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Preface

The Disability Policy Project of the National
Academy of Social Insurance began with a request
from the Chairmen of the Committee on Ways and
Means of the U. S. House of Representatives and its
Social Security Subcommittee in the 102nd Con-
gress. The Academy was asked to undertake a
comprehensive review of the Social Security disabil-
ity programs, with a particular emphasis on improv-
ing work outcomes for applicants, beneficiaries and
denied applicants for disability benefits. The letter
of request is at appendix A.

To conduct the study, the Academy assembled a
panel of leading experts on disability policy from
varied disciplines and very different perspectives on
disability policy. As we began our work, we found
that it was it imperative to step back from the derails
of policy proposals to articulate our goals and
perspective on disability policy and to undertake a
broad review of the context of disability income
policy in the United States. This report presents
those findings after the first year of our work.

In chapter 1 we present our perspective on disability
policy. We believe that the primary goal of disability
policy is the integration of persons with disabilities
into mainstream society. Further, we agree that
disability is not just an attribute of individuals.
Rather it reflects the relationship between individu-
als who have impairments and the broader environ-
ment. This report explores that broader environ-
ment.

In chapter 2, we find that the two federal programs
that are the focus of our study — Social Security
disability insurance (DI) and Supplemental Security
Income (SSI) — each have distinct purposes and
they are only part of the network of disability
income programs in the United States. While their
coverage is broad, they are strictly and frugally
designed to provide only modest levels of income
support to persons who meet a very strict test of
work disability. The state-administered workers’
compensation system provides cash benefits to
workers injured on the job. Unlike DI and SSI,
workers’ compensation is paid for temporary work
incapacity and for partial work disability. And
workers’ compensation pays for medical care and
rehabilitation as well as cash benefits.

Workers whose illness or injuries are not caused on
the job may be eligible for paid sick leave or short-
term disability insurance. But this coverage is spotty.
While five states have mandatory programs of
temporary disability insurance, in other jurisdictions
coverage of short-term sickness or of the early
months of longer-term disability is available at the
discretion of employers or is negotiated by unions.
Fully 30 percent of private sector workers have
neither paid sick leave nor short-term disability
insurance. Another 26 percent have only sick leave,
which often does not last long enough to cover the
early months of longer-term disabilities. While
short-term disability benefits offer an opportunity



for early intervention and return to work initiatives
by employers and insurers, gaps in this protection
are problematic as we consider ways to promote
work among those who ultimately turn to the federal
benefit programs.

In chapter 3 we find that the working-age popula-
tion with any sort of disability is much larger than
the number who have met the strict test of eligibility
for DI or SSI benefits. DI beneficiaries tend to be
older workers — more than half are over the age of
50 — and they often are ill or have impairments
associated with aging. SSI beneficiaries tend to be
younger. Mental retardation or mental illness is the
primary diagnosis for more half of the beneficiaries.
About 3 in 10 SSI beneficiaries have impairments
such that they need a representative payee to manage
their benefit checks. Our review of the research
literature on applicants who had been denied DI
benefits from the 1960s through the 1980s finds
that fewer than half had succeeded in returning to
work within a few years after being denied benefits.
The economic status of those who were not working
was poot, and their self-reported health status was
not appreciably better than that of persons allowed
benefits.

Chapter 4 traces the wide fluctuations in DI benefit
awards that have occurred over the last quarter of a
century. Cyclical changes in the availability of jobs
in the economy appear to influence disability benefit
claims. But as detailed in chapter 5, both subtle and
not-so-subtle changes in law, administrative practices
and the adequacy of administrative resources in
relation to workloads can have a profound effect on
disability benefit awards. This sobering finding
impressed upon us the importance of formulating
changes in the disability benefit programs carefully
with due regard for the long-term consequences of
even relatively modest changes.

Finally, in chapter 6 we explore how changes in the
broader environment beyond the DI and SSI
programs affect opportunities and constraints for
workers with disabilities and how this broader
environment affects demands placed on the DI and

vi

SSI programs. First, structural shifts in the labor
market appear to be a two-edged sword. Declining
demand for workers with limited skills places an
added burden on workers doubly disadvantaged by
limited skills and physical or mental impairments.
On the other hand, technological advances and the
public accommodation features of the Americans
with Disabilities Act of 1990 open up opportunities
for workers with significant physical impairments
who also have high aptitude and advanced educa-
tions.

Second, a host of other public or private policy
interventions can be viewed as alternatives to income
support through DI or SSI for some subset of
applicants. Consequently, developments in voca-
tional rehabilitation, job subsidies, unemployment
insurance, private pensions, employment-based
health insurance and generalized assistance programs
affect demands placed on federal disability income
programs. Third, severe mental illness is an impor-
tant cause of work disability. Changes in treatment
of mental illness have increased the likelihood that
individuals with severe mental illness live in the
community, rather than in institutions, and there-
fore need and qualify for income support in order to
cover daily needs for food, clothing and shelter.
Finally, state and local governments, employers,
insurers and health care providers have recognized
cost savings to their systems by ensuring that SSI
and DI serve as first payer of benefits for individuals
who have severe and persistent disabilities. A
sophisticated cadre of experts has become available
to claimants or alternative payers to help file claims
for the federal disability income programs. All of
these environmental factors have a role in influenc-

ing demands placed on the DI and SSI programs.

In this report, the Panel issued findings on three
topics related to disability income policy: the
importance of health care coverage; the need for
adequate resources to administer disability benefits;
and the gaps in knowledge that can only be filled by
an on-going commitment to research on disability
populations and programs. :



This report was prepared under the direction of the
Disability Policy Panel by Virginia P. Reno, Director
of the Disability Policy Project. Mary L. Ross
contributed to many sections of the report and
prepared the appendices on the legislative develop-
ment of the DI and SSI programs. Ronald L. Davis
prepared the review of the research literature on
persons who had been denied DI benefits. Suzanne
Payne provided research assistance to the project and
invaluable support to all project activities including
the completion of this report.

The Panel and staff received assistance from many
individuals and agencies, including the Department
of Labor, the Department of Health and Human
Services and the Social Security Administration, all
of which responded promptly and fully to requests
for information. We particularly wish to acknowl-
edge those components of the Social Security
Administration that have provided data for this
report — the Office of the Actuary, the Office of

Disability, the Office of Hearings and Appeals, the
Office of Research and Statistics and the Office of
Supplemental Security Income.

This report was issued in preliminary form in March
1994 as a way to invite public comment and sugges-
tions for proposals for the Panel’s consideration as
we developed our recommendations. This report
also formed the groundwork for the analyses that
culminated in the recommendations in our final
report, Balancing Security and Opportunity: The
Challenge of Disability Income Policy, issued in 1996.
Whether or not readers embrace our policy recom-
mendations, I trust that this report will remain a
valuable resource for scholars, advocates and policy
makers as they consider the future of disability
income policy in the United States.

Jerry L. Mashaw

Chair, Disability Policy Panel
Sterling Professor of Law
Yale University

vii






Chaper 1

Chapter 2

Chapter 3

Chapter 4

Chapter 5

Contents

OVERVIEW 1
THE PANEL'S PERSPECTIVE 11

DISABILITY INCOME PROGRAMS 13
Social Security Disability Insurance 14
Supplemental Security Income 25
Compensation Programs 29

Private Short-Term Disability Benefits 34

Private Long-Term Disability Benefits and Pensions

Other Needs-Based Disability Cash Benefits 41

THE POPULATION WITH DISABILITIES 45
Prevalence of Disability 45

Persons Receiving Social Security or Supplemental Security Incomes

Outcomes for Persons Denied Benefits 55

FLUCTUATIONS IN DISABILITY BENEFIT AWARDS 61

Cyclical Changes in the Economy 61
The Beneficiary Rolls 62

HISTORY OF DISABILITY INCOME POLICY 67
The Early 1970s: Growth in the Disability Rolls
1975-1980: Controlling Expansion 70
1981-1984: Retrenchment and Reaction 76

1985-1989: Economic Expansion, Agency Downsizing 79

The Early 1990s: Growth of the Disability Rolls
Summary 82

67

79

37

47



Chapter 6 THE BROADER CONTEXT OF DISABILITY INCOME POLICY 85
Structural Shifts in the Labor Market 85
Changes in Other Public and Private Support 88
Availability of Health Insurance 93
Changes in Treatment for Severe Mental Illness 94
Claimant Representation and Third Party Interest 97

Chapter 7 PRELIMINARY FINDINGS 103
Disability Benefits and Health Care 104
Effective Administration 105
Long-Term Research 108

APPENDICES 111

A. Letter of Request 111

B. Legislative Development of the Disability Insurance Program 113

C. Legislative Development of the Supplemental Security Income Program 131
D. Federal Programs Affecring Persons with Disabilities 147

PANEL BIOGRAPHIES 157
ABBREVIATIONS 161



Overview

The Disability Policy Panel of the National Academy
of Social Insurance issued this report as a way to
invite public comment and suggestions for specific
policy proposals for the Panel’s consideration in
developing its policy recommendations.

The Panel was convened by the Academy in March
1993 in response to a request from the chairmen of
the Committee on Ways and Means of the U. S.
House of Representatives and of its Social Security
Subcommittee. They asked the Academy to conduct
a comprehensive review of disability income policy

. with a particular emphasis on ways to enable persons
with disabilities to remain in or return to the work
force as well as to better serve those who are denied
benefits but do not find work. In its first year, the
Panel engaged in fact finding and information
gathering with regard to disability policy and the
broad economic, social and political environment in
which that policy operates. Preliminary results of
that review are in this report.

THE PANEL'S PERSPECTIVE

Chapter 1 presents the Panel’s perspective on
disability policy. The Panel believes: that the
primary goal of disability policy is the integration of
persons with disabilities into mainstream society;
that “disability” is not just an attribute of individu-
als, but instead represents the interaction between
individuals — who may have physical or mental
impairments — and the environment in which they

live; that there is great diversity among persons with
disabilities in terms of their abilities, capacities,
needs and limitations; that the goals of economic
self-sufficiency for persons with disabilities are not
inconsistent with income security goals of disability
income programs; that integration of and support
for persons with disabilities are important to the
productive capacity of the nation and require
coordinated responses of the private sector as well as
federal, state and local governments.

PRELIMINARY FINDINGS

In the last chapter of the report, the Panel outlines
the topics of its future work and describes its current
findings on three issues that have repeatedly been
raised as problems by persons with disabilities and
other experts the Panel has consulted.

Health Care and Disability Income Policy

Health care is important to all Americans. It is
particularly important for persons with disabilities
because they often have special health care needs,
many are at risk of very high health care costs, and
they often cannot gain adequate coverage in the
private insurance market. The Panel has heard
directly from individuals with disabilities that the
fear of losing health care and related services is, for
many, the major barrier that keeps them from
maximizing their earning capacity. Many recipients
of Social Security disability insurance (DI) and
Supplemental Security Income (SSI) disability
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benefits have said that the risk of losing Medicare or
Medicaid coverage that is linked to their cash
benefits is a far greater work disincentive than is the
loss of cash benefits. Earnings from work can
compensate for the loss of cash benefits. But
earnings, alone, cannot buy health care coverage
when that coverage is simply not available to persons
with severe chronic conditions.

The Panel finds that ensuring universal protection
against health care costs would present a major break-
through in national policy with regard to disability
income and work. Such a guarantee of necessary health
care — independent of work, disability, health or cash
benefit status — would be a significant gain in:

n alleviating fear and insecurity among the nation’s
citizens with disabilities who now rely on Medicaid
and Medicare for the health care they need and who
risk losing that coverage if they are found able to
work;

w enabling persons with disabilities to maximize their
independence by remaining in or returning to the
paid work force as well as participating in other
productive activities; and

n fostering cash benefit policies that provide security,
while encouraging work among persons with
disabilities who have the capacity to do so.

Universal health care would also foster early interven-
tion to prevent diseases or impairments from becoming
permanent work disabilities. Improved access ro
uniform health care information will also improve the
decision-making process for cash disability programs.

The Panel also emphasizes that certain health care
benefits are particularly important for persons with
disabilities, including children. These features include
coverage for prescription drugs, durable medical
equipment, personal assistance services and devices and
rebabilitation services for congenital or chronic condi-
tions, including mental illness.

The Panel is not prepared to take a position on the

merits of particular health care reform proposals.
There are many factors to be considered as that

2 The Environment of Disability Income Policy

debate proceeds and they are not our primary focus.
Nor do we, as a Panel, take the position that only a
universal health care scheme can address the particu-
lar concerns that are the subject of our work.

Rather, our purpose is to highlight that secure
appropriate health care for persons with disabilities is
an important underpinning for developing sound
disability benefit policies that facilitate entry or
return to paid employment for those with the
capacity to do so.

Importance of Adequate Resources to
Administer DI and SSI

In its review of the history of the DI and SSI
programs over the last 25 years, the Panel has been
struck by the volatility of disability benefit claims,
allowances and terminations. Major factors in this
volatility are cyclical changes in the economy and
radical shifts in administrative and legislative policy.
From this review of the tumultuous history of the
disability programs over the last 25 years, the Panel
sees several important lessons:

First, stable administration of DI and SSI is critically
important to the economic security of the persons
with severe disabilities who rely on these benefits as
well as for public support and the fiscal integrity of
the programs.

Second, cutbacks in administrative resources in the
1980s were accompanied by growing concerns that
vulnerable populations are not being well-served.
Problems were reported about provisions for assign-
ing and monitoring representative payees for benefi-
ciaries who need them, difficulties beneficiaries have
in getting information about how particular changes
in their work would affect their benefits, the need
for outreach to enroll eligible persons in SSI,
difficulties beneficiaries face in receiving prompt
answers to their questions, and prompt adjustments
in benefits as their circumstances change in order to
minimize underpayments or overpayments.

Third, adequate staff and other resources to adminis-
ter the programs are essential. The investment in
making correct, timely initial disability decisions and



documenting them fully should shorten delays in
getting correct benefits to applicants, reduce appeals
and avoid the cost of paying any incorrect allow-
ances. If the required medical improvement stan-
dard for conducting continuing disability reviews is
to be implemented propetly, allowances must be
sufficiently documented to support an assessment of
whether there has been a change in the beneficiary’s
condition between the allowance and the review.
And 1o be fair to the beneficiary, there must be
adequate staff to assure that the record is fully
developed at the time of review. For program
integrity and public confidence in the programs,
resources must be adequate both to decide and
document initial claims promptly and correctly, and
to conduct appropriate quality reviews and continu-
ing disability reviews.

Fourth, changes in regulations that were called for in
legislation and court decisions in the 1980s require
greater emphasis on assessing claimants’ functional
capacity in conjunction with medical evidence. If
properly conducted, these functional assessments are
likely to be more time consuming than determina-
tions based solely on medical evidence. This shift
needs to be taken into account in resource alloca-
tions.

Finally, it is reasonable to expect some volatility in
disability claims with cyclical changes in the
economy. Disability claims have risen during every
economic recession since the late 1960s — with the
one exception of the early 1980s, when unprec-
edented retrenchment policies offset those effects.
The majority of working-age persons with disabili-
ties do, in fact, work. They have much better
prospects for finding and keeping their jobs when
jobs are plentiful. When they lose their jobs during
recessions and exhaust other sources of support, it is
reasonable to expect that they will apply for disabil-
ity benefits. Flexibility in administrative resources is
needed to accommodate cyclical changes in disability
claims.

The Social Security Administration is now engaged
in rethinking and reengineering its disability adjudi-
cation processes to ensure that available resources are

used as efficiently as possible. At the same time, in
the wake of reduced staff resources in the 1980s, the
recent rapid growth in initial claims and backlogs,
the growth in pending appeals, the fact that continu-
ing disability reviews are not being done as called for
in the law, and ongoing concerns that vulnerable
populations have difficulty gaining the service they
seek:

The Panel finds that staff and related resources are not
now adequate to administer the DI and SSI programs.
It believes that such resources must be set at a level that
ensures stable, effective management of the disability
programs. Specifically, resources must be adequate to:
provide fair, accurate and prompt decisions on disabil-
ity claims; provide the individualized service to
disability beneficiaries that are contemplated under
current law, including clear and accurate answers to
individuals’ questions about how changes in their work
effort will affect their benefits; and conduct timely and
predictable reviews of the continuing eligibility of those
receiving disability benefits.

Importance of Long-Term Research

Long-term research is needed to better understand
the size and attributes of the underlying population
of persons with disabilities who could meet the
program definition of disability if they were not
working, as well as to make valid and reliable
decisions of eligibility. Such research is needed in
order to anticipate the consequences for disability
claims and allowances: of cyclical changes in the
economy, of outreach efforts to enroll eligible
persons, or of other changes such as appropriate
updates of the medical and other criteria for making
disability determinations. Such research would also
provide information about the circumstances that
distinguish persons with disabilities who are success-
fully integrated into the work force from those who
become unable to work because of their impair-
ments. That information could help develop ways
to expand opportunities for successful integration of
beneficiaries into the world of work.

There has been a dearth of rigorous research on the

disability benefit programs over the last 10-15 years.
In the 1960s and 1970s, the Social Security Admin-
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istration conducted periodic comprehensive surveys
to measure the prevalence of work disability in the
general population and to assess the role of the
disability income programs in meeting the needs of
persons with work disabilities. No comparable data
have been collected since 1978.

A comprebensive program of long-range research is
needed in order to provide basic information about the
populations being served and the changing environment
in which disability programs operate. The Panel is
encouraged to find that thoughtful new research
initiatives are planned and underway o rectify major
gaps in information that is needed to evaluate and
forecast disability income programs. Multi-year
funding commitments are essential for long-range
research. The Panel strongly supports the continued
investment in such research initiatives.

The Panel’s Further Work

In its remaining work, the Panel focussed on specific

issues in disability income policy, and invited public

comment and suggestions on specific policy propos-
als for its considerations in the following broad
categories:

a the definition of disability for DI and SSI eligibil-
ity, and its assessment in functional, medical and
vocational terms;

» work and other incentives and disincentives for
DI and SSI applicants and beneficiaries;

m prospects for vocational rehabilitation and job
placement for persons with significant disabilities;

n the coordination of health care and cash benefits
for persons with disabilities;

= provisions for personal assistance services and
assistive devices for persons with significant
functional limitations;

= the coordination of short-term and long-term
disability income protection;

» implementing and administering cash benefits
and services for persons with disabilities;

= the relationship of disability and retirement
policy, particularly in light of scheduled increases
in the Social Security normal retirement age; and

m the special concerns of subgroups of persons with
disabilities, including children and persons with
severe mental illness.

4  The Environment of Disability Income Policy

The Panel’s findings and recommendations are
contained in its final report, Balancing Security and
Opportunity: The Challenge of Disability Income
Policy. Findings and recommendations about
benefits for children with disabilities are in the
report of its Committee on Childhood Disability,
Restructuring the SSI Disability Program for Children
and Adolescents.

DISABILITY INCOME PROGRAMS

Chapter 2 provides an overview of major employ-
ment-based public and private programs and means-
tested public programs that provide monthly cash
disability benefits. It begins with a review of Social
Security DI and SSI disability provisions, which are
the focus of the Panel’s work. It also reviews cover-
age and provisions of compensation programs for
workers who are injured on the job or veterans who
are injured while on active duty in the armed forces.
State temporary disability insurance and private
sector short-term and long-term disability income
plans also are covered. It finds that among private
sector employees:

» Almost all are covered by Social Security DI,
which provides earnings replacement benefits
after a five-month waiting period for workers
with severe long-term disabilities.

» Abour 30 percent of private sector employees
have no short-term disability income protection.
Another 26 percent have sick leave only, which
typically replaces 100 percent of earnings for only
a few weeks, rarely long enough to cover the full
period until DI benefits begin. About 44 percent
of private sector employees have some type of
short-term disability insurance, which usually
replaces about 50-67 percent of the worker’s
earnings for up to six months. This insurance
includes mandatory social insurance programs in
five states and union-negotiated and employer
provided benefits in other states.

» Employer-provided long-term disability insur-
ance, which is supplemental to Social Security
disability insurance, covers about 25 percent of
private sector employees, with upper status white
collar workers much more likely than blue collar



workers to be covered. These benefits typically
replace about 60 percent of prior earning and are
offset $1 for $1 by Social Security. About another
17 percent of private sector employees are in
defined benefit pension plans that provide
immediate disability pensions if the worker meets
the age and service requirements of the plan.

THE POPULATION WITH DISABILITIES

Chapter 3 provides information about the popula-
tion of persons with disabilities, including estimates
of the prevalence of disabilities in the total popula-
tion, the attributes of DI and SSI beneficiaries, and
what is known about outcomes for persons who have
been denied DI benefits in the past.

Prevalence of Disability

There is great diversity among persons with chronic
health conditions, or disabilities. For example, as
many as half the total population (including chil-
dren, the elderly and working-age adults) have some
type of chronic health condition, but for most, the
condition does not limit their ability to work, attend
school, or engage in other daily activities.

Chronic health conditions can limit activities in a
variety of ways. Among working age persons in
1990, 19.4 million people (12.8 percent) said they
were limited in some way because of a chronic health
condition, including: 6.7 million (4.4 percent) who
reported they were unable to work; 7.4 million (4.9
percent) who were limited only in the kind or
amount of work they could de; and 5.3 million (3.5
percent) who were limited only in non-work activi-
ties. A small portion of the working-age population
report such significant functional limitations that
they require assistance with activities of daily living.
They include some individuals who report they are
able to work, despite the need for assistance.

Persons Receiving Social Security or
Supplemental Security Income
At the end of 1993, a total 6.7 million adults under

age 65 were receiving Social Security or SSI benefits
based on disability. To receive benefits, individuals

must meet a strict test of work disability, due to a
medically determinable physical or mental condi-
tion. In addition, children under 18 receive SSI
based on a definition of disability for children
comparable to that for adults.

There is great diversity among DI and SSI recipients.
Those who receive DI as disabled workers must have
had recent covered work in order to be insured for
benefits. They tend to be older — most are in their
50s or early 60s — and their impairments frequently
are associated with aging — such as musculoskeletal
impairments including arthritis, or circulatory or
respiratory diseases. Mental illness is a growing
cause of disability among disabled worker beneficia-
ries, however, particularly those under age 50. It is
the primary diagnosis for about 1 in 4 persons
receiving disabled worker benefits.

SSI recipients tend to be much younger. Many have
developmental disabilities and enter the rolls as
children (if they live in low-income families) or
when they reach adulthood, when their eligibility
based on income and resources is considered inde-
pendent of the financial status of their parents. For
about 1 in 4 adult SSI recipients, the primary
diagnosis is mental retardation; for another 1 in 4
adults, it is mental illness.

While adults who receive DI or SSI based on
disability have severe work limitations, most benefi-
ciaries are capable of managing their own affairs.
When beneficiaries are not capable of managing, or
directing the management of, their benefits, repre-
sentative payees are assigned to manage the pay-
ments for the beneficiary’s use and benefit. About 1
in 8 disabled worker beneficiaries and about 3 in 10
SSI recipients age 18-64 have representative payees
to help them manage their benefits.

The SSI criteria for determining disability for
children were modified following a 1990 Supreme
Court decision in Sullivan v. Zebley. The number of
children receiving SSI has grown rapidly since 1989
and was 770,000 at the end of 1993. Among
children on the rolls at the end of 1992, mental
retardation was the primary diagnosis for about 40
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percent. Other mental disorders — including
autism, Down syndrome, organic mental disorders,
schizophrenia, mood disorder, attention deficit
disorder, personality disorders, and developmental
and emotional disorders for infants — together
accounted for 16 percent. Another 16 percent of
children on the SSI rolls had impairments of the
nervous system or sensory system, such as vision or
hearing impairments as their primary diagnosis.

Outcomes for Persons Denied Benefits

Five different studies over the years have examined
outcomes for people who applied for but were
denied DI benefits. These five studies, conducted
between the mid-1960s and the late-1980s show
many similarities in outcomes for persons who were
denied benefits and who were still alive and not on
the disability or retirement benefit rolls three to five
years later.

a In each study, fewer than half the surviving
denied applicants were working. Lower employ-
ment rates among denied applicants were associ-
ated with higher nationwide unemployment rates.

s The economic status of denied applicants who are
not working is poor. Their main sources of
income are earnings of other family members or
assistance. Denied applicants who were working
generally were better off.

n The self-reported health status of denied appli-
cants who were not working is not much better
than that of those who were allowed DI benefits.
Denied applicants who were working generally
reported fewer health problems.

TRENDS AND POLICY HISTORY
Chapters 4 and 5 describe the trends in DI and SSI

benefit awards and terminations over the past 20-25
years and review how cyclical changes in the
economy, new legislation and administrative policy
affected the likelihood of disability benefit receipt.
The tumultuous history of the disability programs
supports the Panel’s finding that adequate staff
resources and stable administration are critical for
protecting both the rights of individuals as well as
public support for and the fiscal integrity of the
disability programs.

6  The Environment of Disability Income Policy

The Early 1970s:
Growth in the Disability Rolls

The early 1970s were characterized by rapid growth
in the number of people awarded DI benefits as well
as the large influx of SSI recipients when that
program began in 1974. Economic recessions and
high unemployment in 1969-70 and in 1973-75
and legislative expansions in DI before and during
this period contributed to the growth. Under
pressure to process new claims in an era of govern-
ment-wide restrictions on personnel, staff resources
were diverted from reviewing the accuracy of
disability decisions and conducting continuing
disability reviews of those on the rolls to processing
new claims.

1975-1980: Controlling Expansion

The period after 1974 was characterized by growing
concern about the rapid rise in the number of people
receiving DI benefits, the escalating cost of benefits
and the projected insolvency of the DI trust fund.
Legislation reduced future disability benefits in 1977
and in 1980 and, in 1980, required in law that more
quality reviews and continuing disability reviews
(CDRs) be done. During the late 1970s, adminis-
trative initiatives tightened adjudicative standards,
placing new emphasis on “medical” as opposed to
“functional” criteria for assessing disability. Also, the
review standards for CDRs were changed to permit
benefit terminations without a finding that the
beneficiary’s condition had medically improved.

1981-1984: Retrenchment and Reaction

With administrative tightening that began in the late
1970s, and the 1980 legislative mandate in place,
the new administration, which had promised to
reduce the size and cost of government, sought
through administrative initiatives to significantly
reduce the cost of disability benefits. In the midst of
a deep economic recession with unemployment
rising to record levels in 1982-83, administrative
initiatives to review the rolls and terminate benefits
were implemented abruptly without adequate staff
or training. In response to widespread dismay at the



human suffering cause by the abrupt retrenchment,
the courts, the states, the administration and the
Congress all acted to rectify the situation.

By June of 1983, after two district courts had
declared the Social Security Administration’s (SSA)
restrictive policy for assessing mental impairment

- claims to be illegal, the Secretary of Health and
Human Services issued a moratorium on denying
disability claims based on mental impairments until
new guidelines were developed. In April 1984, the
Secretary announced a nationwide moratorium on
continuing disability reviews and pledged to work
with Congress on reform. By that time nine states
were operating under a court-ordered medical
improvement standard for continuing reviews, and
nine other states had suspended reviews pending
implementation of a court-ordered medical improve-
ment standard, or pending action by the circuit
court. In 1984, Congress responded with reform
legislation.

1985-1989: Economic Expansion,
Agency Downsizing

As the nation enjoyed sustained economic growth
and unemployment rates fell, disability claims
leveled off. New adjudicative criteria called for in
the 1984 legislation were put in place. It was
generally agreed that deciding claims based on the
new criteria for assessing disability based on mental
impairments and for conducting disability reviews
would be more labor intensive than the approaches
that had been invalidated by the courts.

A major administrative initiative during this period
was a decision to significantly reduce the number of
SSA staff — from about 80,000 employees in FY
1985, to about 63,000 in 1989. Along with the
agency downsizing, SSA leadership sought ways to
streamline operations. In the process fewer field
office personnel were available to provide individual-
ized attention to vulnerable populations — such as
SSI recipients. Meanwhile, Congress called for
improvements in service to the public, including
outreach to enroll eligible persons in SSI, more
responsive representative payee services and im-

proved response to individuals’ questions and needs.
Legislation also extended work incentives for SSI
recipients and incremental changes improved access
to SSI for persons with severe mental illness.

The Early 1990s:
Growth in the Disability Rolls

The early 1990s, like the early 1970s, were charac-
terized by rapid growth in the disability rolls, with
particular growth in SSI claims. The growth coin-
cided with an economic recession in 1990-1991. It
also followed legislative, administrative and judicial
actions that enhanced access to SSI — through SSI
outreach activities and new standards for determin-
ing childhood disability. In the wake of agency
downsizing during the 1980s, and increased
workloads in the 1990s, agency resources are not
allocated to conducting continuing disability reviews
in order to process new claims. The agency is
currently engaged in reassessing and reengineering
its disability processes to ensure that available
resources are used as efficiently as possible.

THE BROADER CONTEXT OF DISABILITY
INCOME POLICY

Chaprer 6 explores some of the broader environmen-
tal factors beyond the DI and SSI programs that
influence the context in which disability benefits are
claimed and decisions are made to allow or deny
benefits. While these environmental factors affect
the context of disability benefit programs, no
attempt is made to precisely associate these factors
with past or future trends in the disability benefit
programs.

Structural Shifts in the Labor Market

Structural changes in the labor market have long-
term effects on employment opportunities for
particular subgroups of workers, including those
with disabilities. On one hand, analysis of earnings
level trends show a declining demand for workers
with limited educations and job skills. To the extent
that such workers have disabilities, they are likely to
be doubly disadvantaged in the labor market. On
the other hand, the shift from manufacturing to
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service sector jobs is projected to increase jobs for
well-educated workers, which would mean that
highly skilled workers with physical disabilities will
have berter opportunities to find work. At the same
time, workers with cognitive limitations or mental
illness may still have difficulty finding work.

Changes in Other Public and Private
Support

All western European countries as well as the United
States face the problem that large numbers of people
lose their connection with the labor force before
retirement age. It happens particularly during
economic recessions, but occurs in normal times as
well. The social welfare responses to this problem
can be grouped as follows: work-based interventions,
which provide rehabilitation or training or expand
job opportunities; unemployment benefits, which
provide income continuity to those actively seeking
work; disability benefits, which provide income
security to those severely limited in their ability to
work; and assistance, which provides universal
income guarantees or means-tested benefits for the
poor.

The comparative research suggests that differences in
the size of disability rolls across countries depend
much more on the relative strength of these four
social welfare responses than on differences in the
underlying health of the population. The United
States, in contrast with many other western coun-
tries, has relatively weak support systems other than
for disability. For example, job creation, rehabilita-
tion and training programs serve small numbers of
persons relative to the numbers receiving disability
benefits; unemployment benefits are paid to only
about half of those seeking work and are limited in
duration; federal funding for assistance, other than
that based on disability, is available only to certain
low-income families with children and those benefits
have declined in value over the past two decades.
The same analysis suggests that policies that seek to
reduce reliance on one or more of these sources of
support, are likely to increase reliance on others.
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Availability of Health Insurance

In the absence of universal health care coverage,
persons with disabilities face particular problems in
gaining the coverage they need. If they are em-
ployed, they may be covered by employer-sponsored
health insurance. But standard employment-based
plans may not cover the services needed by persons
with chronic conditions. Furthermore, coverage
under employment-based insurance has been
declining. Between 1988 and 1992, the number of
persons under age 65 in the United States without
any private or public health care coverage rose by
nearly 5 million. The growth in the number
without any coverage occurred despite significant
growth in the proportion of that population who
were covered by Medicaid. In the absence of
universal health care protection, individuals who
lack the coverage they need may turn to DI and SSI
to gain coverage under Medicare or Medicaid, which
accompanies entitlement to cash disability benefits.

Changes in Treatment for
Severe Mental lllness

An important change in DI and SSI that occurred in
the 1980s is an increase in the number of persons
with severe mental illness who qualified for benefits.
Contributing to this growth were changes in DI and
SSI adjudicative policy in the early and mid-1980s, a
longer-term trend away from state mental institu-
tions to community-based care for persons with
severe mental illness, and incremental changes
during the later 1980s that were designed to increase
access to SSI for persons with severe mental illness.

While changes in treatment of mental illness repre-
sent advances in the integration of persons with
severe mental illness into the community, they also
bring a shift in sources of support. Medicaid and
SS1, as well as Medicare and DI, are important
underpinnings of the community-based system.
Effective treatment in the community still requires
coordinated services that replicate what had previ-
ously been the responsibility of state mental hospi-
tals — housing, some supervision, medical and



psychiatric care and psychosocial rehabilitation.
Because of the importance of SSI and Medicaid for
their clients, many mental health practitioners now
consider it part of their job to help their clients
qualify for these programs.

Claimant Representation and
Third Party Interest

Over the past 15-20 years, there has been a signifi-
cant increase in the number of Social Security claims
that are appealed after initially being denied, as well
as an increase in the likelihood that benefits will be
allowed on appeal. There has also been a significant
increase in the size and sophistication of organiza-
tions of claimants’ representatives and growing
interest of third parties in helping individuals gain
access to DI or SSI disability benefits. Recent
legislation also expedited the process for approving
fees that representatives may charge their clients
when their appeals of denied benefits are successful.

Third party interests include groups other than the
claimant, or the claimant’s representative, who have
a direct interest in having DI or SSI claims allowed
to certain individuals. They include state and local
governments with state financed assistance pro-
grams, which seek to ensure that SST is first payor for
low-income persons with disabilities. Employers
and insurers that provide private disability insurance
calculate premium and replacement rates based on
Social Security DI being first payor of benefits to
disabled workers. Consequently, they often encour-
age or require those claiming private benefits to also
claim DI. In addition, hospitals, rehabilitation
facilities or other providers of services may have a
direct interest in helping patients qualify for SSI and
therefore Medicaid, so that they can be reimbursed
for their services. Without Medicaid coverage for
their patients, the care they provide is likely to be
uncompensated.
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Chapter

The Disability Policy Panel believes that the primary
goal of national disability policy should be the
integration of people with disabilities into American
society. The Panel endorses the statement of the
Americans with Disabilities Act of 1990 (ADA):
“The nation’s proper goals regarding individuals with
disabilities are to assure equality of opportunity, full
participation, independent living, and economic
self-sufficiency.” In pursuing these ends, disability
policy should provide resources to promote or
maintain functioning and work for people with
disabilities as well as income support for those who
cannot work or whose ability to work is very limited.
For some individuals with disabilities, there may be
the need for both income support and other re-
sources in order to enable them to return or enter
the work force.

In proposing disability policy reforms affecting
income and work, the Panel believes:

First, work in the marketplace is the principal source
of income in all modern societies. While income
security programs are necessary for those with
disabilities who are severely limited in their ability to
work, disability policy should strive wherever
possible to maintain and integrate people with
disabilities into mainstream employment.

Second, “disability” is not just a characteristic of
individuals. Instead, it represents the interaction
between individuals — who may have physical or

The Panel’s Perspective

mental impairments — and the environment in
which they live. Consequently, interventions to
foster independence and functioning for people with
disabilities may require changes in policies affecting
the economic, social and physical environment, not
just direct provisions or accommodations for
individuals with determinable impairments. In
particular, improving the demand side of the labor
market and reducing barriers to access to work
which do not place an undue burden on business
may be as important in promoting competitive
employment by persons with disabilities as are the
supportive activities and work incentives that
operate on the supply side of the labor market
equation,

Third, physical and mental impairments are wide-
spread in the population, they are a natural part of
the life process, and people with disabilities have
extremely varied abilities, capacities, needs and
limitations. In 1990, nearly 20 million working-age
adults had disabilities that limited their ability to
work or to carry out other life activities. In Decem-
ber 1993, 6.7 million had work limitations so severe
that they receive Social Security or SSI benefits based
on disability. A wide range exists in the severity of
disabling conditions within the population as well as
a wide variation in the effects of the same condition
on different individuals in different circumstances.
Indeed, even among those receiving DI or SSI based
on disability, beneficiaries have significant differ-
ences in their ages, types of disabling conditions,
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educational backgrounds, past work experiences,
capabilities and vulnerabilities. Disability policy
must recognize and respond both to the breadth and
the diversity of the population of persons with
disabilities.

Fourth, the income security goals of Social Security
disability insurance and Supplemental Security
Income assistance are consistent with the goals of the
ADA that we have endorsed. The cash benefits these
programs provide, offer a crucial form of economic
self-sufficiency for people who are significantly
limited in their ability to work. At the same time,
other individuals with disabilities are able to work,
despite significant impairments. The challenge is to
design, administer and coordinate programs for
people with disabilities in ways that protect those
unable to work, while both minimizing the disincen-
tives to work inherent in any income security system
and avoiding unrealistic expectations about the
capacities of people to function without assistance in
our less than barrier-free social and economic
environment.
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Fifth, disability policy is of the utmost importance to
the welfare of the community as a whole. We need
the fullest possible participation of all persons in the
civic, economic and social life of the country.
Particularly in times of constrained public resources
we need to assure that the supports provided to
persons with disabilities are consistent both with the
nation’s current ability to pay and with wise invest-
ment in its long-term social and economic well-

being.

Finally, it is clear that the Federal Government does
not now and should not in the future shoulder the
full responsibility for developing, implementing or
funding national disability policy. Instead, the
private and non-profit sectors as well as local, state
and federal agencies must assume their responsibility
in funding benefit programs and in integrating
persons with disabilities into society. Such a broad
approach can provide persons with disabilities the
levels of independence and self-sufficiency that are
both their right and their responsibility.



Chapferz Disability Income Programs

This section provides an overview of major
employment-based public and private programs and
means-tested public programs that provide monthly
cash disability benefits. Figure 2-1 summarizes the
programs covered. They include two compensation
programs for injury on the job: the state workers’
compensation programs and the veterans’
compensation program for those who are injured
while on active duty in the armed forces.

Other work-based cash disability benefits for
workers, regardless of whether the disabilities are
caused on the job, include separate programs for
short-term disability and long-term disability. The
programs for short-term disability include
mandatory social insurance programs for temporary
disability insurance (TDI) in five states, and other
private employer provisions for paid sick leave and
for sickness and accident insurance in states that do
not have mandatory TDI programs. The major
long-term disability benefit program is the disability
insurance (DI) portion of the OASDI (Old-Age,
Survivors and Disability Insurance), or Social
Security, system. Employers may supplement this
protection with private long-term disability
insurance. Private defined benefit pension plans also
may provide disability retirement pensions.

1. For a more comprehensive review of aggregate expenditures for
disability payments, see Monroe Berkowitz and Carolyn Green,
“Disability Expenditures,” American Rehabiliration, Spring, 1989.

Means-tested cash benefits, for low-income people
with disabilities that are paid regardless of recent or
current work connection, include the federal
Supplemental Security Income (SSI) program and
veterans pensions paid to low-income disabled or
elderly veterans who have had wartime service.

This section begins with a review of DI and SSI,
which are the primary focus of the Panel’s charge to
review disability policy. It then reviews the
compensation programs and other private work-

based disability benefits.

This review does not cover public programs (other
than for veterans), where the government essentially
is filling the role of employer, such as federal, state
and local government provisions for sick leave, long-
term disability insurance or disability pensions. Nor
does this section cover sources of private disability
payments that are not job related, such as
individually purchased long-term disability
insurance, or indemnity payments that are
compensation for automobile injuries or other types
of personal injuries.’

The federal government provides funding for an
extensive network of programs in addition to cash
benefits that affect people with disabilities. An
inventory of those programs is provided in an
appendix. In addition, state and local governments
have an important role in financing and delivering
services to people with disabilities, particularly to
those with severe mental illness or developmental
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disabilities. These programs are not covered in this
review, but will be considered in the Panel’s future
work.

The programs reviewed here indicate the following
general findings about the extent of employment-
based disability income protection:

s Almost all (95 percent) of workers are covered
under Social Security disability insurance, which
provides earnings-replacement benefits after a
five-month waiting period for workers with
severe, long-term disabilities.

» The vast majority (87 percent) of wage and salary
workers are covered under workers’
compensation, which pays for medical care and
provides earnings-replacement benefits for
workers injured on the job. Benefits are paid for
temporary disability and for total or partial
permanent disability. The benefits are
coordinated with Social Security so that workers
eligible under both programs generally have their
combined benefits limited to not exceed 80
percent of their prior earnings.

» Some type of short-term disability protection that
is not limited to job-related injuries covers 70
percent of private sector employees, including:

e 26 percent with sick leave only, which usually
replaces 100 percent of earnings for a few
weeks;

e 20 percent with short-term disability insurance
only, which most often replaces 50 percent of
prior earnings for up to six months; and

e 24 percent have both sick leave and short-term
disability insurance.

» Employers may provide long-term disability
income to supplement Social Security disability
benefits. Private sector workers with this
protection include:

e 25 percent who have long-term disability
insurance, which is usually integrated with
Social Security to pay combined benefits that
replace about 60 percent of prior earnings; and
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e 17 percent who are in defined benefit plans
that provide immediate disability retirement
pensions if the worker meets the age and
service requirements of the pension plan.

Other key features of these benefit plans are
summarized in figure 2-1.

SOCIAL SECURITY DISABILITY INSURANCE

Social Security disability insurance is a major
component of the Social Security program of Old-
Age, Survivors, and Disability Insurance (OASDI).
The basic principles underlying the OASDI program
are that workers and their employers (and the self-
employed) pay contributions from earnings during
working years and, when earnings stop because of
the retirement, disability, or death of the worker,
benefits are paid to partially replace the earnings that
have been lost. The benefits are paid as a matter of
right, without a means test. Consequently, workers
and their employers have a base on which to build
supplemental earnings replacement protection —
such as pensions, insurance or individual savings.
Finally, OASDI is designed to meet social adequacy
goals, in that benefits replace a higher proportion of
earnings for low paid workers than for higher
earners, and supplemental benefits are paid to family
members of retired, disabled or deceased workers.

The DI portion of Social Security provides benefits
that will replace, in part, the earnings that are lost
when a person is no longer able to work because of
disability. Benefits are paid to the disabled worker
and to his or her child under age 18, aged spouse, or
spouse of any age who is caring for an eligible child
under age 16 or any age if disabled before age 22.

OASDI benefits based on disability are also payable
to certain dependents or survivors of retired,
disabled or deceased workers. Specifically, the adult
child of a worker, if the disability began in
childhood (before age 22) and the widow(er) aged
50-64 of a deceased insured worker may receive
benefits.



As of December 1993, about 4.5 million individuals
received Social Security benefits based on their own
disability. They include 3.7 million disabled-worker
beneficiaries about 147,000 persons who received
benefits as disabled widow(er)s and 656,000 who
receive benefits as adults disabled since childhood.
About 936,000 disabled Social Security beneficiaries
were also receiving SSI payments as a supplement to
their DI benefit. An additional 1.5 million persons
were receiving Social Security benefits as the children
or spouses of disabled workers.

The DI program developed from modest beginnings
in the 1950s, and expanded in scope and coverage
during the 1960s. A history of the legislative
development of the disability insurance program is
in an appendix. Background on how legislative and
administrative developments in the 1970s, 1980s
and early 1990s contributed to fluctuations in the
size of the DI program are in chapter 5 of this
report.

Key features of the DI program today have their
roots in the early DI legislation in the 1950s. These
features include: a separate DI trust fund to ensure
fiscal accountability for DI apart from OASI; strict
work requirements for “insured status” to be eligible
for DI benefits; a strict definition of disability based
on inability to work; administrative arrangements
that rely on the states to make disability
determinations; and a concern for rehabilitation.

Financing
Social Security is financed largely by OASDI (or

FICA)? taxes on earnings up to an annual ceiling,
currently $60,600 in 1994. Of the OASDI tax rate
— 6.2 percent each paid by employees and
employers — 5.6 percent is allocated to the OASI
trust fund and 0.6 percent is allocated to the DI
trust fund, and is then used to pay DI benefits and

2. Taxes to finance Social Security are authorized under the Internal
Revenue Code provisions originally included in the Federal Insurance
Contributions Act (FICA) and the Self-Employment Contributions Act
(SECA).

administrative costs. The allocation to DI is now
scheduled to increase to 0.71 percent in 2000. The
DI tax rate is lower than it would have been at this
time if part of the DI tax rate had not been
reallocated to the QOASI trust fund in 1983, when
the DI fund was projected to be over-financed
relative to the OASI fund.

The revenues and expenditures of the DI trust fund
for 1993 were $32.2 billion and $35.6 billion,
respectively. Thus, the fund declined from $12.3
billion ar the end of 1992, to about $8.9 billion at
the end of 1993. In the absence of remedial action,
the DI trust fund is projected to be depleted late in
1995. A reallocation of part of the OASI rate back
to the DI fund, however, could remedy the short-
range financing problem for DI. The OASDI
Trustees, in the outgoing Bush administration, had
proposed a reallocation of part of the OASI rate to
DI. The Clinton administration had a similar
proposal, which would have raised the DI allocation
from 0.6 to 0.875 effective in January 1993, and was
estimated to produce sufficient funds to pay DI
benefits until 2020 and OASI benefits until 2037.
No such legislation has been enacted as of February
1994 when this report was prepared.

Coverage and Eligibility for Benefits

To qualify for DI benefits, a worker must not only
be disabled, but must meet certain requirements
such as working in jobs covered by Social Security.
About 95 percent of all jobs in the United States are
covered by Social Security. The main groups not
covered are about 25 percent of state and local
government employees, where the government entity
did not choose to have its employees covered, but
provides alternative benefits; federal employees hired
before 1984 who have not opted for Social Security
coverage and are covered under the civil service
retirement system; railroad workers who are covered
under the railroad retirement system which is
coordinated with Social Security; household workers
and farm workers whose earnings do not meet
certain minimum requirements; and persons with
very low net earnings from self-employment

(generally less than $400 a year).
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Figure 2-1. Selected Disability Benefit Programs in the United States, 1994

Type of benefit  People covered Provides Disability concept Who pays Rationale/philosophy
Compensation for injury on the job
Workers’ 87% of wage Health care, rehabili- Temporary or Employer Employer liability for
compensation  and salary tation, cash benefits for permanent fotal injury on the job;
workers temporary, permanent work disability and encourage safe work
or partial disability permanent partial conditions; predictable
disability and prompt compensation
in lieu of employee fort
litigation.
Veterans’ All armed Health care, rehabilita- Permanent disability ~ Federal Government obligation
compensation  forces for tion, partial and total ranging from partial  government to compensate those
injury on disability cash compen- to total (10% to (as employer)  injured in national service.
active duty. safion (and education, 100%). Impairment Underpins government
housing, loan and other based, not related to authority to draft citizens
benefits as for non- ability to work. into service and expose
disabled veterans) them to hazardous
duty in national defense.
Other work-based cash benefits
Sick leave 50% of 100% of pay for Unable to do Employer Union negotiated and
private sector several weeks own job employer provided
employees benefit. Promotes income
confinuity for workers and
work place health and
safety.
Temporary 44% of 50-67% of pay, usually Unable to do Employee; Mandatory social
or short-term private sector  for 26 weeks {may have own job employer; insurance in five states.
disability employees 1-7 day waiting period) or both Union negotiated or
insurance employer provided benefit
in others. Rationale
similar to sick leave, but
for longer-term illness,
injury or maternity.
Social 95% of work After 5 month waifing Unable to work due ~ Employee Universal mandatory
Security force period, earnings replace-  to medically deter- and employer  social insurance.
disability ment ranging from minable physical or ~ each pay half  Coniributory earnings-

insurance (DI}

about 55-60% for low-
paid, 42% for average
earner, fo 25% for max-
maxiimum earner

($60,600 in 1994).

mental impairment
expected to last 12

months or result
in death.

replacement protection
against loss of income
due to work disability

before retirement.
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Figure 2-1. Selected Disability Benefit Programs in the United States, 1994, continued

Type of benefit  People covered Provides Disability concept Who pays Rationale/philosophy
Other work-based cash benefits (continued)
Private long-  25% of Usually 60% of Often, unable to do Employer; Union negotiated and
term disability  private sector past earnings, offset usual occupation or both employer provided
insurance employees by Di {for 2 years) then employer benefit.
unable to do any and
occupation employee

Disability 35% of private Pension, usually Varies. Employer, Union negotiated and
pensions in employees with based on years Unable to do own usually employer provided
defined defined benefit service and occupation or benefit.
benefit plans  plans, about half  earnings Dl test.

offer immediate

disability pensions

Means-tested benefits
Supplemental  Low-income Federal income (same as for DI) Federal Basic income guarantee
Security aged, blind and guarantee of $446 general to assure all aged,
Income disabled persons.  in 1994. States revenues blind or disabled residents
may supplement basic minimum income
for food, shelter and
clothing.

Veterans'’ Low-income Basic income Non-service connected  Federal Basic income guarantee
pensions veterans with ?uarontee of $651.50 permanent and fotal government  for veterans with wartime

wartime service or an individual disability or 65 and (os former service who are aged or

veteran in 1994, older. employer) become permanently

and totally disabled after

mi|itary service.

To qualify for disabled worker benefits, the worker
must have worked under the program for about one-
fourth of the time after age 21 and up to the year of
disability and, in addition, must have recent covered
work — equivalent to five of the preceding ten years
(or alternatively, if under age 31, half the time since
age 21). Of all persons age 25-64 in the population,
about 85 percent of men and 68 percent of women
had enough covered work experience to be insured
for disabled worker benefits as of January 1993.

Also, there is a five-month “waiting period” after the
onset of the disability before the monthly benefits

can begin. This waiting period reflects the long-
term disability character of the DI program and the
expectation that short-term disabilities and the early
part of long-term disability would be handled
through private employer-based programs and state
temporary disability insurance programs, which have
not developed as broadly as may have been
anticipated in the late 1950s and early 1960s.

Benefit Amounts

Benefits for disabled workers are based on the same
formula used to determine retirement benefits for
those who retire at the normal retirement age,

Disability Income Programs 17



Table 2-1. lllustrative Social Security Disabled-
Worker Benefits, 1993

llustrative Benefits and Replacement Rates by
Earnings Level

Earnings level® Monthly benefit

Replacement

Annual Monthly Amount rate (percent)
$ 6,000 $500 $392 78
12,000 1,000 552 55
18,000 1,500 712 47
24,000 2,000 872 44
30,000 2,500 1,018 41
36,000 3,000 1,093 36
42,000 3,500 1,168 33
48,000 4,000 1,243 31
54,000 4,500 1,318 29

a. Represents average past earnings that are indexed to reflect economy-
wide earnings levels near the time of eligibility: technically, the average
indexed monthly earnings (AIME) used in the Social Security benefit
formula.

currently 65.3 Workers' benefits are based on their
average earnings in covered employment.* Table 2-1
illustrates how benefits relate to earnings under the
formula in effect in 1993.

In general, the higher prior earnings have been, the
higher the benefit will be. However, the benefit
formula is weighted in favor of lower-paid persons so
that benefits replace a larger proportion of earnings
for lower-paid workers than for higher-paid workers.

3. The “normal retirement age” or age of first eligibility for unreduced
retirement benefits is scheduled (under 1983 amendments to the Social
Security Act) to increase gradually from age 65 for persons born before
1938 to age 67 for persons born in 1960 or later. Reduced benefits
would continue to be available for workers at age 62, but the maximum
early retirement reduction would be increased from 20 percent to 30
percent.

4. Earnings are averaged over the number of years between age 21 and
the onser of disability {or arrainment of age 62 if earlier) minus five
years. Past earnings are indexed to reflect prevailing economy-wide
earnings levels near the time the person becomes eligible for benefits.

5. The complete language of section 223(d) is included at the end of
appendix B.
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The average monthly benefit for all disabled workers
receiving them in January 1994 was about $641.
For a disabled worker with a wife and child it was
$1,092. The benefits are adjusted each year to keep
pace with increases in the consumer price index

(CPD).

Benefits are paid in the spirit of an earned right, and
without any means test, so workers may supplement
their Social Security disability protection with
additional private protection. For higher income
beneficiaries, a portion of the benefits (that part of
the benefits that cannot be attributed to the worker’s
own contributions) is included in taxable income for
federal income tax purposes. Beginning with 1984,
up to 50 percent of the benefits for persons with
adjusted gross income plus certain non-taxable
income, above specified thresholds, could be
included in taxable income. Under the 1993
Omnibus Budget Reconciliation Act, the proportion
of benefits that is potentially taxable was increased to
85 percent.

Definition of Disability

The definition of disability for the DI program has
always required severe limitations in a person’s ability
to work for pay, based on a medically determinable
impairment. Initially, the law required a finding of
total and permanent disability. Today, section
223(d) of the Social Security Act includes the
following requirements:’

‘Disability means inability to engage in any substan-
tial gainful activity by reason of any medically
determinable physical or mental impairment which
can be expected to result in death or which has lasted
or can be expected to last for a continuous period of
not less than 12 months ...

An individual shall be determined to be under a
disability only if his physical or mental impairment
or impairments are of such severity that he is not
only unable to do bis previous work but cannot,
considering his age, education, and work experience,
engage in any other kind of substantial gainful work
which exists in the national economy, regardless of



whether such work exists in the immediate area in
which he lives, or whether a specific job vacancy
exists for him, or whether he would be hired if he
applied for work. “Work which exists in the national
economy’ means work which exists in significant
numbers either in the region where such individual
lives or in several regions of the country.

A special definition of disability applies to people
who are blind. They meet the statutory definition of
disability if their vision in the better eye is 20/200 or
less, with correction, or their visual field is 20
degrees or less even with a corrective lens.

The law requires the Secretary to prescribe by
regulations criteria for determining when an
individual is engaging in substantial gainful activity
(SGA). Effective for 1990 and later, earnings of
$500 per month generally constitute SGA.

The method of making disability determinations is
specified in regulations and is a multi-step sequential
process, which is illustrated in figure 2-2. Figure 2-2
also shows the proportion of all initial decisions on
DI claims that were decided at each step of the
sequential process in FY 1991. In brief, the
sequence of the disability determination is as follows:

1. Is the applicant engaging in substantial gainful
activity? If so, the claim is denied.

2. Does the applicant have a severe impairment, one
that significantly limits physical or mental
capacity to do basic work? Is it expected to last
12 months or result in death? If not, the claim is

denied.

3. Does the applicant’s impairment(s) meet or equal
the degree of severity specified in the “medical
listings” in regulations? If so, the claim is al-
lowed.

4. If not, can the person still perform his or her past
work? This determination is based on an assess-
ment of the person’s “residual functional capac-
ity.” If the person is found able to do past work,
the claim is denied.

5. Can the person do any other work that exists in
the national economy? This determination is
based on the person’s residual functional capacity
in conjunction with his or her age, education and
prior work experience. If the person is found
unable to do other work, the claim is allowed,
otherwise it is denied.

Administration and Role of State Agencies

In general, the OASDI program is administered by
the Social Security Administration (SSA) through a
network of abourt 1,300 local offices throughout the
United States. Funds to administer OASDI are
appropriated by Congress and paid from the respec-
tive OASI and DI trust funds. In 1992, administra-
tive costs amounted to 0.9 percent of total contribu-
tions to (or benefits paid from) the combined
OASDI trust funds; these administrative costs were
0.7 percent for OASI and 2.8 percent for DI

From the beginning of the DI program, the law
provided for SSA to enter into agreements for
disability determinations to be made by state
agencies that were responsible for administering the
state plan approved under title I of the Vocational
Rehabilitation Act, or any other appropriate state
agency. In the original law, SSA was authorized to
review and reverse state agency findings to allow
disability benefits, but could not reverse state agency
denials. This provision reflected the congressional
concern that SSA might be too lenient in making
the disability determinations. The state agencies,
with their emphasis on rehabilitation, were expected
to be more cautious in allowing disability claims.
Not until the 1980 amendments did SSA receive
congressional authority to reverse state agency
denials as well as allowances.

Appeals Process
The process for deciding and appealing disability

claims has many layers. First, applications for
disability benefits are filed at local Social Security
district offices, which collect available evidence and
determine whether DI applicants meet insured status
requirements. Case files are then sent to the state
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Figure 2-2. Social Security Disability Determinations: Sequential Decisionmaking Process and
Distribution of Initial Decision on DI Claims, 1991

(1} Is the applicant engaging in substantial gainful activity?
{earning more than $500 per month)

No Yes >» 0.1%
Does the applicant cooperate in obtaining needed evidence for his/her claim@ i
Yes No » 3%

v

(2) Does the applicant have a severe impairment {combinations of impairments)
that limits basic work acfivities?

Yes No » 12%

Is the impairment expected to last 12 months or result in death?

Yes No >» 8%
{3a) Does the impairment(s) meet the medical listings?
24% <& Yes No
i (3b) Does the impairment(s) equal the medical listings2
5% <€ Yes No
{Assess residual functional capacity)
{4) Does the impairment(s) prevent doing past work? \J
Yes No > 18%
{Consider applicant’s age, education and work experience)
A (5) Does the impairment{s) prevent any other work that exists in the national economy?
13% <€ Yes No » 17%
Allow Claim Deny Claim
42% 68%

Abbreviation: DI = Social Security disability insurance.
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disability determination service (DDS) agencies,
which gather additional medical evidence, if neces-
sary, and assess the evidence to determine whether
applicants meet the disability criteria for benefit
entitlement. Ifa claim is denied, the applicant can
request a reconsideration, which is done in the DDS
by personnel other than those who made the initial
denial. If the claim is again denied, the applicant
can request a hearing before an administrative law
judge (AL)). If the AL] denies the claim, the
applicant can request a review of that decision by the
Social Security Appeals Council. If the Appeals
Council affirms the denial, the applicant can begin
civil action in the U.S. district court. At each step in
the process, individuals are informed of their right to
appeal the decision to the next level. They are also
told how to seek the help of an attorney or other
representative.

In fiscal year 1992, the number and outcome of
decisions on claims for OASDI or SSI disability
benefits are illustrated in figure 2-3 and show:*

s Of 2.3 million initial DDS decisions, 43 percent
allowed benefits and 57 percent denied the claim.

» Of 604,000 reconsiderations by DDS agencies,
17 percent were allowed and 83 percent were

denied.

a Of 318,000 hearings before ALJs, 69 percent
allowed the claim, 9 percent dismissed the case,
and 22 percent denied the benefit claim.

6. U.S. House of Representatives, Committee on Ways and Means,
Overview of Entitlement Programs (1993 Green Book), WMCP: 103-18
(Washington, DC: U.S. Government Printing Office, 1993), p. 62. The
data are for title I1, title XVI and concurrent claims for disability
benefits, including disabled workers, disabled widows and disabled adult
children. All of the data, except for court decisions, are for inirial claims
only. They do not include decisions on cessations.

7. These include cases reviewed by the Appeals Council on it “own
motion,” (including allowances as well as denials by ALJs), as well as
cases appealed by applicants.

s Of 56,600 decisions rendered by the Appeals
Council, 4 percent allowed benefits, 32 percent of
cases were remanded to the ALJ for further
development and 64 percent denied the claim.’

» Of 4,800 cases decided by federal courts, 20
percent allowed benefits, 70 percent denied
benefits and 10 percent dismissed the case or
remanded it to SSA for further development.
These decisions included appeals of benefit

terminations as well as of denied claims.

Relation to Rehabilitation

Rehabilitation has been a major concern since the
inception of the DI program, both among those who
feared that the DI costs would soar because the rolls
would swell with “malingerers,” and among those
whose primary concern was to enhance the quality
of life for persons with disabilities. Although the
statutory language has been modified to accommo-
date program changes, much of the present language
of section 222 dates from the early 1950s:

“It is hereby declared to be the policy of the
Congress that disabled individuals applying for a
determination of disability and disabled individu-
als who are entitled ... shall be promptly referred
to the state agency or agencies administering or
supervising the administration of the state plan
approved under title I of the Rehabilitation Act ...
to the end that the maximum number of such
individuals may be rehabilitated into productive
activity.”

The law also provides for payment from the trust
funds for successful rehabilitation and for the
suspension of benefits to persons who, without good
cause, refuse to accept available vocational
rehabilitation services. As a practical matter, the
actual referral is made by the state DDS which refers
those cases which meet certain “screens” to the state
agency which administers the vocational rehabilita-
tion (VR) program. That state agency then decides
which beneficiaries it will contact for further screen-
ing or evaluation for rehabilitation services.
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Figure 2-3: Outcome of Decisions on OASDI and SSI Disability Claims and Reviews, Fiscal Year 1992
Tittle Il, Title XVI and Concurrent Title Il and XVI Decisions for Disability Claims by Workers, Widows,
Widowers and Disabled Adult Children®

Initial application —Z Initial continuing
determination Allow Deny Continue Terminate disability review
2,278,733 43% 57% 84% 16% 73, 145b
47% appealed 41% appealed
7 L4
Reconsiderations Reconsiderations
604, 442 3,836
Reverse Affirm Reverse Affirm
55% 45% 55% 45%
63% appealed —
AU AL
dispositions ‘ 4 4 dispositions
318,064 4,958
Allow Dismiss Deny Reverse Dismiss Affirm
69% 9% 22% 54% 17% 29%
80% appealed —
Appeals 4 4 Appeals
Council —r — : Council
descisions descisi
o | Allow Remand Deny Allow Remand Deny f escisions
56, 56642 | " gy 32% 64% 6% 22% 72% 1,631
Percent of Total Allowances lod
Total 100.0 13% appea
Initial decisions® 75.9
Initial applications 72.3 \ ¥ Federal Court decisions
CDR 36 — on applications and CDRs
’ . 4,782

Reconsiderations 7.7 Allow Dismiss Deny ’
ALls 16.2 20% 10% 70%
Appeals Council 2
Federal Court B

a. The data relate to workloads processed at various levels in fiscal year 1992, and therefore include some cases where the prior level of decision was made
in a prior period. The data include determinations on initial applications as well as continuing disability reviews (both periodic reviews and medical diary

cases).

b. Includes 15,300 CDRs where there was “no decision.” The continuance and termination rates are computed without the “no decision” cases.
¢. Many AU disposifions and Appeals Council decision are based on DDS determination from a previous year. Therefore, a percent appealed is not

provided.
d. Preliminary dota.

e. Includes AL decisions not appealed further by the claimant but reviewed by the Appeals Council on its “own motion” authority.
f. Includes requests for review, own motion and reopening cases.

g. Initial determinations plus CDRs.

Abbreviations: AU = administrative law judge, CDR = confinuing disability review, DDS = disability defermination service, OASDI = Old-Age, Survivors, and
Disability Insurance, SSI = Supplemental Security income.
Sources: Social Security Administration; and U.S. House of Representafives, Committee on Ways and Means, Overview of Entitlement Programs (1993 Green
Book/, WMCP: 103-18 (Washington, DC: U.S. Government Printing Office, 1993), p. 62.
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Table 2-2: Vocational Rehabilitation Experience of DI and SSI Beneficiaries, Fiscal Years 1992-1993

Persons rehabilitated

Type of claim Persons referred Number Percent Total (millions) Average
FY 1993

Total 299,847 6,154 2.0 $64.4 $ 10,465

DI 45,248 2,068 4.6 20.2 9,768

Concurrent 67,773 1,928 2.8 22.0° 11,410

SSI 186,826 2,158 1.2 22.2 10,287
FY 1992

Total 280,732 6,269 2.2 $63.6 $10,145

DI 44,954 1,801 4.0 17.4 9,661

Concurrent 63,020 1,634 2.6 18.0* 11,016

SSI 172,758 2,834 1.6 28.3 9,986

2. 1993 includes $15.3 million for the DI share and $6.7 million for the SSI share. 1992 includes $12.7 million for the DI share and $5.3 million for

the SSI share.

Abbreviations: DI = Social Security disability insurance, FY = fiscal year, SSI = Supplemental Security Income.
Sources: Social Security Administration, Office of the Actuary and Office of Legislative and Regulatory Policy.

The current provision for reimbursing states only for
successful rehabilitation of disability beneficiaries
was enacted in 1981, and is more restrictive than the
prior policy which allowed a portion of DI trust
funds (1.5 percent in 1974-1980) to be used to pay
state VR agencies for services to beneficiaries,
whether or not the beneficiary successfully returned
to work and left the benefit rolls.

In FY 1992, when 2.3 million individuals had DI or
SSI disability claims decided by state agencies,
280,730 persons, or 12 percent of those individuals,
were referred to state vocational rehabilitation
agencies. In the same year, 6,269 disabled
individuals on the DI or SSI rolls were rehabilitated
by the VR agencies, for which those agencies were
paid $63.6 million, an average payment of just over
$10,000 per case. The payments were made from
the DI trust fund for DI beneficiaries, and from
general revenues for SSI beneficiaries (table 2-2).

Medicare Coverage

In 1972, legislation extended Medicare coverage to
persons receiving Social Security on the

basis of their own disability. Coverage becomes
available 24 months after benefit entitlement, or 29
months after the onset of disability.

Part A of Medicare, or Hospital Insurance (HI), is
financed by FICA taxes, currently 1.45 percent, paid
by both employees and employers on total earnings
in 1994. HI covers inpatient hospital care, inpatient
care in a skilled nursing facility following a hospital
stay, home health care and hospice care. Once a
beneficiary has paid the inpatient hospital deductible
amount ($696 in 1994), all remaining costs of
covered hospital services for the first 60 days in a
benefit period are paid by Medicare. For stays
longer than 60 days, the beneficiary is subject to
additional cost sharing. For care in a skilled nursing
or rehabilitation facility following a hospital stay of
at least three days, Medicare pays the full cost of
covered services for the first 20 days; for the 21st to
the 100th day of skilled nursing care, the beneficiary
is responsible for paying a daily coinsurance rate
($87 in 1994). Medicare does not cover more than
100 days of skilled inpatient care in a benefit period.
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Part B of Medicare, or Supplementary Medical
Insurance (SMI), covers services of physicians and
other Medicare-approved practitioners, and services
in outpatient settings. The beneficiary is responsible
for paying for the first $100 of covered services in a
year plus 20 percent of costs over that amount.

Medicare covers approved durable medical
equipment for home use, such as oxygen equipment,
wheelchairs, and prosthetic devices. Medicare
generally does not cover prescriptions or over-the-
counter medications or personal services for long-
term care.

Work Incentives/Disincentives

It is, of course, recognized that work disincentives
are inherent in any program that is designed to
provide earnings replacement benefits to persons
who are unable to work due to long-term severe
mental or physical impairments. Several provisions
of DI — such as the strict test of disability, the low
level of the SGA screen, and the fact that earnings
are only partially replaced by benefits — mitigate an
inherent incentive to claim benefits.

In addition, provisions have been added to the DI
program over the years to encourage beneficiaries to
return to work. As a general rule, beneficiaries who
are found to have medically recovered have their
benefits and Medicare coverage terminated after a
three-month grace period. For beneficiaries who
have not medically recovered, however, special “work
incentive” provisions are designed to ease the
transition from benefit receipt to work. These
include: a disregard of impairment related work
expenses (IRWE) in determining whether a disabled
beneficiary is able to engage in substantial gainful
activity; a trial work period; a three-year “extended
period of eligibility;” and an option to buy Medicare
coverage after that coverage ends.

Impairment related work expenses (IRWE) can be
subtracted from earnings to determine whether a
person’s earnings amount to SGA (now generally
$500 a month). These may include expenditures for
such items as: attendant care services performed at
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work or in preparing for work; the cost of modifica-
tions in a vehicle that is needed for transportation to
work; medical devices and equipment; prostheses; or
other work-related equipment. In each case, Social
Security field office staff must make the individual-
ized determination whether items can be deducted as
IRWE, based on such criteria as: whether the
expenses relate to work, are paid by the beneficiary
and not reimbursed by another source, and are a
reasonable cost for the goods or services provided.

The purpose of the trial work period (TWP) is to
give DI beneficiaries an opportunity to test their
capacity to work, during which time their earnings
will not affect their benefits or count as SGA. A DI
beneficiary is allowed nine months of such trial work
in any five-year period. A month generally counts as
a trial work month if the beneficiary earns $200 or
more. After the trial work period, SSA reviews the
person’s work to determine if he or she is engaging in
SGA. If the worker is not engaging in SGA, DI
benefits continue. If the work constitutes SGA,
benefits continue for three months and then stop.
The person is then in the extended period of
eligibility and Medicare continuation period

described below.

The extended period of eligibility (EPE) allows
persons to return to DI benefit payment status after
the trial work period if, at any time in the next 36
months, they do not engage in SGA. During this
EPE, benefits are not paid for any month in which
the person engages in SGA, but are reinstated in any
month the person does not engage in SGA. This
provision was intended to ease the transition to
benefit termination by removing, for a period of
time, the concern that should the work effort fail,
the person would have to start all over again with an
initial application for benefits and a lengthy and new
determination of his/her disability.

The Medicare continuation provision extends
Medicare to former DI beneficiaries who return to
work despite their impairments, and ultimately leave
the benefit rolls after the extended period of
eligibility. Disabled beneficiaries remain eligible for
regular Medicare coverage through the end of the



trial work period and this continues for at least 39
months after the trial work period. After regular
Medicare continuation coverage ends, the former DI
beneficiary can purchase Medicare coverage. The
cost of Part A is the same premium the uninsured
elderly pay, or $245 a month in 1994. The cost of
Part B is the same premium paid by all persons
enrolled in SMI, or $41.10 a month in 1994.

States, through their Medicaid programs, are
required to pay the Part A premium for such
qualified working individuals if they meet certain
income and resource criteria. Also, large employers
which generally have health insurance plans for their
employees and who hire former disabled Social
Security beneficiaries, or persons with disabled
beneficiaries in their families, are required to provide
the same health care coverage for these workers (and
families) as for other workers.

SUPPLEMENTAL SECURITY INCOME

The federal Supplemental Security Income program
provides monthly cash assistance benefits to persons
age 65 and older and to blind and disabled persons
of any age who have limited income and resources.
As of December 1993, there were about 3.7 million
blind or disabled adults under age 65 and 770,000
blind or disabled children receiving SSI. Federal SSI
expenditures for blind and disabled individuals for
1992 amounted to some $15 billion, with state
supplementation amounting to another $2 to $3
billion. Expenditures include payments to blind and
disabled recipients over age 65.

Eligibility and Benefit Amount

Basic Eligibility and Benefits. To be eligible for
SSI, an aged, blind, or disabled person must have
countable income of less than $446 per month

8. The states with no optional supplementation include: Arkansas,
Georgia, Kansas, Mississippi, Tennessee, Texas, and West Virginia.

9. The 17 states with federally-administered supplements include:
California, Delaware, Hawaii, Jowa, Maine, Massachusetts, Michigan,
Montana, Nevada, New Jersey, New York, Pennsylvania, Rhode Island,
Utah, Vermont, Washington and Wisconsin.

($5,352 per year) in 1994 and countable resources of
less than $2,000. For couples, the amounts are 150
percent of those for individuals: countable monthly
income of $669 ($8,028 per year) and $3,000 in
resources. For persons with no countable income,
the basic monthly federal benefit rate (FBR) of $446
($669 for couples) in 1994 is payable. The FBR is
automatically adjusted each January to account for
increases in the CPI. The amount of the federal SSI

payment decreases as countable income rises.

Citizenship and Other Requirements. To be
eligible for SSI, a person must be a U.S. citizen or an
alien who is lawfully admitted for permanent
residence or allowed to remain in the U.S. and a
resident of the U.S., including the District of
Columbia and the Northern Mariana Islands. An
exception to this residency requirement is provided
for the child of a person in military service perma-
nently assigned overseas.

There are several additional eligibility requirements.
A person must agree to apply for other benefits for
which he or she may be eligible, blind or disabled
persons are required to accept available vocational
rehabilitation, and alcoholics and drug addicts are
required to accept appropriate treatment and to have
representative payees.

State Supplementation. The federal SSI program
is administered by the Social Security Administra-
tion in the 50 states, the District of Columbia, and
the Northern Marianas. (The matching programs of
old-age assistance, aid to the blind, and aid to the
permanently and totally disabled remain in effect in
Puerto Rico, Guam, and the Virgin Islands.) The
federal SSI program is financed by annual
appropriations from federal general revenues.

Forty-three states and the District of Columbia
provide for optional supplementation, from state
funds, of the federal SSI benefit.®? In 17 states and
the District of Columbia, these supplemental
benefits are administered by SSA on behalf of the
states and the federal government pays the cost of
administering them.”
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Medicaid and Other Benefits. States are generally
required to cover recipients of SSI under Medicaid.
However, states may use more restrictive eligibility
standards for Medicaid than those for SSI if they
were using those standards on January 1, 1972
(before the enactment of SSI). States that have
chosen to apply at least one more restrictive standard
are known as “section 209(b)” states, after the
section of the Social Security Amendments of 1972
that established the option. These states may vary in
their definition of disability, or in their standards
related to income or resources. There are 12 such

209(b) states.'®

In most states, persons who are eligible for SSI are
also eligible for food stamps. Also, SSI recipients
may be eligible for a range of services under state or
local programs, including programs supported by
Federal Social Services Block Grants under title XX
of the Social Security Act.

Definitions of Blindness and Disability. The
definitions of blindness and disability for SSI
purposes are generally the same for adults as those
used in the Social Security disability insurance
program:

n Blindness is 20/200 vision in the better eye, with
correction, or a visual field of 20 degrees or less
even with a corrective lens; and

n Disability is the inability to engage in any sub-
stantial gainful activity (§GA) by reason of a
medically determinable physical or mental
impairment that has lasted or is expected to last at
least 12 months or to result in death.

For disabled children — persons under age 18 or
students age 18-22 — the law specifically prescribes
use of a definition of “comparable severity.”
Following the 1990 Supreme Court decision in

10. The 209(b) states include: Connecticut, Hawaii, [llinois, Indiana,
Minnesota, Missouri, New Hampshire, North Carolina, North Dakota,
Obhio, Oklahoma, and Virginia.
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Sullivan v. Zebley, to be disabled for SSI purposes, a
child must have substantially reduced ability to
function independently, appropriately, and
effectively in a manner that children of similar age
would function, due to a physical or mental
impairment(s) which has lasted or is expected to last
for at least 12 months or to result in death.

The method for determining disability for SSI
applicants is spelled out in regulations and follows
the same five-step sequential decision-making
process used for DI applicants. SSI benefit claims
are filed in local district offices of the Social Security
Administration and disability determinations are
made by state disability determination service
(DDS) agencies. The process for appealing the
denial of SSI disability determinations is generally
the same as that for DI.

Rehabilitation
Blind or disabled applicants for SSI are generally

advised of the existence of state vocational
rehabilitation (VR) programs, of the possibility that
they may be referred for rehabilitation, and of their
obligation to accept appropriate rehabilitation if

offered.

Actual referrals to state VR agencies are made by the
state disability determination services which make
the initial disability determinations and which screen
cases for possible VR referral. The state VR agency
generally does further screening before deciding
which cases will be contacted for further evaluation
and possibly offered VR services. Under the present
funding of the VR program, about 80 percent of VR
expenditures represent federal funds, and the
remainder is state matching monies. For SSI
beneficiaries who are successfully rehabilitated —
that is who, as a result of VR services, perform SGA
for a continuous period of at least nine months —
the Social Security Administration reimburses the
states for the full cost. In FY 1992, 2,834 SSI
recipients and 1,634 beneficiaries receiving SSI as
supplements to DI benefits were successfully
rehabilitated by state VR agencies (table 2-2).



Countable Resources and Income

In general, income and resources are evaluated on an
individual basis except, where the parties live in the
same household, an ineligible spouse’s income may
be “deemed” available to the other spouse and
parental income may be deemed available to a child
under age 18. Also, the income of an alien’s sponsor
may be deemed available to the alien for a period of
three years.

Resources. Resources may include such things as
cash, bank accounts, real and personal property and
the like. However, certain items are not counted as
resources for purposes of the SSI resources limits.
Among these excluded items are: the home a person
lives in and the land it is on; household goods and
personal property worth not more than $2,000; one
wedding and one engagement ring; burial funds
valued at $1,500 or less and burial spaces; life
insurance policies with a combined face value of
$1,500 or less; lump-sum retroactive SSI or OASDI
benefits are excluded, for up to six months; and a
car, regardless of value, if it is necessary for employ-
ment, medical treatment, modified for use by a
disabled person, or necessary to perform essential
daily living activities.

Certain additional resource exclusions are designed
to augment work incentive provisions or to avoid
thwarting the purposes of other programs. Thus,
additional exclusions from resources include:
property essential to self-support; resources that 2
blind or disabled person needs for an approved plan
for achieving self-support; and the body of a trust
account set up according to state law to which the
beneficiary does not have access. Similarly, certain
types of payments that are not counted as income
when received are excluded from resources if
retained, such as: certain support and maintenance
payments and home energy assistance; certain
disaster relief assistance; and cash received for the
purpose of replacing an excluded resource.

Income. Countable income includes both earned
and unearned income and in-kind income in the
form of food, clothing or shelter. However, there are

numerous exclusions from countable income for
purposes of determining SSI eligibility and monthly
payment amounts, such as: the first $20 of monthly
income; the first $65 of earned income and one-half
of the remainder; up to $400 of ecarnings per month
(but not more than $1,620 per year) for a student (a
person under age 22 and attending school); grants
and scholarships used to pay tuition and fees at an
educational institution; the value of food stamps,
home energy assistance and state or local assistance
based on need; food, clothing or shelter based on
need and provided by a private nonprofit agency;
payments from a trust account for items other than
food, clothing, shelter or payments made by others
for expenses of the beneficiary for items other than
food, clothing or shelter (such as the phone bill);
income set aside under a plan for achieving self-
support; earned income tax credits; airline or other
commercial transportation tickets if used for that
purpose; victim’s compensation payments; and loans
that the individual must repay, income_tax refunds,
and small amounts of income received irregularly or
infrequently.

Living Arrangements

SSI benefit payments may vary depending upon an
individual’s living arrangements. For persons living
in their own apartment, home, trailer, and so on,
and homeless persons, the SSI payment is based on
the full FBR of $446 per month for individuals and
$669 for couples in 1994. For persons who live in
the household of others and receive in-kind support
and maintenance, benefits may be reduced by up to
one-third.

Persons who live in nonmedical public institutions
(such as prison) are not generally eligible for
benefits. One exception is that persons living in
public emergency shelters can receive regular SSI
benefits for up to six-months in any nine-month
period. Regular SSI payments can also be made to
persons who live in publicly operated community
residences which serve no more than 16 people.
Finally, regular SSI payments can be made to persons
who live in a public institution for the purpose of
attending approved educational or job training.
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Persons who reside in public or private medical
institutions in which Medicaid is paying for half the
cost of the individual’s care can receive SSI payments
on a reduced basis. The basic benefit rate for
persons in this situation with no other income is $30
per month. This SSI payment is sometimes referred
to as a “personal needs allowance.” An exception is
made for persons who enter a medical institution for
a brief stay of 90 days or less. They can continue to
receive regular SSI payments if they show that the
benefits are needed to maintain the residence to
which they plan to return.

Work Incentives for Blind and
Disabled SSI Recipients

SSI benefits based on disability, like Social Security
disability insurance benefits, are paid only to
applicants who meet the definition of disability in
the law. Beneficiaries who are found to have
medically recovered from their disabilities are no
longer eligible for benefits. When SSI recipients
medically recover, Medicaid coverage also generally
ends, unless the person is eligible for Medicaid based
on criteria other than as an SSI recipient.

Unlike Social Security DI, under the SSI means test,
benefits also generally are suspended if the person
has a change in financial status that causes countable
income or resources to exceed program limits. In
such cases, the person can return to the SSI rolls
without filing a new application if, within 12
months, countable income and resources are again
within program limits. When SSI benefits are
suspended or terminated because of excess countable
income or resources, SSA notifies the state in which
the person lives. The states then determine whether
Medicaid coverage ends or whether the person
qualifies for Medicaid in some way other than as an
SSI recipient.

A number of SSI “work incentive provisions” modify
the income and resource requirements in order to
encourage SSI recipients to work. Although the
foregoing description alludes to a number of these
provisions, it may be useful to consider them as a
whole.
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The basic earned income disregard for blind and
disabled recipients excludes from countable income
the first $65 per month of earned income, plus one

half of the remainder.

Under the section 1619 work incentive provisions,
SSI eligibility and Medicaid coverage can continue
after benefits are wholly offset because of earnings.
Specifically:

n When a disabled beneficiary has earnings that
indicate that he or she is able to engage in
substantial gainful activity (now generally $500 a
month) — that is the person no longer meets the
regular definition of disability — SSI eligibility
continues under a special section of the law,
section 1619(a), as long as he or she has not
recovered medically and continues to meet the
other SSI eligibility requirements.

» When a blind or disabled beneficiary has earnings
(or earnings plus other income) that are so high
that he or she is not eligible for any SSI payment,
he or she may retain SSI status for Medicaid
eligibility purposes under section 1619(b), so long
as: the person is still blind or disabled; the person
would be eligible for an SSI payment were it not
for his or her earnings; the person needs Medicaid
in order to work; and the person’s earnings are not
so high that they could replace the value of the
SSI benefits, Medicaid benefits, and any publicly
funded attendant care the person receives.

For persons under age 22 who are regularly
attending school, there is an additional student
earned income disregard of up to $400 per month,
not to exceed $1,620 per year.

For disabled SSI recipients, earnings needed to pay
for impairment-related work expenses can be
disregarded both for determining initial eligibility
and benefit amounts and for determining whether
the person is able to engage in SGA, a basic part of
the determination of whether a person meets the
definition of disability. The local SSA office
determines which expenses can be deducted as
IRWE. The expenses must be both impairment-



related and work-related and the individual must
pay the expense in order for it to be deducted from
countable earnings.

For blind recipients, there is a special exclusion from
countable income of earnings needed to meet blind
work expenses that enable the person to work, such
as guide dogs, attendant care and transportation to
and from work. The work expenses do not need to
be related the individual’s blindness and may include
meals eaten at work, federal, state and local income
taxes, Social Security taxes, union dues and
professional fees.

For both blind and disabled recipients, income and
resources may be set aside under an approved plan
for achieving self-support (PASS). A PASS gener-
ally involves plans for specific job-related education,
training or for setting up a business. A PASS must
be in writing and must have a specific work goal that
the individual probably can attain. It must cover a
finite period (generally not more than three-years)
and must detail the arrangements for setting aside
income to reach the goal. A PASS must be approved
by SSA and SSA staff will help individuals prepare a
PASS. Income set aside under a PASS is excluded
from countable income after all other applicable
exclusions are applied.

Property essential for self-support (PES), which is
used in a trade or business — such as tools or
equipment — is excluded from countable resources.
In addition, up to $6,000 of the equity value of non-
business income-producing property is excluded
from countable resources, provided that the property
yields an annual rate of return of at least 6 percent.

11. The main sources for this section unless otherwise cited are: W.J.
Nelson, Jr., “Workers' Compensation: Coverage, Benefits and Costs,
1990-1991,” Social Security Bulletin, Fall 1993; and Social Security
Administration, Annual Statistical Supplement to the Social Security
Bulletin (Washington, DC: U.S. Government Printing Office, 1993),
pp. 96-7 and table 9.B1, p. 324.

COMPENSATION PROGRAMS

Veterans’ compensation (VC) and workers’ compen-
sation (WC) are the two main public programs for
disability compensation. They are based on the idea
that individuals who are injured on the job should
be compensated by the employer. Compensation
programs pay for health care, rehabilitation, and
cash benefits, which are all financed by the em-
ployer. In workers’ compensation, the benefits often
are provided through insurance purchased by the
employer. In veterans’ compensation, the federal
government, as employer of military personnel, pays
directly for the benefits and often provides the
services directly.

Compensation programs differ from most other cash
disability benefit programs in the United States in
that the same programs pay for health care, rehabili-
tation and cash benefits. The cash benefits are paid
for partial as well as total disability.

Workers’ Compensation

Workers' compensation was the first form of social
insurance in the United States.!" It was designed to
provide cash benefits and medical care when workers
were injured in connection with their jobs. It also
provides survivor benefits to the dependents of
workers whose death results from a work-related
injury or illness. The first program was enacted in
1908 to cover civilian employees of the federal
government. Other laws were enacted by nine states
in 1911. By 1920, all but seven states and the
District of Columbia had workers’ compensation
laws.

Today, each of the 50 states and the District of
Columbia has its own program. In addition, two
federal programs cover federal government
employees and longshore and harbor workers
throughout the country. A federal program enacted
in 1969, also protects coal miners suffering from
pneumoconiosis, or “black lung” disease.

Before the enactment of workers’ compensation laws

in the United States, injured employees secking
compensation for a work-related injury had to file a
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tort suit against their employer and prove that the
employer’s negligence caused the injury. The
employer could use three common-law defenses to
avoid compensating the worker: assumption of risk
(showing that the injury resulted from an ordinary
hazard of employment); zhe fellow-worker rule
(proving that the injury was due to a fellow worker’s
negligence); and contributory negligence (proving
that, regardless of any fault of the employer, the
worker’s own negligence contributed to the acci-

dent).

Because of these common-law defenses, workers
often did not recover damages. While employers
often prevailed in court, they were at risk for
substantial and unpredictable losses if the worker’s
suit was successful. Consequently, both employers
and employees favored legislation to ensure that a
worker who sustained an occupational injury would
receive predictable compensation without delay,
irrespective of who was at fault. As a quid pro quo,
the employer’s liability was limited. Under the
exclusive remedy concept, the worker accepted
compensation as payment in full, without recourse
to further tort suit.

Financing. Workers' compensation programs are
financed almost exclusively by employers. Because
employers pay for workers’ compensation, it is
argued that they have a financial incentive to invest
in work place safety to prevent injuries and
occupational disease.

Coverage and Administration. In 1991, state
and federal workers’ compensation laws covered
about 93.6 million employees, or 87 percent of the
nation’s wage and salary workers. Many states
exempt from coverage employees of nonprofit,
charitable or religious institutions and some limit
coverage provided to workers in hazardous occupa-
tions. Among the most common exemptions are
domestic service, agricultural employment, casual
labor, and state and local employees. In addition,
not all workers in small firms (less than five employ-
ees) are covered.
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Coverage is compulsory for most private employ-
ment except in New Jersey, South Carolina and
Texas. In these states, the programs are elective, that
is, employers may reject coverage under the law; but
they then lose the customary common law defenses
against suits filed by their employees.

Generally, workers’ compensation laws require
employers to obtain insurance or prove financial
ability to carry their own risk. Insurance is usually
purchased from commercial insurers (in all but six
states) or from publicly-operated state funds
(twenty-four states). Self-insurance is used primarily
by larger employers or, depending on state law, by
groups of employers in the same industry through
what is called group self-insurance. Six states
operate exclusive state funds (where commercial
insurance is not permitted) and two states do not
allow self-insurance.

Types of Benefits. Workers' compensation benefits
include periodic cash payments and medical services
to the worker during a period of disability and death
and funeral benefits to the worker’s survivors.
Lump-sum settlements are permitted under most
programs. Cash benefits are paid for temporary or
permanent total disability and for permanent partial

disability.

Temporary and permanent total disability. Aside
from medical-only, the most common compensation
cases involve temporary total disability; that is, the
employee is unable to work at all while he or she is
recovering from the injury, but the worker is ex-
pected to recover fully. When it has been deter-
mined that the worker is permanently and totally
disabled for any type of gainful employment,
permanent total disability benefits are payable.

Monthly payments for temporary and permanent
total disability, as well as survivor benefits, are
usually calculated as a percentage of the worker’s
average weekly total earnings at the time of accident
— most commonly 66 and two-thirds percent.
Some states are shifting to benefit formulas based on
“spendable earnings” or take-home pay and provide



benefits equal to 80 percent of these earnings."” In
some states, the percentage replacement varies with
the worker’s marital status and the number of
dependent children, particularly in survivor cases.
All states place maximum dollar limits on weekly
benefits. Other provisions limit the number of
weeks for which compensation may be paid or the
aggregate amount that may be paid in a given case.

If the total disability appears to be permanent, 44
programs provide for the payment of weekly benefits
for life or the entire period of disability. Some states
reduce the weekly benefits amount after a specified
period, or they provide discretionary payments after
a specified time.

Permanent partial disability. 1f the permanent
disability of a worker is only partial and may or may
not lessen work ability, permanent partial disability
benefits are payable. Compensation for permanent
partial disability is one of the more complicated
aspects of workers’ compensation. Broadly speaking,
three different bases for determining compensation
amounts are used:"’

s Impairment-based methods provide compensa-
tion based on physical or mental loss of use of
bodily function. This method pays a specified
amount for such factors as loss of motion, loss of
strength, or loss of a part of the body.

» Wage loss methods base the benefit on the actual
partial loss of earnings experienced as a result of
the permanent partial impairment. The amount
of the benefit is calculated and paid as the loss is
actually experienced.

12. If “spendable earnings” are less than 83 percent of total earnings,
the formula based on 80 percent of spendable earnings is less than 66.6
percent of total earnings.

13. Blue Ribbon Panel on Workers Compensation, Policy Statement on
Permanent Partial Disability (Denver, CO: National Conference of State
Legislatures, 1992).

14. Ibid.

» Earnings-capacity loss methods rake into account
the impact of the worker’s age, education and
work experience in combination with the perma-
nent partial impairment to estimate the conse-
quences of the injury for the worker’s future
stream of earnings.

A recent blue ribbon panel concluded that each of
these methods has certain advantages as well as
significant flaws. Impairment-based valuations of loss
can be measured with relative ease, but the benefit is
not related to the economic consequences of the loss
for the particular worker. Wage loss systems come the
closest to the traditional propose of workers’ com-
pensation, but they provide disincentives for workers
to return to full employment if the amount of the
benefit is related to the demonstrated partial wage
loss. In addition, it is difficult to determine whether
the wage loss experienced long after the injury is due
to the injury or to other factors, such as economic
conditions. Finally, assessment of earnings-capacity
loss takes account of both the impairment and its
future economic consequences, but the assessment is
highly subjective and often involves dispute and
litigation about the valuation of future earnings lost
due to the injury.™

Medical benefits. All state workers’ compensation
laws require that medical aid be furnished to injured
workers without delay, whether or not the injury
entails work interruption. This care includes first-
aid treatment, physician services, surgical and
hospital services, nursing, medical drugs and
supplies, appliances and prosthetic devices.

Benefits and Costs. In 1991, rotal workers’
compensation benefits were $42.2 billion, or about
$450 for every worker covered by workers’
compensation laws. The benefits include $16.8
billion in medical and hospitalization payments,
$23.4 billion in cash disability payments and $2.0
billion in survivor benefits. The total cost of
workers’ compensation, including the cost of
administering the programs, was $55.2 billion or
about $590 per covered employee.
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Integration with Social Security. The 1956 Social
Security Amendments provided for offsetting Social
Security disability insurance benefits due to WC
receipt. The provision was eliminated in 1958 on
the rationale that DI was the basic program, and
state WC plans would do any offsetting. Legislation
in 1965 reintroduced the Social Security offset.
Under the law, Social Security benefits are reduced
dollar for dollar for the amount of the workers’
compensation benefit in order to limit the combined
payment to 80 percent of the worker’s pre-disability
earnings, but not less than the Social Security benefit
alone, before the reduction. In 1992, about 103,000
out of approximately 3.2 million Social Security
disabled worker beneficiaries had their Social
Security payments offset by their state WC pay-
ments. The average monthly offset amount was
about $300.” A provision of the 1965 law allowed
states to enact “reverse offset” laws, whereby states
could reduce or offset the WC payment because of
Social Security payments. Consequently, the savings
from limiting combined benefits accrue to the WC
program rather than to Social Security. The
Omnibus Budget Reconciliation Act of 1981
eliminated the option for additional states to adopt
reverse offset provisions. The provisions remain
effective in 13 states.'

Coordination with Rehabilitation. In WC, the
rehabilitation strategy is to return the worker to
suitable employment. In some cases, the plans
stipulate return to work priorities along the follow-
ing lines: same employer same job; same employer
different job; different employer same job; different

15. U.S. Department of Health and Human Services, Office of the
Inspector General, State Reverse Offset Laws for Disability Beneficiaries,
December 1992.

16. No new reverse offset provisions could be put in after February 18,
1981 for workers injured March 1, 1981 or later with a month of
entitlement of September 1981 or later.

17. Briefing by Viola Lopez, Lopez-Kramberg Associates, Houston, TX,
October, 1993.

18. M. Berkowitz, “Should Rehabilitation be Mandatory in Workers’
Compensation Programs?” Journal of Disability Policy Studies, Spring
1990.

19. Social Security Administration, Annual Statistical Supplement to the
Social Security Bulletin (Washington, DC: U.S. Government Printing
Office, 1993), pp. 101-2.
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employer different job; and lastly, training for a new
occupation.'”  While vocational rehabilitation is
included under workers’ compensation, state plans
vary considerably in terms of the discretion accorded
to the employer, insurer or employee as to services
that are provided and financed by the workers’
compensation system.

States have experimented since the mid-1970s with
policies that require employers to offer vocational
rehabilitation, including education and training, to
injured workers if the worker chooses to receiving
these services. In more recent years, states have
moved away from mandating these services and have
placed limits on employer responsibility for financ-
ing education and training and placed renewed
emphasis on placement in suitable jobs.'®

Veterans’ Compensation

Benefits available to veterans of military service
include: disability payments; survivor and
dependents’ benefits; educational assistance; hospital
and medical care; vocational rehabilitation; special
loan programs and hiring preference for certain jobs.
Most of the veterans programs are administered by
the U.S. Department of Veterans’ Affairs (DVA)."”

Two types of cash disability benefits are available for
veterans. Veterans compensation pays benefits to
veterans with service-connected disabilities and, on
the veteran’s death, benefits are paid to the eligible
spouse and children. These benefits are not means-
tested; they are paid regardless of other income or
resources. Second, veterans’ pensions are paid to
needy veterans who have had wartime service and
who have non-service-connected disabilities or are
age 65 or older. These benefits are means-tested.
This section considers only veterans’ compensation.
Veterans’ pensions are described later.

Veterans’ compensation pays monthly benefits to
veterans whose disabilities resulted from injury or
disease incurred or aggravated by active military
duty, whether in wartime or peacetime, Individuals
discharged or separated from military service under
dishonorable conditions are not eligible for compen-
sation payments.



Benefit Amounts. The amount of monthly com-
pensation depends on the degree of disability, rated
as the percentage of normal function that is lost.
Payments range from $85 a month, for a 10 percent
disability, to $1,730 a month for total disability in
1993. In addition, special rates of up to $4,943 a
month are paid when eligible veterans suffer specific
severe disabilities. Veterans who have at least a 30
percent service-connected disability are entitled to
an additional dependent’s allowance. The amount is
based on the number of dependents and degree of

disability.

Recipients and Degree of Disability. In March of
1993, about 2.2 million veterans received compen-
sation payments. Many had only partial impair-
ments: 40 percent were compensated for a 10%
disability; a total of 70 percent of the recipients were
compensated for 30% or a lesser degree of disability
(table 2-3). Fewer than 1 in 10 veterans were
compensated for a 100% disability - they include 6
percent whose impairment was judged at 100%
disability, and 3 percent whose impairment was
assessed between 60-90%, but are compensated at
the 100% disability rate because they were judged
unable to secure or follow a substantially gainful
occupation as a result of a service-connected
disability. Less than 1 percent of those receiving
veterans’ compensation received additional payments
for aid and attendance or a housebound allowance.

The number of persons who receive veterans’
compensation has been remarkably stable over the
last 40 years - fluctuating between 2.0 million and
2.2 million veterans since 1950. The number who
are age 65 or older has increased and accounts for .9
million of the 2.2 million persons receiving veterans’
compensation in September of 1992.%°

20. Social Security Administration, Annual Statistical Supplement to the
Social Security Bulletin (Washingron, DC: U.S. Government Printing
Office, 1993), p. 329.

Veterans’ Medical Benefits. The Department of
Veterans' Affairs provides a nationwide system of
hospitals and other medical care for veterans. Care
is furnished to eligible veterans at these facilities
according to two categories: “mandatory” and
“discretionary.” Priority is granted to veterans with
service-connected disabilities.

Nursing home care. Eligibility for admission to a
DVA nursing home is the same as that for hospital-
ization in a DVA facility. Admission is based on a
priority system with the highest priority given to
veterans requiring nursing home care for a service-
connected condition. DVA also contracts with
community nursing homes to provide care at DVA
expense to certain veterans.

Outpatient medical treatment. Extensive outpatient
medical treatment is available to veterans: rehabilita-
tion; consultation; training and mental health
services in connection with the treatment of physical
and mental disabilities. Outpatient care is furnished
according to priority groups within the resources
available to the facility.

Other medical benefits. Other DVA programs and
medical benefits are available to certain eligible
veterans: domiciliary care for veterans with limited
income who have permanent disabilities, but who
are ambulatory and able to care for themselves;
alcohol and drug dependence treatment; prosthetic
appliances; modifications in the veteran’s home
required by his or her physical condition, subject to
prescribed cost limitations; and, for Vietnam-era
veterans, readjustment counseling services. Under
limited circumstances, the DVA may authorize
hospital care or other medical services in the com-

munity at DVA expense.

The nature of the relationship between the veteran
and the federal government differs from other
employer/employee or government/citizen
relationships. The government has the authority to
recruit people into military service and subject them
to extremely hazardous duty. This authority is
considered necessary to meet the uncertain demands
of national defense. As part of this arrangement, it is

Disability income Programs 33



generally accepted that those who serve honorably
are owed more by the government than the typical
employer owes its employees or than government
owes the average citizen.

The special obligation of the federal government to
veterans are reflected in the fact that the government
provides veterans many other benefits beyond
disability compensation — such as housing and
education benefits. The full package of veterans’
benefits can be used to improve the veteran’s skills
and earning capacity. The goal of the total package
of veterans benefits is not limited to restoring the
veteran to his former level of ability.

PRIVATE SHORT-TERM DISABILITY BENEFITS

Short-term disability benefits provide continuity in
income for workers who miss work because of
temporary illness or injury. While benefits provide
income security to workers, they also promote health
and safety in the work place by enabling workers to
stay at home to accommodate a temporary health
problem. Short-term disability benefits may also be
used for paid maternity leave. In addition, they
support workers through the early stages of what
may turn out to be longer periods of disability.
Social Security has a five-month waiting period after
the onset of disability before cash benefits begin.
Private long-term disability benefits also usually have
a waiting period of several months during which
short-term disability benefits are paid. Short-term
benefits are a combination of union negotiated,
employer-provided benefits and mandatory social
insurance programs in five states.

21. U.S. Department of Labor, Employee Benefits in Medium and Large
Private Establishments, 1991 Bulletin 2422 (Washington, DC: U.S.
Government Printing Office, May 1993); and U.S. Department of
Labor, Employee Benefits in Small Private Establishments, 1990 Bulletin
2388 (Washington, DC: U.S. Government Printing Office, September
1991).

22. Social Security Administration, Annual Statistical Supplement to the
Social Security Bulletin (Washington, DC: U.S. Government Printing
Office, 1993), pp. 99-100 and table 9.C1, p. 325.
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Sick Leave

Sick leave is the most common type of short-term
disability protection. It is available to about 50
percent of the private sector work force and is more
commonly available to professional, technical and
managerial workers (77 percent), than to clerical and
sales workers (59 percent), or blue-collar workers (33
percent). Sick leave usually is payable from the first
day of sickness, it usually replaces 100 percent of the
worker’s normal pay and typically lasts for several
weeks. Sick leave, alone, rarely lasts long enough to
cover the full five months after disability onset
before Social Security disability benefits begin.”!
Consequently, short-term disability insurance is also
important to cover the early periods of a long-term

disability.

Mandatory Temporary Disability Insurance

Temporary disability insurance (TDI) programs are
mandatory in five states — California, Hawaii, New
Jersey, New York and Rhode Island.”

History and Financing. In all of the state pro-
grams, employees are required to contribute to the
TDI systems. In all but California and Rhode
Island, employers also are required to contribute.
Employee financing was an integral part of TDI
since the beginning of these programs. The TDI
plans originated in the 1940s as amendments to the
state unemployment insurance system, which were,
and remain, financed largely by employers. The
Federal Unemployment Insurance Tax Act was
amended in 1946 to permit states, where employees
made contributions to the unemployment insurance
system, to use part or all of the employee
contributions for temporary disability insurance.
Four of the five state TDI programs began in the
1940s. Hawaii began its TDI program in 1969.

Administration. The method of administering
these programs varies. In California and New Jersey,
most of the coverage is provided through a state
operated fund, although employers are allowed to
“contract out” by purchasing group insurance from
commercial insurance companies, by self-insuring,
or by negotiating an agreement with a union or



s

Table 2-3: Veterans Compensation (Service Connected), March 1993
Persons Receiving Compensation by Degree and Type of Disability

Total recipients Total Persian Gulf Vietnam Korea W 11 wWwW I Peacetime
Total number 2,188,061 54,167 676,678 200,258 786,866 1,639 468,453
Total percent 100 100 100 100 100 100 100
Men 98 100 99 99 99 97 94
Women 2 —* 1 1 1 3 6
Degree of disability*
0% compensable 1 0 —* 3 1 1 1
10% 40 52 37 35 39 21 46
20% 16 22 16 15 15 26 19
30% 14 12 14 14 15 15 12
40% 8 6 9 9 9 9 6
50% 5 3 5 5 5 7 3
60% (total) 5 2 5 6 6 7 4
schedule 4 2 4 4 4 2 3
unemployable 1 0 1 2 1 5 1
70% (total) 3 1 3 3 3 3 2
schedule 2 1 3 2 2 1 2
unemployable 1 0 1 1 1 2 —
80% (total) 2 — 2 2 2 2 1
schedule 1 —2 1 1 1 0 1
unemployable 1 0 1 1 1 2 —*
90% (total) 1 — 1 1 1 1 —*?
schedule —2 —2 — — — 0 —
unemployable —* 0 1 —* —* 1 —*
100% 6 2 8 8 5 8 6
Total paid 100% rate 9 2 10 12 8 18 8
Type of disability
Psychological and
neurological
disorders 19 10 20 18 23 18 16
Other medical 81 90 80 82 77 82 84
Additional awards?
Aid & Artendance
Veterans S 2 S5 7 3 7 .6
Spouse 1 0 — A 2 7 —
Housebound veterans 3 1 4 A4 3 .8 3

a. Less than 1/2 of 1 percent.

b. World War I includes the Spanish-American War and Mexican Border Service.

c. Compensation is paid according to the combined degree of disability determined from the Schedule for Rating Disabilities. Veterans who have
schedular ratings from 60 percent through 90 percent and are judged unable to secure or follow a substantially gainful occupation as:a result of service-
connected disabilities are classified as individually unemployed and compensated at the 100 percent disability compensation level.

d. Aid and Arrendance and Housebound awards for Disability Compensation are granted under 38 U.S.C. 314 and 315.

Source: U.S. Department of Veterans Affairs, Analysis and Statistic Service, Demographics Division.
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employees’ association. The “contracted” plan must
meet all requirements of the state plan. In Hawaii
and New York, private insurance plans are the
typical method of providing the required TDL. In
Rhode Island, coverage is exclusively through a state
operated fund.

Definition of Disability. The five state plans
generally describe disability as the inability to
perform regular or customary work because of a
physical or mental condition. Some states also pay
disability benefits during periods of unemployment,
and these have a stricter test of disability. All five
states pay TDI benefits for disability due to

pregnancy.

Benefits. Benefits are typically 50 percent of prior
pay and are subject to dollar minimums and
maximums. The maximum duration of benefits
ranges from 26 weeks in Hawaii, New York and New
Jersey, to 30 weeks in Rhode Island, and 52 weeks in
California. Generally, a seven-day waiting period

applies before the TDI benefits begin.

Integration with Other Disability Benefits. All
five states restrict payment of TDI if employees are
also receiving workers’ compensation (unless the
WC payments are for a previous or partial disabil-
ity). The state programs are integrated with sick
leave in varied ways. Rhode Island pays TDI in full,
regardless of sick leave. New York deducts from TDI
other benefits paid by the employer, unless they are
part of a collectively bargained agreement.
California and New Jersey limit total TDI plus other
benefits to not exceed 100 percent of the worker’s

prior pay.

23. U.S. Department of Labor, op. cit., footnote 21. Individually
purchased insurance is not covered in this discussion.

24. Jack Schmulowitz, Social Security Administration, Office of
Research.
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Other Short-Term Disability Insurance

Outside of the five states where TDI is mandatory,
workers may have short-term disability insurance
(STDI) that is provided and financed, at least in
part, by their employers.”> Employers may purchase
sickness and accident insurance from commercial
insurers or they may self-insure the benefits. The
insurance often has a waiting period of a few days
before benefits are payable. Benefits usually last for
up to 26 weeks and typically replace about 50
percent of the worker’s prior earnings, although
some plans replace as much as 70 percent.

Workers with the most comprehensive short-term
disability protection are those with both sick leave
— which pays benefits immediately, typically at 100
percent of pay, but often for only a few weeks —
and temporary disability insurance — which
typically pays 50 percent of prior earnings, but
continues benefits for up to 26 weeks.

Coverage Under Sick Leave, STDI or TDI

The Department of Labor (DoL) provides estimates
from its employee benefit surveys of the prevalence
of either sick leave or sickness and accident
insurance that is financed, at least in part, by
employers. Those data show that about 30 percent
of private sector employees have short-term sickness
and accident insurance — and that 64 percent have
either this insurance or sick leave.

The DoL data, however, do not include TDI
coverage in California and Rhode Island, where
benefits are wholly financed by employees.
California and Rhode Island have about 11 million
workers covered by TDI. When these mandatory
state programs are included, then roughly 44 percent
of private employees are estimated to have some
short-term disability insurance. Overall, those with
either STDI, TDI or sick leave would be about 70
percent of private employees. That is, of all private
employees, about:*



» 30 percent have no sick leave or short-term
disability insurance;

m 26 percent have sick leave only;

» 20 percent have short-term disability insurance
only; and

m 24 percent have both.

Differences by occupation. When disaggregated
by occupation, blue-collar workers are much more
likely than upper status white collar workers to lack
short-term disability protection. According to the
DoL data, which leave out mandatory TDI in
California and Rhode Island, the proportions of
private sector workers without short-term disability
protection are 17 percent for upper status white
collar workers, 33 percent for clerical and sales
workers, and 44 percent for blue-collar workers.

PRIVATE LONG-TERM DISABILITY BENEFITS
AND PENSIONS

Social Security disability insurance is the primary
source of earnings replacement income in the event
of long-term disability for almost all workers in the
United States. It is sometimes supplemented by
private long-term disability insurance (LTDI) or
disability pensions in private pension plans.
Workers must meet a very strict definition of
disability in order to qualify for Social Security.
Private insurance or pension plans that use a less
strict test of disability might pay benefits in
situations where Social Security does not.

Private Long-Term Disability Insurance

Private LTDI is a union negotiated and employer-
provided benefit. In all, about 25 percent of private
sector employees have some type of private LT DI
that is financed, at least in part by employers.”” That
LTDI protection is much more common among

25. U.S. Department of Labor, op. cit., footnote 21.

26. An establishment is defined as an economic unit that produces
goods or services (such as a factory or a store) at a single location. An
establishment is not necessarily a firm: it may be a branch plant, for
example, or a warehouse.

upper status white collar workers (47 percent), than
among clerical and sales workers (28 percent) or
blue-collar workers (13 percent) in private employ-
ment. As with almost all other private employee
benefits, LTDI coverage is more common in me-
dium and large establishments than in small ones

(table 2-4).%

Benefits. Private long-term disability benefits
usually are paid after a waiting period — typically
three to six months after the onset of disability, or
after temporary disability benefits are exhausted.
The benefits are usually designed to replace a
specified fraction of pre-disability earnings. The
most common replacement rate is 60 percent,
although replacement rates of 50 or 66 percent also
are common.

Coordination with Social Security. Almost all
private LTDI is coordinated with Social Security,
such that private benefits are offset dollar for dollar
by Social Security benefits. For example, as
illustrated in table 2-5, if Social Security DI paid a
benefit that replaced 40 percent of a worker’s prior
earnings, and the LTDI plan offers 60 percent
replacement, the insurer would pay the remaining
20 percent to have the combined income from
Social Security plus the private insurance replace 60
percent of the worker’s prior earnings.

The rationale for offsetting the benefits against
Social Security is to ensure that the target replace-
ment rate is achieved and to preserve incentives for
return to work by paying only partial replacement of
earnings.

As noted earlier, Social Security benefits are designed
to pay a higher percentage replacement of earnings
for low earners than for higher earnings.
Consequently, the integration of private LTDI with
Social Security means that private benefits fill a
relatively larger role for higher earners. Premiums
and reserves for these plans generally are based on
the assumption that the ITDI benefits will be offset
$1 for $1 by Social Security. Consequently, it is
common for private plans to require claimants to

apply for Social Security disability benefits and to
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assist employees in filing their Social Security claims
and appeals, if necessary.

Definition of Disability. The definition of disabil-
ity used in private LTDI plans varies, but one of the
most common practices is to require, initially, that
the worker be unable to perform his usual
occupation. After a period, often two years, the test
becomes more strict — “inability to perform the
duties for any occupation for which one is qualified
by training, education, or experience.”” In these
plans, the employee’s LTDI benefits will end after
two years if the disability does not meet the stricter
test.

Coordination with Rehabilitation. Private
insurers or employers may invest in individualized
rehabilitation and return to work initiatives with an
employee who is receiving LTDI. One study of the
practices of large employers and private insurers
concluded that private plans are very selective in
terms of who is offered rehabilitation and return to
work services. The criteria for selection are based
largely on cost-benefit considerations. Individuals
with the best prospects for successful return to work,
and whose L'TDI benefits represent the larger future
benefir obligations are the most likely to be oftered
rehabilitation services that are financed by the
employer or LTDI plan. The study reported the
following criteria were used by employers or insurers
in deciding whether to offer rehabilitation services:*®

» medical stability — a physician’s assessment of
appropriateness of rehabilitation;

s age — workers under age 55 are more likely to be
considered candidates for rehabilitation;

m severity and nature of impairment — traumatic,
musculoskeletal injuries of recent onset and short

27. M.W. Kita, “Morbidity and Disability,” Journal of Insurance
Medicine, Winter 1992, p. 272.

28. D.E. Galvin, D. Dean, and K. Kirschner, Applying State-of-the-Art
Disability Management to Social Security Beneficiaries, Washington
Business Group on Health, Final Report to the Social Security
Administration, September 1991.

29. U.S. Department of Labor, op. cit., footnote 21.
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duration (as opposed to chronic or progressive
illness) are positive indicators for rehabilitation;

= occupation or type of job — white collar workers
appear more likely to be offered rehabilitation,
perhaps because they have transferrable skills and
greater flexibility to shift among positions;

m cost recovery potential — which tends to favor
younger workers and those with higher pre-
disability earnings; and

= motivation — the employee’s willingness to
participate in rehabilitation was essential. At-
tempts to require rehabilitation were not consid-
ered cost effective.

Disability Pensions

While private pensions are designed mainly for
retirement income, they may also provide income
before normal retirement age to workers who are
forced to retire early because of a career ending
disability. Pensions may be paid before retirement
age under either early retirement provisions or
disability retirement provisions.”

Private pensions are of two types: defined benefit
(DB) plans, which determine the benefit amount at
retirement, or disability retirement, based on a
formula specified in the plan. Usually the pension is
based on the worker’s earnings and years of service in
the plan. In the case of disability, additional years of
service may be granted for the period between the
disability and normal retirement age. In this way,
these plans have a disability insurance, or pooled
risk, component. Defined contribution (DC) plans,
in contrast, do not have a disability insurance
component. They are more like an individual savings
account. They specify the employer’s, and some-
times the employee’s, contribution to the plan and
the benefit is the accumulated value of those contri-
butions at the time of withdrawal. DC plans permit
early withdrawal in the case of disability, but the
value of the DC account would be very small if the
worker became disabled after a relatively short
service in the plan.
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Table 2-4: Private Long-Term Disability Insurance, 1990-1991
Percent of Private Employees Covered, by Occupation, Amount of Employment and Establishment Size

Amount of employment and occupation Total Medium and large 1991 Small (under 100 employees) 1990

Percent of employees with private LTDI

All private employees 25 35 15
Professional, technical, executive 47 58 32
Clerical and sales 28 40 19
Production and service i3 21 7
Part-time — total 1 3 —*
Professional, technical, executive 8 16 2
Clerical and sales 1 2 1
Production and service —* 1 —*
Full-time — total 29 40 19
Professional, technical, executive 51 61 36
Clerical and sales 35 49 25
Production and service 16 24 9

a. Less than 1/2 of 1 percent.

Abbreviation: LTDI = long-term disability insurance.

Sources: U.S. Department of Labor, Employee Benefirs in Small Private Establishments, 1990 Bulletin 2388 (Washington, DC: U.S. Government
Printing Office, September 1991); U.S. Department of Labor, Bureau of Labor Statistics, NEWS, December 9, 1992; and U.S. Department of Labor,
Employee Benefits in Medium and Large Private Establishments, 1991 Bulletin 2422 (Washington, DC: U.S. Government Printing Office, May 1993).

e~ )

Table 2-5: Integration of Private LTDI and Social Security, 1993

llustrative Benefits and Replacement Rates under Private LTDI Plan that Provides 60% Replacement,
by Earnings Level

Earnings level Replacement rate (percent) LTDI monthly amount

Annual Monthly Social Security LTDI If no Social Security With Social Security
$6,000 $500 78 0 $300 $0
12,000 1,000 55 5 600 50
18,000 1,500 49 12 900 188
24,000 2,000 44 16 1,200 328
36,000 3,000 36 24 1,800 707
48,000° 4,000 31 30 2,400 1,200
72,000 * 6,000 20 40 3,600 2,400

120,000° 10,000 12 48 6,000 4,800

Abbreviation: LTDI = long-term disability insurance.
a. Monthly Social Security benefits for earnings of $48,000 or higher are estimated to be about $1,200.
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Table 2-6: All Retirement Plans and Defined Benefit Plans, 1990-1991
Percent of Private Employees Covered, by Occupation, Amount of Employment and Establishment Size

Type of worker and retirement plan Total Medium and large Small

Percent with retirement plans

All employees:

Any retirement plan 53 69 35
DB plan 35 52 17

Type of worker

Part-time employees:

Any retirement plan 21 40 10
DB plan 13 28 4
Full-time employees:

Any retirement plan 60 78 42
DB plan 39 59 20

Type of occupation

Professional and technical:

Any retirement plan 66 81 44
DB plan 42 58 18
Clerical and sales:

Any retirement plan 52 71 39
DB plan 32 51 19

Production and service:
Any retirement plan 49 70 31
DB plan 33 54 15

Abbreviation: DB = defined benefit.

Sources: U.S. Department of Labor, Employee Benefits in Small Private Establishments, 1990 Bulletin 2388 (Washington, DC: U.S. Government
Printing Office, September 1991), tables 1 and 86; U.S. Department of Labor, Employee Benefits in Medium and Large Private Establishments, 1991
Bulletin 2422 (Washingron, DC: U.S. Government Printing Office, May 1993), tables 1 and 122.

Prevalence of DB Pension Plans. In 1990-91, Early and Normal Retirement Provisions.

DB pension plans covered about 35 percent of all Information on retirement and disability provisions
private sector employees. The DB plan coverage rate  of DB plans is available only for full-time employees
was much higher for full-time employees in medium  in medium and large establishments. In these plans,
and large establishments (59 percent) than for full- the most common normal retirement age at which
time employees in small ones (20 percent) or for unreduced pensions are payable is 65. Some work-
part-time employees (13 percent) (table 2-6). ers, however, are in plans that allow retirement with

full pensions before age 65 if the worker has long
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service with the plan. For example, 10 percent of
the covered workers were in plans that allowed
normal retirement after 30 years of service regardless
of age. About a third of the workers were in plans
that allow full benefits at age 60 or 62 if certain
length of service requirements were met.

Almost all covered workers were in plans that would
permit retirement on a reduced pension before
normal retirement age. The most common
minimum age for retirement was 55. Two-thirds of
covered workers were in plans that would allow early
retirement pensions at that age. While early
retirement options allow workers choices about
when to retire, they also may be used by those who
have health problems. In addition, disability
provisions of pension plans are specifically designed
for workers who have career ending disabilities.

Disability Retirement Provisions. Disability
provisions of private pension plans may substitute
for long-term disability insurance (LTDI) in some
cases. In other cases, pensions are integrated with
LTDI. When employers provide LTDI, the pension
plan might defer disability pensions until LTDI
benefits have ceased at the plan’s normal or early
retirement age. These deferred disability pensions
are more common among white collar workers than
among blue collar workers (table 2-7). Under
deferred plans, employees who qualify for LTDI
benefits usually continue to earn credits for service
in their pension plans until the normal retirement
age is reached. At that time, the disability payments
cease and pension payments begin.

30. The 1980 survey did not distinguish berween DB and DC plan
coverage, because DC plans as the primary source of coverage was
uncommon among full-time employees in medium and large establish-
ments. The 1980 coverage rate includes all retirement plan coverage. In
1988, the scope of the survey was expanded to include more smaller
establishments (with between 100 and 250 employees). The 1988a
estimates are consistent with the surveys in prior years, while the 1988b
estimates are consistent with later years.

31. Social Security Administration, Annual Statistical Supplement 1o the
Social Security Bulletin (Washington, DC: U.S. Government Printing
Office, 1993), pp. 101-2 and table 9.F1, p. 329.

In contrast with deferred disability pensions, immed:-
ate disability pensions are more common among
blue collar workers and are likely to be the only form
of disability protection other than Social Security.
These plans commonly pay benefits under the
normal retirement benefit formula, as if the retire-
ment had occurred at the plan’s normal retirement
age.

Trends Over Time. The Dol data on employee
benefits provide trends over time only for full-time
workers in medium and large establishments — the
private sector employee group most likely to have
comprehensive employment-based benefits. These
data indicate some decline in the prevalence of
coverage under DB pension plans and an accompa-
nying decline in the prevalence of immediate

disability pensions protection under these plans
(table 2-8).

Because of changes in the employee benefit surveys
over the years, these data somewhat overstate the
decline in DB plan coverage.® Nonetheless, some
decline in coverage under plans that provide imme-
diate disability pensions is evident during the 1980s
— particularly for blue collar workers. During the
same period, coverage under LTDI was fairly stable.
Consequently, blue collar workers who, in the past
relied on DB pensions, in lieu of LTDI, as a source
of disability income protection are less likely now to
have private long-term disability protection.

OTHER NEEDS-BASED DISABILITY CASH
BENEFITS

Supplemental Security Income is the main source of
means-tested benefits for low-income persons with
disabilities. Veterans’ pensions are akin to SSI for
low-income elderly or disabled veterans who have
had wartime service.

Veterans’ Pensions

Wartime veterans who become totally and perma-
nently disabled after their military service (with
disabilities unrelated to active duty) are eligible for
means-tested monthly pensions.* Those age 65 or
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Table 2-7: Disability Provisions of Defined Benefit Pension Plans, 1991
Percent of Full-time Employees in Medium and Large Private Establishments with Specific Plan Provisions

Plan provision Total White collar Blue collar

Percent covered by

Defined benefit pension plan 59 58 59
With disability retirement 47 43 50

Percent with age and service requirements for disability pension

No age or service requirement 9 5 12
Service only 25 20 30
5 years 4 4 4
10 years 14 10 19
15 years 7 6 7
Age 40-49° 1 2 _f
Age 50 or older® 2 3 2
Prior receipt of LTDI benefits 8 11 6

Percent with specific type of disability benefit provisions

Immediate disability retirement® 29 23 36
Unreduced normal formula® 21 17 26
Reduced normal formula® 6 5 6
Other than normal formula® 2 1 4

Deferred disability retirement 17 20 13

with benefits based on:

Service when disabled 4 3 4
Service and credit to retirement 13 : 16 9

a. Includes those with service as well as age requirements.

b. Immediate disability pensions may be supplemented by additional allowances until an employee reaches a specified age or becomes eligible for Social
Security.

c. The disabled worker's pension is computed under the plan's normal benefit formula and is paid as if retirement had occurred on the plan’s normal
retirement date, either based on years of service actually completed or projected to a later date.

d. The disabled worker's pension is computed under the plan’s normal benefit formula, based on years of service actually completed, and then reduced
for eatly receipt.

e. The disabled worker’s benefit is not computed by the plan’s normal benefit formula. The methods used include flat amount benefits, dollar amount

formulas, percent of unreduced normal benefits less Social Security, and percent of earnings formulas both with and withour Social Security offsets.
f. Less than 1/2 of 1 percent.

Abbreviation: LTDI = long-term disability insurance.
Source: U.S. Department of Labor, Employee Benefits in Medium and Large Privase Establishments, 1991 Bulletin 2422 (Washington, DC: U.S.
Government Printing Office, May 1993), tables 1 and 95.
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Table 2-8: Disability Coverage under Defined Benefit Pension Plans and

Long-Term Disability Insurance, 1980-1991

Percent of Full-time Employees in Medium and Large Establishments Covered, by Plans and Occupation

1980 1986 1988° 1988° 1989 1991
All full-time employees
With defined benefit pension plan 84° 76 70 63 63 59
Disability retirement provisions 73 68 —d 58 51 46
Immediate disability pension 51 37 —4 30 29 29
Deferred disability pension 22 31 —d 28 22 17
With LTDI coverage 40 48 47 42 45 40
White colar
With defined benefit pension plan 86 78 69 64 63 58
Disability retirement provisions 71 69 —d 58 50 43
Immediate disability pension 36 26 —d 23 24 23
Deferred disability pension 35 43 —d 35 26 20
With LTDI coverage 55 64 62 58 61 55
Blue collar
With defined benefit pension plan 81 74 71 61 63 59
Disability retirement provisions 74 67 —d 57 52 50
Immediate disability pension 62 50 —d 38 35 35
Deferred disability pension 12 17 —4 19 17 15
With LTDI coverage 27 30 29 24 27 24

a. Estimate consistent with scope of survey in previous years.

b. Estimate consistent with scope of survey in later years.

c. Includes all retirement plan coverage.

d. Not available.

Abbreviation: LTDI = long-term disability insurance.

Source: U.S. Department of Labor, Employee Benefits in Medium and Large Private Establishments, selected years.
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able 2-9: Veterans’ Disability Pension {non-service connected), March 1993
Persons Receiving Pension by War Era, Gender and Type of Disability and Average Amounts

Total Persian Gulf Vietnam Korea WW I WwW P

Total recipients 474,801 15 42,018 97,604 329,099 6,065
Total percent 100 100 100 100 100 100
Male 98 100 98 99 98 98
Female 2 0 2 1 2 2
Average monthly payment $373 $702 $565 $475 $316 $494

Type of disability
Psychological and neurological 26 47 48 31 21 15
No disability 21 0 —? 1 29 18
Other 54 53 52 67 50 68
Additional payments® (percent receiving)

Aid and Attendance 19 40 15 14 20 56
Housebond 3 7 3 4 3 3

a. Less tha 1/2 of 1 percent.

b. World War I includes the Spanish-American War and Mexican Border Service.
c. Aid and Attendance and Housebound awards for Disability Pension are granted under 38 U.S.C. 511, 512 and 521.
Source: U.S. Department of Veterans Affairs, Analysis and Statistics Service, Demographics Division.

older are presumed to be totally and permanently
disabled, if they otherwise qualify based on need and
prior wartime service. To qualify for these pensions,
a veteran must have served in one or more of the
following designated war periods: the Mexican
Border Period, World War 1, World War 11, the
Korean conflict, the Vietnam era, or the Persian Gulf
War. The period of service must have lasted at least
90 days and the discharge or separation cannot have
been dishonorable.

In 1994, maximum benefit amounts for non-service-
connected disabilities range from $651.50 per
month for a veteran without a dependent spouse or
child, to $1,212 per month for a veteran who is in
need of regular aid and attendance and who has one
dependent. For each additional dependent child,
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the pension is raised by $108 per month. Benefits
to veterans without dependents are reduced to not
more than $90 per month if they are receiving long-
term domiciliary or medical care from the Depart-
ment of Veterans’ Affairs.

In March 1993, 475,000 veterans received these
means-tested pensions. The large majority were
World War II veterans, (table 2-9). The number
receiving these benefits has been declining since the
mid-1960’s. The large majority of recipients are
men age 65 or older who served during World War
IT or the Korean conflict. Younger recipients of
veterans' pensions, who served in the Vietnam era,
are more likely to have psychological and
neurological disorders than are the older recipients
with earlier wartime service.



Chapfer3 The Population with

Disabilitites

This chapter provides information about the popula-
tion of persons with disabilities, including estimates
of the prevalence of disability in the total popula-
tion, the attributes of disability insurance (DI) and
Supplemental Security Income (SSI) beneficiaries,
and what is known about outcomes for persons who
have been denied DI benefits in the past.

PREVALENCE OF DISABILITY

Estimates of the number of persons with disabilities
vary greatly depending on how disability is defined
and measured. For example, the preamble of the
Americans with Disabilities Act (ADA) of 1990
estimates that 43 million persons in the United
States have disabilities that are covered by that Act.
Other estimates of the number of Americans with
some type of chronic condition or impairment may
be as high as half the total U.S. population. In
contrast, the Social Security and SSI programs,
together, paid benefits in December 1993, to about
6.7 million working age adults who were found
unable to work because of disability. This section
explores the different concepts of disability and how
they affect counts of the number of persons with
disabilities.

1. M.P LaPlante, “The Demographics of Disability,” The Americans
with Disabilities Act: From Policy to Practice, ]. West (ed.) (New York,
NY: Milbank Memorial Fund, 1991).

Persons Covered by the Americans with
Disabilities Act of 1990

The ADA uses an inclusive definition of disability to
encompass persons covered by the anti-discrimina-
tion and public accommodation protections of the
Act. It defines a person with a disability as one who:
has a physical or mental impairment thar substan-
tially limits one or more major life activities; has a
record of such an impairment; or is regarded as
having such an impairment. The estimate of 43
million persons covered by this definition includes
children and elderly persons, as well as working age
people. The estimate has been questioned as a count
of those covered by the ADA for two reasons:’

First, it undercounts those potentially covered
because it counts only certain types of impairments.
It includes musculoskeletal and neuromuscular
abnormalities and impairments of vision, hearing,
speech and intelligence; but it does not include
impairments of internal organs and tissue due to
disease, such as HIV, or emphysema. If the defini-
tion of impairment included all chronic conditions
as identified in the 1990 National Health Interview
Survey (NHIS), the number of persons with impair-
ments could be as high as half the U.S. population.

On the other hand, the estimate overcounts those
limited by a disability because it is based on reports
of impairments; it is not restricted to those whose
impairment causes a limitation in major life activi-

ties. Most people identified in the NHIS as having
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Table 3-1. Disability and Work Status of Persons Age 18-64, 1990
Number and Percent of the Noninstitutionalized Population by Type or Activity Limitation and Work Status

Disability and work status Number (thousands) Percent
All persons 18-64 151,667 100.0
Unable to work 6,711 4.4
Limited only in kind or amount of work 7,421 49
Working full-time 4,247 2.8
Working part-time 1,542 1.0
Not working 1,633 1.1
Limited only in non-work activities 5,271 34
Working full-time 3,076 2.0
Working part-time 554 0.3
Not working 1,641 1.1
Not limited in activities 132,264 87.2
Working full-time 89,522 59.0
Working part-time 14,782 9.7
Not working 27,960 18.4

Source: M.P. LaPlante, unpublished tabulations from the 1990 National Health Interview Survey.

impairments or chronic conditions report they are
not limited by their conditions.

If the count of people with disabilities who are
covered by the ADA definition considered all types
of impairments and chronic conditions, but counted
only persons who are limited in major life activities
— such as attending school, working or activities of
daily living — by those impairments, then about 36
million persons would be counted in 1990. They
include about 34 million people with disabilities
who were living in households and about 2 million
persons who were in institutions, such as nursing
homes, mental hospitals, and facilities for persons
with mental retardation.?

2. M.P. LaPlante, “How Many Americans Have a Disability?” Disability
Statistics Abstracts Number 5, National Institute for Disability and
Rehabilitation Research, December 1992.
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Functional Limitations Among the
Working-Age Population

Among working-age persons, chronic health condi-
tions can limit activities in a variety of ways. Among
those age 18-64 in 1990, about 19.4 million persons
(12.8 percent) reported they were limited in some
way because of a chronic condition (table 3-1).
They include: 6.7 million (4.4 percent) who re-
ported they were unable to work; 7.4 million (4.9
percent) who reported they were limited only in the
kind or amount of work they could do; and 5.3
million (3.5 percent) who were limited only in non-
work activities. The large majority of those who
were limited only in the kind or amount of work
they could do, or only in non-work activities were,
in fact, working,

The large majority of persons who report some type
of work limitation also report that they are able,
without assistance of another person, to perform
activities of daily living (ADLs) — such as bathing,
dressing, eating, or getting around the home — and



instrumental activities of daily living (IADLs) —
such as doing household chores, doing necessary
business, shopping or getting around for other
purposes (table 3-2).

Those who do report a need for assistance include
about 1.4 percent of the working-age population
who need assistance with IADLs only, and 0.6
percent who need help with ADLs. Some of those
who need assistance, nonetheless, are able to work.

PERSONS RECEIVING SOCIAL SECURITY
OR SUPPLEMENTAL SECURITY INCOME

At the end of 1993, a total of 6.7 million persons
age 18-64 were receiving Social Security or SSI
benefits based on their own disability. To receive
these benefits, individuals must meet the strict
definition of work disability in the law — “inability
to engage in any substantial gainful activity because
of a medically determinable physical or mental
impairment that is expected to last at least 12
months or result in death.”® In addition, to receive
Social Security DI benefits, a person must have
worked in employment covered by Social Security.
To receive SSI, a person must have limited income
and assets. Also, at the end of 1993, 723,000
children under 18 were receiving SSI benefits based
on disability.

Types of OASDI Benefits
Social Security benefits based on disability are paid

to disabled workers who are insured based on their
own covered work under Social Security, and the
amount of their benefit is based on their own past
earnings. In December 1993, benefits were paid to
3.7 million disabled workers. About 1 in 6 of these
disabled workers received federally administered SSI
benefits as supplements, because they had limited
resources and their countable income, including
their Social Security disability benefits, was less that
the SSI income guarantee in their state (table 3-3).

3. For a more complete discussion of the program definition of
disability, see the section on Social Security disability insurance in
chaprer 2.

Another 604,000 persons age 18-64 received Social
Security benefits as adults disabled since childhood
who are the child of a retired, disabled or deceased
worker. Their benefits are based on the insured
status and earnings of the parent, and amount to 50
percent of the parent’s full benefit of the parent is
alive (retired or disabled) and 75 percent if the
parent is deceased. About 4 in 10 of these adults
disabled since childhood receive SSI as supplements
to the OASDI benefits. Because the benefit rate is
smaller if the parent is alive and also receiving
benefits, it is more likely to be supplemented by SSI
than if the parent is deceased.

Finally, 147,000 persons received OASDI benefits as
the disabled widow(er) aged 50-64 of a deceased
worker. The benefit is based on the deceased
worker’s insured status and earnings and amounts to
71.5 percent of the full benefit based on that
earnings record. About 2 in 10 of these disabled

widow(er)s received SSI as a supplement to their
OASDI benefits.

Type of SSI Benefits

Persons age 18-64 who reccived federally adminis-
tered SSI benefits based on disability numbered 3.1
million at the end of 1993. They include 47,800
persons age 18-21 who are attending school and
technically, are classified as children. SSI recipients
age 18-21 who are not attending school are classified
as adults. The SSI program statistics also include
among blind and disabled recipients persons age 65
or older who first entered the SSI rolls as blind or
disabled adults before age 65. At the end of 1993,
there were 638,400 such persons age 65 or older
receiving SSI on the basis of blindness or disability.

Age and Primary Diagnosis, DI and SSi
Adult Beneficiaries

There is great diversity among DI and SSI beneficia-
ries in terms of their ages and the types of impair-
ments that limit their ability to work. Disabled
worker beneficiaries tend to be older. Over half (57
percent) were ages 50-64 at the end of 1992. Nearly
1 in 4 were age 60-64 (table 3-5).

Population with Disabilities 47



Table 3-2. Need for Assistance and Work Limitations of Perssons Age 18-64, 1990
Number and Percent of the Noninstitutionalized Population by Need for Assistance and

Degree of Work Limitation

Type of disability Number Percent
Total persons age 18-64 151,667 100.0
Type of activity limitation
No limitation in any activity 132,264 87.2
Some activity limitarion — total 19,403 12.8
Limited in non-work activity only 5,271 3.5
Limited in ability to work 14,132 9.3
Limited only in kind or amount of work 7,421 4.9
Unable to work 6,711 4.4
Need for assistance
Does not need assistance 148,580 98.0
Needs assistance — 3,087 2.0
Wi