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When considering individual accounts as part of Social Security, it is important to take account of disabled-worker beneficiaries and their families. (Although it is preferable to refer to “people with disabilities” rather than disabled people, the term “disabled worker” is a term of art in the Social Security system.)  In 2003, about 16 percent of all Social Security beneficiaries were disabled-worker beneficiaries and their dependent children or spouses.
 
The test of disability in the Social Security program is strict – the worker must be unable to work because of a medically determinable physical or mental impairment expected to last for at least one year or to result in death within a year.  The person must also have recent work in employment covered by Social Security.  For those who qualify, Social Security disability benefits begin five full months after the onset of the disabling condition.  In this report, we assume that any individual account proposal would continue this disability definition for Social Security benefits.
About 5.9 million individuals aged 18-64 received Social Security disabled-worker benefits in January 2004; their average benefit was $862 per month, or about $10,000 per year.  In addition, 1.6 million children of disabled workers received benefits, averaging $254 per month.
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When compared to other people aged 18 through 65, disabled-worker beneficiaries are disproportionately male, due in part to men being more likely than women to have the recent work needed to be eligible for benefits.  About 60 percent of disabled workers are men.  As women are working more continuously than in the past, more women will be insured for disability in the future.
 When compared to other working-aged adults, disabled-worker beneficiaries are more likely to be:
      Black or Hispanic (17 percent compared to 10 percent); 50 years of age or older (60 percent compared to 21 percent); Unmarried (51 percent compared to 42 percent); Divorced (24 percent compared to 12 percent); Without a high school diploma (37 percent compared to 13 percent);  Without education beyond high school (75 percent compared to 48 percent);  Living alone (23 percent compared to 11 percent)
 The median adjusted family income of disabled-worker beneficiaries is about half that of other people aged 18-64.  Disabled workers are at high risk of being poor or near poor, with family income below 125 percent of the poverty threshold.  About 34 percent of disabled workers are poor or near poor, compared to 13 percent of others aged 18-64.
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Peter pointed out the difficulty a sustaining a ban on account holders’ access to the money when they need it.  The case for allowing access might become more compelling if the worker were disabled.  As noted earlier, disabled workers are financially vulnerable and must wait at least five months after they were no longer able to work to receive benefits that replace a fraction of their prior earnings.  Also, disabled workers must wait another two years before they gain Medicare coverage.  A hardship case for access to the individual account might be compelling, particularly if these workers expect to die before retirement.
 
One rationale for banning early access to the funds is that workers will need the money for retirement.  But if an account holder were terminally ill, this rationale would not be convincing.  Should policymakers allow an exception to the ban on access if an account holder is terminally ill?
 
Another rationale for banning access to the account is that the money would be needed to provide some protection for an account holder’s spouse.  Again, this rationale is not compelling for account holders who are single and terminally ill.  Should policymakers consider early withdrawals in this case?
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As Jeff reported earlier, some individual account plans require that accounts be used to buy retirement annuities and require that married retirees buy joint-life annuities.  The purchase of annuities raises different issues with regard to individuals who enter retirement as disabled workers or spouses of disabled workers.
 
In 2002, 11 percent of the individuals claiming Social Security retirement benefits did so after receiving disability benefits prior to retirement.  Would these retirees be in the annuity pricing pool on the same terms as other retirees?  Ideally, the appeal to consumers of risk pooling in annuities means that everyone in the pool has an equal chance of at least being average, and a chance of at most living longer than the next person.  For disabled retirees, the odds might work against them.  An individual account plan might create a special disabled retirees annuity pool that provides more favorable pricing for this group.  It is possible, however, that this choice might lead to higher-cost standard annuities for those without evidence of substandard life expectancy.
 
Aside from concerns about pricing fairness, two additional outcomes need to be considered that apply specifically to disabled workers and their spouses.  First, a disabled worker’s individual account might be significantly smaller than it would have been at normal retirement age, producing a much smaller annuity, which would be reduced even further due to a joint-survivor mandate.  And second, if the disabled worker dies earlier than most non-disabled workers (as is sometimes the case), the disabled worker’s spouse would need to live on a survivor annuity for more years than would a non-disabled worker’s spouse.
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If one group of account holders, such as disabled workers, receives special options not afforded all account holders, lawmakers might be pressured to expand the special options to the entire universe of individual account holders.  Further, any special options designed specifically to enhance the economic security of disabled workers might inadvertently encourage more workers to file for disability benefits.
As Steve Goss reported earlier, benefit offsets are typically designed with retirement benefits in mind.  Depending on how they are designed, the offset could have unintended effects on the benefits of disabled workers or other beneficiaries who may not share in the proceeds of the individual account.  These offsets usually differ depending on whether participation in the accounts is mandatory or voluntary.
 Consider a case in which individual account participation is mandatory.  Of the many ways of adjusting the defined benefit formula to accommodate this change, one simple approach would be to gradually phase in reductions in the primary insurance amount formula used to calculate Social Security benefits.  This type of change could affect beneficiaries who might not benefit from creation of the individual account, such as young disabled workers or young survivor beneficiaries.
 Chapter 7 of our report explores six possible payout designs for disabled workers depending on the nature and purpose of the individual account proposal.  Option One – Access at Disability Onset: The IRA Approach – is based on the precedent of individual retirement accounts and other savings that supplement Social Security.  The five other options explore disability payout rules in plans where accounts are meant to partially fill the role of Social Security defined benefits at retirement.  Option Two – Treat Disability Like Retirement – would simply apply the retirement rules of the generic plan to the case of disability.  The lower retirement benefit would be paid at disability onset.  Option Three – Mandate Private Disability Insurance – explores the notion of adding mandatory private disability insurance to Option Two, and preserving the account for retirement.  Options 4, 5, and 6 all pay higher disability benefits than retirement benefits.  In these options, a new issue arises about how to get a relatively smooth transition from disability to retirement benefits for disabled workers who live that long.  Option Four – Pay a Higher Disability PIA and Take Back the Account – explores introducing a higher defined benefit for disability than for retirement.  In return, the disabled worker’s individual account would be turned over to the disability insurance trust fund.  Option Five – Pay a Higher Disability PIA and Preserve the Account for Retirement – seeks to avoid the potentially unpopular feature of taking back the individual account at disability.  Option Six – Pay a Higher Disability PIA that Shifts to a Blended PIA and Annuity at Retirement – would, like Option Four and Five, pay a higher PIA for disability than for retirement.  At retirement, the disabled worker would shift to a somewhat lower PIA and start receiving an annuity from the account.
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When compared to other people aged 18 through 65, disabled-worker beneficiaries are disproportionately male, due in part to men being more likely than women to have the recent work needed to be eligible for benefits.  About 60 percent of disabled workers are men.  As women are working more continuously than in the past, more women will be insured for disability in the future.

 When compared to other working-aged adults, disabled-worker beneficiaries are more likely to be:

Ø      Black or Hispanic (17 percent compared to 10 percent); 50 years of age or older (60 percent compared to 21 percent); Unmarried (51 percent compared to 42 percent); Divorced (24 percent compared to 12 percent); Without a high school diploma (37 percent compared to 13 percent);  Without education beyond high school (75 percent compared to 48 percent);  Living alone (23 percent compared to 11 percent)

 The median adjusted family income of disabled-worker beneficiaries is about half that of other people aged 18-64.  Disabled workers are at high risk of being poor or near poor, with family income below 125 percent of the poverty threshold.  About 34 percent of disabled workers are poor or near poor, compared to 13 percent of others aged 18-64.
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As Jeff reported earlier, some individual account plans require that accounts be used to buy retirement annuities and require that married retirees buy joint-life annuities.  The purchase of annuities raises different issues with regard to individuals who enter retirement as disabled workers or spouses of disabled workers.

 

In 2002, 11 percent of the individuals claiming Social Security retirement benefits did so after receiving disability benefits prior to retirement.  Would these retirees be in the annuity pricing pool on the same terms as other retirees?  Ideally, the appeal to consumers of risk pooling in annuities means that everyone in the pool has an equal chance of at least being average, and a chance of at most living longer than the next person.  For disabled retirees, the odds might work against them.  An individual account plan might create a special disabled retirees annuity pool that provides more favorable pricing for this group.  It is possible, however, that this choice might lead to higher-cost standard annuities for those without evidence of substandard life expectancy.

 

Aside from concerns about pricing fairness, two additional outcomes need to be considered that apply specifically to disabled workers and their spouses.  First, a disabled worker’s individual account might be significantly smaller than it would have been at normal retirement age, producing a much smaller annuity, which would be reduced even further due to a joint-survivor mandate.  And second, if the disabled worker dies earlier than most non-disabled workers (as is sometimes the case), the disabled worker’s spouse would need to live on a survivor annuity for more years than would a non-disabled worker’s spouse.
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Other Disability Issues

Would special options for disability beneficiaries bring pressure to extent options to all account holders?

How would offsets apply to disability benefits?
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If one group of account holders, such as disabled workers, receives special options not afforded all account holders, lawmakers might be pressured to expand the special options to the entire universe of individual account holders.  Further, any special options designed specifically to enhance the economic security of disabled workers might inadvertently encourage more workers to file for disability benefits.

As Steve Goss reported earlier, benefit offsets are typically designed with retirement benefits in mind.  Depending on how they are designed, the offset could have unintended effects on the benefits of disabled workers or other beneficiaries who may not share in the proceeds of the individual account.  These offsets usually differ depending on whether participation in the accounts is mandatory or voluntary.

 Consider a case in which individual account participation is mandatory.  Of the many ways of adjusting the defined benefit formula to accommodate this change, one simple approach would be to gradually phase in reductions in the primary insurance amount formula used to calculate Social Security benefits.  This type of change could affect beneficiaries who might not benefit from creation of the individual account, such as young disabled workers or young survivor beneficiaries.

 Chapter 7 of our report explores six possible payout designs for disabled workers depending on the nature and purpose of the individual account proposal.  Option One – Access at Disability Onset: The IRA Approach – is based on the precedent of individual retirement accounts and other savings that supplement Social Security.  The five other options explore disability payout rules in plans where accounts are meant to partially fill the role of Social Security defined benefits at retirement.  Option Two – Treat Disability Like Retirement – would simply apply the retirement rules of the generic plan to the case of disability.  The lower retirement benefit would be paid at disability onset.  Option Three – Mandate Private Disability Insurance – explores the notion of adding mandatory private disability insurance to Option Two, and preserving the account for retirement.  Options 4, 5, and 6 all pay higher disability benefits than retirement benefits.  In these options, a new issue arises about how to get a relatively smooth transition from disability to retirement benefits for disabled workers who live that long.  Option Four – Pay a Higher Disability PIA and Take Back the Account – explores introducing a higher defined benefit for disability than for retirement.  In return, the disabled worker’s individual account would be turned over to the disability insurance trust fund.  Option Five – Pay a Higher Disability PIA and Preserve the Account for Retirement – seeks to avoid the potentially unpopular feature of taking back the individual account at disability.  Option Six – Pay a Higher Disability PIA that Shifts to a Blended PIA and Annuity at Retirement – would, like Option Four and Five, pay a higher PIA for disability than for retirement.  At retirement, the disabled worker would shift to a somewhat lower PIA and start receiving an annuity from the account.
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Sustaining a Ban on Disabled 
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Should terminally-ill beneficiaries be allowed early access to retirement funds?



Peter pointed out the difficulty a sustaining a ban on account holders’ access to the money when they need it.  The case for allowing access might become more compelling if the worker were disabled.  As noted earlier, disabled workers are financially vulnerable and must wait at least five months after they were no longer able to work to receive benefits that replace a fraction of their prior earnings.  Also, disabled workers must wait another two years before they gain Medicare coverage.  A hardship case for access to the individual account might be compelling, particularly if these workers expect to die before retirement.

 

One rationale for banning early access to the funds is that workers will need the money for retirement.  But if an account holder were terminally ill, this rationale would not be convincing.  Should policymakers allow an exception to the ban on access if an account holder is terminally ill?

 

Another rationale for banning access to the account is that the money would be needed to provide some protection for an account holder’s spouse.  Again, this rationale is not compelling for account holders who are single and terminally ill.  Should policymakers consider early withdrawals in this case?
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When considering individual accounts as part of Social Security, it is important to take account of disabled-worker beneficiaries and their families. (Although it is preferable to refer to “people with disabilities” rather than disabled people, the term “disabled worker” is a term of art in the Social Security system.)  In 2003, about 16 percent of all Social Security beneficiaries were disabled-worker beneficiaries and their dependent children or spouses.

 

The test of disability in the Social Security program is strict – the worker must be unable to work because of a medically determinable physical or mental impairment expected to last for at least one year or to result in death within a year.  The person must also have recent work in employment covered by Social Security.  For those who qualify, Social Security disability benefits begin five full months after the onset of the disabling condition.  In this report, we assume that any individual account proposal would continue this disability definition for Social Security benefits.



About 5.9 million individuals aged 18-64 received Social Security disabled-worker benefits in January 2004; their average benefit was $862 per month, or about $10,000 per year.  In addition, 1.6 million children of disabled workers received benefits, averaging $254 per month.
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