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SSDI Reform

Promoting Gainful Employment while Preserving Economic Security

By JAGADEEsSH GOKHALE

EXECUTIVE SUMMARY

he Social Security Disability Insurance
(SSDI) program faces imminent insol-
vency. Annual expenditures totaled $143
billion in 2013, but program receipts
amounted to $111 billion—a shortfall that
is projected to continue indefinitely. According to the So-
cial Security Trustees, the program’s trust fund will be fully
depleted in 2016, compelling either a large benefit cut or a
large tax hike—neither option being politically popular.
Regardless of the program’s insolvency, SSDI creates
substantial work disincentives, causing many with medi-
cal impairments who could work to withdraw from the
labor force and apply for SSDI. That undesirable out-
come arises from the complicated rules and procedures
that SSDI uses to establish benefit eligibility. But rectify-
ing SSDT’s processes is a monumental task, unlikely to be
accomplished in the short term.
Determining whether medical impairments imply
inability to work is becoming more difficult in a growing
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number of cases, with the result that many applicants
with residual capacities are admitted to SSDI. Many
beneficiaries express a desire to return to work but fear of
losing benefits and health coverage under SSDI’s current
benefit rules impedes such a decision. Accordingly; this
paper advocates a change in the structure of SSDI’s ben-
efit payments to those admitted to the program. Shifting
benefits at the margin toward paying beneficiaries to
work rather than to remain out of the work force would
encourage beneficiaries with residual work capacities to
return to work. That shift would serve as a backstop to
reduce the economic loss from wrongful allowances of
applicants into SSDI. Such a switch in benefit design can
be accomplished without compromising benefit eligibil-
ity for those who cannot work. The paper explains how
to implement such a change to SSDI’s benefit structure
and the advantages that would accrue from it. Apart from
creating better incentives to work, the proposed reform
complements other reforms Congress might adopt.

Jagadeesh Gokhale is a senior fellow at the Cato institute and a member of the Social Security Advisory Board. He is author of Social Security: A Fresh

Look ar Policy Alternatives.
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INTRODUCTION

Social Security Disability Insurance (SSDI)
insures workers against the loss of wage earn-
ings from premature onset of a disabling con-
dition. Annual benefit payments and adminis-
trative costs totaled $143 billion in 2013, and
program receipts amounted to $111 billion—a
shortfall that is projected to continue." Accord-
ing to the Social Security Trustees, SSDI’s trust
fund will be exhausted in 2016.” Absent chang-
es in the law until then, a benefit cut of 19 per-
cent will become necessary immediately after
2016—an outcome Congress is unlikely to tol-
erate.’ In response to the shortfall, the Social
Security Trustees could redirect payroll taxes
from Social Security’s Old-Age and Survivors
Insurance (OASI) Trust Fund, but that would
merely shift the underfunding elsewhere.*

Regardless of solvency concerns, SSDI dis-
torts the incentive to work, causing people
with substantial work capacity to withdraw
from the labor force and seek to enroll. This is
because disability is rarely all or nothing with
individuals who are either capable of working
or not. Instead, people experience a range of
health conditions that reduce work capac-
ity but do not necessarily preclude significant
earnings. Thus, to avoid paying SSDI to every-
one who claims disability, the Social Security
Administration (SSA) must first determine
who is “sufficiently” disabled to deserve bene-
fits and then monitor enrollees’ medical status
to identify cases where claimant medical con-
ditions no longer meet the program’s eligibil-
ity rules.

Today’s disability determination systems
involve a peculiar combination of procedures.
On the one hand, case officials and admin-
istrative law judges (ALJs) must often base
decisions on their own or experts’ subjective
judgments, because objective medical criteria
are not available for measuring the severity of
conditions like pain or mental impairment. On
the other hand, adjudicators must often apply
legal presumptions of disability according to
an applicant’s age, education, vocation, and
other nonmedical characteristics, irrespec-

tive of work capability. As will be described,
a statistical analysis of AL]J benefit allowance
patterns suggests persistent inconsistencies
across ALJ decisions, implying problems with
disability policies, compliance with those poli-
cies, or both.

This paper first argues that the environment
for adjudicating disability cases has become in-
creasingly challenging and is likely causing un-
warranted SSDI allowances. Application and
allowance patterns suggest that SSD1 is increas-
ingly used as alternative support by those who
could work but have exhausted unemployment
insurance benefits. The paper also examines
micro survey data and Social Security Adminis-
tration (SSA) data on labor force participation,
SSDI’s enrollments, and the outcomes and pro-
jections of SSDI’s prevalence rate; those data
suggest that the program is encouraging those
with medical impairments to leave the work
force.

Congress has two possible ways to address
looming insolvency and the distortions caused
by SSDI: reduce benefit levels or adopt bet-
ter procedures for determining and monitor-
ing disability status. Lower benefits will cause
fewer people to seek SSDI over work, but that
would harm deserving disabled persons. Bet-
ter determination procedures are desirable,
but designing and implementing improve-
ments are difficult: any process will require
significant time, debate, and judgment, and
whether the effect of resulting changes will be
beneficial is uncertain.

This paper describes a different kind of re-
form: one that does not target the disability
determination process itself but adds a finan-
cial incentive to more effectively encourage
SSDI beneficiaries to return to work. The new
SSDI benefits system advocated here would
protect access to SSDI for those beneficiaries
who are unable to work. Moreover, the “post-
entitlement” reform proposed here is comple-
mentary to all other reform measures, includ-
ing “pre-entitlement” changes that Congress
may implement in the future’ For example,
although the reform proposed here appears
unlikely to induce many more workers with



medical impairments to drop out of the work-
force and apply for SSDI, those that are so in-
duced would be suitable for early-intervention
programs to preserve their motivation and
ability to continue working.

MOTIVATION FOR SSDI REFORM

Many analysts and observers claim that
SSDI s failing individuals with disabilities. But
they also believe we must reform the program
in fundamental ways because the tax increases
necessary to continue benefit payments under
current laws may erode political support for
the program.® Even sitting ALJs opine that
SSDI no longer serves its intended purpose
and needs significant structural changes.”

Several analysts have asked whether aug-
menting SSDI with “front-end” initiatives
would prevent or delay entry into SSDI by
workers who could remain gainfully employed
with additional support services.® Those pro-
posals are motivated by the observation that
disabling conditions become more serious

Figure 1

over time, and that the likelihood of sustain-
ing a worker’s ability and motivation to remain
employed is greater the earlier remedial inter-
ventions can be provided.

That approach, however, has several prob-
lems. First, SSDI’s rules provide strong incen-
tives for people with medical impairments to
stop working and apply for the program. Fig-
ure 1 shows a secular decline in labor force at-
tachments and an increase in SSDI enrollment
by those with a work-limiting medical impair-
ment—as if those individuals are investing in
not working in order to qualify for SSDI.? So
countering SSDI’s incentive to apply for dis-
ability benefits by providing early-interven-
tion services and supports may prove difficult
as recent research has shown.

Second, identifying workers to target for
early-intervention supports and work accom-
modations will be challenging. Screening al-
most the entire work force to identify those
likely to experience declining health and erod-
ing work capacity will be difficult and costly.
Third, like other disability insurance (DI) re-
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form approaches, the early-intervention ap-
proach is also not immune from “induced en-
try” issues.™

In contrast, few analysts have proposed
“post-entitlement” reforms that would pro-
vide better work incentives to current SSDI
beneficiaries, presumably under the belief that
beneficiaries possess little residual work abili-
ty and motivation.” This is consistent with the
original disability definition—“of long-contin-
ued and indefinite duration”—which is widely
recognized as creating strong work disincen-
tives. Although the definition was liberalized
during the 1960s, it continues to discourage
beneficiaries from rejoining the labor force.
As discussed below, a significant minority of
beneficiaries appears to possess residual work
ability, but most who do work limit their hours
and earnings to preserve SSDI eligibility.

As under the original disability definition,
the one in force today requires SSDI eligibil-
ity to be based on one or more “medically de-
terminable” impairments. It specifies that the
worker (a) must be unable to continue work in
the current occupation, (b) must be unable to
adjust to other work because of a medical con-
dition, and (c) must have a disability that is ex-
pected to last for at least one year or to result
in death. However, changes in the American
economy since that definition was introduced
in 1967—the lighter exertional requirements
of today’s jobs, improvements in population
health, technological advances in assistive
devices, and changes in the workplace, social,
and legal environments for individuals with
disabilities—mean that operationalizing the
term “medically determinable work disability”
to make disability determinations has become
much more difficult. The Social Security Advi-
sory Board recently wrote, “Medical advances
and improved rehabilitative knowledge and
technology . . . during the last 50 years . . . in-
creasingly call into question the ability of a
program to neatly draw a line between those
who can and those who cannot work.”* Thus,
it is likely that many current beneficiaries
have residual work capacities and the case for
continuing with a disability benefit structure

that discourages working so strongly is much
weaker today.

How can we introduce an effective work
incentive into SSDI’s benefit structure that
preserves the program’s safety net for individu-
als with disabilities? Many disability analysts
believe that goal is infeasible under the cur-
rent SSDI disability definition and the current
benefit eligibility criteria. However, altering
SSDI’s benefit structure to substitute, at the
margin, “payments to work and earn” instead
of “payments to replace lost wages” could
achieve that objective.

Such a reform of SSDI’s benefit structure
will also have ancillary advantages. It would
generate savings for the SSDI trust fund, re-
duce the program’s administrative costs, and
provide a federal disability benefit structure
around which state and local public, nonprof-
it, and charitable organizations could design
and build additional support programs. Those
agencies could provide saving programs and
financial advice, especially to counter employ-
ment and earnings risks that beneficiaries will
experience when they return to work. Such a
change would improve the living standards of
individuals with disabilities, allow them great-
er independence, encourage community par-
ticipation through employment, and nurture
a self-supported and self-determined lifestyle
secure in the knowledge that SSDI’s safety net
will continue to be available if labor market at-
tachments cease for health or other reasons.

INCREASING RELIANCE ON SSDI

The evidence to date on burgeoning SSDI
incidence rates suggests that the program is
acting as a gravitational force, peeling indi-
viduals with medical impairments away from
the work force and absorbing them into a per-
manent state of public dependency. Figure 2
shows that since the 1990s, sharp increases
in SSDI enrollments have coincided with re-
cessions (periods shown as gray vertical bars)
when unemployment rates tend to be high. It
suggests that SSDI’s marginal applicants may
be work-capable but end up in SSDI as an al-



Figure 2
SSDI Allowances (1970-2012)
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ternative source of long-term unemployment
support after federal unemployment insur-
ance benefits expire.”

Such applicants are admitted into the pro-
gram because SSDI appears less able today to
determine whether medical impairments and
associated functional limitations reduce work
capacity sufficiently to warrant allowance into
the program. Moreover, during recessions, it
becomes easier to meet the program’s vocation-
al eligibility conditions, as job availability in ap-
plicants’ occupations are, indeed, scarcer."

The curious aspect of Figure 2 is that al-
though allowance rates spike during reces-
sions, they do not fully revert to earlier levels
once the economy recovers. Thus, recession-
ary conditions may be stimulating factors that
induce permanent increases in SSDI’s allow-
ance frequencies. One such factor is the in-
creased representation of SSDI applicants by
attorneys, nonprofit agencies, state welfare
workers, and other social organizations, even
at the initial application level."” The financial

Year

fees paid to such intermediaries under SSDI’s
current rules justify investing in the ability
to prepare applications strategically: the ad-
vocates sharpen supporting evidence, target
shortcomings in the system’s operational pro-
cedures, and exploit SSDI’s procedural quirks
to increase the likelihood of favorable deci-
sions. Recessions spur the irreversible acqui-
sition and broader application of such case
management techniques and strategies.

A part of the increased annual incidence
of disability (and one of the reasons for non-
reversal of SSDI enrollment spikes during
recessions as shown in Figure 2) is the move-
ment of baby boomers into older ages and
the increased entry of women into the labor
force during and after the 1970s. That change
increased the share of women insured un-
der SSDI. Had disability prevalence rates re-
mained constant, most of the increase in SSDI
enrollments would be potentially attribut-
able to those two factors. However, as Figure
3 shows, SSDI’s age-specific prevalence rates
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Figure 3

SSDI Prevalence by Age Groups for Selected Years
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have also increased over time, suggesting that
the changing age and gender composition of
the insured population alone does not account
for all of the increase in SSDI’s incidence (Fig-
ure 2)."® As suggested below, the increased dis-
ability prevalence within age groups may in-
dicate changes in how disability policies have
been implemented over time.

Changes in the Economy, Jobs, and
Worker Characteristics

Changes in sectoral employment and the
work force (e.g., age composition, career lon-
gevity, education, gender composition) appear
to have eroded SSDT’s ability to link medical
conditions with (in)ability to work. Several fac-
tors, especially changes in the nature of jobs,
technological advances, and increased use of as-
sistive devices, have made it easier for individu-
als with disabilities to adapt despite medical
impairments and to retain the ability to work.

Changes in the sectoral composition of
the work force have also contributed in that

regard. During the early 1960s, more than 40
percent of employment was in agriculture and
manufacturing, where most tasks required sig-
nificant physical exertion. Today, only about
13 percent of national employment occurs in
those sectors, versus 87 percent in the service
sector, which involves less physical exertion
and greater application of cognitive and light
psychomotor activities and skills."”

Patterns of sectoral employment changes
since the mid-198os show that the service-
sector share of medically impaired individuals
employed and not enrolled in SSDI increased
more rapidly than the share of those without
medical impairments. Moreover, the service-
sector share of medically impaired individuals
who work despite being enrolled in SSDI in-
creased at the fastest rate compared with the
other two groups. Those patterns are consis-
tent with the conjecture that service-sector
jobs place fewer physical demands on workers
and are easier to acquire and retain for indi-
viduals with disabilities.



Among all SSDI beneficiaries, whether
employed or not, the share of those associated
with the service sector (currently, if working,
or before entering SSDI if not) has increased
at roughly the same rate as those without med-
ical impairments. That is, for those on SSDI,
the shift in national employment toward the
service sector has not skewed the distribution
of beneficiaries toward nonservice sectors as
might have been expected. Instead, the sec-
toral distribution of SSDI beneficiaries has
shifted in tandem with the overall sectoral
composition of the US. nondisabled work
force.

Today, SSDI allowances are based less fre-
quently on strict medical grounds. Allowances
based strictly on the applicant’s medical con-
dition made up more than 9o percent of total
allowances during the program’s initial years."s
In 1988, about one-quarter of allowances were
based on nonmedical considerations. In con-
trast, as Figure 4 shows, more than one-half
of today’s SSDI allowances are based on non-
medical grounds.

Figure 4

That secular change in the basis for disabil-
ity program allowances is attributable to sev-
eral factors:

B Changes in the law specifying who
should qualify. Figure 4 shows that the
vocational allowances began to increase
soon after the Social Security Disability
Benefits Act of 1984 placed greater em-
phasis on vocational factors, subjective
evaluations of pain, and mental condi-
tions.

B Changes in the nature of American jobs.
A shift toward service-sector jobs, tech-
nological changes, faster skill obsoles-
cence, and more rapid worker turnover
meant those with medical impairments
faced greater difficulties in shifting occu-
pations, causing greater use of vocational
criteria in disability determinations over
time

B Changes in the nature of the work force.
Although overall economic growth and
labor force participation were both quite
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robust for more than two decades un-
til the recession of 2008—9, there were

significant changes in the nature of the [

work force, especially as baby boomers
matured from young adults to middle and
older ages. That factor likely accounts for
a large part of the secular change in the
basis for SSDI allowances because, un-
der eligibility determination rules intro-
duced in 1984, older individuals and those
with less education and work experience
receive more lenient consideration and
are allowed to enroll at higher rates on
the basis of vocational considerations.™
B Poor economic prospects and bigher
medical costs for lower-income workers.
Robust economic growth of the post-
1980 economy involving rapid techno-
logical changes meant declining employ-
ment prospects for low-skilled workers.
At the same time, health care became
more expensive. Those two factors may
have combined to compel lower-income

Figure 5
SSDI Prevalence Rates

workers to seek financial support under
SSDI.

The SSA’s implementation of disability
eligibility rules itself changed toward
greater reliance on vocation-based al-
lowances. The difficulty of establishing
functional and work limitations purely
on the basis of medical impairments in-
creased over time, resulting in reliance
on vocational allowances that, over time,
produced an increasingly lower thresh-
old for qualifying for benefits. If that no-
tion is correct, the trend will likely con-
tinue in the future.

To what extent did each of those explana-
tions contribute to the change in SSDI’s basis
for disability determinations? Although demo-
graphic changes surely contributed, changes in
disability policy following changes in the law in
1984 appear to be the key factor, especially when
considered together with Figure 3’s evidence of
increased prevalence of disability at older ages.
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Figure 6

Assistive Device Use by Age (1979, 1990, and 2011)
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Additional Indicators of Anti-work
Incentives

Since 2008, Social Security’s Trustees have
published the history and projections of SSDI
prevalence rates—SSDI beneficiaries as a share
of the SSDI insured population.”® Figure 5
compares those projections with actual out-
comes over time. It shows that the actual DI
prevalence rate (designated by unbroken lines)
was higher in each year than the rate that was
previously projected (designated by dashed
lines) for the same year.

One possible conclusion that can be drawn
from Figure 5 is that the Trustees do a poor job
of constructing those projections. However,
their projection methodology is standard, and
they take great care to incorporate all available
information when constructing them.*" If the
prevalence projections consistently under-
shoot outcomes, then we should conclude that
SSDT’s rules are incentivizing individuals with
medical impairments to apply for and enroll in
DI at faster-than-expected rates.

Improvements in Medicine, Assistive
Technology, and Rehabilitation Methods

Over the past few decades, changes in
medicine have changed how humans experi-
ence many illnesses. Newer treatments and
techniques are improving patients’ mental and
physical abilities. Considerable progress is also
evident in assistive devices that improve and
extend human physical and mental functional
capabilities. For example, new and improved
adaptive devices and equipment enable sig-
nificant restoration of physical functionality
despite permanent loss of limbs, communi-
cation ability (hearing, speech, and vision),
mobility, and even sensory and cognitive fac-
ulties. Figure 6 shows that the use of assistive
devices (excluding eyeglasses) has increased
significantly during the past two decades.”
The work-ability-enhancing effects of techno-
logical innovations in assistive devices should
be incorporated into eligibility standards and
case determinations for the nation’s disability
programs. However, a recent study by the U.S.

44
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Government Accountability Office reports
that SSA “faces constraints in fully modern-
izing the disability adjudication system in re-

sponse to technological changes.””

Changes in Social Attitudes and the
Legal Basis for Benefit Awards

Social views about individuals with dis-
abilities have evolved over several decades in
opposing directions: toward associating dis-
abling conditions with “inability to work,” yet
also encouraging greater independence, self-
determination, and participation by individu-
als with disabilities in community and public
life. But such independence and social par-
ticipation can happen only if individuals with
disabilities “work,” perhaps with assistance
services and accommodations.

The demand for improved health, educa-
tion, and rehabilitation services for individu-
als with disabilities intensified during the ad-
ministrations of John F. Kennedy and Lyndon
Johnson and led to treatment and housing of
the mentally ill within community settings
rather than in underfunded and poorly man-
aged institutions. Along with the elimination
of the “of long continued and infinite dura-
tion” clause in the definition of disability,
amendments to expand rehabilitation centers
and fund additional vocational rehabilita-
tion programs were enacted during the 1960s.
Changes in public amenities during the late
1960s through the 1980s included access to
public places, trains, buses, buildings, parking,
polling places, and so on, providing greater
means for community participation by indi-
viduals with disabilities.*#

The Supplemental Security Income (SSI)
program, introduced in 1972, extended finan-
cial support for families caring for children
with disabilities. Other advances—DBraille on
public utilities, closed-captioning in TV pro-
grams, educational supports for student with
disabilities, and so on—during the 1970s dra-
matically increased the scope for individuals
with disabilities to live, associate, and partici-
pate in their communities. Those improve-
ments concomitantly make it easier to adapt

to medical impairments and to increase the
productive abilities of individuals with dis-
abilities.

Changes in the Ciriteria for Allowing
Entry into SSDI

Although changed social attitudes enabled
greater access to and participation in public
and community life for the disabled, SSDI has
remained controversial. High disability enroll-
ments and expenditures during the 1970s had
spurred beliefs that improper payments had
grown considerably. Indeed, a report published
by the General Accounting Office in 1979
noted that almost one million beneficiaries
received overpayments during the first half of
that year, most because they earned more than
was allowed under the law.*® In response, Con-
tinuing Disability Reviews (CDRs) increased,
and benefit terminations accelerated early in
the Reagan administration. However, lack of
clarity in the standards and procedures for con-
ducting CDRs generated further controversy,
and CDR implementations were suspended
until proper methods could be developed.?®

The new legislation introduced uniform
national standards for “medical improvement”
criteria to determine when a person’s disabil-
ity benefits could be ceased. That law—the
Social Security Disability Benefits Reform Act
of 1984, whose provisions remain in force to-
day—also included changes that increased the
likelihood that an applicant would gain ben-
efits. For instance, it allowed disability awards
on the basis of subjective medical diagnoses,
including applicants’ own assessments of their
disability relating to pain and discomfort. The
act also replaced the government’s medical as-
sessments with those of the applicant’s doctor
(the “treating physician’s rule”) and liberalized
the screening criteria for mental illness. Under
that law, applicants’ subjective claims of pain
or mental incapacity became a sufficient basis
for benefit allowances.

That wide latitude in policy likely con-
tributes significantly to the wide variation in
allowance rates across SSDI’s case examiners
and administrative law judges. A statistical



evaluation of ALJ allowance decisions (dis-
cussed below in greater detail) suggests that
either (a) case allocation practices and ALJ
decision procedures somehow combine to
deliver poor SSDI policy compliance, or (b)
SSDT’s policies for disability determination al-
low such wide differences of opinion on iden-
tical cases that allowances are mostly “luck of
the draw” outcomes.

Enhancements in the Legal Rights and
Representation of Individuals with
Disabilities

Changed social attitudes, improved ac-
commodations for greater community partici-
pation, and better assistive technology have
changed the meanings of “medical impair-
ment” and “inability to work.” The two are less
congruent today than when SSDI was intro-
duced in 1956. Those changes have rendered
fruitless attempts to map medical conditions
into corresponding functional limitations that
prevent particular work performance on par
with the “average worker.”

Expanding functional ability with assistive
technology brought forth demands to accom-
modate individuals with disabilities in the
workplace, culminating in the Americans with
Disabilities Act of 1990 (ADA). That act re-
quires employers to provide workplace accom-
modations, at areasonable cost, for individuals
with disabilities and prevents discrimination
against them if such accommodations make
them as comparably productive as those with-
out medical impairments. Legal developments
and case adjudications over time have clarified
and expanded the scope of the ADA.”’

Despite establishment of legal precedents
to expand employment potentials for indi-
viduals with disabilities, however, SSDI ap-
plications and enrollments as a share of the
insured population have continued to grow
throughout the 1990s and 2000s. Indeed,
disability advocates suggest that the ADA, al-
though effective at ensuring fair consideration
of individuals with disabilities for competi-
tive job placements when used, is not used as
frequently as might be expected. Those with

medical impairments have increasingly turned
to SSDI for support rather than relying on the
ADA to acquire employment and pursue an in-
dependent and self-determined lifestyle.

One factor contributing to that trend may
be increased assistance from legal firms, non-
profit institutions, insurance companies, and
state and local governments to enroll potential-
ly eligible individuals in SSDI. Many of those
institutions are motivated by the opportunity
to earn fee income or to reduce state welfare
budget expenditures.”® Indeed, public agen-
cies and private law firms proactively seek indi-
viduals with physical or mental impairments—
those with even moderate likelihoods of being
awarded SSDI benefits when their applications
are professionally developed and represented
before program adjudicators.*? Often the main
task that representatives perform is to obtain
medical certification from the client’s doctors.
As detailed below, medical certification ap-
pears to skew the SSDI determination process
toward undeserved allowances.

ALJ Hearings: Erosion of Decisional
Authority and Loopholes That Permit
System Abuse

Administrative law judges consider cases
that are appealed after being denied SSDI ben-
efits at two administrative decision stages—
“initial” and “reconsideration.” The ALJs play a
multifaceted role in the process of developing
and hearing a disability case. Apart from pro-
viding a “full and fair hearing,” ALJs must also
help claimants develop their record and present
their case, even when a claimant has represen-
tation. And ALJs are supposed to act as guard-
ians of the Social Security trust funds, thereby
representing the public and taxpayers. Thus,
AlLJs represent the opposing interests of dis-
ability claimants and taxpayers simultaneously.
However, because the latter’s interests are not
formally represented by a government repre-
sentative (apart from the ALJs), the hearing
is conducted in a nonadversarial setting. That
type of SSDI adjudication impedes the deter-
mination of SSDI awards based on a compre-
hensive and fair review of the claimant’s record.

II
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Figure 7

According to some ALJs, SSA’s manage-
ment of the hearings process compromises
ALJ independence, subverts due process, and
interferes with the expeditious movement of
cases. One major complaint is the poor speci-
fication and execution of SSDI eligibility cri-
teria, facilitated by the obfuscation permitted
under the current disability definition. One
example is “double-dipping,” claiming to be
ready, willing, and able to work to collect un-
employment insurance benefits and simulta-
neously claiming inability to work to remain
eligible for SSDI.3°

Another example of how the ALJ opinions
are neutralized or subverted in contestable
cases is best described by quoting the words of
asitting ALJ. According to the ALJ, under cur-
rent SSDI law,

the opinions of treating physicians (are
declared) as controlling. . . . In a tribu-

nal, in which . . . the {Social Security
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Administration} is not represented, this
permits easy solicitation of favorable
reports from treating physicians, who
are already naturally in sympathy with
their patients. . . . These reports are not
sworn under the pains and penalties of
perjury. . . . The treating physician is
never subjected to cross-examination,
let alone prosecution for misrepresen-
tation. . . . Thus an Administrative Law
Judge is boxed into a corner, and forced
to grant benefits, even when knowing
the individual is not truly disabled.’”

The issue is that under the current nonadver-
sarial ALJ hearing procedure, the “treating
physicians rule” confers controlling weight
on the medical certification provided by the
claimant’s doctor(s). The burden of counter-
ing that the claimant could perform gainful
work is forced onto the ALJ. But ALJs are ill-
equipped to “prove” that the claimant is able
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to work. The medical certification may be sus-
pect, but the ALJ has little ability to deny eligi-
bility. Worse, “too many{ALJs}are bludgeoned
... by the Administration’s constant push for
numbers [high pace of case dispositions}.”
The acquisition of (potentially suspect) physi-
cian opinions is often the only thing claimant
representatives do, but it is sufficient to win al-
lowances to SSDI.3

Persistence in ALJ Decisional Variance:
Policy Noncompliance or Noncompliable
Policy?

Whatever the merit of such ALJ complaints,
statistical analysis of ALJ decisions suggests
that ALJs’ decisions largely reflect their individ-
ual views and preferences. The key question is
how closely SSDI allowance decisions adhere to
program rules. That question is difficult to an-
swer directly, especially at the ALJ level, because
SSDI decisions involve subjective judgments.
Alternatively, those judgments are, at times,
overridden by statutory (vocational) require-
ments.

Moreover, at least at the ALJ hearing level,
decisions are considered to be impartial “judg-
ments” rendered by independent ALJs after
considering available evidence and in accor-
dance with the program’s rules. Therefore,
those judgments are deemed indisputable and
irreversible except via appeal to the SSDI Ap-
peals Council and federal courts.” Except for
those two avenues of reevaluation, no other
entity could ever be in a position to validate or
challenge individual ALJ decisions.

Nevertheless, ALJ decisions have conse-
quences “in the aggregate” that reveal whether
the ALJ system as awhole is “policy compliant.”
Data on ALJ case dispositions reveal regulari-
ties that appear inconsistent with the system
being “policy compliant.” Figure 7 shows the
distribution of allowance rates across all ALJs
during fiscal years (October of previous year
through September of year labeled) 2010, 2011,
2012, and 2013. The statistics underlying the
figure show that while 66 percent of the cases
decided by ALJs were allowed during fiscal year

2010, the mean allowance rate declined to 54

percent by 2013. Figure 7 also shows that the
distribution of SSDI allowances shifted toward
the left (toward fewer allowances) between
FY10 and FY13.34 It also shows a slight narrow-
ing of the distribution because the black-shad-
ed bars representing the distribution for FY13
are shorter at both ends of the figure compared
with the lighter-shaded bars for earlier years.®
Such a leftward shift and narrowing of the dis-
tribution is often interpreted as evidence of im-
proved policy compliance by ALJs.

That interpretation does not seem accu-
rate, however. A part of the explanation for
those changes may be that the appeals of peo-
ple who applied during and after the recession
of 2008—9 reached the ALJ stage during FY10
to FY13. Many of those cases may have been
of work-capable individuals who lost their
jobs during the recession. The smaller allow-
ance rates during FY12 and FY13 may reflect
agreater proportion of only marginally health-
impaired individuals in the applicant pool fol-
lowing the recession. Moreover, ALJ decisions
may have shifted toward lower allowance rates
following prominent news reports and inves-
tigations into fraud committed by ALJs in
specific locations. Indeed, further analysis of
the ALJ-specific allowance rate information
published by SSA is inconsistent with a high
degree of ALJ policy compliance:

Imagine that all ALJs are identical individ-
uals. That is, each approaches every case iden-
tically and in the manner prescribed by SSDI
eligibility rules. Assume, in addition, that dis-
ability applications are randomly distributed
across ALJs. Under these assumptions, indi-
vidual AL]J positions within the annual allow-
ance-rate distribution would vary from year to
year in a manner consistent with random case
assignment. That is, although a particular ALJ
may allow a high percentage of cases in one
year because of the mix of cases that the ALJ
happened to receive in that year, the same (or
a similarly high) allowance rate is not likely for
the same ALJ in the following year. Under the
hypothesis of identical ALJs who strictly fol-
low the law and random distribution of cases
across ALJs each year, the cross-year correla-
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‘ ‘ Table 1
The ALJ Allowance Rate Statistics
Cross-year Mean Allowance Standard Number of Cross-Year
Corre]ation Fiscal Year SSA Region® Rate (%) Deviation ALJs Correlation
of allowance i 68.4 149 # 090
rate positions 2 70.3 15.7 85 0.86
across admin- 3 64.9 153 107 0.91
iStl”atiVe law 4 66.9 15.7 236 0.92
judges Should 5 66.4 15.5 139 0.86
be 7ero — 2010-11 6 59.3 171 118 0.89
. 7 61.5 14.4 37 0.80
something
h ¢ can be 8 64.8 1.4 23 0.84
tha 9 68.6 15.6 103 0.91
te.Sted 10 67.6 15.5 30 0.90
directly. 99 1 677 15.8 37 0.86
1 64.1 16.0 36 0.92
2 67.3 14.7 84 0.89
3 59.5 16.5 106 0.92
4 63.7 15.9 263 0.91
5 57.6 15.3 159 0.87
2011-12 6 541 16.5 125 0.87
7 57.4 16.9 41 0.75
8 61.1 12.4 22 0.88
9 64.2 14.5 m 0.88
10 61.8 16.1 32 0.91
n 56.9 12.2 45 0.69
1 58.4 13.7 38 0.94
2 65.4 14.1 89 0.90
3 56.1 15.0 104 0.91
4 58.3 15.2 276 0.90
5 54.6 14.7 178 0.89
2012-13 6 50.1 15.0 17 0.88
7 49.6 16.2 44 0.90
8 59.1 10.6 25 0.81
9 58.4 15.3 17 0.92
10 55.6 15.8 35 0.91
1 52.6 12.7 39 0.84
Source: Author’s calculations from SSA-published ALJ disposition data, http://www.socialsecurity.gov/open/data/.
Note: The calculations exclude the top and bottom 5 percent of the distribution of ALJs according to the number of cases
disposed each year.
@ Social Security operations are divided into 10 regions across the United States. The four National Hearing Centers are
collectively indicated as Region 11.




tion of allowance rate positions across ALJs
should be zero—something that can be test-
ed directly. The last column of Table 1 shows
those correlations for three pairs of fiscal
years: 2010-11, 2011-12, and 2012-13—sepa-
rately for each of SSA’s 11 regions to control
tor region-specific differences in the types of
cases that ALJs adjudicate.3®

Table 1 shows that in most instances, cross-
year correlations in ALJ allowance rate ranks
vary between 0.8 and 0.9 across SSA regions.
The correlations are also far from zero at the
National Hearing Centers (Region 11) where
cases from across the nation are adjudicated
via videoconferencing. These allowance-rate
rank correlations are far higher than is consis-
tent with a random distribution of cases across
identical ALJs who consistently “follow the
law” in applying SSDI’s rules.’” The correlation
differences across regions are quite small, indi-
cating that the high-correlation result is robust
to differences in the types of applicants across
regions.

Thus, an alternative hypothesis is that case
allocations across ALJs are nonrandom. But
in that case, one would have to believe that
the nonrandom distribution is somehow con-
trolled before ALJ hearings—to consistently
allocate cases with high- and low-allowance
likelihoods to the same judges each year. Con-
versations with and testimony by ALJs indi-

Table 2

cate, however, that cases are not distributed
according to any rules involving applicant or
ALJ characteristics.®

Another possibility is that ALJ decisions
reflect nonuniform applications of SSDI eligi-
bility laws, policies, and procedures by differ-
ent ALJs. Yet another possibility is that SSDI
eligibility laws, policies, and procedures pro-
vide a very wide latitude for deciding cases—
so wide as to permit ALJs to provide a reason-
able, defensible, and legally justifiable basis to
allow or disallow any given case.

More recently, ALJs have complained that
SSA managers pressure them to process a high
caseload, which is suggested as one reason for
high allowance rates. Judges who fail to adhere
to the workflow and timeliness guidelines set
by SSA managers are subject to disciplinary ac-
tion.?? Some ALJs argue that such pressure for
haste makes granting an allowance the easier
choice: allowed cases will not be appealed for
further review, which could remand the case to
the ALJ. As a result, the pressure to dispose of
several hundred cases each year results in un-
warranted allowances.

To examine that hypothesis, Table 2 shows
the correlation between case disposition rates
and allowance rates across ALJs for FYr1o
through FY13. Correlations are calculated for
AlLJs within the 25th and 75th percentiles and
below the 25th percentile of the case-disposi-

ALJ Correlations between Award Rates and Annual Case Dispositions

25th and 75th

Correlation: Award Rate x Annual Case Dispositions
(lower, upper 95 percent confidence limits)®

Percentiles of the
Case-Dispositions

ALJs above 25th Percentile | ALJs at or below 25th Percentile
of Case-Dispositions

of Case-Dispositions

Fiscal Year Distribution Distribution Distribution
2010 397, 596 0.326 (0.258, 0.391) -0.116 (-0.219, -0.012)
2011 403, 596 0.310 (0.244, 0.374) 0.014 (-0.087, 0.114)
2012 415, 601 0.335 (0.271, 0.395) 0.008 (-0.090, 0.106)
2013 434,579 0.219 (0.151, 0.285) 0.024 (-0.074, 0.123)

Source: Author’s calculations from SSA-published ALJ disposition data, http://www.socialsecurity.gov/open/data/.

® The likelihood that the true correlation lies between the upper and lower limits shown is 95 percent.
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tions distribution. That separation was done
because ALJs at the lower and upper ends of the
distribution either hold positions with manage-
rial responsibilities and, therefore, are expected
to conduct fewer disability hearings or are very
efficient—that is, they do not feel pressure to
achieve high case dispositions each year.

The positive correlations across ALJs
within the 25th and 75th percentiles of the
case-dispositions distributions support the
view that caseload disposition pressure may
be inducing higher disability award rates.
That view is reinforced by the near-zero cor-
relations for ALJs in the lower 25 percent of
the annual case-dispositions distributions.

Those results, and the fact that denied
applicants receive multiple opportunities to
appeal, including finally appealing to federal
district courts, suggest that SSDI is biased
toward paying benefits to work-capable indi-
viduals.

MOTIVATION FOR A DIFFERENT
SSDI BENEFIT STRUCTURE

In an era where American liberals seem in-
clined to assume an unwavering “hold the line”
policy stance against any changes to entitle-
ment programs, while conservatives follow
the same strategy when it comes to increas-
ing taxes, is there any middle ground on SSDI
reform that the two political parties could
conceivably agree to? For a decent chance to
succeed, any reform must provide something
to both sides. The good news is that one par-
ticular approach to reforming SSDI’s benefit
structure could appeal to both sides.

SSDTI’s current definition of disability and
its disability determination procedures in-
troduce strong work disincentives for benefi-
ciaries. That fact is confirmed by the general
failure to date of SSA’s initiatives to induce
beneficiaries to rejoin the labor force. For ex-
ample, the Ticket to Work program aims to
provide access to employment, vocational,
and other support services. Unfortunately,
the take-up rate has been extremely low, and
the program has had little effect on the rate

at which beneficiaries leave SSDI for work.*°
Furthermore, the Benefit Offset Pilot Dem-
onstration and the Benefit Offset National
Demonstration projects that tested the effect
of a gradual reduction in disability benefits—
by $1 for every $2 earned above the substantial
gainful activity (SGA) level, thereby removing
the “cash clift” of full benefit loss upon work-
ing beyond the SGA earnings level—have gen-
erated poor and unreliable results.*'

Those outcomes notwithstanding, several
studies indicate considerable residual work
capacity among SSDI beneficiaries. Accord-
ing to one study, which compared cohorts
of identical SSDI applicants, some of whom
were allowed but others denied SSDI ben-
efits, the work activity of rejected applicants
suggests that more than one-quarter of SSDI
beneficiaries are likely to have additional,
unused work capacity** Another study us-
ing cases at the ALJ hearings stage finds that
the likelihood of working if rejected is as
high as 35 percent.* Yet another study finds
that as many as 40 percent of disability ben-
eficiaries may be work-oriented (report hav-
ing work goals and expectations) and work-
capable (those with current or recent work
activity and those looking for work).** In
the future, more beneficiaries are likely to be
work-capable if past SSDI decisional trends
persist.¥ Under that outlook, the time seems
ripe to introduce a benefit system that allows
SSDI beneficiaries to contribute to economic
productivity—if they can. Fortunately, even
within the existing definition of disability, it
is possible to redesign the benefit structure to
accommodate more robust work incentives
for individuals with disabilities.

ABETTERDISABILITY INSURANCE
BENEFIT STRUCTURE

This section outlines how such an incen-
tive-compatible benefit structure could be in-
troduced. Note that eligibility to full benefits
when a person cannot work can be preserved
even if benefits are not paid (or are reduced) in
periods when the beneficiary chooses to work



and earn well above the SGA level. The benefit
amount could be adjusted (reduced or tempo-
rarily suspended) when a beneficiary works.
But current benefit-offset pilot programs
implement that separation of eligibility and
payments inflexibly by reducing benefits by
$1 for every $2 that a beneficiary earns above
the SGA level. That reduction is a 50 percent
marginal tax rate on earnings, which cannot be
considered to be a robust “work incentive.”
Abetter labor-market incentive would com-
bine benefit offsets with variable wage subsi-
dies. Under this “generalized benefit offset”
(GBO), beneficiaries would choose when and
how much to work according to their health
conditions, labor market opportunities, and
work abilities. If a beneficiary has sufficiently
high earnings in any period, he or she would re-
ceive a smaller benefit out of SSDI’s trust fund
but would also receive a wage subsidy (from a
different federal funding source) that increases
with earnings up to a certain level well beyond
SGA. Over that range, the earnings subsidy
would increase the beneficiary’s income faster

Figure 8

than the increase in earnings. Such a subsidy
would provide a more robust work incentive.

That payment structure should induce la-
bor force reentry by beneficiaries who retain
work abilities. However, it is likely to be effec-
tive only if SSDI benefits are restored when
earnings decline, for whatever reason. In es-
sence, GBO would provide a flexible, pro-
work system of payments to those who have
been admitted onto SSDI. A key advantage of
GBO’s benefit structure is that it would incen-
tivize SSDI beneficiaries who can work to self-
select into working rather than remaining out
of the labor force, thereby inducing voluntary
labor market choices that would better reveal
beneficiaries’ work capabilities and are better
suited to their economic preferences and op-
portunities.

HOW GBO WOULD WORK:
AN EXAMPLE

The GBO approach involves switching dis-
ability payments at the margin from one that

Current-Law SSDI Income Schedule (SSDI Primary Insurance Amount=$1150)
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pays workers to remain idle to one that pays
them to work, if they can. As I argue in Regula-
tion, that switch in the benefit structure makes
sense because, under SSDI’s current benefit
structure, most beneficiaries do not work de-
spite strong, albeit indirect, indications that
they possess residual work abilities.*® And
those who do work limit their earnings be-
cause, as Figure 8 shows, they face a steep cash
cliff of losing SSDI benefits if earnings exceed
the SGA threshold.

Figure 8 considers a beneficiary with a pri-
mary insurance amount (PIA) of $1,150 per
month. The 45-degree line in the figure (line in
dashes) translates earnings (shown on the x-ax-
is) into income (y-axis) dollar for dollar. With
zero earnings, income is $1,150 per month.
The line with black squares in Figure 8 shows
how income increases as the beneficiary’s
earnings increase. The sharp income decline
is the “cash cliff” work disincentive, which in-
duces many beneficiaries to remain out of the

Figure 9

work force or to limit earnings to below the
threshold that causes accruals of trial work pe-
riod (TWP) months. They also fear triggering
a Continuing Disability Review and ultimately
losing SSDI benefits.*’

Instead of a benefit structure that incor-
porates the cash cliff, SSDI benefits should
be the sum of two components: a trust fund—
financed “safety-net benefit” and a general
fund—financed “work-incentive benefit.” The
two components of such a GBO system would
be determined by the beneficiary’s past ob-
served earnings. Figure 9 shows how that ben-
efit structure would work.

At zero earnings, the safety-net benefit
under GBO (line with dark dashes) is slightly
increased above the PIA—an initial benefit
enhancement. Marginal earnings are initially
subject to a high wage-tax rate, resulting in a
negative subsidy to earnings when earnings
are low (line with small dots).*® As earnings
increase (moving rightward along the x-axis),

GBO and Current-Law SSDI Income Schedules
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the safety-net benefit and the wage tax rate
are both reduced. Although the dollar amount
of wage taxes paid (negative subsidy accrued)
increases over an initial range of low earnings,
GBO (total) income (unbroken line)—which is
the sum of earnings (45-degree line), safety-net
benefits (line with dark dashes), and the earn-
ings tax or subsidy (line with small dots)—in-
creases as earnings increase. At a yet higher
earnings level, while safety-net benefits con-
tinue to decline, the wage tax changes into a
wage subsidy to eventually boost income at a
faster rate than earnings. In Figure 9, the slope
of the total GBO income (unbroken) line is
steeper than that of the 45-degree line for
earnings just above the SGA level. As earnings
increase still further, the wage subsidy is grad-
ually withdrawn. It is completely withdrawn
in Figure 9 where the total GBO income line
joins the 45-degree line at the highest earnings
level shown. The parameters and calculations
that generate the GBO schedule described
here are detailed in Appendix A.

Figure 9 also shows income under current
law (black-square markers) that induces ben-
eficiaries not to work or to limit earnings for
fear of triggering a CDR or accruing TWP
months toward eventual loss of SSDI benefits.
In contrast, introducing a GBO reform of the
benefit structure would encourage those ben-
eficiaries to work and increase their earnings
well above the SGA level of earnings. The rea-
son is that under a GBO, working would never
result in complete cessation of eligibility to
safety-net benefits, even when beneficiaries
earn well above the highest earnings shown in
Figure 9 for any length of time. Job separations
would result in a leftward slide along the total
GBO income schedule, with the wage subsidy
eliminated but safety-net benefits restored to
their enhanced level at zero earnings.*

A concern may arise about why GBO’s
two-element benefit structure would work
better than work incentives attempted by
SSA to date. The fact is that it is impossible
to directly observe how many of today’s ben-
eficiaries could and would work under a dif-
ferent system. The work incentive systems

attempted by SSA thus far are inflexible and
of questionable efficiency simply on the ba-
sis of economic principles. GBO’s system,
on the other hand, is based on a more careful
consideration of the principles of contract
design under imperfect information. That is,
it is designed with the objective of incentiv-
izing beneficiaries themselves to reveal their
work abilities through labor market choices
by acting in their own interest to improve
their incomes and living standards through
work and earnings under a system that con-
tinues to protect them. GBO protects those
who cannot work by providing more generous
benefits, protects SSDI benefit eligibility for
those who can and do choose to work, and
provides continuously increasing financial
incentives to remain employed over a sizable
earnings range beyond the SGA level. Such a
system is likely to be more effective than the
work incentive programs attempted thus far
for the reasons described below. Appendix
B discusses administrative issues involved in
implementing a GBO reform of SSDI’s ben-
efit structure.

In Figure 9, a vertical point-by-point com-
parison between current-law income (black-
square markers) and the total GBO income
schedule (black unbroken line) suggests that
although GBO provides higher income than
under current law for earnings beyond SGA, a
segment of the GBO schedule remains below
the current-law income level when earnings
are below the SGA level. Thus, although work-
capable individuals would be able to shift to a
better point on the GBO schedule (making a
vertical point-by-point comparison of current
law with the GBO schedule inappropriate for
them), those who cannot increase their work
effort may be made worse off. That criticism
of the GBO schedule, as calibrated in Figure
9, appears to be valid. It should be noted, how-
ever, that the wage tax/subsidy design of GBO
is intended to induce those beneficiaries who
are “parked” at or below SGA to shift upward
along the GBO schedule. Providing a strong
work incentive requires reduced income at
current work and earnings levels and the pros-
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pect of a substantial boost to income from
working and earning more. The SSDI benefit
enhancement at the zero (and low) earnings
levels is intended to compensate those who
cannot shift to a higher earnings level under
GBO and, therefore, could become worse off.
Indeed, not imposing a small cost on those
earning at moderate levels under current law
would dilute the wage incentive for benefi-
ciaries to move to a higher working and earn-
ing level. As currently calibrated, the GBO
schedule involves trading off SSDI trust fund
benefits for wage subsidy expenditures on a
roughly even basis. Of course, the initial ben-
efit enhancement could be made even more
generous, but only at a higher taxpayer cost.

UNCERTAINTY ABOUT HOW
MUCH GBO WOULD COST THE
FEDERAL GOVERNMENT

The most widely recognized cost estimates
of Social Security reform proposals are those
prepared by the Office of the Chief Actuary
of the Social Security Administration and the
Congressional Budget Office. Those agencies
estimate the costs of proposed legislation on
the basis of information about how the private
sector would respond to new initiatives and in-
centives provided under proposed laws. In the
case of SSDI, however, although there are sev-
eral sources of information on the work capa-
bility of SSDI beneficiaries, those sources are
based on indirect evidence from self-reports
on earnings and work intentions and the work
activity of denied applicants.

Although the studies cited earlier suggest
considerable work potential among SSDI
beneficiaries, little reliable evidence exists on
the extent to which DI beneficiaries might
expand their labor force participation under
a new system of work incentives and credible
protection against loss of beneficiary status
upon working under a GBO-type reform. The
fear of losing SSDI benefits prevents many
beneficiaries from joining the labor force and
induces many to restrict their work hours and
earnings to remain below the SGA level. Reli-

able information on the potential increase in
beneficiary earnings can be obtained only by
actually introducing a GBO-type work incen-
tive program, permanently and irrevocably,
to convince beneficiaries that working under
GBO for any length of time will not result in
the cessation of SSDI eligibility upon job sep-
arations.>®

Because the current system discourages
work by SSDI beneficiaries, the GBO re-
form for SSDI is designed to elicit a positive
labor market response. A key question con-
cerns how such a reform should be financially
scored. In the case of GBO, there are three
distinct reference points and two alternative
scoring baselines to consider. The reference
points are:

1. Current SSDI law and the existing dis-
tribution of labor force participation by
beneficiaries. Most would remain out of
the labor force, many would be “parked”
at earnings below SGA, and very few
would exit SSDI by earning more than
SGA.

2. GBO with zero behavioral labor market
response by beneficiaries who sustain
their labor market choices as under cur-
rent SSDI law:

3. GBO with a significant positive labor-
market response by beneficiaries to gen-
erate more work hours per year.

Of course, the relevant comparison is between
the alternatives 1 and 3 because alternative 2, it
is expected, will not be realized.’

The two scoring alternatives are “current
law” and “current benefits.” Under the former,
government expenditures under GBO (the
sum of post-adjustment trust fund benefits and
the wage tax or subsidy) would be compared
with current-law benefits. But because ben-
efits are terminated under current law when
earnings exceed SGA (beyond the nine-month
TWP), GBO would be scored to show a large
additional cost for the federal government
on account of those who begin working and
earning above SGA once GBO is introduced.



Because the increase in work effort would not
materialize if GBO were not introduced, ben-
eficiaries whose labor market response crosses
the SGA threshold after GBO is introduced
should be evaluated on a “current benefits”
base-line: their base-line SSDI benefits should
not be scored at zero (as they would be under
current law), but at their pre-GBO benefit
level—the federal cost that would be realized
if GBO is not introduced.

One noteworthy item is that even if GBO’s
net federal cost is positive (it would smaller
under the “current benefit” scoring alterna-
tive), any increase in labor force participation
and earnings that GBO generates would have
positive effect on national productivity and
output each year after GBO is introduced. But
budget-agency evaluations of policy proposals
usually take no account of such wider econom-
ic effects.’” Finally, criticisms based on pro-
gram cost that some analysts levy against the
Earned Income Credit program do not apply
to GBO as explained in Appendix C.

A final point concerns the federal financing
structure for GBO. GBO’s benefit reductions
triggered by beneficiaries who work would
generate direct saving for the SSDI trust fund.
However, if many beneficiaries choose to work
and earn just enough to take full advantage of
GBO’s wage subsidy, additional expenditures
would be required from the federal govern-
ment’s general budget account. To avoid du-
plicating payment infrastructure, both pay-
ments—net SSDI trust fund benefits (after
adjustment for past earnings) and the wage
tax or subsidy—could be provided to all SSDI
beneficiaries by one agency: the Social Secu-
rity Administration. Congress should mandate
the annual provision of general funds to SSA
as needed to finance net wage subsidy expen-
ditures. Thus, the general fund expenditure
on net wage subsidy should be a “mandatory”
(not “discretionary”) item in the federal bud-
get, similar to the funding of non-premium-
covered expenditures on the Supplementary
Medical Insurance and prescription drug pro-
gram (Medicare Parts B and D). General fund
transfers for prospective GBO subsidy pay-

ments would be based on estimates and rec-
onciled later with actual wage subsidy expen-
ditures (net of wage taxes levied) at the end of
each fiscal year.

GBO’S ADDITIONAL ADVANTAGES

The GBO adjustments to SSDI benefits
represent a marginal change in SSDI’s pay-
ment structure. The question arises whether
GBO would induce an increase in the SSDI
rolls, as workers who previously chose to con-
tinue working would now choose to work and
receive GBO’s protection and wage subsidies.
Such “induced entry” is possible but seems un-
likely to be large for a number of reasons. GBO
generates a countervailing incentive: The level
of the total GBO income schedule depends on
the worker’s SSDI PIA, which in turn depends
on pre-SSDI earnings. It means that for those
who can continue to work despite their medi-
cal impairments, there would be an advantage
to delaying the application for SSDI in order
to accrue a larger PIA and eventually be placed
on a higher total GBO income schedule once
they apply and are admitted into SSDI.

Furthermore, potential applicants with
medical impairments who wish and are able to
remain employed, would have to weigh the fi-
nancial costs and time gap in employment and
earnings that would be involved if they decided
to apply for SSDI benefits under the program’s
current laws and adjudication procedures. The
process can take anywhere from six months to
more than ayear, and the outcome of eventually
being awarded beneficiary status is uncertain.
Moreover, the process would likely take more
time for people with less severe impairments.
The gap in employment involved in applying
to SSDI, including the concomitant deple-
tion of skills, work abilities, and employment
prospects, may make applying for SSDI just
to benefit from GBO’s insurance protection
unattractive. Additionally, for workers who are
strongly oriented toward self-reliance through
work, the social stigma of reliance on govern-
ment benefits that SSDI and GBO involve may
be unacceptable.
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Introducing GBO would enable working
beneficiaries to accrue a higher PIA for their
eventual shift into Old-Age and Survivors
Insurance upon attaining the normal Social
Security retirement age. But for workers com-
mitted to remaining employed, such accrual of
a higher PIA is already feasible by continuing
current employment rather than by applying
for SSDI to obtain coverage under GBO. In-
deed, the accrual of a higher PIA would be im-
peded by time spent out of work during SSDI’s
application and adjudication processes.

GBO is likely to make the SSDI’s voca-
tional criteria less relevant, certainly for con-
ducting CDRs. Under GBO, once individuals
are on SSDI, beneficiaries who wish to work
would seek jobs to exploit the earnings incen-
tive in GBO. Some will find appropriate place-
ments while others will not; some may work
at regular jobs, and others may work intermit-
tently—but all who are admitted and remain
on the program would be supported under
GBO with appropriate adjustments to their
benefits and earnings, depending on their la-
bor market outcomes. Note that provisions of
the Americans with Disabilities Act provide
an extensive legal framework to support SSDI
beneficiaries (and others with medical impair-
ments) by requiring employers to offer reason-
able work accommodations.

Over time, GBO would facilitate refining
the medical criteria for awarding SSDI bene-
fits to applicants. Individuals allowed into the
program under GBO could not be removed
unless their medical condition improves and
no longer satisfies the program’s medical crite-
ria.3 However, the work activity of the current
pool of beneficiaries would inform policymak-
ers and program adjudicators of how medical
criteria for admitting individuals to the pro-
gram should be revised for the future. Those
revisions should take into account the work
activity of beneficiaries with specific medi-
cal impairments. That system could dynami-
cally adjust SSDI medical criteria according
to objective, market-based information on
the changing linkage between medical impair-
ments and the likelihood of productive work.

That approach would be preferable to today’s
vocational decision making that relies on a
decades-old compendium of the types of jobs
available in the U.S. economy’**

COMPLEMENTARITY BETWEEN
GBO AND PRE-ENTITLEMENT
SSDI REFORMS

Under a low growth and tight federal bud-
get environment, which appears likely to per-
sist, some analysts have proposed policies in-
tended to prevent or delay program entry by
workers experiencing the onset of disabling
impairments but who nevertheless retain some
capacity to work.” Pre-entitlement reforms
to provide such employment supports would
work well only if workers are appropriately tar-
geted. But targeting the right group of workers
requires identifying those more likely to apply
for SSDI—a difficult task when the base popu-
lation encompasses almost the entire U.S. work
force.® Mission creep to provide unneeded
benefits and behavioral responses by workers to
be included in the targeted worker group could
escalate costs, subverting the goal of efhiciently
providing pre-SSDI support for individuals to
delay or prevent their entry into SSDI. Recent
research suggests that early-intervention initia-
tives may extend labor force participation by
those with medical impairments but seem un-
likely to delay or prevent applications to SSDI1.57

These considerations mean that GBO’s
combination of safety-net protection with
earnings subsidies would induce additional
SSDI applications by those who are still able
to work despite their medical impairments
but who also perceive a high risk of worsening
health and need for safety-net support. Such
induced entry from the introduction of GBO
could provide the correct “screening mecha-
nism” for targeting pre-entitlement early-inter-
vention programs.’®

CONCLUSION

A multitude of changes—labor market com-
petition and globalization, the changing nature



of work, demographics, worker skills, improve-
ments in technology, the legal environment,
and others—have made it increasingly difficult
to distinguish between medically impaired in-
dividuals who are able to work at a substantial
earnings level from those who are not. The cur-
rent disability allowance process takes a long
time to complete and is susceptible to errors.
Statistical evidence on disability allowances
at the administrative law judge level suggests
either poor disability policy compliance or
policies with such excessive latitude as to al-
low large decision errors. Because applicants
can appeal denials several times, including to
the federal courts, the Social Security Disabil-
ity Insurance’s systematic errors appear biased
toward allowing work-capable individuals onto
SSDI rolls.

SSDT’s single-minded focus on providing
benefits to only those who cannot work above
SGA earnings saps medically impaired work-
ers’ motivation to continue working (or seek-
ing work) and induces them to seek SSDI en-
rollment. That growing trend is assisted by the
professionalization and commercialization of
disability case representations. It is time to aug-
ment SSDI’s goal of providing wage-replace-
ment support to the disabled by a second and
opposing objective: preserving the incentive to
work for individuals with medical impairments.

Two tasks are involved in achieving the sec-
ond objective: (a) preserving the labor force
attachments of medically impaired workers
(pre-entitlement reforms) and (b) providing
wage-replacement support on the basis of ben-
eficiaries’ observed labor market attachments
under a system that provides effective incen-
tives to work (post-entitlement reforms). This
paper describes the role that a generalized ben-
efit offset reform could play in achieving the
second task and argues that its introduction
would help toward achieving the first task as
well.

The GBO changes the nature of SSDI ben-
efits at the margin, shifting from paying benefi-

ciaries a “wage-replacement benefit” to remain
disengaged from the work force to paying them
an “earnings subsidy” to rejoin the work force if
they can. Although the adjustments would be
delivered with a time lag, relief from the cur-
rent “cash cliff” of benefit loss if earnings ex-
ceed the SGA level would be eliminated. That
change would free work-capable beneficiaries
to improve their living standards by pursuing
gainful employment.

SSA actuaries have not yet officially scored
the GBO reform proposal. However, this ap-
proach is likely to be better than the work-
incentive programs being tested by SSA. Eco-
nomic analysis clearly shows that GBO would
provide a stronger work incentive at a poten-
tially low cost to the federal budget when GBO
is scored appropriately. For example, GBO will
be less costly than the existing Earned Income
Tax Credit program under the federal income
tax, because it offsets the cost of wage subsi-
dies by reducing the trust fund-financed ben-
efits of those who choose to return to work. It
permanently preserves SSDI’s safety net for
working beneficiaries if and when they experi-
ence job separations, either because of poorer
health or because of labor market downturns.
GBO’s chief appeal is that it would allow bene-
ficiaries to self-reveal their work capabilities—
abetter approach than relying on bureaucratic
rules. GBO permits the buildup of earnings re-
cords for attaining higher Old Age and Survi-
vors Insurance primary amounts and benefits
during beneficiaries’ retirement phase.

Finally, the introduction of GBO may gen-
erate “induced entry” into SSDI. People who
seek to enroll in order to benefit from SSDI’s
new earnings incentive and safety-net protec-
tion under GBO would be appropriate tar-
gets for pre-entitlement early-intervention
programs that some analysts have proposed.
Overall, the introduction of GBO is likely to
improve the welfare of individuals with dis-
abilities, reduce the SSDI’s trust fund expen-
ditures, and boost national output.
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APPENDIX A:
DERIVATION OF THE GBO
SCHEDULE IN FIGURE 9

The generalized benefit offset (GBO) sched-
ule is based on the beneficiary’s primary insur-
ance amount (PIA) calculated under current
Social Security Disability Insurance (SSDI)
rules.’? Under GBO, the PIA of a disabled ben-
eficiary is first rounded to the nearest $100 and
the result divided by 5 to determine the earn-
ings step (ES). Next, the PIA is rounded to the
nearest $10 and divided by 15 to provide the
benefit step (BS). For example, a PIA of $1,072.40
rounded to the nearest $100 yields $1,100, and
dividing by 5 yields ES = $220. And rounding the
same PIA to the nearest $10 yields $1,070, and
dividing by 15 yields BS = $71.33.

All adjustments are made beginning with
the PIA rounded to the nearest $10—$1070
in this example—and values are shown to the
nearest $o.1. If this beneficiary has no earn-
ings under GBO, the SSDI benefit would be
$1,070.00 + $71.3 = $1,141.3, reflecting the ben-
efit enhancement at zero earnings, because it
is larger than the beneficiary’s PIA.

Under GBO, SSDI beneficiaries are per-
mitted to work as much or as little as they
wish, with no waiting period and no threat of
benefit and health coverage cessation, no mat-
ter the size of earnings or duration of labor
force attachment. Larger earnings lead to a
larger negative adjustment to benefits funded
out of the SSDI trust fund. The adjustment is
applied linearly to benefits at the rate of -BS +
ES. In the example above, the rate of benefit
adjustment would be -$71.33 = $220 = -0.32423.
Thus, if the beneficiary earned $1,650 in a par-
ticular month, SSDI trust fund benefits would
be $1,141.3 - (0.32423 x $1,650) = $606.3. Col-
umn (2) of Table A.1 shows how SSDI trust
fund benefits decline under GBO as earnings
shown in column (1) increase.®
Under GBO, low earners are subject to an

earnings tax that gradually transforms into
an earnings subsidy as earnings increase. The
average GBO rate of tax or subsidy on earn-
ings is 100 percent at zero earnings (implying
a zero tax liability for those who do not work)
and declines continuously, anchored to values
shown in column (3) of Table A.1. Note that
the average GBO earnings tax or subsidy rate
declines with earnings through the first eight
earning steps, to reach -40 percent. The earn-
ings subsidy is gradually withdrawn for yet
higher earnings, and it is withdrawn fully after
the r7th earnings step. Column (4) of Table A.1
shows that earnings of $1,650 would generate
an earnings subsidy of $660. Adding together
earnings and adjusted trust fund benefits and
subtracting the earnings tax (if negative, the
subtraction operation would add the subsidy
value)—[column (1) plus column (2) and minus
column (4)}—yields total GBO income shown
in column (5).

The calibration of the GBO income sched-
ule shown in column (5) is designed to continu-
ally increase the beneficiary’s income when
earnings increase. It is intended to deliver a
faster increase in income than the increase
in earnings over a segment of earnings be-
yond SGA (as shown in Figure 9 in the text).
The calibration of the GBO income schedule
is conditional on the tax or subsidy rates, the
earnings step, and the benefit step calcula-
tions as described above. Given those fixed
parameters, the beneficiary’s PIA, which is
calculated based on the beneficiary’s pre-SS-
DI earnings history, would determine the level
and range of the GBO income schedule that
would apply for determining the two adjust-
ments described above. Thus, because ben-
eficiaries with a higher PIA are likely to have
higher earnings potentials even after enrolling
into SSDI, they would be placed on a GBO
schedule with a similar pro-work incentive
structure, but one that extends over a broader
earnings range.
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Table A.1 ‘ ‘The
GBO Schedule Calculation Example (SSDI PIA = $1,070 per month) . .
calibration
SSDI Trust Average Taxor  Tax (+) or Subsidy (-) of the
Earnings Fund Benefits ~ Subsidy Rate  (Federal General Fund) GBO Income generalized
) @) (3) (#)=-(x(3) (G)=(M+2)+4) benefit

1 110.0 1,105.7 0.900 99.0 1M6.7 offset income

2 330.0 1,034.3 0.700 231.0 1,133.3 SChedUIC iS

3 550.0 963.0 0.500 275.0 1,238.0 COIlditiOIlal on

4 770.0 891.7 0.300 231.0 14307 the tax or

5 990.0 820.3 0.100 99.0 1,711.3 SUbSld}{l

6 1,210.0 749.0 -0.100 -121.0 2,080.0 rates.’ the
earnings step,

7 1,430.0 677.7 -0.300 -429.0 2,536.7
and the

8 1,650.0 606.3 -0.400 -660.0 2,916.3
benefit step

9 1,870.0 535.0 -0.375 -701.3 3,106.3
calcula-

10 2,090.0 463.7 -0.325 -679.3 3,232.9 tions. ’ ,

1 2,310.0 392.3 -0.275 -635.3 3,337.6

12 2,530.0 321.0 -0.225 -569.3 3,420.3

13 2,750.0 2497 -0.175 -4813 3,480.9

14 2,970.0 178.3 -0.125 -371.3 3,519.6

15 3,190.0 107.0 -0.080 -255.2 3,552.2

16 3,410.0 35.7 -0.040 -136.4 3,582.1

17 3,630.0 0.0 -0.010 -36.3 3,666.3

Source: Author’s calibration of the Generalized Benefit Offset reform.




26

Figure B.1
Gross and Net Benefits, Adjustments, Earnings, and Income under GBO Constant Earnings
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APPENDIX B:
ADMINISTRATIVE AND
ANCILLARY CONSIDERATIONS
OF GBO IMPLEMENTATION

The generalized benefit offset approach
involves a change in the structure of Social Se-
curity Disability Insurance benefits, one that
at the margin substitutes payments for work-
ing in place of payments for remaining off the
labor force. GBO’s wage tax or subsidy and
adjustments to SSDI benefits for each benefi-
ciary would be simplest to administer if they
are based on quarterly state unemployment
agency reports on individual worker earnings.
Employers in each of the 50 states and the Dis-
trict of Columbia, Puerto Rico, and the U.S.
Virgin Islands report wage and employment
information for each person employed in their
establishments during each calendar quarter.
Those reports cover more than 97 percent of

employees in nonfarm payroll employment.
The quarterly wage reports can be the basis
for implementing GBO’s benefit and tax or
subsidy adjustments.

Because employers submit their quarterly
wage reports only after a time lag following each
calendar quarter, a working SSDI beneficiary’s
benefit and wage-tax or subsidy adjustments
cannot be based on earnings from the imme-
diately preceding quarter—to provide time for
gathering and reporting the relevant earnings
information. Thus, for a month in quarter 4 (say
December), GBO adjustments could be based
on average monthly earnings (AME) during the
six months covering quarters 1 and 2 of the cur-
rent year (January through June). Earnings dur-
ing quarter 3 (July through September) of the
current year would not be included for calculat-
ing AME on which December’s GBO adjust-
ments would be based. For this case, quarters 1
and 2 of the current year are “GBO quarters.”

A Gross SSI/SSDI benefit
B Gross earnings
O GBO total income

O Tax/subsidy
<© Net federal cost

A Benefit adjustment

A Net benefit
O Net earnings

A A A A A A A A A A A A A A A AA

O O0OO0OO0OO0OO0OO0OO

> 2013
< 2013

2013

—

[

Source: Author’s calculations based on GBO benefit design (see Appendix A).

[m >
>
>
>

o>

o>
>
>

OO0 0000000 O0OO0ODO0ODO0OO0OOo

>
>
oD
oD
>
>
>
>
>
>
>
>
>
oD
>

NAAAAAANAANANAAANANANANANAAANANAAAA

I I I I T A I A B R B A B A A R I R I I Y R A R R R A R

el Bl Bl Bl B B R B B B B R B B R R B B B R B B B B B B B B Bl Rl Bl B

o|lo|o|o|o|o|o|lo|lololo|lololo|lo|o|lolo|lo|lo|o|lolololololololalololo

AN|AN|AN|AN| NN N NN |N|N|NANAN NN NN NN NI NN NN NN NN NN N

A|S|OIN[D|J|FIM[A|M|J|[J|A]|S|O|IN|D|J|IF[M|A|M|J|[J|A]|S|O[N|D]|J|F
Calendar Year and Month



Of the six GBO quarter months used for
calculating AME for determining December’s
GBO adjustments, only the months after
the month of first eligibility to SSDI would
be included in the AME calculation. For ex-
ample, a person who becomes eligible for
SSDI benefits in February and begins work-
ing immediately would receive the first GBO
adjustments in December of the same year
(March through November being the nine
minimum necessary intervening months after
the month of first SSDI eligibility). However,
out of the six GBO quarter months, January
and February would not be AME-eligible,
because SSDI beneficiary status commenced
in February. Thus, in that case, AME during
GBO quarters (quarters 1 and 2 of the year)
would be based on earnings during March
through June. During January of the follow-
ing year, GBO adjustments would be based on
AME computed over the six months during
the second and third quarters of the previous
year (April through September), all of which
are AME-eligible months because SSDI eligi-
bility was acquired before April.

Such an implementation of GBO’s ben-
efit structure for SSDI would be administra-
tively simple because GBO’s benefit and tax
or subsidy adjustments would not be based
on beneficiaries’ self-reported earnings. To
examine how GBO would operate under this
administrative setup, consider Figure B.1. The
figure shows the case of a beneficiary who is
allowed into SSDI in May 2013 and becomes
eligible for GBO adjustments during March
2014—after nine full intervening months have
elapsed. The SSDI benefit adjustment and tax
or subsidy that would be levied or paid during
March 2014 would be based on average earn-
ings during four AME-eligible months (June
through September) of GBO quarters in 2013
(quarters 2 and 3).

A large majority of those who are allowed
onto SSDI are unlikely to begin working im-
mediately. But since GBO would allow work-
ing and earning to begin at the beneficiary’s
discretion, with full guarantee of adjustments
to gradually restore SSDI benefits upon exit

from the work force, some beneficiaries who
are work-capable may begin working soon after
receiving their benefit eligibility notice from
the Social Security Administration. In Figure
B.1, it is assumed that the beneficiary begins
working in June 2013, the month immediately
succeeding May 2013, when SSDI eligibility
was acquired. The beneficiary’s SSDI primary
insurance amount is assumed to be $1,150 per
month, post-entitlement earnings are con-
stant at $1,583 per month (dark squares), and
the unreduced SSDI benefit (which would be
retained by the beneficiary if AME were zero)
equals $1,227 per month (dark triangles). That
makes the beneficiary’s monthly gross income
equal to $2,810 (white circles). However, the
AME of $1,583 per month during GBO quar-
ters for March 2014 (quarters 2 and 3 of 2013)
triggers a benefit reduction of $506 per month
(white triangles). Those benefit adjustments
are shown during the months in which they
would be levied, beginning in March 2014.
That makes net SSDI benefits in March
2014 equal to $721 (gray triangles). Moreover,
AME of $1,583 during GBO quarters also trig-
ger a wage subsidy of $506 per month (white
squares), resulting in net earnings (earnings
plus subsidy) of $2,089 (gray squares) during
March 2014. In this particular case, the ben-
efit adjustment and the wage subsidy fully off-
set each other, implying zero net cost to the
government (white diamonds on the x-axis),
while the beneficiary’s total income is $2,810
per month (white circles).®"

Under GBO, the benefit adjustment and
the wage tax or subsidy would be administered
by SSA. Total post-adjustments GBO income
would be subject to normal income and payroll
taxes. And the beneficiary’s pre-adjustment
earnings (employer gross wages) would count
toward calculating average indexed monthly
earnings for calculating future Social Security
PIA and retirement, survivor, child, and other
benefits—an added incentive for work-capable
beneficiaries to return to work.

GBO’s benefit structure reform relieves
the “cash cliff” constraint under current law
that prevents SSDI beneficiaries from work-
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Figure B.2

ing beyond the substantial gainful activity
earnings. By allowing work and earnings at a
higher rate, GBO allows and incentivizes ben-
eficiaries to earn and sustain a higher living
standard than would be possible under current
SSDI laws (SSDI PIA of $1,150 + earning at
SGA of $1,170 = $2,320). In the case of Figure
B.1, post-entitlement earnings are assumed
to remain constant, making all of the other
items—including AME, benefit and wage-sub-
sidy adjustments, income after adjustments,
and net federal cost—also constant.

Some disabled individuals may obtain steady
employment and enjoy constant earnings.
However, others may experience greater vola-
tility in job attachments and earnings. Figure
B.2 shows the case of a beneficiary with earn-
ings that are initially steady at $1,583 per month
but are randomized around that level beginning
in October 2013 (black squares). In this case,
as earnings vary, AME calculated over rolling
GBO quarters also change over time, trigger-
ing change in benefit adjustments and the wage

subsidy.®> However, because AME are calcu-
lated by averaging earnings over six-month pe-
riods of rolling GBO quarters, changes in AME
and in adjustments to benefits (white triangles)
and to earnings (white squares) are much less
volatile than earnings. When earnings dur
ing GBO quarters and AME are low, the wage
subsidy is reduced, but SSDI net benefits (after
adjustment) increase—both changes occurring
after a one-to-three quarter time lag. When
earnings are high, the opposite changes occur,
again after a time lag. In this case, as before,
the net federal cost of the two adjustments is
quite close to zero (white diamonds). But the
beneficiary is freed from the current law’s cash-
cliff constraint against working and earning at
more than the SGA level. Note that total GBO
income (income after adjustments, shown as
white circles) is just as volatile as gross (pre-ad-
justment) earnings (dark squares), implying the
potential need for developing savings plans to
smooth working beneficiaries’ living standards

over time.%
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APPENDIX C:

CRITICISMS OF FEDERAL EARNED
INCOME CREDIT PROGRAM ARE
NOT APPLICABLE TO GBO

It is worth noting that although general-
ized benefit offset introduces an earnings in-
centive similar to the federal Earned Income
Tax Credit program, the two main criticisms
usually leveled against the EITC program are
not applicable to GBO. The first criticism of
the EITC is that providing an earning incen-
tive by way of a wage subsidy to low-wage
workers also introduces a disincentive to work
at a higher earnings level as the EITC is with-
drawn. That disincentive means workers de-
press their work activity and earnings to avoid
the high marginal wage tax that EITC with-
drawal creates. In the case of Social Security
Disability Insurance, however, no one (or only
a very few SSDI beneficiaries) currently work
and earn in the range where withdrawal of
GBO’s wage subsidy would create a work dis-
incentive. Indeed, GBO is intended to induce
beneficiaries’ earnings to a higher level than
substantial gainful activity. Any wage disincen-
tive at higher earnings levels would come into
play only if and when SSDI beneficiaries begin
to earn at higher levels.

Second, the EITC’s wage subsidy must be
tax financed, which creates additional dead-

weight economic losses from the higher taxes
required to finance the low-earner wage sub-
sidy. However, GBO’s wage subsidy expendi-
tures would be accompanied by reductions in
SSDT’s trust fund benefits, potentially fully
offsetting and possibly even reducing over-
all federal expenditures. In overall economic
terms, it means any net expenditure increases
from the enactment of GBO would be more
than counterbalanced by SSDI beneficiaries’
positive labor market response and boost to
national economic output.

GBO’s alternative benefit structure is
consistent with maintaining current rules for
medical coverage (Medicare after 24 months,
continued for 93 months after benefit cessa-
tion before age 65,and Medicare buy-in post 93
months). Moreover, GBO could be introduced
for current as well as new SSDI beneficiaries
without any changes to auxiliary benefits of
dependents and survivors whose benefits
would continue to be based on the worker’s
primary insurance amount as under current
law. Thus, considerations of medical coverage
and auxiliary benefits need not be sources of
work disincentives under GBO’s benefit struc-
ture. Indeed, as noted earlier, GBO could offer
opportunities for nongovernment entities to
build support programs to assist beneficiaries
to leverage GBO to maximum advantage by
returning to work.
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1. The 2014 annual report of the Social Security
Trustees places SSDI’s 75-year noninterest rev-
enues at 1.85 percent of total 75-year payrolls,
whereas program benefit expenditures are pro-
jected to be 2.18 percent of 75-year payrolls. “The
2014 Annual Report of the Board of Trustees of
the Federal Old-Age and Survivors Insurance and
Federal Disability Insurance Trust Funds,” May
31, 2013, Table IV.B4, http://www.ssa.gov/OACT/
TR/2013/tr2013.pdf.

2. See ibid., Table IV.A2.

3. Monthly benefits averaged $1,204 for disabled
workers, $466 for dependent spouses, and $314
for dependent children. See Socia/ Security Bul-
letin, Annual Statistical Supplement, 2013, Table
6.A3, http://’wwwssa.gov/policy/docs/statcomps/
supplement/2013/6a.pdf. SSDI’s financial projec-
tions (see note 1) show a 75-year resource shortfall
averaging 15.1 percent of current-law benefits.

4. The OASI Trust Fund is projected to remain
solvent through the early 2030s. The Social Se-
curity Amendments of 1981 facilitated limited
interfund borrowing among (a) Social Security’s
Old-Age and Survivors Insurance, (b) Disability
Insurance, and (c) Health Insurance (Medicare)
Trust Funds. Despite those amendments, how-
ever, a reallocation of tax revenues from OASI to
Disability Insurance may be resisted by retiree po-
litical lobby groups in order to prevent the OASI
Trust Fund exhaustion date from being moved
closer to the present.

5. For examples of SSDI reform proposals by oth-
er analysts, see Richard V. Burkhauser and Mary
C. Daly, The Declining Work and Welfare of People
with Disabilities: What Went Wrong and a Strategy

for Change (Washington: AEI Press, 2011); David
H. Autor and Mark Duggan, “Supporting Work:
A Proposal for Modernizing the U.S. Disability
Insurance System,” Center for American Progress
and Brookings Institution, December 2010; and
David Mann and David Stapleton, “A Roadmap
to a 21st-Century Disability Policy,” Issue Brief
no. 12-o1, Center for Studying Disability Policy,
Mathematica Policy Research, January 2012. The
“generalized benefit offset” (GBO) reform was
proposed in Jagadeesh Gokhale, ‘A New Ap-
proach to SSDI Reform,” Regulation 36, no. 3 (Fall

2013): 44—51.

6. For example, see “How Some Legal, Medical,
and Judicial Professionals Abused Social Security
Disability Programs for the Country’s Most Vul-
nerable: A Case Study of the Conn Law Firm,”
report requested by Sen. Tom Coburn (R-OK)
and released by the US. Senate Committee on
Homeland Security and Government Affairs, Oc-
tober 2013. Also see Jeffrey B. Liebman and Jack
A. Smalligan, “Proposal 4: An Evidence-Based
Path to Disability Insurance Reform,” Hamilton
Project, Brookings Institution, February 2013,
page 1, available at http://wwwbrookings.edu/-/
media/research/files/papers/2013/02/thp%20bud
get%2opapers/thp_iswaysfedbudget_prop4.pdf.
Liebman and Smalligan opine that “while a con-
sensus is emerging that changes are needed to the
UL.S. disability insurance system, there is no agree-
ment around any specific reforms, nor does there
appear to be a path in place that will lead to such
agreement.”

7. See Jeftrey S. Wolfe and David W. Engle, “Re-
storing Social Security Disability’s Purpose,” Reg-
ulation 36, no. 1 (Spring 2013): 46—54.

8. One example is Autor and Duggan, “Supporting
Work.” The authors recommend a private disabili-
ty insurance system (purchased by employers from
private insurance companies) to fund the provi-
sion of disability supports to workers remaining
on the job but facing declining work ability from
health impairments. That system would include a
two-year delay in applying for SSDI benefits. An-
other is Liebman and Smalligan, “Proposal 4.”



9. That view is suggested by Burkhauser and Daly
in The Declining Work and Welfare of People with Dis-
abilities: What Went Wrong and a Strategy for Change
(Washington: AEI Press, 2011).

10. The term “induced entry” refers to the phe-
nomenon whereby public benefit provisions or
benefit enhancements induce people to behave in
ways that make benefit receipt more likely. Thus,
provision of early-intervention disability supports
and services may induce workers to adopt life-
styles and behaviors to make qualifying for those
benefits more likely.

11. Exceptions are the Ticket to Work program,
the Benefit Offset Pilot, and national demonstra-
tion projects that SSA is currently operating.

12. See “The Social Security Definition of Dis-
ability,” Social Security Advisory Board, October
2003, p. 20.

13. The vertical shaded areas in Figure 2 indicate
recession periods. Application rates from those
insured under SSDI also surge during recessions.
When measuring “core” SSDI incidence rates,
standard practice is to filter out the effect of pop-
ulation aging, increases in women’s labor force
participation after the 1970s, and the state of the
economy—normal times versus recessions when
job availability is low. Among those factors, re-
moving the effects of changes in the state of the
economy is inappropriate, because SSDI’s voca-
tional eligibility rules are designed specifically to
provide benefits if applicants are unable to find
jobs in their occupations.

14. The increase in applications during recessions
could be the result of state and county program
requirements that make applying for SSDI (and
Social Security’s Title XVI Supplemental Secu-
rity Income program) a prerequisite for receiving
state or county assistance. The fact remains, how-
ever, that SSDI enrollments spike during periods
of high unemployment because of SSDI’s voca-
tional eligibility criteria, no matter the reason for
the initial application. Once enrolled, such work-
capable individuals become trapped in no or low

labor force participation.

15. Recent evidence suggests that an increas-
ing number of SSDI claims are represented by
either attorneys or nonattorney representa-
tives from nonprofit organizations or claimants’
relatives. The evidence also suggests that repre-
sented claims have a higher allowance rate than
nonrepresented claims. See “What Impact Does
Professional Representation Have at the Initial
Application Level?” Report of the Social Security
Advisory Board, September 2012.

16. According to one widely cited study (that
uses different data sources from the ones used to
construct Figures 2 and 3 in the text), only up to
one-fifth of the increase in SSDI enrollment is ex-
plained by changes in the age and gender composi-
tion of the U.S. population. See Mark Duggan and
Scott Imberman, “Why Are the Disability Rolls
Skyrocketing?” in Health at Older Ages: The Causes
and Consequences of Declining Disability among the
Elderly, ed. David Wise and David Cutler (Cam-
bridge, MA: National Bureau of Economic Re-

search, 2009), pp. 337-79.

17. The figures cited are based on the author’s cal-
culations using information provided by the U.S.
Bureau of Labor Statistics.

18. See “The Social Security Definition of Dis-
ability,” p. 7.

19. For example, SSA’s guidance on SSDI’s dis-
ability determination process states: “SSA’s regu-
lations provide for disability evaluation under a
procedure known as the ‘sequential evaluation
process.” For adults, this process requires sequen-
tial review of the claimant’s current work activity,
the severity of his or her impairment(s), a determi-
nation of whether his or her impairment(s) meets
or medically equals a listing (see Part III of this
guide), the claimant’s residual functional capacity,
his or her past work, and his or ber age, education, and
work experience” (emphasis added). See “Disability
Evaluation under Social Security,” Social Security
website, http://www.socialsecuritygov/disability/
professionals/bluebook/general-info.htm. These
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rules are favorable to those approaching ages
50—54 if they are limited to sedentary activity
and do not have skills transferable to other jobs.
The rules are most favorable to those low-skilled
workers who are 55 and older who are limited to
light work or intermittent medium work even if
they have a high school education.

20. Those projections are based on the Social
Security Trustees’ 200814 intermediate demo-
graphic and economic assumptions used for pro-
jecting Social Security’s finances (including for the
SSDI program).

21. The Social Security Trustees follow a standard
methodology in making the program’s future de-
mographic and financial outcomes. For example,
to obtain next year’s projection of the DI preva-
lence rate, the insured and beneficiary populations
are aged by one year; those who become newly in-
sured by acquiring an adequate work history are
added to the insured population; those who leave
the insured and beneficiary pools either through
death or by achieving the normal retirement age
(to be shifted to the OASI insured population) are
subtracted from their respective groups; and fi-
nally, the existing DI beneficiary population is up-
dated by applying age- and gender-specific prob-
abilities of acquiring a disabling health condition
to the updated insured population. That method
provides next year’s DI incidence rate, and next
year’s projected new DI beneficiaries are added to
next year’s beneficiary population update as de-
scribed above. Those calculations are performed
after making second-order changes to underlying
demographic, morbidity, labor force participa-
tion, and other parameters, taking into account
the most recent information that is available.

22. National Health Information Survey ques-
tions solicited information about assistive devices,
such as hearing aids, mobility assistive equipment,
canes or walking sticks, walkers, Zimmer frames,
crutches, wheelchairs or scooters, prosthetic de-
vices, other equipment, and sign language.

23. The report states: “SSA officials maintain that
other modern concepts of disability cannot be

fully incorporated into SSA’s disability decisions.
Specifically, SSA faces constraints considering the
extent to which assistive devices and workplace
accommodations can mitigate work disability,
because these are not universally available and
SSA lacks the resources to conduct individualized
assessments.” See “Modernizing SSA Disability
Programs: Progress Made, but Key Efforts War-
rant More Management Focus,” GAO Report
12-420, Government Accountability Office, June
2012, http://gao.gov/assets/600/591701.pdf.

24. See “Disability Rights Movement Timeline,”
U.S. Department of Transportation, http://www.
fta.dot.gov/12325_4064.html.

25. Historical data show that the award rate
out of applications peaked in 1975 at 46 per-
cent, declining subsequently to 33 percent by
1980. However, the earlier high allowance rate
may have spurred the belief that many among
disability beneficiaries did not deserve to be
on the rolls. In a September 1981 speech, Presi-
dent Ronald Reagan affirmed, “No one will
deny our obligation to those with legitimate
claims, but there’s widespread abuse of the sys-
tem, which should not be allowed to continue.”
See SSAs website on presidential statements,
http://www.ssa.gov/history/reaganstmts.html
#09241981.

26. See the section on “State, Judicial, and Con-
gressional Reactions to Accelerated Continuing
Disability Reviews” in John R. Kearney, “Social Se-
curity and the ‘D’ in OASDI: The History of a Fed-
eral Program Insuring Earners against Disability,”
Social Security Bulletin,vol. 66,n0. 3,2005—6, http:/
wwwissa.gov/policy/docs/ssb/v66n3/v66n3pr.html.

27. For example, US Aérways vs. Barnet (2002)
clarified that the right of a worker with a disabling
impairment who seeks a particular position as a
“reasonable accommodation” may, under special
circumstances, take precedence over other work-
ers’ rights to apply for that position under the
employer’s current seniority system. Cleveland vs.
Policy Management Systems Corporation (1999) iden-
tified five rationales for SSDI claimants (implying



total disability) to pursue ADA claims against an
employer. Other court cases expanded the range
of services for individuals with disabilities along
many dimensions, including the criminal justice
system’s provision of effective accommodations
and communication to disabled individuals dur-
ing arrest and detention to compatibility of state
laws with the ADA, the provision of service ani-
mals to disabled students in school, and so on.

28. See Channa Joffe-Walt, “Unfit for Work: The
Startling Rise in Disability in America,” National
Public Radio, March 28, 2013, http://apps.npr.
org/unfit-for-work/. Note: representatives of suc-
cessful SSDI applicants are allowed to deduct a
percentage of initial benefits—up to $5,300 per
claimant—as a service fee. Some observers, includ-
ing some sitting ALJs, have noted that the average
allowance rate of AL]J hearings, which exceeds 50
percent, results in poor incentives for attorneys
and nonattorney representatives to perform their
tasks properly. Instead, many representatives
operate in the manner of a fast-food restaurant:
conducting a high-volume business without con-
scientiously developing complete records for
their clients and, instead, simply depending on
the favorable ALJ allowance rate to collect fees
amounting to thousands of dollars each month for
simply “holding their clients’ hands” and accom-
panying them to ALJ hearing sites.

29. See “What Impact Does Professional Repre-
sentation Have on the Process at the Initial Ap-
plication Level,” Social Security Advisory Board,
September 2012. The report suggests that repre-
sented cases take longer to adjudicate and result
in slightly higher benefit allowance rates.

30. Recently, Rep. Sam Johnson (RTX), chair of
the Social Security Subcommittee of the House
Committee on Ways and Means, introduced the
Insurance and Unemployment Benefits Double
Dip Elimination Act of 2013. That act would end
the ability to double-dip by receiving Social Secu-
rity disability benefits and unemployment ben-
efits simultaneously.

31. See letter to E. Clay Shaw Jr., chair of the Sub-

committee on Social Security of the House Com-
mittee on Ways and Means, Hearing on Manage-
ment of the Social Security Administration Office
of Hearings and Appeals, September 30, 2003.
Supporting reference is to 20 CFR §§404.1527(d)
(2), 416.927(d)(2).

32. For more detailed information on policy
compliance issues at the ALJ level, see “Systemic
Wiaste and Abuse at the Social Security Adminis-
tration: How Rubber-Stamping Disability Judges
Cost Hundreds of Billions of Taxpayer Dollars,”
staff report, U.S. House of Representatives, 113th
Cong., 1st sess., June 10, 2014.

33. It is noteworthy that about one-half of ALJ
(and SSA Appeals Council) denials that are fur-
ther appealed to federal courts are affirmed. That
means, despite multiple reviews by SSDI case of-
ficials and ALJs, one-half of appealed denials are
remanded, reversed, or dismissed.

34. That is, the black bars showing the distribu-
tion for 2013 are generally taller on the left-hand
side and shorter on the right-hand side compared
with those for earlier years.

35. The standard deviation of the distributions
declined from 15.9 percentage points in 2010 to
14.9 percentage points by 2013.

36. SSA has 10 regions across the United States,
with the National Hearing Centers in Albu-
querque, New Mexico, Falls Church, Virginia,
Chicago, Illinois, and St. Louis, Kansas, being
designated as the 1rth region in Table 1. The data
underlying Table r’s calculations are from SSA’s
ALJ Disability Case Dispositions, http://www.
ssa.gov/appeals/DataSets/03_ALJ_Disposition_
Data.html.

37. Across all SSA districts, the cross-year ALJ
allowance-rate correlations were 89.7 for 201011,
88.6 for 2011-12 and 89.9 for 2012-13.

38. Conversations with ALJs and visits to state
Offices of Disability Adjudication and Review
suggest that applications are distributed among
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ALJs on a rotational (“first come, first served”)
basis. Indeed, several ALJs confirmed that they
are not allowed to influence the case distribution
function, which is controlled only by technicians
at Office of Disability Adjudication and Review

locations.

39. According to Chief ALJ Debra Bice, “Gener-
ally; this process works. The vast majority of issues
are resolved informally by hearing office manage-
ment. When they are not, management has the
authority to order an ALJ to take a certain ac-
tion or explain his or her actions. ALJs rarely fail
to comply with these orders. In those rare cases
where the ALJ does not comply, we pursue dis-
ciplinary action.” See her testimony before the
Permanent Subcommittee on Investigations of
the Senate Committee on Homeland Security
and Governmental Affairs, 112th Cong., 2nd sess.,
September 13, 2012, http://wwwhsgac.senate.gov/
subcommittees/investigations/hearings/social-
security-administrations-disability-programs.

40. See David Stapleton, Arif Mamun, and Jer-
emy Page, “Initial Impacts of the Ticket to Work
Program for Young New Social Security Disabil-
ity Awardees: Estimates Based on Randomly As-
signed Mail Months,” final report, Mathematica
Policy Research, July 30, 2013, http://socialsecuri
ty.gov/disabilityresearch/documents/Ticket%20
Impact%2oReport.pdf.

41. For additional detail and analysis of the Ben-
efit Offset Pilot Demonstration and the Benefit
Offset National Demonstration projects, see Jag-
adeesh Gokhale, “A New Approach to SSDI Re-
form.”

42. See “Does Disability Insurance Receipt Dis-
courage Work? Using Examiner Assignment to
Estimate Causal Effects of SSDI Receipt” by Ni-
cole Maestas, Kathleen J. Mullen, and Alexander
Strand, American Economic Review 103, no. 5 (2013):
p- 1797-1829. Their study finds that “among the
estimated 23 percent of applicants on the margin
of program entry, employment would have been
28 percentage points higher had they not received
benefits. The effect is heterogeneous, ranging

from no effect for those with more severe impair-
ments to §0 percentage points for entrants with

relatively less severe impairments.”

43. See Eric French and Jae Song, “The Effect of
Disability Insurance Receipt on Labor Supply: A
Dynamic Analysis,” Federal Reserve Bank of Chi-
cago, Working Paper no. 2012-12, 2012. This pa-
per predicts the labor supply response to benefit
denial when there is no option to appeal. It finds
that if there were no option to appeal the benefit-
denial decision, denied applicants would be 35
percentage points more likely to work.

44. See Gina Livermore, “Social Security Disabil-
ity Beneficiaries with Work-Related Goals and
Expectations,” Social Security Bulletin, vol. 71, no.
3, 2011.

45. Between 1980 and 2010, increases in age- and
sex-specific disability prevalence rates account
for 42 percent of the nearly doubled disability
prevalence. That could have occurred because
more individuals within each age and sex group
are disabled today, or because those with increas-
ingly less severe medical impairments are being
allowed into the program. However, micro-data
survey evidence suggests that workers’ health
status has not worsened and incidence of work-
disabling impairments by age and sex has not
increased since 1980. See “The Financing Chal-
lenges Facing the Social Security Disability In-
surance Program,” Stephen C. Goss, chief actu-
ary, SSA, Testimony before the Subcommittee
on Social Security of the House Committee on
Ways and Means, 113th Cong., 1st sess., March 14,
2013, http://wwwssa.gov/oact/testimony/House
WM_20130314.pdf.

46. See Jagadeesh Gokhale, “A New Approach to
SSDI Reform.”

47. Under SSDI, working and earning is allowed
without loss of benefits for nine TWP months.
TWP months need not be continuous but must
occur within the past 60 months. ATWP month
accrues if earnings exceed a particular threshold
that varies each year. It is $770 per month dur-



ing 2014. Once nine TWP months have accrued
within the 60-month look-back period, the ben-
eficiary is placed on “probation”: SSDI benefits
are eliminated, and the worker’s income drops
steeply to equal earnings. That “probationary”
period is called the “extended trial work period”
(ETWP). During the ETWDP, benefits are auto-
matically reinstated if earnings decline below
SGA. However, once the 36-month ETWP has
elapsed, benefits are permanently eliminated.
The ex-SSDI beneficiary retains the option of
continuing Medicare coverage by paying dis-
counted premiums.

48. However, at low earnings, the dollar amount
of the tax does not exceed the trust fund benefit
amount, and no “out-of-pocket” tax payment is
required from beneficiaries.

49. GBO legislation should include the proviso
that benefit enhancement at zero earnings should
become effective only after the beneficiary be-
gins working and should be removed if there is no
work activity during the past four quarters. That
feature will prevent beneficiaries from working
for just a few quarters to enroll into GBO and per-
manently obtain a benefit enhancement.

50. Under GBO, benefits would be ceased only
under evidence of medical improvement discov-
ered through a CDR.

51. Even if alternative 2 is realized, it would pro-
vide information about the status of SSDI ben-
eficiaries, who would reveal by their labor market
choice of zero additional work effort that they are
already working to the maximum of their abilities.
Introducing GBO into the law would be worth-
while regardless of the size of the behavioral re-
sponse. It would reveal better information about
beneficiaries’ work potential, no matter whether
beneficiaries increase their labor force participa-
tion by alittle or a lot.

52. Estimating GBO’s likely cost by comparing it
with the Earned Income Tax Credit program un-
der the federal income tax seems inappropriate, as
discussed in Appendix C.

53. To be consistent with what follows, the medi-
cal improvement should be judged relative to the
medical criteria that were in place at the time of
acquiring eligibility for SSDI.

54. Currently, SSA uses the 1991 edition of the
Dictionary of Occupational Titles to guide decisions
based on vocational criteria.

55. Proposals to accomplish early disability inter-
ventions include, among others, (a) providing em-
ployers with better incentives to retain disabled
workers, (b) providing tax credits for employer
provision of work supports and accommodations,
(0) adopting universal insurance programs for
providing assistive equipment at the workplace,
(d) revising occupational placements or tailoring
job requirements to suit disabled workers, and (e)
providing better access to specific health care and
rehabilitative services under employer-sponsored
disability “case management” services.

56. For example, see Jeffrey B. Liebman and Jack
A. Smalligan, “Proposal 4,” page 2. The authors
propose to “screen disability applicants and target
those who appear likely to be determined eligible
for benefits but who also have the potential for
significant work activity if provided with a proper
range of services.”

57. See “Employer Accommodation and Labor
Supply of Disabled Workers” by Matthew Hill,
Nicole Maestas, and Kathleen J. Mullen, RAND

Working Paper Series WR-1047, March, 2014.

58. Post-entitlement SSDI reforms fail to re-
ceive sufficient support because of the possibility
that induced entry into SSDI would make them
too costly However, the pre-entitlement early-
intervention programs being proposed are also
susceptible to the same possibility. Those reforms
would actively seek out high-risk workers—those
most likely to become disabled and eventually to
apply for SSDI benefits—and preemptively pro-
vide them with disability supports in the hope
of preventing or delaying applications to SSDI.
But such reforms could also induce behaviors
that signal a need for pre-entitlement supports.
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That is, induced entry is likely to be a problem
for both pre- and post-entitlement SSDI reforms.
The GBO’s post-entitlement reform, however,
includes a countervailing incentive to delay appli-
cation to SSDI: waiting to apply for SSDI while
acquiring a longer work history and a higher PIA
would qualify the applicant for a more attractive
GBO schedule. Any induced entrants into SSDI
as a result of adopting GBO would thus be “natu-
rally screened” and would provide appropriate
targets for early-intervention initiatives.

59. The requirements for acquiring insured status
under SSDI are provided in the Social Security
Code of Federal Regulations, http://wwwssa.gov/
OP_Home/cfr20/404/404-0130.htm. The com-
putation of average monthly indexed earnings
is described at http://’wwwssa.gov/OP_Home/
cfr20/404/404-0211.htm. The procedure for com-
puting the primary insurance amount is available
at http://wwwssa.gov/OP_Home/cfr2o/404/404-
0222.htm.

60. Earnings in column (1) of Table A.1 are shown
at the midpoint of each earnings step.

61. The monthly earnings level of $1,583 is a
break-even point for government net cost un-
der the GBO schedule shown in Table A.1 that is
used as the basis for Figures B.1 and B.2. Earnings
higher than that amount would result in a posi-
tive net cost for the government as the subsidy’s

cost begins to exceed saving from lower trust fund
benefits. As earnings become still higher, how-
ever, the wage subsidy is gradually withdrawn,
and a second break-even point is reached when
the beneficiary’s monthly earnings are $2,307. For
earnings beyond that level, the government would
have negative net costs as both trust fund benefits
and the wage subsidy are reduced.

62. A Windows application for exploring the net
benefit and income implications alternative SSDI
beneficiary earnings patterns, including tempo-
rary and permanent unemployment, rising and
declining earnings, alternative GBO calibrations,
and so on is available from the author upon re-
quest.

63. Relieving the constraint against earning at
more than the SGA level would also expose SSDI
beneficiaries to labor market risks of reduced
earnings and job losses. Beneficiaries whose earn-
ings were substantial before job loss may be ex-
posed to GBO adjustments to benefits just when
earnings decline. In general, those adjustments
will be larger for people with large pre-job-loss
earnings. Hence, some beneficiaries would need
assistance in developing savings plans to counter
the risks of job separations and earnings declines.
Such programs could be built around GBO by
state and local nonprofit organizations and other
social services organizations that cater to the
needs of individuals with disabilities.
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