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Of the approximately 17.5 million working-age people in the United States who live with disabilities,
nearly 70 percent receive benefits from public programs (Houtenville and Brucker 2011). Despite increases

over many decades in program participation and spending—3357 billion in fiscal year 2008, representing
some 12 percent of all federal outlays (Livermore et al. 2011)—the disability support infrastructure in the
United States is failing many of those it was designed to help, and the economic independence of people
with disabilities has eroded. Although immediate fiscal pressures would be alleviated by tightening eligibil-

ity or reducing benefits for the largest support programs, including Social Security Disability Insurance
(SSDI), Supplemental Security Income (SSI), Medicare, and Medicaid, failure to address the underlying
structural issues will perpetuate program inefficiencies and poor outcomes. This issue brief outlines an

alternative approach to slowing expenditure growth while improving the economic status of Americans with

disabilities. The proposed plan addresses the work disincentives and fragmentation that drive up program

costs. Reform will be difficult and will require a gradual transition, starting with a demonstration period to
gather the information needed for effective reform.

What's Wrong with
Current Policy?

America’s disability policies are failing
both taxpayers and the working-age
population with disabilities. Even as
program expenditures have risen, the
economic status of this population has
fallen even farther behind that of its non-
disabled peers. Declining employment
and household incomes among people
with disabilities in recent decades have
been accompanied by a sharp rise in
applications for support, with the SSDI
caseload almost tripling from 2.8 million
in 1980 to 8.0 million in 2010.t The Con-
gressional Budget Office projects that,
without legislative action, the SSDI Trust
Fund will be exhausted in 2016.

Two fundamental structural flaws in
current disability policy are primarily
responsible for these failings. First, to
receive any assistance through SSDI
and SSI—the primary gateways to ben-
efits—applicants must demonstrate an
almost complete inability to work. This
requirement fails to recognize that many
people whose impairments limit their
work capacity can still make significant
contributions to their own financial sup-
port. By making complete inability to
work a criterion for support, these pro-
grams create work disincentives among
applicants and beneficiaries, erode work
capacity, foster long-term dependence,
and increase poverty among the very
people they are intended to help.

Second, as the Government Account-
ability Office (2005) documents, the
patchwork of state and federal disability
support programs creates pervasive
inefficiencies, including overlaps and
gaps in services, misaligned incentives,
and conflicting objectives. For example,
states make initial disability determina-
tions for SSI and SSDI, which are funded
almost entirely by the federal govern-
ment, with little or no regard for program
expenditures and no reason to consider
how program funds might be better used
for the benefit of applicants. Support
fragmentation also hinders substantive
reform because the best opportunities to
innovate cut across agency lines and lev-
els of government. Conflicting priorities,
jurisdictions, and objectives create dis-

! The failings of current policy and the need for major structural reforms have been documented and discussed extensively elsewhere. See, for instance,
Livermore et al. (2011), Stapleton and Wittenburg (2011), Burkhauser and Daly (2011), Social Security Administration (2011), Autor and Duggan (2010),
Government Accountability Office (2005), Congressional Budget Office (2010), Social Security Advisory Board (2006), and Stapleton et al. (2006).
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incentives for agencies to work together,
resulting in little overall progress.

A More Promising Approach

In a recent paper (Mann and Stapleton
2011), we describe programmatic and
financial reforms to address the struc-
tural problems of current disability
policy. Although many details remain
to be specified and more information
is needed to implement them, these
reforms promise to increase the eco-
nomic success of people with disabili-
ties while reducing growth in public
spending for their support.

Programmatic Reforms

The proposed programmatic reforms
and structural changes are intended

to consolidate the administration of
support at the state or local level,
provide important but limited federal
oversight, expect and empower people
with sufficient work capacity to support
themselves at least partly through work,
and protect and strengthen supports for
those with insufficient work capacity.

Under the reforms, responsibility for all
eligibility determinations and support

delivery would be consolidated under new

entities called disability support admin-
istrators (DSAs), which would operate at
the state or substate level but receive both
federal and state funding. Every DSA
would have the same responsibilities but
potentially different organizational struc-
tures. A DSA could be run by the state

or local government, a private organiza-
tion, or a coalition of multiple entities.
To ensure timely, coordinated support
delivery, a single case manager would be
responsible for each beneficiary’s case
and serve as his or her primary point of

contact. The federal government would
oversee the DSAs by establishing national
eligibility criteria, adjudicating appeals,
monitoring and reporting key outcomes,
and encouraging continual program
innovation.

The success of the reformed system
would depend, in part, on receiving
timely feedback from the beneficiary
population. To facilitate communication
and oversight, we propose the creation
of consumer boards. A national board
would ensure that the federal govern-
ment vigorously exercises its oversight
responsibilities, while DSA boards
would share consumer feedback and
monitor programmatic efforts.

The national eligibility criteria applied

by DSAs would focus on potential work
capacity rather than on the chronic inabil-
ity to work. Each applicant’s potential
work capacity would be measured as part
of eligibility determination. Those truly
unable to work would receive an income
benefit as well as other supports, while
those with unrealized work capacity
would be eligible for work supports and
training. With inability to work no longer
a criterion for eligibility, workers would
be able to apply for benefits while remain-
ing in the labor force.

We envision DSAs assigning each suc-
cessful applicant to one of three catego-
ries: retiree with impairments, person
with low work capacity, or worker with
disabilities. Table 1 shows the eligibil-
ity criteria for and benefits available to
people in each category. Retirees with
impairments would comprise older
workers (at least age 50) who meet the
current nonmedical SSDI eligibility cri-
teria and are determined to have minimal

or no work capacity. They would become
eligible for SSDI and, eventually,
Medicare, as under current law. Thus,

the reforms would be consistent with the
intent of the SSDI program when it was
introduced in 1956, preserving current
benefits for workers who experience the
onset of work-ending impairments at an
older age (Berkowitz 1987).

People categorized as having “low work
capacity” would qualify for income and
in-kind benefits at least as generous as
those currently available. Although not
expected to, they could earn a gener-
ous amount without risking benefit loss
and would have the option of obtaining
some work-support services. Efficiency
gained by support integration could
help improve quality of life and reduce
spending growth for this group.

Most dramatically affected by the
reforms would be those considered
workers with disabilities. Determined to
have significant potential work capacity,
these beneficiaries would, with appropri-
ate supports and assistance, be expected
to contribute to their own financial sup-
port through work. Unemployed workers
with disabilities would need to demon-
strate good-faith employment efforts to
continue receiving benefits.

Workers with disabilities would each
receive a customized package of supports
through his or her DSA, covering a con-
tinuum of supports and including one,
some, or all of the following: a disability
allowance; self-sufficiency counseling
services; an earned income tax credit;
subsidies for disability services, equip-
ment, and accommodations; and employ-
ment services. If awarded, the disability
allowance would be designed to partially

Table 1:

POTENTIAL ELIGIBILITY GROUPS, CRITERIA, AND BENEFITS

Group Eligibility Criteria* Benefits Available**
e Workers with disabilities e Substantial work capacity e Employment and other services
e Need assistance to achieve economic success | ® Disability allowance
e Earned income tax credit
e Retirees with impairments e Long work history e SSDI

e Over age 50 e Medicare after 24 months
e Very low work capacity

* People with low work capacity | ¢ Age 18 or older

Disability allowance
* Need assistance to achieve economic success | ® Disability services, equipment, and accommodations

*Each beneficiary must have a significant, long-lasting medical condition or impairment.
**Benefits for workers with disabilities and people with low work capacity would be customized to their individual needs, while those for retirees with impair-

ments would not change relative to current law.
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defray disability-related costs, such as
special transportation accommodations.
The duration of all supports would be
determined by the beneficiary’s medical
condition, potential work capacity, and
employment effort.

The provision of supports to workers
with disabilities would likely increase
the total number of support recipients.
Government savings generated from
more efficient delivery of supports by
the restructured programs would need to
exceed the costs of supports provided to
those who receive no assistance under
current law. The reforms would create
such savings—suggested by historical
data to be on the order of tens of billions
of dollars annually>—by increasing the
lifetime earnings of and tax payments by
those with work capacity, reducing their
reliance on government support, and
integrating programs. It will be impor-
tant to proceed with caution, however,
because striking a balance between
improving supports and reducing expen-
diture growth will be challenging.

Under the reformed system, most ben-
eficiaries would receive basic health care
coverage from the same sources as other
Americans. The Affordable Care Act
would require those eligible for employer-
based health insurance to enroll; all others
would buy coverage through their state’s
health insurance exchange or, if their
household income is below 133 percent of
the federal poverty level, would receive it
from Medicaid. Retirees with impairments
would qualify for Medicare under current
SSDI program rules.

Financial Reforms

As the programmatic reforms deal with
much of the structural fragmentation and
inefficiency responsible for rapid expen-
diture growth, they will need to be sup-
ported by financial reforms that ensure
adequate funding and the alignment of
financial incentives with programmatic
goals. The financial reforms described
below are intended to ensure adequate

2 For instance, Stapleton and Wittenburg (2011)
show that SSDI and Medicare expenditures
would have been approximately $50 billion lower
in 2010 had the rates of SSDI participation for
covered workers within age-sex groups been the
same as in 1980, when policymakers first became
alarmed at the rapid growth in SSDI.

funding, encourage efficient decisions,
contain growth in federal and state
expenditures, make federal expenditures
responsive to external factors such as
the business cycle, and avoid precipitous
declines in support.

As under current law, federal funding
sources would be a mixture of payroll
taxes and general revenues. Funding
would not be open-ended, however.
Rather, federal expenditures would
remain under a threshold determined by
Congress to be consistent with national
fiscal objectives. Each DSA’s federal
funding allocation would be based on its
catchment area’s current funding levels,
projected needs, payroll tax revenues,
and ability to pay. Federal funding would
be adjusted as DSA catchment areas
change demographically and beneficia-
ries migrate across areas. The sensitivity
of the demand for services to the busi-
ness cycle would also make it important
for the funding mechanism to increase
funding during economic downturns and
decrease it during rapid expansions.®

Each DSA’s share of federal funding
would be allocated in two steps. The
Social Security Administration (SSA)
and the Centers for Medicare & Medic-
aid Services (CMS) would first directly
pay all proposed income benefits and
Medicare costs, respectively, for eligible
beneficiaries in the DSA’s catchment
area. The remaining federal funds would
then be granted to the DSA, which

3 This feature is inspired by the most difficult
lesson of welfare reform: that the welfare block
grants do not adjust adequately to the business
cycle. See Pavetti and Schott (2011).

Figure 1
The Financing Transition

would combine them with state funding
to finance all other supports.

This two-step federal funding system
has two merits. First, with all income
and Medicare payments excluded from
grants, DSAs would have incentive

to determine SSDI awards and other
income supports responsibly. The more
income support and SSDI allowances
a DSA makes, the less money it would
have to finance all other supports, and
vice versa. Second, use of an existing
national payment system would prevent
costly duplication and support federal
monitoring of cash payments.

In fiscal year 2008, states contributed
$71 billion to joint federal-state disabil-
ity programs for working-age people.
Under the reformed structure, even states
that did not operate DSAs within their
borders would be required to contribute
commensurate funding for disability
support. Initially, each state would divert
funds currently used to pay Medicaid and
other disability-related benefits to DSAs.
Requirements for maintaining state
funding levels would change gradually,
as circumstances warranted. Each state’s
minimum funding requirement would
eventually be a percentage of federal
grants to the DSAs in the state.

Figure 1 shows the distribution of dis-
ability support funding under current law
and illustrates how it might be allocated
under the proposed reforms after a transi-
tion period. Federal matching grants and
block grants to states, which comprise

22 percent and one percent of current
funding, respectively, would be elimi-
nated in favor of grants to DSAs. About
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a third of federal disability program
funding would also be rechanneled to
DSAs. States would initially provide the
same level of funding under the reformed
policy as they do under current law.

Financial reforms that create incentives
for employers could generate additional
funding and promote employment for
program participants. For instance, the
federal government could “experience
rate” payroll taxes by levying surcharges
on employers whose former employees
frequently require disability supports, and
vice versa (Burkhauser and Daly 2011).
Tax incentives encouraging employers to
retain employees with significant impair-
ments could also be introduced.

The Policy Transition

The reforms we describe require major
structural changes to the nation’s dis-
ability support system. Although they
can potentially benefit both people with
disabilities and U.S. taxpayers, a policy
transition that is too quick and not based
on solid evidence could do more harm
than good.

The first step in a successful transition to a
new disability policy must be a substantial
demonstration period—perhaps 10 years
or longer—during which to build the evi-
dence base and policy consensus needed

to move forward. During this time, federal
and state agencies, municipalities, coun-
ties, and various private organizations
would initiate numerous pilot projects.
Interventions and policies discovered to
be effective and viable would be incorpo-
rated into the new policy.

The federal legislation needed to initiate
such a demonstration period must autho-
rize and encourage pilot projects, define
demonstration objectives and require-
ments, guarantee the cooperation of
pertinent agencies, and create a national
disability demonstration commission.
The commission would encourage gov-
ernment agencies and other organizations
to plan and conduct demonstrations,
ensure that risks to demonstration sub-
jects are minimized, and foster a spirit of
innovation and learning.

Looking Ahead

The nation’s long-term fiscal problems
are creating an urgent need for structural
reform to programs that support work-
ing-age people with disabilities. Expen-
ditures for these programs account for a
large share of the federal budget and will
almost inevitably have to be reduced. As
summarized in Table 2, we have outlined
a set of structural changes that can both
improve economic outcomes for those
with disabilities and reduce growth in

government spending for their support. A
demonstration period could provide the
time and evidence needed to specify and
test the reforms fully.

Without these changes, current programs
may be forced to make cuts in ways that
attempt to minimize harm but will likely
lead to severe consequences. Policymak-
ers should instead consider instituting an
evidence-based structural reform process
to improve performance and reduce costs
in the long term, while affording more
protection to current programs in the short
term than would otherwise be possible.
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’ Table 2:

|

COMPARISON OF CURRENT AND FUTURE DISABILITY POLICY FEATURES

Policy Feature

Current Law

New Policy

determinations and agencies

support delivery e Multiple points of contact

supports

Work e “Disability” defined as inability to work because of e Focus on remaining work capacity, given physical or mental
medical conditions conditions
e Program rules and culture discourage work - IS U ES S S @ eI e el
Eligibility ¢ Fragmented among federal, state, and local ¢ Fully integrated/coordinated by DSAs

e Single point of contact for access to all publicly funded

Income benefits

SSDI: all beneficiaries receive income benefit. Size
of benefit based on work history

SSI: size of benefit based on a maximum net of
countable income from other sources

Some states supplement income benefit

SSDI still available to some older workers (“retirees with
impairments”)

For others, income benefit’s size and duration based on vari-
ous beneficiary characteristics, including work capacity and
impairment severity

Some receive other supports, but no income benefit

Work supports

Secondary benefit for most

¢ Loosely coordinated with income supports

® Primary benefit for many
¢ Targeted at those with substantial work capacity
e All supports are coordinated

Federal and state
funding

Spread throughout a variety of programs

e Major programs funded as entitlements
e Encourages cost shifting

Allocation of all funds to individuals is the responsibility of the
DSA

e Expenditures not open-ended
e Expenditures adjust for demography, economy

Innovation and
reform

Fragmented authority stifles innovation

DSAs always have authority and incentives to improve
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