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Overview

While much of the United States was suffering from the Great Recession, parts of Montana, North Dakota,
and South Dakota were experiencing unprecedented economic growth and labor market activity as a result of an oil
boom. This paper seeks to examine the extent to which an economic boom resulting in increased earnings and labor
force participation contributes to the decrease in Disability Insurance (DI) payments and participation. | use the
value of county oil reserves as an instrument for earnings to estimate a causal relationship between local economic
boom and a decrease in DI payments and program participation in Montana, North Dakota, and South Dakota.
Because current DI applicants and beneficiaries are likely to be more responsive to local economic conditions, this
new evidence can shed light on the impact of local labor market conditions on the growth of DI payments and
participation. My estimates suggest a strong relationship between local economic conditions and DI program
participation. | find an elasticity of DI payments with respect to local earnings of -1.04.

Methods

Econometric Sprecifications. In this paper, | examine the impact of local labor market conditions on DI
payments and participation. The objective of this paper is to provide new estimates of this relationship that reflect
the changes to the makeup of the labor force and DI applicant and beneficiary pools over the past two decades.
Estimating a causal relationship between local labor market conditions and DI payments and participation is
intrinsically difficult. A fundamental challenge is that at the level of the local labor market, earnings, employment,
and DI participation are jointly determined. That is, an increase in county-level earnings will increase both
employment and the value of an individual’s potential DI payments. The value of individual DI payments is
expected to increase due to the increase in earnings, which increases the level of income replacement from DI.

To surmount these challenges, | develop an instrumental variable to proxy local labor market conditions.
Following closely the approach of Black et al. (2002), | exploit variation in in local earnings growth within states to
examine how changes in local labor market conditions affect participation in the DI program. | use an instrumental
variables (V) strategy, with the value of county oil reserves as an instrument for earnings, to estimate a causal
relationship between the local economic boom and a decrease in DI payments and program participation.

Data Description and Instrument Construction. Using shape files from the Energy Information
Administration (EIA) and Maplinfo software, | aggregate oil reserves at the county level from estimates of oil field
reserves. | use midpoint estimates for each oil field then aggregate at the county level as the reserves are listed in
ranges. Oil reserves are in millions barrels of oil equivalent (MMBOE). | calculate the reserve value used in the
specifications by multiplying a county’s oil reserves by the real price per barrel of West Texas Intermediate (WTI)
crude oil, also obtained from the EIA. | use county-level administrative earnings data from the Internal Revenue
Service (IRS), and DI payment and beneficiary data from the Social Security Administration (SSA).

Results

| estimate two IV models with the log difference of oil reserve value and two of its lags as instruments. In
the first spefication, the dependent variable is county-level DI payments. My estimates for the first specification
suggest a strong, statistically significant impact of earnings growth on DI expenditures. A 10 percent increase in a
county’s earnings would result in a decrease in DI payments within the county of nearly 10.4 percent. Increases in
county earnings seem to substantially decrease DI payments. In the second specification, the dependent variable is
county-level DI participation, the number of DI beneficiaries in each county. | find that a 10 percent increase in
county earnings decreases the number of beneficiaries by 6.7 percent. This represents a substantial and statistically
significant inverse relationship between county earnings growth and growth in the number of DI beneficiaries in the
county. Additionally, the instruments perform well in identification tests.

My results show that, for this three-state region, the earnings growth in local labor markets generated by
the oil boom significantly decreased DI payments as well as the number of DI beneficiaries. These results are in line



with the broader literature, which finds a negative relationship between economic conditions and DI program
participation, including Black et al. (2002) and Autor and Duggan (2003).

Conclusions

In this paper, | use variation in local labor market conditions to estimate the impact of economic growth on
DI payments and program participation. The oil boom created an exogenous shock to local economies. | use data
from three oil-producing states and use the oil boom as a natural experiment to identify the causal impact of
earnings growth on DI program participation. The oil boom substantially increased earnings in oil-rich areas within
the region. The economic benefits, however, were not spread evenly across the region. | use the variation in the
price of oil over time combined with the variation in oil reserves across space (together, these make up the value of
the county’s oil reserves) to investigate the impact of economic growth on DI. | find that for the DI program, the
elasticity of program payments with respect to earnings growth is -1.04; the elasticity of program participation with
respect to earnings growth is -0.67.

My research provides new insights into the impact of economic boom on the labor force participation of
low-skilled workers. Consistent with previous literature, these results suggest that current DI beneficiaries are more
responsive to economic shocks than beneficiaries of previous generations.

References

Autor, David and Mark Duggan. 2003. "The Rise in the Disability Rolls and the Decline in Unemployment,” The
Quarterly Journal of Economics 118(1): 157-206.

Autor, David and Mark Duggan. 2006. “The Growth in the Social Security Disability Rolls: A Fiscal Crisis
Unfolding,” Journal of Economic Perspectives.

Black, Dan, Kermit Daniel, and Seth Sanders. 2002. "The Impact of Economic Conditions on Participation in
Disability Programs: Evidence from the Coal Boom and Bust," American Economic Review 92(1): 27-50.

Bound, John and Richard Burkhauser. 1999. “Economic Analysis of Transfer Programs Targeted on People with
Disabilities,” Handbook of Labor Economics 3: 3417-3528.

Bound, John and George Johnson. 1992. "Changes in the Structure of Wages in the 1980's: An Evaluation of
Alternative Explanation,” American Economic Review 82(3): 371-92.

Burkhauser, Richard and Mary Daly. 2011. The Declining Work and Welfare of People with Disabilities: What
Went Wrong and a Strategy for Change. Washington, DC: The AEI Press.

Duggan, Mark and Scott Imberman. 2009. “Why are the DI Rolls Skyrocketing? The Contribution of Population
Characteristics, Economic Conditions, and Program Generosity,” in Health in Older Ages: The Causes and
Consequences of Declining Disability among the Elderly, University of Chicago Press, 337-379.

Federal Reserve Bank of Minneapolis. 2012. “Data on Demographic, Economic and Financial Activity in the
Bakken.” December 20.

Goodman, Nanette and Timothy Waidmann. 2003. “Social Security Disability Insurance and the Recent Decline in
the Employment Rate of People with Disabilities” in David Stapleton and Richard Burkhauser, eds., The
Decline in Employment of People with Disabilities: A Policy Puzzle. Kalamazoo, MI: W.E. Upjohn
Institute for Employment Research, p. 339-369.

Gruber, Jonathan. 2000. "Disability Insurance Benefits and Labor Supply,” Journal of Political Economy 108(6):
1162- 83.

Gruber, Jonathan and Jeffrey Kubik. 1997. "Disability Insurance Rejection Rates and the Labor Supply of Older
Workers,” Journal of Public Economics 64 (1): 1-23.

Haveman, Robert and Barbara Wolfe. 1984. "Disability Transfers and Early Retirement: A Causal Relationship?"
Journal of Public Economics 24(1): 47-66.

Maugeri, Leonardo. 2012. “Oil: The Next Revolution” Discussion Paper 2012-10, Belfer Center for Science and
International Affairs, Harvard Kennedy School.

Parsons, Donald. 1980. "The Decline of Male Labor Force Participation,” Journal of Political Economy 88:117-
134.

Rupp, Kalman, and David Stapleton. 1995. Determinants of the Growth in the Social Security Administration’s
Disability Programs—An Overview. Social Security Bulletin 58:43-70.

U.S. Census Bureau. 2012. Statistical Abstract of the United States: 131st Edition. Washington, DC;
<http://www.census.gov/compendia/statab/>.

von Wachter, Till, Jae Song, and Joyce Manchester. 2011. "Trends in Employment and Earnings of Allowed and
Rejected Applicants to the Social Security Disability Insurance Program," American Economic Review
101(7): 3308-29.



