged 60-64 g 60—64
1991(Oct)-1996 Yes Yes Yes, aged 60-64 No
1997- Yes Very small No No




Two changes led to higher replacement levels irdib&bility insurance during the 1970s and
1980s. First, the maturity of the supplementaryspgnscheme (ATP) led to higher
replacement levels in general. Second, the intmooluof a “special supplement” in 1969 led
to improvements for low income pensioners. It wediced on a one-to-one basis against
income from the supplementary pension (ATP). Trexsph supplement applied to all types of
pension and was gradually increased from 1969 &1.1& 1977, the amount of the special
supplement was doubled for DI pensioners only,taedgsubsequent development of the
supplement for DI beneficiaries followed the grddnerease for regular pensioner but at

twice as high a level.

The policy toward more liberal DI eligibility rulesas reversed in the 1990s. The eligibility
for DI for pure labor market reasons for older werds introduced in 1972, was abolished in
1991. In 1991 and 1992, a new legislation was afsxted with the purpose of reducing
sickness absence, which required employers to mepitte work environment and take
responsibility for the rehabilitation of employe@&sie Social Insurance Agencies were made
responsible for the coordination of rehabilitataonong the employer, the public health care
system, labor market authorities, the local goveminand the individual. In 1997, also the
favorable eligibility rules for older workers arteteligibility for DI for labor market reasons
and medical reasons combined, introduced in 19@& @&bolished. Since then, an impaired

work capacity for health reasons has been the @igipility criterion for disability insurance.

On 1 January 2003, the disability insurance walseghfrom the public pension system to the
public sickness insurance system, following a mpgrsion reform. Benefits were renamed
and the calculation of benefits changed, but tisessnent of eligibility remained the same.
Benefits were calculated as 64 percent of the asduntome, i.e., the income of the best
three of the last five to eight years, dependin@g@®, up to a social security ceiling.
Individuals not qualifying for the income relatetsurance received a guarantee benefit.

From January 2005 onwards a re-assessment of ttkeng@apacity for granted individuals
should be made every third year. Also in 2005 ailganization of the Social Insurance
Agency changed, when the 21 regional offices weatiegrated into one central authority. In
2008, the eligibility for disability benefits wasalsstantially tightened. For all cases granted
after 1 July 2008, working capacity had to be peremily reduced in relation to the entire

labor market in order to qualify for benefits.
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3. Thedevelopment of population health

Changes in population health would be a naturardehant of the evolution of disability
insurance recipiency over time. To describe thesiiggment of population health in Sweden
over the last decades, we use three main groupsaith measures: the mortality rate, self-
reported health measures from the Survey on Lidaogditions and, finally, the utilization of
inpatient care from the National Patient Regidter.our purposes, each of the three measures

of population health has its obvious advantagesdsativantages.

The main advantage of mortality as a health measuhat it is objective and accurately
measured through the population censuses, whiclesntaikasily comparable across countries
and time. A disadvantage is that mortality is mafran outcome measure, in part reflecting
technological advances within the health care systgher than the average health status of
the population. It might also target a slightlyppaopriate population for our purposes, since
it measures the health of the marginal survivotisetathan the marginal workers. Diseases
that cause death and diseases that reduce worgragity may be different. Finally, a higher
survival rate implies that individuals who wouldepiously have died now survive, although
possibly with a bad health status. This could ckeahg composition of the population and in
turn affect the average health status negativéiiyafih mortality decreases.

The advantage of the self-reported health meassitbat they are better targeted towards the
aspects of health that are relevant for the alilityemain in the labor force. The main
disadvantage relates to the fact that they areestibg¢. Fluctuations over time might capture
changes in the interpretation of the questionstaedjeneral view of health rather than
changes in actual health. Another disadvantadeisthe self-reported health measures may
be state dependent. For example, since an impaiwedcapacity is an eligibility criterion for
disability benefits, individuals may be more liketyreport an impaired work capacity as a

result of receiving benefits.

The advantage of the utilization of inpatient casea health measure is that it is accurately
measured, since it is obtained from registers,coskly related to the health status of the
worker. It has, however, the disadvantage of tlfereported measures of being sensitive to

changes in the general view of health. Furthermbieytilization of inpatient care might be



influenced by public healthcare spending, workingcpdures at the hospitals and the division

of labor between outpatient and inpatient care.

3.1 Mortality

The mortality rate is defined as the number of lseduring a year divided by the average size
of the population in a particular age group. Wespre: the development of mortality in
Sweden in three different ways. Figure 1 showgitheslopment from 1960 to 2009 of the

age at which men and women faced the same montatiyas that which the 60 and 65 year
olds faced in 1960. Figure 2 shows the mortalitg tay age in 1960 and 2005 for men and
women, respectively. Finally, Figure 3 shows theettgpment of the mortality rate for men
and women, respectively, at the age of 55, 60 &nfiodn 1950 to 20009.

75

68.4

Age with 1960 mortality rate

60

1960 1970 1980 1990 2000 2010

Year

—e— Men, reference age 60 —a— \Women, reference age 60

—&— Men, reference age 65 —— Women, reference age 65

Figure 1. Ages of equal mortality probability, 1960—2009

Source: Statistics Sweden

These figures reveal two interesting results. Fihgre has been a marked decrease in
mortality for both men and women during the pemuoder study. Figure 1 shows that the age
of equal mortality as that which the 60 year olasetd in 1960 increased by 8.4 years for men
and 7.1 years for women until 2009, and that tleeaigequal mortality as that which the 65
year olds faced in 1960 increased by about 7.5syfeatboth genders until 2009. Figure 2
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shows that the age at which the mortality rate gmfise percent increased by 5 years for men
and 7 years for women between 1960 and 2005. Fjratjure 3 shows that the mortality rate
has halved from 1950 to 2009 for men and wometri sge groups.

30%

—&— Men 1960
25% —— Men 2005
° —»— Women 1960
—a— Women 2005

20% )4
9 i

s
£15%

£

(o]
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10%

5%
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Age
Figure 2. Mortality rates by age, 1960 and 2005
Source: Statistics Sweden
A. Men B. Women
2 3%

2% 2%

0% T T T T T T 0% T T T T T T
1950 1960 1970 1980 1990 2000 2010 1950 1960 1970 1980 1990 2000 2010
Year Year
8— Age 55 +— Age 60 —o— Age 65 —a—Age55 —a—Age60 —e—Ageb5

Figure 3. Mortality rates by year, 1950-2009. Source: StasSweden

The second result is that the large decrease itatitptappened much earlier for women.
Figure 3 shows that the mortality rate for 65 yaldrwomen decreased from about 2 percent

in 1950 to about 1 percent in 1980. Since themastdecreased by less than 0.25 percentage



points. Also for women at younger ages, the maytadite decreased most rapidly before
1980. For men, on the other hand, the main imprevermccurred after 1980. Between 1980
and 2009, the mortality rate for 65 year old mecréased by 1 percentage point to just over 1
percent. Also for younger men, mortality decreasedt rapidly during this period. The same
pattern is visible in the series of equal mortgtitgbability in Figure 1. The gap between men
and women broadened until the mid 1980s, and tfiergearrowed substantially. The
development for the youngest males is so steep EHI&0 that it even surpasses the

development for women in the mid 2000s.
3.2. Self-reported health

Self-reported information about the health of tkee8ish population is collected by Statistics
Sweden through the Survey on Living Conditions (JUFis a yearly survey of a random
sample of about 7,500 individuals aged 18—64 thatlleen produced since 1975. The survey
contains a large set of questions about healtlemel as well as about particular diseases.
We present the results from the survey for menvemren in the age groups 45-54, 55-59
and 60-64. All series show the share of the pojaulah the age group with a certain
condition. To reduce the problem of large stoclastiors due to small sample sizes within
each demographic group, we present three-year maviarages. We also focus on the long-

run development of the series rather than fluobmatin single years.

Figure 4 presents the development of a set of géhealth indicators from the survey. The
indicator “Doctor’s visit” shows the share of thegulation who visited a doctor within the
last three months. The indicator “Long-term diséabews the share of the population with
at least one disease in a list of diagnoses anithdieator “Impaired work capacity” shows
the share of the population reporting that the {tergn disease causes an impaired work
capacity. The indicator “Impaired ability to movafiows the share of the population who are
not able to run 100 meter. Finally, the indicat®eor health” and “Good health” show the
self-assessed health status, based on a questee e individual evaluates his or her
general health on a particular scalEhe mortality rate in each demographic group éstided

as a comparison.

2 See Statistics Sweden (2009) for more information.
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As opposed to the development of mortality, Figushows no overall trend for the
development of the self-reported health indicatmer time for neither men nor women. Two
of the indicators, the share of the population waifbng-term disease and the share of the
population that recently visited a doctor, showadxerse or invariant development over time
in all demographic groups. Both of these indicat@ge increased for men and women aged
45-54 and women aged 55-59 and have remained #&balohen aged 55-59 and men and
women aged 60—64. In general, these two indicaes to have developed more adversely

for women than for men and for younger than foeolage groups.

Other self-reported health indicators have develape@pposite directions in different
demographic groups. The share of the populatioh antimpaired work capacity has
remained stable over time for men aged 45-54 ar8%%ut has decreased by a third for
men aged 60-64 since 1976. For women, there isadsin upward trend, in particular for the
45-54 and 55-59 year olds. Also women aged 60-&4 slslight upward trend, implying
that the share of women with an impaired work capd@s not developed in the same

promising way as the share of men with an impaivetk capacity in this age group.

The remaining health indicators show an invariaradvantageous development over time.
The health indicator with the most favorable depeient is the share of the population with
an impaired ability to move, which has decreaseallidemographic groups. The reduction
has been particularly large for men and women &@e®4, where the share has almost
halved over the period. This is the only indicatoproving over time for all female age
groups.

The share of the population in poor health remastatle for men and women aged 45-54
and women aged 55-59, and decreased slightly faraged 55-59 and men and women
aged 60-64. This broad pattern is supported bgékrelopment of the share of the population
in good health, which has remained stable for rmehveomen in the age group 45-54 and
has improved for the two older age groups. In tiegroup 60—-64, the share of the

population in good health has increased from abbub 65 percent for both men and women.
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Source: Statistics Sweden
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In addition to the general health indicators, thev8y on Living Conditions contains
information about self-reported disease prevaléoca number of diagnoses. Figure 5 shows
the development over time for the prevalence aaBss for five diagnosis groups that are of
particular importance for the disability insuran€aese include circulatory diseases,
musculoskeletal diseases, mental disorders, dis@asiee nervous system and endocrine
diseases. The development of the mortality ragaih demographic group is included as a

comparison.

The development of self-reported disease prevaldaes not reveal any unambiguous trend.
Different diagnosis groups follow different pattermver time. The prevalence of
musculoskeletal diseases has increased in all daploig groups, except men aged 60-64,
since the mid 1980s. The increase has been pantigstriking for women. Also the

prevalence of endocrine diseases has increasdiddenaographic groups since the mid

1980s. This is likely to reflect that problemsated to obesity, such as diabetes, have become
more common. The prevalence of mental disordersdraained stable for most of the period,
but has increased since 1995 in the two youngesgemps. The prevalence of nervous
diseases has remained stable for the two youngegjraups and has decreased slightly in the
age group 60-64. Although fluctuations in the ptemee of circulatory diseases have been

large, there are no clear patterns in the long run.

3.3 Inpatient care

The utilization of inpatient care is registeredrime National Patient Register at The National
Board of Health and Welfare. The register contalhevernight hospital visits in Sweden
from 1987 and onwards. For a selection of countiesiever, the register contains
information from as far back as 1968. To get a &ngerspective, we use information about
inpatient care for four of Sweden’s twenty-one dasifrom 1968 to 2008. The presented
series show the share of the population in the dounties taken together that experienced at

least one overnight hospital visit during the y&ar.

Figure 6 shows the development of inpatient camnft 968 to 2008 for men and women in
the three age groups. In the two oldest age grabpsytilization of inpatient care has been

% The selected counties are Dalarna, Gavleborg, &lapsd Jamtland. The development of inpatient icare
these counties taken together follows that of titeree Sweden from 1987 onwards.
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higher for men than for women throughout the perindhe youngest age group, utilization
has been very similar across genders, althoughtiiigigher for women. As expected, the
utilization of inpatient care increases by age.Qwee, the series show a slightly increasing
trend in the utilization of inpatient care up te tmid 1980s, followed by a substantial
decrease to levels similar to, or even lower thaose in the late 1960s. The decline was
much more pronounced for men than for women irtilteoldest age groups, which has lead
to a convergence in the utilization of inpatientecacross genders. This suggests an
improvement in the health of men relative to wonrethese age groups since the mid 1980s,
which is consistent with the results from the sefforted health measures and the

development of the mortality rates reported presiypu

A. Men B. Women

20% 20%

15% -+ 15%

10% -+ 10% -+

5% 5%
0% T T T T T T T T 0%
1965 1970 1975 1980 1985 1990 1995 2000 2005 1965 1970 1975 1980 1985 1990 1995 2000 2005
Year Year
—8—45-54 —A—55-59 —»—60-64 —8—45-54 —A—55-59 —»—60-64

Figure 6. The share of the population receiving inpatiemé cluring the year, 1968—2008
Source: The National Board of Health and Welfare

3.4 Conclusions about the development of population health

The three main measures of population health givaenabiguous picture of the development
of the general health status in Sweden over thedezsides. The development of the
mortality rate suggests a marked health improveroeat time for both men and women. The
development of the self-reported health indicatloss, however, not confirm this result.
Only men aged 60-64 show an invariant or positieeetbpment for all self-reported health
indicators over time. Also the development of thézation of inpatient care does not

indicate a clear-cut health improvement over time.
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Two main conclusions emerge from our analysistHimsalth seems to have developed more
adversely for females than for males since the1fitDs. Female mortality decreased most
rapidly up until the 1970s, while male mortalitycdeased substantially from 1980 onwards.
For the self-reported health measures, we only lrdeemation from 1976 onwards. Since
then, these measures show a less advantageouspleeal of the health of females than the
health of males. The development of the utilizabbmpatient care confirms this pattern.
Since the early 1980s, the utilization of inpatiesute in the two oldest age groups has
decreased more for men than for women. The devedopm the youngest age group, aged

45-54, however, has been similar for men and women.

The second main conclusion is that the health ahger age groups seems to have
deteriorated compared to older ones. The self-tefddrealth indicators suggested a worsened
health status over time for both men and womehenybungest age group, aged 45-54,
whereas the health status of the oldest age gemgal 60-64, improved. This is supported by
the development of the mortality rate, where theide was steeper at age 65 than at ages 55

and 60. It is not apparent, however, in the develaqt of inpatient care utilization.

A. Men B. Women

15% // 1.5% 10% /
10% 1.0%

M 5% - 0.5%
5% 0.5% /
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Poor health

Mortality rate
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45-54 55-59 60-64 45-54 55-59 60-64
Age Age
—e— Poor health 1976 —»— Poor health 2005 —e— Poor health 1976 —»— Poor health 2005
—a— Mortality 1976 ==+ Mortality 2005 —a— Mortality 1976 ==+ Mortality 2005

Figure 7. Share of population in poor health and the maytasite, 1976 and 2005

The two main conclusions are highlighted in Fig@yevhich shows the share of individuals

with a self-reported poor health and the mortakite in the three age groups in 1976 and
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2005. Panel A shows that the health of men in thengest age group, aged 45-54, has hardly
improved over the 30 year period, while the heaftmen in ages 55-59 and 60—-64 has
improved substantially. For women, the gains intadidy are much smaller than for men over
the period, and the share of women with a selftepdgpoor health has even increased for the
younger age groups, aged 45-54 and 55-59. Forwlaleen, aged 60-64, on the other hand,
the share in poor health has decreased substamiadt the period.

4. Disability insurance utilization and therelation to labor market outcomes

4.1 The development of disability insurance recipiency

Figure 7 shows the prevalence of disability insaearecipiency by the end of the year from
1962 to 2009 for men and women, respectiVeline prevalence is defined as the share of the
population in an age group that receives full atipbdisability benefits in a given year. Panel
A reveals a clear upward trend of disability inswwe prevalence for men in all age groups
until the early 1990s. The prevalence for men endliest age group, aged 60-64, increased
from around 10 percent in 1962 to above 35 pericei®95. The increase from about 5
percent in 1962 to about 18 percent in 1995 for mehe age group 55-59 is also notable.
After the mid 1990s, there is a clear trend breakren in the oldest age group, with a
decrease in the disability insurance prevalenama fabove 35 percent to about 20 percent. A
smaller decrease can be seen in the age group 5bhé&%®revalence of disability insurance
recipiency for men aged 45-54, however, continodaddrease until the late 2000s.

Panel B shows a similar increase in the prevalehdesability insurance recipiency for
women until the early 1990s. The increase was nagstl for women aged 60—64, for whom
the prevalence of disability insurance recipiermserto the same level as that for men. For
the two younger age groups, however, DI recipiancieased to even higher levels than for
men of the same age. A similar trend break asfthahen can be seen also for women in the
early 1990s, but the development since then has faedess favorable than that for men. The

prevalence of DI recipiency for women in the oldsg group has remained above 30

* The prevalence of DI recipiency is measured iidanfrom 1963 to 1984 and in December from 1985
onwards. In our analysis, we let the January figdirem 1963 to 1984 represent DI recipiency atethe of the
previous year. For example, DI recipiency in Japd#®63 is presented as DI recipiency in 1962.
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percent, and the prevalence in the younger agegroontinued to rise until the mid or late
2000s. Compared to the early 1960s, the level aeBipiency has more than tripled for all

women.
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Figure 7. Disability insurance prevalence by gender andgagep, 1962—-2009

Source: The Swedish Social Insurance Agency

Figure 8 shows the development of the incidenadiszbility insurance recipiency from 1971
to 2009. The incidence is defined as the sharkeopopulation at risk that starts to receive
full or partial disability benefits in a given yeavhereas the population at risk is defined as
all individuals in the age group that are not alseeeceiving disability benefits. Due to

limited data availability, we redefined the younigage group to age 50-54 rather than 45-54

as in the previous section.

Figure 8 shows that the incidence of DI recipiemmcthe two youngest age groups increased
in a similar manner for men and women until théyeB®90s. In the oldest age group,
however, the development is somewhat differentsscgenders. The incidence for men aged
60—64 started at a historically high level in tleginning of the 1970s and decreased until the
early 1980s, while the incidence for women aged@04as relatively stable until the early
1980s. Thereatfter, the incidence of DI recipiencthe oldest age group increased for both
men and women until the early 1990s, althougheifellfor men was still higher than that for
women. From the early 1990s onwards, the incidenh@d recipiency has developed

similarly across demographic groups. The incidede®eased markedly in all age groups
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during the 1990s. In the early 2000s, the incideama@ more increased, in particular for

women, but then declined to historically low levielsll groups until 2009.
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Figure 8. Disability insurance incidence by gender and ageg 1971-2009

Source: The Swedish Social Insurance Agency

The recent decline in the incidence of disabilityurance recipiency is remarkably large.
Since the upward trend was broken in 2005, thelerae has steadily declined to very low
levels in all age groups. As described in sectione®v regulation came into place in July
2008 introducing stricter eligibility criteria fatisability benefits. It is apparent, however, that
the decline begun well before then. The declin@@dence can also be seen in the
development of the prevalence of disability insgmrecipiency in Figure 7, although the
levels are still high. If the incidence remainghase low levels, we are likely to see a steep

decline in the prevalence of DI recipiency overtbening years.

Figure 9 shows the development of disability ineaeaincidence by diagnosis. We present
the three most common groups of diagnoses for tityaiienefits award: circulatory diseases,
musculoskeletal diseases and mental disorders.I8@Werelude a category for all other
diagnoses. For the group aged 60—-64 we add a catigdabor market reasons for the part
of the period when this was a sufficient criterfonDI eligibility in this age group, as

described in Section 2.
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Figure 9. Disability insurance incidence by diagnosis, 12005.
Source: The Swedish Social Insurance Agency
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The figure shows that musculoskeletal diseases bese the most common diagnosis for
disability benefits award in all demographic grotip®ughout the period. The large increases
in the incidence of DI recipiency until the earl§9Ds and the subsequent sharp declines were
primarily attributed to musculoskeletal diagnoSdse figure also reveals that mental

disorders have become increasingly important iemegears in all demographic groups, in
particular for the youngest age group and for won@rculatory diagnoses have lost
importance over time in all demographic groups.rethmugh musculoskeletal diseases and
mental disorders explain a large share of the as@en incidence during the early 2000s, also

the series capturing other diagnoses shows a simdeease.

For the oldest age group, the pure labor markesores introduced in 1972, did not become
important until the 1980s. In the mid 1980s, lalmarket reasons were the most common
reason for granting disability benefits to 60—-64ryelds. Thereafter, the importance of labor
market reasons declined substantially while theoirtgmce of musculoskeletal diagnoses

increased.

4.2 The development of labor market outcomes

To describe the development of some central lalsoket outcomes we use data from the
Labor Force Surveys, collected by Statistics Swedde present the development from 1963
to 2007 for men and women in the age groups 4%%459 and 60-64. Figure 10 shows the
development of the employment rate. Panel A reveeaisilar pattern across age groups for
the development of male employment over time. Mahployment decreased from the early
1960s until the early 1990s, and then experienqgad@ounced dip during the recession in
Sweden in the early 1990s. From the late 1990s msyanale employment again increased.
The pattern is most pronounced for the age grouyp4é0wvhere the employment rate
decreased from above 80 percent in 1963 to aroQmefcent in the mid 1990s, and then
increased to about 65 percent in 2009. Changesptoyment in the age group 45-54 are
much smaller. Employment in this age group remaatsml/e 90 percent until the economic

crisis in the early 1990s, and then shifted dowa tevel just below 90 percent.

Panel B in Figure 10 shows a different developnoétihe female employment rate. Until the
1990s, employment increased substantially for womextl age groups. The increase was

most rapid for the two youngest age groups, whenmgl@yment increased from 55 to 90
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percent in the age group 45-54 and from 40 to 8Gepé in the age group 55-59. By the time
of the economic crisis in the beginning of the 1990e stable increase in employment ceased
and was followed by a slight decrease in all ageigs. In recent years, however, there has
been a marked increase in the employment rate nfamcaged 60—64. Between 2000 and
2007, employment increased by 15 percentage puiraisout 58 percent in this group. Also
the female employment rate in the age groups 4&8R8465-59 has increased since the late
1990s.
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Figure 10. Employment rates by gender and age group, 1963-2007

Source: Swedish Labor Force Survey, Statistics $wed
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Figure 11. Unemployment rates by gender and age group, 196320
Source: Swedish Labor Force Survey, Statistics $wed
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Figure 11 shows the development of the unemploymatat As opposed to the employment
rate, the unemployment rate has developed in dasimanner for men and women. There are
two notable properties of the development. Firsgmaployment in the oldest age group seems
to have been more sensitive to business cycle mentsnthan other age groups before 1990.
After 1990, the series for different age groupsegpond remarkably well. Second, the
unemployment rate seems to have increased to aapently higher level in all age groups

after the recession in the beginning of the 1990s.

Figure 12 shows the share of the population ndiquaaiting in the labor force. Panel A
reveals an increasing trend in the share of the papbulation out of the labor force in all age
groups. The steepest increase occured for thet@desgyroup, aged 60—64, from about 15
percent in 1963 to about 45 percent in 2000. Tlienednowever, the trend reversed and non-
labor force participation for men aged 60-64 deswddo a level just above 30 percent in
2009. The increase in non-labor force participatiothe two younger age groups has been
much more modest and the series have stabilizedrrditan declined in the 2000s.
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Figure 12. Non-labor force participation rates by gender age group, 1963-2007

Source: Swedish Labor Force Survey, Statistics $wed

Panel B in Figure 12 reveals a very different depeient of the non-labor force participation
rate for women compared to men. There has beenraageng trend in all age groups and the
decrease has been most pronounced in the two yogrges. Non-labor force participation

decreased from 45 to 10 percent for the age gréup4tand from 55 to 20 percent for the
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age group 55-59 between 1963 and 1990. Theretttelgvel has remained stable for the age
group 55-59 and increased slightly for the age gri+54. The non-labor force participation
rate for the oldest age group, aged 60—-64, deatdase rapidly, from 65 to 40 percent over
the full period.

Figure 13 shows the labor force participation ratene-year age groups in 1965, 1985 and
2003 for men and women, respectively. Panel A leveaarked decrease in the labor force
participation of men above the age of 58 betwedid Ehd 1985, but no visible change
between 1985 and 2003. In the ages below 58, hawheze was a small but visible decrease
in the labor force participation both between 1868 1985 and between 1985 and 2003.
Panel B reveals a large increase in female laboefparticipation at ages below 65 between
1965 and 1985, and a smaller increase betweend@823003. Beyond the age of 65, there
was a decrease in labor force participation betwl®&b and 1985 that can be explained by a

decrease in the normal retirement age from 67 to 8976.

A. Men B. Women
100% e 100%
o 1% 1] IM
S 80% S 80%
e o
9 o
g 60% g 60%
pud pud
© ©
o 40% o 40%
3 3 ]
5 \ B
5] 20% A S 20%
Q Q
s AN s \\;é
0% . ; ; ) 0% . ; ; =
50 55 60 65 70 50 55 60 65 70
Age Age
1965 =— 1985 +— 2003 1965 =— 1985 +— 2003

Figure 13. Labor force participation by age and year

Source: Own calculations based on data from StHiSweden

In section 3 we showed that the mortality ratefalien quite dramatically in all age groups in
recent decades. An increased life expectancy daotdhe time an individual spend in the
labor force, the time an individual spends as ise@tor both. To report the changes in labor
force participation over time without correcting fdhanges in mortality, as we have done so
far, implicitly implies that all gains in life exptancy are taken out in time as a retiree. The
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other extreme would be that the time as a retgdeid constant and the increased life
expectancy only affects the time spent in the ldbare. One way of investigating this
alternative is to calculate labor force participatrates at constant mortality risks.

The results from this exercise are shown in Figurewhich shows the labor force

participation rate at a given mortality rate. Assvegparent in Figure 13, labor force

participation for men decreased even when not ¢alia decrease in mortality into account.

Figure 14 hence reveals an even larger decredabdnforce participation rates for men. In

contrast to the results in Figure 13, however gherlso a large decrease between 1985 and

2003, a period during which the mortality rate efmdecreased significantly. Interestingly,

the increased labor force participation for femdlesveen 1965 and 1985 that was shown in

Figure 13 reverses in Figure 14, since mortalitgnorves more than labor force participation

increases. Only for very low mortality rates labaice participation still increased between

1965 and 1985. For women at higher mortality rded®syr force participation decreased
substantially between 1965 and 1985, and contitmel@écrease until 2003.
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Figure 14. Labor force participation by mortality rate andaye

Source: Own calculations based on data from StiSweden

4.3 Pathwaysto retirement

Figure 15 shows the development of the share gbdipeilation receiving disability benefits,

the share of non-employed and the share not gaatiog in the labor force from 1963 to
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2009. Panel C and E show a large increase in ngilegment and non-labor force
participation of elderly men between 1970 and 1@8&)g with a corresponding increase in
disability insurance recipiency. In the age gro6p®®, non-employment increased by 5.2
percent between 1970 and 1988, non-labor forcécpmation by 5.3 percent and disability
insurance recipiency by 8.1 percent. For men ageé4%the corresponding figures were
15.0, 15.5 and 15.2. The disability insurance heseens to have been the dominating
pathway to retirement for older males until 1990.

For men aged 45-54, the same close correspondetwedn non-employment and non-labor
force participation on the one hand and disabifigurance recipiency on the other is not
apparent. Non-employment and non-labor force ppeimon increased in the end of the
1960s and did not increase again until 1990, wdigability insurance recipiency was

gradually increasing.

The right-hand panels in Figure 15 show a veryed#t pattern for females until 1990. The
large gap between disability insurance recipiemzy the non-labor force participation rate
consists of the diminishing fraction of homemak@ise fact that the gap closes earlier for
younger age groups tells us that this developnsemtimarily a cohort effect. Since the close
link between non-employment, non-labor force pgéiton and disability insurance
recipiency for men was broken in 1990, the develeminfor women has been more similar to
that for men. In all age and gender groups, a gagrged between disability insurance
recipiency and non-employment from 1990 onwardshénoldest age group, this gap
primarily consisted of increased non-labor forcdipigation that was not due to increased

disability insurance recipiency.

To study the background to this development, wethis@nnual income statistics from tax
returns. Figure 16 shows the share of men and waged 55-59 and 60—64 with one of the
four main income security programs in Sweden asrthi@ income source. These include the
disability insurance, the sickness insurance, tltemployment insurance and occupational
insurance. An individual is classified as receiving or her main income from a certain
program if the benefits from the program accounbfd percent or more of the total yearly

income.
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The upper panels in Figure 16 show that the gapd®st disability insurance recipiency and
non-employment in the age group 55-59 has beenlyratnounted for by the unemployment
insurance. Also the sickness insurance has beexraintome source for a substantial share
of the population in this age group, and the reéaimportance of the sickness and the
unemployment insurance has shifted over time. dhet panels in Figure 16 show a
different pattern for the age group 60-64. A lasbare of the gap between disability
insurance recipiency and non-labor force partioguain this age group after 1990 has been

accounted for by benefits from occupational insoeaschemes.
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Figure 16. Main income source, 1990-2005

Source: Annual income statistics, Statistics Sweden
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4.4 Conclusions about the disability insurance and labor market outcomes

The results in this section showed some genertdipat The development of disability
insurance recipiency and labor market outcomeseattivided into two main eras; before
and after 1990. From the early 1960s until 1996 stiare of disability insurance recipients
increased in all demographic groups. For malesinitrease was closely accompanied by an
equal increase in non-labor force participation aod-employment. For females, the
correspondence between disability insurance rawpgiand labor market outcomes was

weak, but the gap was closing over time as fenadderlforce participation increased.

After 1990, the development of disability insurameeipiency was different across
demographic groups. While disability insurance pesicy decreased for men aged 55-59 and
60—64, it continued to increase for men and wongad &5-54 and women aged 55-59, and
only stabilized for women aged 60—64. From theyeHPBO0s, a gap emerged between
disability insurance recipiency and non-employméntloser study showed that the disability
insurance program were losing importance as a [@thavpermanent exit from the labor

force. In the age group 55-59, the unemploymentsaithess insurance programs became
more important while in the age group 60—64, the ob occupational insurances increased
substantially after 1990.

Finally, we should note the sharp decrease inrttidénce of disability insurance utilization
in recent years. The incidence reached a histbyileal/ level of below 1 percent of the risk
population in all demographic groups in 2009. Hsl exceptionally low levels of incidence
continue, it will lead to a sharp decrease in ttevglence of disability insurance utilization in

the coming years.

5. Population health and disability insurance

5.1 Disability insurance prevalence and population health

Figure 17 presents the development of the prevalehdisability insurance recipiency along

with the mortality rate and the share of the popaitawith a self-reported impaired work

capacity, the share of the population with an imgzhability to move and the share of the
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population with a self-assessed poor health fraerSirvey on Living Conditions. The most
apparent result from this figure is the lack ofretation between the mortality rate and the
prevalence of DI recipiency in all of the demogriagroups. The increase in the prevalence
of DI recipiency for all groups until the mid 1990stead coincided with decreasing

mortality rates.

Turning to the self-reported health indicators igufe 17, there is a resemblance between the
development of impaired work capacity and disapilisurance prevalence. The two series
shared a similar pattern from the mid 1980s onwirdthe two younger age groups, and

from the early 1990s onwards for the oldest agemrB8oth the prevalence of DI recipiency
and the share of the population with an impairedkveapacity increased more rapidly for
women than for men in the two youngest age grolmpsddition, the sharp drop in DI
recipency among men aged 60-64 since the mid I#80soincided with a decrease in the
share of the population with an impaired work céiya®dhe same correspondence is not
present between the development of the share gfdpelation in poor health and disability
insurance recipiency or the share of the populatitin an impaired ability to move and

disability insurance recipiency.

Figure 18 presents the development of disabilisyrance prevalence along with three
additional health indicators: the share of the pafmn who visited a doctor during the last
three months, the share of the population withhg-erm disease and the share of the
population with a self-assessed good health. Frmmdévelopment of these indicators it is not
possible to reject that disability insurance rezmgy and population health are unrelated. The
indicators did, however, develop more adverselyffiomen and for younger age groups,

which was also the case for disability insuranogpiency.
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5.2 Disability insurance incidence and population health

To further explore the relation between populatiealth and disability insurance recipiency,
Figure 19 through 21 show the development of tdiagnosis-specific health measures: (i)
the share of the population receiving inpatienedar a specific diagnosis, (ii) the
corresponding self-reported prevalence of a spedifiease from the Survey on Living
Conditions (ULF) and (iii) the diagnosis-specifiortality rate; along with diagnosis-specific
incidence of DI recipiency. The figures presens thformation for the three most common
diagnoses for DI eligibility: circulatory diseasessculoskeletal diseases and mental
disorders. We show the development from 1971 t&2060men and women in the age
groups 55-59 and 60-64.

Figure 19 shows the development for circulatorgdases. There has been a decreasing
importance of circulatory diagnoses as a groundligability insurance recipiency in all
demographic groups over time. This decrease hasdtered with the diagnosis-specific
mortality rate. Mortality decreased later for mkeart for women, and for the younger age
group, aged 55-59, the decrease in DI incidencersth@ similar pattern. For the older age
group, however, the decrease in DI incidence oedwsimultaneously across demographic

groups, although mortality decreased later for men.

The decreasing trend is not as apparent for theaition of inpatient care or the self-reported
prevalence of circulatory diagnoses. For the oddgr group, aged 60-64, the development of
the utilization of inpatient care showed no resenbé with the development of DI incidence.
For the younger age group, aged 55-59, howeveae thas a similarity between the

utilization of inpatient care and DI incidence froéhe mid 1980s onwards. For men, the
development of the self-reported prevalence olutatory diseases showed no
correspondence with DI incidence. For women, howdhere was a resemblance between

the two series.

Figure 20 shows the development for musculosketiktginoses. There was a clear peak in
the importance of musculoskeletal diagnoses fanEilence from the mid 1980s until the
mid 1990s in all demographic groups. Interestintilis peak is also visible in the self-
reported prevalence of musculoskeletal diseasss@ler upturn in DI incidence can be seen

in the early 2000s. Also this pattern is visiblghe self-reported disease prevalence, except
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for men aged 60—-64. The development of inpatierd gtlization due to musculoskeletal
diagnoses has been relatively stable over timeoadth a slight increase is visible as DI
incidence increase in the late 1980s. The mortedity in musculoskeletal diagnoses has been
highly volatile but has followed a decreasing tréimak did not correspond to the development

of the diagnosis-specific DI incidence.
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Figure 20. Musculoskeletal diagnoses by gender and age gi®@1d—2005

Finally, Figure 21 shows the development for medisbrders. The importance of mental
disorders for DI incidence has been invariant 8inigin all demographic groups until the
late 1990s. This was followed by an enormous irszea the importance of mental disorders
for granting disability benefits to women and @lstiupturn for men. This increase is well
reflected in the self-reported disease prevalesmosept for men aged 60—64. Also the stable
or falling trend in DI incidence before the 200@sresponded to the development of self-

reported disease prevalence, except for women G@yegi.
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The utilization of inpatient care due to mentabditers shows no correspondence with
diagnosis-specific DI incidence. Inpatient cardizdtion increased dramatically in the early
1970s and was then consistently falling over ti8gch a consistent development might be
due to changing working procedures in the healthsgstem with this type of patients rather
than an underlying trend in health. The mortalétieralso shows no correspondence with the
development of DI incidence. It should be notedyéwer, that the mortality rates in
musculoskeletal diseases and mental disorderscaesreely low and hence very dependent

on diagnosing patterns.
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5.3 Therédative health of disability insurancerecipientsto that of non-recipients

An alternative way of examining the role of hedtihthe development of disability insurance
recipiency is to compare the health of disabiliturance recipients with the health of non-
recipients. With a fixed health threshold for Dtiggency, we would expect the relative
health of recipients relative to non-recipientsgmain constant even if the prevalence of DI
recipiency changes. If changes in the prevalend oécipiency are instead induced by for
example economic incentives, less stringent heatjbhirements for eligibility or a change in
demand for workers with health-induced work limaat, we would expect the health of DI

recipients relative to the health of non-recipigontgnprove as recipiency increases.

We divided the respondents in the Survey on Livdagditions into disability insurance
recipients and non-recipients. Figure 22 showslthelopment of the relative health of DI
recipients relative to non-recipients for nine gelborted health indicators from the survey
along with the prevalence of DI recipiency. Forreaicator, the relative measure shows the
prevalence of a particular condition in the DI plgpion as a fraction of the prevalence in the
non-DI population. For example, the upper left-hpadel in Figure 22 shows that in 1976, a
ten times larger proportion of those receiving blisy benefits reported an impaired work
capacity as compared to non-DlI recipients. Duatogde size restrictions, the results are
presented for the entire age group 45—-64 yearasidshe presented series are three-year
moving averages. The left-hand panels show theldgweent for men and the right-hand

panels for women.

Figure 22 reveals much volatility, but no obviotend, for the health of DI recipients relative
to non-recipients before 1995. For men, most irtdrsaremain constant also after 1995,
although the share of men in poor health, the shdhean impaired ability to move and the
share who recently visited a doctor increase ir20@0s. This suggests, if anything, a
worsened health of male DI recipients relativeda-necipients in recent years. For women,
there is an opposite trend as that for men fron5182005. During this period, disability
insurance recipiency for women increased substbntidhe health indicators in panel B,
showing the prevalence of impaired work capacitypaired ability to move and poor health,
show a downward trend since 1995. Also the preval@f long-term disease in panel D has
been falling, while the share of women with a sefforted good health has increased, for DI

recipients relative to non-recipients. The shareea@inen who visited a doctor, reported in
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panel F, fell at least initially as DI caseloadskoff. This suggests a relative improvement in

the health of female DI recipients as compareditorecipients between 1995 and 2005.

5.4 Conclusions about health and the disability insurance

The analysis in this section showed that ther@igefation between mortality and disability
insurance recipiency in general in any age and@egibup. This result does not, however,
preclude that there is an underlying relation betwgopulation health and DI recipiency. As
discussed in section 3, mortality might be a poeasure of the aspects of population health

that are important for DI recipiency.

For the self-reported health indicators, theresarae results indicating that population health
indeed is an important determinant of disabilityurance utilization. In particular, the share

of the population with an impaired work capacityeleped in a similar manner as the
prevalence of DI recipiency. The health in yourage groups has declined compared to older
groups, and the health of women has declined coedgarmen. This pattern is consistent

with the development of disability insurance reemy. From the analysis of the diagnosis-
specific health indicators, we also saw a corredpanpattern between disability insurance
incidence and the development of self-reportedribag-specific diseases.

The relation between health and disability insueas®ems to be strongest for the younger age
groups. For the age group 60—64, a potential celdietween health and DI recipiency can be
seen only from 1990 onwards. For men in this agemrthe drop in DI recipiency during the
last decade coincided with a drop in the sharbd@fiopulation with an impaired work

capacity. For women in this age group, howeverdiéheelopment of disability insurance
recipiency during the last decade seem to be leakhhrelated than for men. As DI recipiency
increased, the health of disability insurance rieas relative to non-recipients improved.

This implies that relatively healthier women thaidse started to receive disability benefits.
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6. Changesin disability insurance digibility

The changes in the design of the disability inscegorogram in Sweden were described in
Section 2 of this paper. Two major reforms in tistdry of the program were directed
towards older workers only. First, special eligtigitules for older workers were introduced
in 1970 and abolished in 1997. Second, a possilmfigranting disability benefits based on
pure labor market reasons for older workers wasdhiced in 1972 and abolished in 1991.
The age limits were initially set to age 63—66, Wwas changed to 60—64 in 1974 for pure

labor market reasons and in 1976 for the spedgibéity rules.

The fact that the changes in eligibility affectelthaited group only makes the
implementation of these rules favorable from arlweat&gon point of view. It enables us to
analyze the effect of changes in eligibility inentbgraphically defined group and use the
younger age group aged 55-59 as an unaffectedotgnbiup. In this section, we analyze the
introduction of the special eligibility rules in 70 and the pure labor market reasons in 1972
and the subsequent abolitions in 1997 and 1991ansb/ze the impact of the eligibility
reforms on disability insurance recipiency and gticdwhat extent the reforms also affected

labor market outcomes.

As described in section 2, also another set oft@lity rules were in effect between 1970 and
1997. These rules affected all workers, and impied long-term unemployed with
functional limitations were made eligible for didédlp benefits after having been unemployed
for 1-2 years. Since these rules affected all wstk&ere is no control group to use in order
to distinguish the effect of the rules from gendirak trends. When studying the effect of the
special eligibility rules that were in effect dugithe same period, we implicitly assumes that
the unemployment as an additional criterion foadikty insurance eligibility affected the
age groups 55-59 and 60—-64 equally. If the unempéoy criterion in fact was more
important in the older age group than in the younipe effect of these rules will be

subsumed in the effect of the special eligibilityess for older workers.

As was also described in section 2, eligibility fagability insurance recipiency was recently
changed again. Since 1 July 2008, an individuaBskimg capacity has to be permanently
reduced in relation to the entire labor marketriheo to qualify for disability benefits. Since

this change affected all disability insurance agglis simultaneously, we cannot evaluate the
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impact of these changes in a control group setigpir& 8 showed a substantial decrease in
the incidence of disability insurance recipiencyidlg the last years, and the decrease is
particularly steep since 2008.

6.1 Program €ligibility and disability insurance recipiency

The upper panels in Figure 23 show the developfaihe prevalence of disability insurance
recipiency for men and women, respectively. Vettices mark the introduction of the
special eligibility rules for elderly workers in 19 and the abolition of these rules in 1997, as
well as the introduction of labor market reason$9i2 and the subsequent abolition in 1991.
The lower panels in Figure 23 show the differenneadisability insurance recipiency between
the group aged 60-64 and the younger group agesPs55igure 24 presents similar panels
for the incidence of disability insurance recipignice. the admitted disability insurance

recipients as a share of the risk population imeae group.

The upper panels in Figure 23 show a clear increatdee growth rate of DI recipiency after
the 1970 reform. The increase in the growth ragaisicularly large for the oldest age group.
The lower panels show that the difference in Diplence between age groups 60—-64 and
55-59 is fairly constant before 1970, at leastfomen, but increases rapidly after 1970. This
indicates that there was an effect of the spedgibdity rules for older workers that were
introduced in 1970. Unfortunately, we do not haa&adn the incidence of disability
insurance recipiency in these age groups beforé.I8Ye number of entrants into DI in all
ages, however, almost doubled from around 23 00®@&@8 to around 44 000 in 1970.

The next reform is the introduction of pure labaarket reasons for older workers in 1972. It
is not possible to perceive any effect of this mef@n the growth rate of DI prevalence in
Figure 23. From panels E and F in Figure 9, howenverknow that pure labor market reasons
accounted for an entry rate of around 1 percetti®fisk population from its introduction

until 1983. The lower panels in Figure 24 showdtliterence in the incidence of disability
insurance recipiency between the age group 60-646%r59. The difference is slightly

larger in 1972 and 1973 than in 1971, which migkigate a small immediate effect of the
1972 reform on total DI entry rates.
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Figure 23. Prevalence of disability insurance utilization d@hd timing of DI reforms.

Source: The Swedish Social Insurance Agency

As discussed in Section 4, there was a clear toegak in disability insurance recipiency in
the older age groups in the early 1990s. This eda@ttwith the abolishment of pure labor
market reasons in 1991 and the rehabilitation refior 1992. It also coincided, however, with
a deep recession in Sweden. The upper panels wfeF&3 show this trend break in the
prevalence of disability insurance recipiency ie ggoups 55-59 and 60-64. The increase in
1992 and 1993 is due to the fact that a large nuwfo@cipients of sickness benefits were
transferred to the disability insurance programa asnsequence of a rehabilitation reform

affecting the work of the Social Insurance Agencies

41



A. Male Dl incidence B. Female Dl incidence

10% 10%

8% K 8%

N Py
V.

4% A\ 4% 7\
s KrA*“Aﬁé*ﬁ**ﬁ‘Aaﬁﬂ!h N
0% | 0%
1970 1980 1990 2000 2010 1970 1980 1990 2000 2010
Year Year
&— 50-54 #— 55-59 60-64 —&8—50-54 —&—55-59 —«—60-64
C. Difference in Dl incidence for men: D. Difference in DI incidence for women:
age 60-64 — age 55-59 age 60-64 — age 55-59
8% 8%
6% j 6%
4% 4%

i \/.\\ : JW\/
0% : 0% : \M

1970 1980 1990 2000 2010 1970 1980 1990 2000 2010

Year Year

Figure 24. Incidence of disability insurance utilization ahe timing of DI reforms

Source: The Swedish Social Insurance Agency

The lower panels in Figure 24 show that the diffesein disability insurance entry rates
between age groups 60—-64 and 55-59 was substaiialr after the 1991 reform than
before. The abolishment of the pure labor markatwas for aged 60—-64 in 1991 hence
seems to have had an effect on disability insura@ciency in the affected age group. The
effect was larger for men than for women. Entrgsanto disability insurance were higher for

men before the reform, but of the same magnituderasomen after the reform.
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The abolishment of special eligibility rules fodel workers in 1997 has been thoroughly
analyzed in Karlstrom, Palme and Svensson (2008)o#ling to their analysis, there is no
significant effect on entry rates into the disdpilnsurance. There is, however, a significant
anticipation effect — an increase in entry ratés Dl just before the reform — corresponding
to almost 2 percent of the labor force in ages 80Since the new eligibility rules were
announced long before they were implemented, wenkéio believed they would pass the
pre-reform eligibility rules, but not the post-rafoones, could apply under the pre-reform
regime. This effect is seen in panels C and D guig 16 from the increase in the difference
in DI entry rates during 1996 and 1997.

6.2 Program eligibility and labor market outcomes

The eligibility reforms for older workers seem taMe had an effect on the utilization of the
disability insurance. An extended question is t@aindxtent these effects were translated into
effects on employment and labor force participatates. Figure 25 shows the development
of disability insurance prevalence, non-labor fgoegticipation and non-employment for men
and women aged 55-59 and 60-64. Figure 26 showdsiffeeence in non-labor force
participation and non-employment rates betweeratigegroups 60—-64 and 55-59, along with
the corresponding difference for the prevalenceiaadence of disability insurance

recipiency. The reforms under study are marked wgttiical lines.

The left-hand panels in Figure 25 show that thenghan the prevalence of disability
insurance recipiency after the reform in 1970 waleed translated into a correspondingly
large increase in non-employment and non-laborefparticipation for the male population in
both age groups. Figure 26 shows that the differeint non-labor force participation and
non-employment between the age groups 60—64 artb5hereased in the same manner as
disability insurance recipiency during the 1970se pure labor market reasons, introduced in
1972, were not extensively used until the mid 198@en they were used, however, we do
see an increase in non-employment and non-laboe foarticipation that suggests a
continuously close relationship between the prew@deof disability insurance recipiency and
labor market outcomes also in the 1980s. For tifi®4@nd 1980s, the utilization of the
disability insurance program hence seems to hawsslaited into effects on non-employment

and non-labor force participation rates.
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Figure 25. DI prevalence, non-labor force participation aod+employment

The 1991 reform seems to have had a very diffesfatt. While there was a rapid decrease
in disability insurance recipiency, both non-emph@ant and non-labor force participation
increased in the age group 60—64. In the age gsbup9, the decrease in disability insurance
recipiency coincided with an increase in non-emplemt, but not in non-labor force
participation. The background to this result migatthe deep economic recession in the early
1990s which resulted in a sharp decrease in labmiadd. As concluded in section 4,
disability benefits were replaced by income fronemployment benefits, occupational

pension and sickness benefits.
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Figure 26. Differences between age groups 60-64 and 55-59

Contrary to the 1991 reform, Figure 26 suggeststhii@abolition of the special eligibility
rules for workers aged 60—64 in 1997 was followgdhoreased employment and labor force
participation. A detailed analysis of the effectshis reform on employment and on the
utilization of the sickness and unemployment insaeaprograms is found in Karlstrom,
Palme and Svensson (2008). They did not, howewet af significant effect of the reform on
employment, but did find an effect on both entrd @ersistence in the unemployment and
sickness insurance programs (not considered irr€sg2b6 and 26). Their conclusion is that
the other income security programs worked like camicating vessels that crowded out the
employment effect of the stricter eligibility rulesacted in the 1997 reform. Looking closer
at Figure 26, the decrease in non-employment andatmwr force participation did not come
until a few years after this reform. It is there&aifficult to attribute the drop to the reform
itself.

6.3 Conclusions about program eligibility, disability insurance and labor mar ket

outcomes

Our analysis of the changes in the eligibility sudhows that the introduction of special
eligibility rules for older workers in 1970 seenashiave had an effect on the utilization of the

disability insurance and that the effect translameol effects on labor force participation and
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employment. We did not find support for an addiibeffect of the introduction of pure labor
market reasons for older workers in 1972 on diggbiisurance recipiency. The pure labor
market reasons were not being used extensivelythatearly and mid 1980s. At that time,

however, there is also an increase in non-employarath non-labor force participation.

For the 1990 and 1997 reforms, the analysis shbatghe marked change in utilization of the
disability insurance was “crowded out” by changethie utilization of other income security
programs. However, the long term relative increasamployment and labor force
participation of the age group 60-64 among bothesnahd females after 1997 suggests that
there was an effect of the 1997 in prolonging time tbefore the permanent exit from the
labor market of older workers.

7. Overall conclusions

In this paper, we posed three main research guesftide first question was whether the
development of disability insurance recipiency aver past decades can be explained by
changes in the health status of the populationfafled some support for this hypothesis. We
focused on the development for men and women iadgieegroups 45-54, 55-59 and 60-64.
The analysis showed that the demographic groupgsth least advantageous health
development were the same groups with the leastradgeous development in disability
insurance recipiency. In particular, we found aenadverse development of the health of
women compared to men, and the health of youngapaced to older. The same pattern can
be found in the development of disability insurareapiency. The relation between
population health and disability insurance recipiewas least apparent for the oldest age

group, aged 60-64.

The second question was whether the changes ibilitisansurance recipiency can be
explained by changes in the eligibility rules ie tisability insurance program. We focused
on the introduction and abolishment of two setsligfibility rules that affected the oldest age
group, aged 60-64, only. The first were the spedigibility rules for older workers,

implying an exempt from rehabilitation and retram lowered requirements for the medical
assessment of working capacity and a possibiliotwsider functional limitations due to

normal aging for eligibility to disability benefit3he second was the introduction of pure
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labor market reasons for older workers, making tleéigible for disability benefits if they
were still unemployed when reaching the time lifoitunemployment benefits. The special
eligibility rules for older workers were in effelsetween 1970 and 1997, while the pure labor

market reasons were in effect between 1972 and.1991

For some of the changes in eligibility for oldernkers, we found evidence of an effect on
disability insurance recipiency. The introductidrtiee special eligibility rules in 1970 seems
to have had a large impact on disability insuraecgiency. The introduction of pure labor
market reasons in 1972, however, seems to haveeddanly a small additional increase in
the entry rates into the disability insurance paogr The abolishment of the pure labor market
reasons in 1991 seems to have had a larger efiadisability insurance recipiency. The
abolishment of the special eligibility rules fodel workers in 1997 did affect disability
insurance recipiency but the effect on employmes erowded out by an increased
utilization of the sickness and unemployment insoes. In the long run, however, the
difference in non-employment rates between thegageps 60—64 and 55-59 has been
decreasing after the reform, which might suggest ttie eligibility changes in the disability

insurance in 1997 eventually spilled over on emiplemt.

The final question was to what extent the change&digibility rules for older workers
affected employment and labor force participatibme answer is ambiguous. For the 1970
reform, this seems to be true in the sense thaefloem opened the disability insurance
program as a much more frequent exit route fromleynpent than before. In fact, the
disability insurance program became almost the pathiway out of the labor force before the
normal retirement age in the decades followingréierm. The results are complicated to
analyze for the 1991 and 1997 reforms. The 199irmetoincided with a sharp drop in the
employment rate, caused by a labor demand shookdreevere recession. The conclusion
for the 1997 reform is that it did not lead to gnsficant increase in employment. The effect
on the disability insurance utilization was crowaed by an increase in the unemployment
rate and increased utilization of the sicknessrarste. However, several years after the
reform, we have seen significant improvements iplegment rates among older workers. It
IS an open question to what extent the new regiitt@mthe disability insurance after 1997
contributed to this development.
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There are several significant changes in the ushdiesability benefits that cannot be directly
related to either changes in health or reform#$efrtiles of the program. Throughout the
many graphs shown in this paper we have seenrtérats tend to continue, without visible
changes in eligibility rules or population heafussible explanations are (1) changes in the
demand for labor with health impairments; (2) fotima of norms on eligibility to disability
insurance in the social security administration @nithe society in general; (3) administrative
policies within the social insurance system; orddanges in economic incentives the
disability insurance program primarily attributednhaturation of the supplementary pension
program (the ATP system). The relative importaricinese factors is a subject for further

research in this area.
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