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HEARING ON THE FINANCING CHALLENGES
FACING THE SOCIAL SECURITY DISABILITY
INSURANCE PROGRAM

THURSDAY, MARCH 14, 2013

U.S. HOUSE OF REPRESENTATIVES,
COMMITTEE ON WAYS AND MEANS,
SUBCOMMITTEE ON HUMAN RESOURCES
Washington, DC.

The subcommittee met, pursuant to notice, at 10:01 a.m., in
Room B-318, Rayburn House Office Building, the Honorable Sam
Johnson [chairman of the subcommittee] presiding

[The advisory of the hearing follows:]
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HEARING ADVISORY

Johnson Announces Hearing on the Financing
Challenges Facing the Social Security Disability
Insurance Program

Washington, Feb 28, 2013
*HEARING POSTPONED**

The hearing has been rescheduled for Thursday, March 14, 2013, at 10:00 AM in
B-318, Rayburn House Office Building.

U.S. Congressman Sam Johnson (R-TX), Chairman of the House Committee on
Ways and Means Subcommittee on Social Security, today announced a hearing on
the financing challenges facing the Social Security Disability Insurance program.
The hearing will take place on Thursday, March 7, 2013, in B-318 Rayburn
House Office Building, beginning at 9:00 a.m.

In view of the limited time available to hear witnesses, oral testimony at this
hearing will be from invited witnesses only. However, any individual or organization
not scheduled for an oral appearance may submit a written statement for consider-
ation by the Subcommittee and for inclusion in the printed record of the hearing.

BACKGROUND:

The Social Security Act Amendments of 1956 (P.L. 84-880) created the Social Se-
curity Disability Insurance (DI) program to provide protection against economic in-
security resulting from the loss of earnings due to a disability. The DI program pays
benefits to those who have worked in the past but are determined unable to work
because of a disability that is expected to last more than a year or result in death.
In December 2012, the average DI benefit was $1,130 a month, or about $13,500
a year.

According to the Congressional Budget Office (CBO), between calendar years (CY)
1970 and 2012, the number of people paying into the system has increased 72 per-
cent, but those receiving disability benefits (both disabled workers and their depend-
ent family members) has increased by over 300 percent from 2.7 million to over 10.9
million. Total DI benefit outlays are estimated to have reached $135.1 billion in FY
2012. By CY 2023, CBO projects that the number of beneficiaries will exceed 12.3
million and total annual benefits paid in FY 2023 will reach over $213 billion.

In its Budget and Economic Outlook: Fiscal Years 2013 to 2023, CBO also projects
that for the 10-year period ending FY 2023, DI cumulative cash flow deficits will
reach $416 billion. Since 2005, in order to pay full benefits, the DI program has
been redeeming the U.S. Treasury securities credited to the DI Trust Fund. CBO
has projected that the U.S. Treasury securities credited to the DI Trust Fund will
reach a zero balance by 2016. The Social Security trustees also project a 2016 ex-
haustion date for the DI Trust Fund. At that time, DI program revenues will only
be able to finance 79 percent of benefits, unless Congress acts.

According to its July 2012 Policy Options for the Social Security Disability Pro-
gram report, CBO attributes the significant growth in the number of beneficiaries
to the predictable consequences of both demographic factors and policy decisions.
The working age population has grown and more women have worked enough to be
insured for benefits, boosting the number of people eligible for DI benefits. The
aging of the baby boom generation into their most-disability-prone years has led to
an increase in the number of people entering the DI program. The rise in the retire-
ment age has also increased the number of individuals receiving disability benefits,
as have economic recessions. Medical advances that have created better health out-
comes have increased the amount of time that someone may receive benefits from
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the DI program. Finally, policymakers have also played a role by expanding the
ways applicants can qualify for benefits which have affected the size of the program.

In announcing the hearing, Social Security Subcommittee Chairman Sam Johnson
(R-TX) said, “Disabilities can have a devastating effect on workers and their
families. Disability benefits provide vital income during times of uncer-
tainty. We already know the disability program’s broken process makes
people wait too long and that decisions can depend more on who is making
the decision than what is the right decision. Even worse, in just three years
disability beneficiaries will face a 21 percent benefit cut, if Congress
doesn’t act. We must get serious and fix this program.”

FOCUS OF THE HEARING:

The hearing will focus on the financing challenges facing the DI program, includ-
ing why the number of program participants and benefit costs have grown so rap-
idly. The hearing will also examine future trends, as well as underlying assump-
tions about the DI program, including entry on and exit from the disability rolls,
the capacity for work of people with disabilities, and how total government spending
is impacted by DI beneficiaries.

DETAILS FOR SUBMISSION OF WRITTEN COMMENTS:

Please Note: Any person(s) and/or organization(s) wishing to submit for the hear-
ing record must follow the appropriate link on the hearing page of the Committee
website and complete the informational forms. From the Committee homepage,
hitp:/ | waysandmeans.house.gov, select “Hearings.” Select the hearing for which you
would like to submit, and click on the link entitled, “Click here to provide a submis-
sion for the record.” Once you have followed the online instructions, submit all re-
quested information. ATTACH your submission as a Word or WordPerfect docu-
ment, in compliance with the formatting requirements listed below, by the close
of business on Thursday, March 21, 2013. Finally, please note that due to the
change in House mail policy, the U.S. Capitol Police will refuse sealed-package de-
liveries to all House Office Buildings. For questions, or if you encounter technical
problems, please call (202) 2251721 or (202) 225-3625.

FORMATTING REQUIREMENTS:

The Committee relies on electronic submissions for printing the official hearing
record. As always, submissions will be included in the record according to the discre-
tion of the Committee. The Committee will not alter the content of your submission,
but we reserve the right to format it according to our guidelines. Any submission
provided to the Committee by a witness, any supplementary materials submitted for
the printed record, and any written comments in response to a request for written
comments must conform to the guidelines listed below. Any submission or supple-
mentary item not in compliance with these guidelines will not be printed, but will
be maintained in the Committee files for review and use by the Committee.

1. All submissions and supplementary materials must be provided in Word or WordPerfect
format and MUST NOT exceed a total of 10 pages, including attachments. Witnesses and sub-
mitters are advised that the Committee relies on electronic submissions for printing the official
hearing record.

2. Copies of whole documents submitted as exhibit material will not be accepted for printing.
Instead, exhibit material should be referenced and quoted or paraphrased. All exhibit material
not meeting these specifications will be maintained in the Committee files for review and use
by the Committee.

3. All submissions must include a list of all clients, persons and/or organizations on whose
behalf the witness appears. A supplemental sheet must accompany each submission listing the
name, company, address, telephone, and fax numbers of each witness.

The Committee seeks to make its facilities accessible to persons with disabilities.
If you are in need of special accommodations, please call 202—-225-1721 or 202—-226-
3411 TTD/TTY in advance of the event (four business days’ notice is requested).
Questions with regard to special accommodation needs in general (including avail-
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ability of Committee materials in alternative formats) may be directed to the Com-
mittee as noted above.

Note: All Committee advisories and news releases are available on the World
Wide Web at http:/ /www.waysandmeans.house.gov /.

Chairman JOHNSON. Good morning. Welcome to our first sub-
committee hearing of the 113th Congress. And I want to first intro-
duce our new subcommittee members. They are Mr. Renacci, Mr.
Kelly, Mr. Griffin, Mr. Thompson, and Ms. Schwartz. I look for-
ward to working with each of you.

We begin our work during a time when the government is oper-
ating under a sequester proposed by the President and agreed to
on a bipartisan basis as part of the Budget Control Act in August
2011. The House twice passed legislation to replace the President’s
plan with smarter and more responsible cuts. Unfortunately, the
President and Senate ignored it.

Right now, America is over $16 trillion in debt. That means
every American owes more than $52,000. Now is the time to work
together to stop spending money we do not have.

Like every American family and business, Social Security is chal-
lenged to tighten its belt and live within its means. The fiscal facts
are that, one, under sequester, Social Security needs to reduce its
operating budget by 3.35 percent not the 5 percent cut that all
other domestic agencies have to sustain. There are a lot of families
and businesses in my district who have had to cut more on their
budget than that.

Secondly, Social Security’s operating budget has increased by 46
percent over the fiscal years 2003 to 2013.

The stimulus provided an additional $1 billion to Social Security.
And the President cut the Commissioner’s proposed fiscal year
2013 operating budget by 6 percent before it was submitted to the
Congress, the largest such cut made by President Obama during
his 4 years. And let me be clear. Even with Social Security having
to tighten its belt, benefits will continue to be paid.

Today we will hear the latest information about the financing
challenges facing the Social Security Disability Insurance Program.
This hearing will build on the groundwork of this Subcommittee
from the last congress, when we held a hearing series on securing
the future of the Disability Insurance Program.

Then we learned about the predictable yet striking and unre-
strained growth of the program and the reasons for it. At a time
when workers paying into the system have increased over 71 per-
cent between 1970 and 2012, the number of people collecting dis-
ability checks has increased by over 300 percent, from 2.7 million
to 10.9 million. By 2023 the number of beneficiaries will grow to
12.3 million, and total benefits will reach over $213 billion. That
is a 57 percent increase over the 135 billion paid in benefits in
2012.

And unless Congress acts, in 2016, just 3 years from now, dis-
abled workers who can least afford it will be at a risk of 21 percent
cut in their benefit checks. We don’t have much time, and we need
to act now.
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Some of that growth is predictable because of an increase in the
size of the overall workforce, the entry of more women in the work-
force, and the aging of baby boomers into their disability-prone
years. And some of the growth is a consequence of Congress’s deci-
sion decades ago to expand the ways in which people could qualify
for disability. Our witnesses today will explain these numbers fur-
ther, including the impact disability insurance has on other federal
spending, along with how the makeup of those receiving benefits
has changed.

In this hearing series we also heard about the people who try to
defraud the system by falsely claiming they are disabled. We heard
that Social Security’s efforts to conduct continuing eligibility re-
views takes a backseat to handling the growing workloads. That
choice keeps costs higher, resulting in wasted taxpayer dollars, and
weakens public trust in the program.

We heard how the last century’s view of disability hasn’t kept up
with this century’s advances in medicine, technology, and the work-
place, resulting in a program that pays people not to work.

GAO’s High Risk Series Update, issued just last month, keeps
the high risk designation on the DI program because the medical
criteria and occupational information relied on to make benefit de-
cisions are still out of date. The fact that the DI program has been
on its High Risk list for 10 years is shameful.

In the hearing series we also heard how important it is to make
the right decision as early in the process as possible. We walked
through the lengthy and open-ended initial determination and ap-
peals process that enables claimant representatives to drag out ap-
peals in hope of getting awards. We heard how outlier judges who
award disability benefits in most of the cases they hear can’t be
managed or questioned about the decisions they are making on be-
half of the Agency, encouraging a program where who makes the
decision and where you live may mean more than the medical evi-
dence in the file.

We also heard how the courts have taken it up on themselves to
reinterpret Congress’s will, creating inequities and inconsistencies
in this program. And we heard over and over that we must keep
this program strong for those who truly cannot work. And I know
that is important to everyone in this room.

Recently Dr. Ben Carson, an individual who overcame serious ob-
stacles to become an accomplished neurosurgeon, commented that
Americans are so concerned with political correctness that we are
losing our ability to speak and hear the truth.

We all want to do the right thing for those who can no longer
work because of a serious illness or injury. Yet, in 2016, there
won’t be enough revenue to pay full benefits. Disabilities have a
devastating effect on individuals and their families and every dol-
lar of those disability checks matter.

It is time to speak the truth, work together, stay on target, and
fix the disability program once and for all. And I now recognize
Ranking Member Mr. Becerra for his opening statement.

Mr. BECERRA. Mr. Chairman, thank you very much. Let’s re-
mind everyone that workers earn their Social Security disability
protection. Nearly 160 million Americans contribute to Social Secu-
rity, earning protection for themselves and their families when
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they retire, or if they should die or become severely disabled. Over
its 77-year lifetime, Americans have paid into Social Security $13.9
trillion in contributions. Add in the $1.6 trillion in interest earned
on those contributions, and you total $15.5 trillion, all together,
that Americans have invested into Social Security.

At the same time, Social Security has paid out only $12.8 trillion.
Do the math. That leaves an overall trust fund surplus—not deficit,
surplus—of $2.7 trillion in the Social Security trust fund. Let’s re-
mind people it is not easy to qualify for Social Security’s disability
benefits. Disability benefits are only available to those who have
paid into the system and who have the most severe long-term im-
pairments, Americans essentially who are dying or who genuinely
can’t earn even a poverty-level wage at any job in the national
economy, not what they were trained in, not that they worked in
forever, but any job. If they can’t qualify for any job in the national
ecoriogny because of their disability, then and only then would they
qualify.

Make note. About one in seven women and about one in every
five men die within a few years of being awarded a disability insur-
ance benefit. Let’s remind people that the Social Security Disability
Insurance Trust Fund’s challenge is modest, stable, and it is less
immediate than the dangers of the sequester, the mindless, sense-
less, meat axe approach to cutting our budget deficit.

The disability insurance shortfall is relatively modest because
over the next 75 years the financing shortfall is equal to about 1/
10 of 1 percent of our GDP. To put that disability insurance short-
fall in context, the annual shortage in the DI fund is equal to less
than five percent of the Defense Department’s annual budget.

And let’s make people are clear. The DI shortfall is not a sur-
prise. When Congress last rebalanced the allocation of payroll taxes
going into the two Social Security trust funds, it did so knowing
that the amount allocated to the DI fund would result in a shortfall
in 2016. The recent growth in disability insurance benefits also is
not a surprise, since it is due primarily to the demographic changes
and other predictable factors in combination with the recession.

As we talk about the challenge facing the disability insurance
program we should note that a threat even more immediate is if
we do nothing about this mindless sequester and across-the-board
cuts that are going to hit every American family and every Amer-
ican taxpayer. That budget sequester went into effect on Friday.
And as a result of this sequester, disability—or disabled workers,
excuse me, who are already waiting nearly four months for their
benefit applications to be processed will wait an average of two
weeks longer. Workers waiting for a judge to decide their cases who
already wait, on average, about a year for a hearing, will see their
waiting time grow by about a month.

The Social Security Administration will have fewer workers,
fewer staff to conduct reviews of whether individuals continue to be
disabled, though taxpayers save $9 for every dollar we invest in
this important program that leads to integrity in the use of the
Disability Insurance Trust program.

Our first goal in addressing the DI challenge should be to “do no
harm”. The severely disabled worker who earned his benefits and
receives Social Security already faces serious challenges. The bene-
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fits aren’t especially generous. A typical worker receives about
$13,500 a year, substantially less than he or she was making when
that individual was able to work.

Through the Social Security program millions of Americans with
disabilities have earned hope, dignity, and, when it is possible, a
chance to work.

And, Mr. Chairman, I think the more we move forward, we will
find that we can resolve this in a bipartisan fashion to make sure
that all Americans who have earned the benefit, when they become
disabled, have this opportunity to live a life in dignity.

And I would like to close, finally, Mr. Chairman, if I may, with
one final point. I wanted to make some personal comments about
our chairman and my friend, Mr. Johnson. As many of you may
know, Sam and his wife Shirley recently experienced the dev-
astating loss of their son, Bob. Please, Mr. Chairman, know that
our thoughts and prayers are with you and your family.

And I know that this loss comes at an especially bittersweet time
for you. It is your fortieth anniversary from freedom, from seven
years of confinement as a prisoner of war in Hanoi, more than half
of that time which you spent in solitary confinement. We know that
you flew over 62 combat missions during the Korean War, 25 mis-
sions in Vietnam before you were shot down. And, Sam, I take this
occasion to honor your service to our country. You are a tribute to
the dedication of our men and women in uniform, and your courage
and strength in the face of unimaginable adversity continues to in-
spire us all. And we consider you a leader of America.

And with that, Mr. Chairman, I will yield back.

Chairman JOHNSON. Thank you, Mr. Becerra. As is customary,
any Member is welcome to submit a statement for the hearing
record. Before we move on to our testimony today, I want to remind
our witnesses to please limit your oral statement to five minutes,
if you can. However, without objection, all the written testimony
will be made part of the hearing record.

We have one witness panel today. Seated at the table are Joyce
Manchester, Ph.D., Chief, Long-Term Analysis Unit, Health, Re-
tirement, and Long-Term Analysis Division, Congressional Budget
Office.

Chairman JOHNSON. And Stephen Goss, Chief Actuary, Social
Security Administration.

Welcome, and thank you for being here.

Dr. Manchester, you are welcome to go ahead.

STATEMENT OF JOYCE M. MANCHESTER, PH.D., CHIEF, LONG-
TERM ANALYSIS UNIT, HEALTH, RETIREMENT, AND LONG-
TERM ANALYSIS DIVISION, CONGRESSIONAL BUDGET OF-
FICE

Ms. MANCHESTER. Thank you. Chairman dJohnson, Ranking
Member Becerra, and Members of the Subcommittee, thank you for
inviting me to testify on the Social Security Disability Insurance,
or DI, program. My statement is based on a report that CBO re-
leased last year, in which we examined the reasons that the pro-
gram has experienced rapid growth in its beneficiaries and costs,
and evaluated a range of options for changing the program.
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As you know, the DI program pays cash benefits to adults young-
er than age 66 who have worked in the past, but are judged to be
unable to continue to perform substantial work. DI beneficiaries
often receive additional benefits from other federal programs such
as Medicare, generally after a 24-month waiting period, supple-
mental security income, or Medicaid.

In 2012 the DI program provided benefits to 8.8 million disabled
workers and 2.1 million dependent spouses and children of those
workers. The average benefit received by disabled workers last
year was about $1,130 per month. And for basic facts about the
program you can see page one of the handout or page two of the
testimony.

Since 1970, the number of DI worker beneficiaries has increased
nearly sixfold. That growth can be attributed to changes in mul-
tiple factors, including demographics, the labor force, federal policy,
opportunities for work, and compensation levels.

Part of the growth reflects the aging of the baby boom genera-
tion, because older workers are far more likely than younger work-
ers to qualify for DI benefits. In addition, the share of women who
have worked enough to be eligible for DI has increased substan-
tially. And you can see the figure on page two of the handout, or
page three of the testimony.

Moreover, changes in federal policy, notably the 1984 Disability
Benefits Reform Act, expanded the ways in which people could
qualify for the DI program. Those changes led to an increase in the
share of DI beneficiaries with mental or musculoskeletal disorders,
many of whom enter the program at younger ages, qualify based
on more subjective criteria, and spend more years on the program
than do people with other types of disabilities.

Declining opportunities in the labor market for less-educated
workers have also contributed to the program’s growth. The divid-
ing line between people who can and cannot perform substantial
work is not always clear. And in some circumstances, the program
discourages work. For example, some people with health problems
who have been out of work for long periods turn to the DI program
for support.

Since 1970, after adjusting for inflation, outlays for benefits from
the DI program have grown by more than 9 times, while revenues
dedicated to the program have increased nearly 5 times. In 2012,
spending on benefits in the DI program was $135 billion, and the
program’s revenues, mostly from its share of the Social Security’s
payroll tax, totaled $102 billion. The imbalance between spending
and revenues will persist in coming years, and the DI trust fund
will be exhausted in 2016, CBO projects. At that time, the Social
Security Administration will no longer have legal authority to pay
full DI benefits.

The DI program’s rapid expansion and the continued gap be-
tween its spending and dedicated revenues have led some analysts
and policy-makers to examine options for change. In last year’s re-
port, CBO, in conjunction with the staff of the Joint Committee on
Taxation, estimated the budgetary effects of several potential modi-
fications to the DI program. As with other federal programs, a re-
duction in the number of beneficiaries or in average benefit levels
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would reduce federal outlays, but also reduce the income of poten-
tial beneficiaries.

CBO examined two options that would—the taxes that support
the program. And again, you can see page three of the handout or
page eight of the testimony. It also assessed seven options that
would reduce spending on benefits. Ensuring the solvency of the DI
program would require combinations of such policies or other
changes to the program.

CBO also examined two options that would increase spending for
the program. Unless those policy changes were accompanied by
some other reductions in benefits, or by additional program reve-
nues, the finances of the program and of the Federal Government
as a whole would be worsened.

Policy-makers could also alter the program in more fundamental
ways. Modifications might include promoting work, for example, by
focusing on rehabilitation and re-employment prior to applying for
DI benefits, as has been done in various European nations. In
CBO’s assessment, such changes would probably not yield signifi-
cant short-term cost savings, but could provide long-term savings
or achieve other goals, such as improving the well-being of people
with disabilities.

Thank you, and I will be happy to answer any questions you may
have.

[The prepared statement of Ms. Manchester follows:]
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Note

Unless otherwise indicated, Social Security enrollment data are prssented for calendar years
and budget data are presented for federal fiscal years, which run from October 1 to
September 30.

Pub. No. 4673
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Chairman Johnson, Ranking Member Becerra, and
Members of the Subcommittee, thank you for inviting
me to testify on the Social Sccurity Disability Insurance
(DI) program. My statement, based on a report that the
Congressional Budget Office (CBO) released last July,
examines the reasons that the program has experienced
rapid growth in its costs and number of beneficiaries and
presents a varicty of options for changing the program.!

How the Disability Insurance

Program Works

The DI program is one component of the federal Social
Security system, which comprises the Old-Age, Survivors,
and Disability Insurance (OASDI) programs. The DI
program provides income to nonelderly adults who have
worked in the past but whom the Social Security Admin-
istration (SSA) now deems unable to work because of

a medical condition that is expected to last more than
one year or to result in death. Only workers who are
younger than the full retirement age—established for the
Old-Age component of Social Security—can be eligible
for DI benefits.” Disabled beneficiaries receive monchly
payments based on their past earnings for as long as

they remain in the program.’ Some family members

of disabled beneficiaries, including certain spouses and
children, are also eligible for benefits. If DI beneficiaries

Congressional Budger Office, Policy Options for the Social Security
Disability Trsurance Program (July 2012), weww.cbo.gov/
publicarion/43421. Relative to that report, this testimony
includes updated figares for 2012 and updated projections under
current law for 2013 through 2023; however, the estimated bud-
getary cffects of the policy options have not been updated. For
more information from CBO on the DI program, see Social
Security Disability Insurance: Participation Trends and Their Fiscal
Tmplications (July 2010, vew pablication/21638; and
“DI: The Social Sccurity Disability Insurance Program”
(infographic, July 2012), wivw.cbo.gov/publication/43432.

O

The full retirement age is the age at which a person becomes
cligible for unreduced Social Security retirement benefits.

For details on DI eligibility, see Social Security Administration,
Disability Evaluation Under Social Security (Blue Book),

SSA Pub. 64-039 (Scprember 2008), www. w/disability/
professionals/blucboak/listing-impairments.bem.

In this testimony, the term “disabled beneficiaries” refers to people
with disabilities who are receiving benefits from the DI program
as a result of their own disability and whose 1] benefits are calcu-
lated on the basis of their own work history. (Such beneficiaries
are also referred to as disabled wotker beneficiaties, disabled

workers. or disabled inared heneficiaries)

13

remain disabled and live to their full retirement age, they
transfer to the Social Sccurity retirement program at that
age, but their benefits do not chang&4

DI benefits are paid from the Disability Insurance Trust
Fund. That fund is financed primarily by the Social
Security payroll tax, which is paid in equal amounts by
employers and employecs.” (Self-employed workers pay
the entire tax.) The total Social Security payroll tax is
12.4 percent and is applied to carnings up to a maximum
amount that generally increases over time with average
earnings nationwide. The DI program’s share of that tax
is 1.8 percentage points; in other words, the DI tax rate
today is 1.8 percent—employers and employees each pay
a rate of 0.9 percent.

In January 2013, the DI program provided benefits to
10.9 million people. More than 80 percent of them,

or 8.8 million people, werc disabled worker bencficiaries;
about 17 percent, or 1.9 million, were children of those
workers; and fewer than 2 percent, or 160,000, were
spouses of those workers. See Box 1 for basic facts about
the program.

The DI program’s rules generally restrict beneficiaries
from working and earning substantial amounts while
they are receiving benefits. However, when beneficiaries
first return to work, they can earn an unlimited amounrt
for 12 months without losing their benefits. {Specifically,
a beneficiary may enter a “trial work period” during
which he or she may work for nine months and remain in
the program; a threc-month grace period follows the trial
work period.) Thereafter, they can earn no mote than
some specified amount per year (12,480 in 2013) before
their benefits are eliminated.®

For more detailed descriptions of the DI program, see
Congressional Budget Office, Social Security Disability Insurance:
Participation Trends and Their Fiscal Implications (July 2010),
www.cho.gov/publication/21638; and Social Sccurity Administra-
tion, Disability Benefiss, SSA Pub. 05-10029 (July 2012),

sa.gov/pubs/ 10029 bl

WWW.

o

Tn addition to payroll tax receipts, a portion of the income taxes
paid on Social Security retirement benefits is credited to the DI
trust fund. The government maintains a separate trust fund for
the Old-Age and Survivors Insurance program.

6. Blind beneficiaries in 2013 can earn up to $20,880 per year. For
more information, see Social Security Administration, “Trial
Work Period” (October 2012), www.ssa.govioact/ COLA/

twen.himl
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Figure 1.

Social Security Disability Insurance
Beneficiaries as a Share of the
Working-Age Population

(Percent)

&
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Sources: Congressional Budget Office; Social Security
Administration.
Notes: White bars indicate recessions.

The working-age poputation consists of pecple ages
20 to 64.

The average monthly benefit for a disabled beneficiary
in January 2013 was $1,130; at that benefit level, the
average DI beneficiary this year may have an annyal
income of no more than $26,040 from DI benefits and
earnings combined. (For purposes of comparison, the
average income per person for the nation as a whole,
according to the Census Bureau, was about $27,600 in
2011.) In 2006, the most recent year for which data are
available, 50 percent of DI beneficiaries had houschold
income that was below the federal poverty threshold—a
proportion about five times higher than the nadonal pov-
ercy rate of 10 percent at that time.”

Trends in the Number of Beneficiaries
In the past four decades, the number of workers with
disabilities who receive bencfits from the DI program has
increased nearly sixfold, rising from 1.5 million in 1970
to 8.8 million in 2012. (Dependents of disabled benefi-
ciaries are not included in that calculation.) In 1970,

DI beneficiaries were about 1.3 percent of working-age
adults—individuals ages 20 to 64; in 2012, that
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proportion was 4.6 percent. Much of the recent growth
in the share of the population that comprises disabled
beneficiaries stems from increases in the number of
women receiving disabled worker benefits. Between 1970
and 1995, the share of women who received such bencfits
grew by about 0.6 percentage points——abour the same
rate of growth as for men. Between 1995 and 2012, how-
ever, women receiving disabled worker benefits increased
from 1.0 percent to 2.1 percenc of all working-age adults;
the corresponding change for men was from 1.6 percent
0 2.4 percent.

Qver the next decade, DI beneficiaries as a share of
working-age people will grow but at a considerably slower
rate chan during the past 40 years, CBO projects. In
CBO’s estimation, the share of DI beneficiaries will rise
to 5.0 percenc in 2023, with about cqual relative increases
in rhc pl'OpOrriOl] al“ong men ﬂnd ﬂn](‘ng women (SCC

Figure 1).

Trends in the Program’s Costs

The rapid growth in the DI program’s rolls has put
increasing pressute on its finances, Between fiscal years
1970 and 2012, DI expenditures on benefics (adjusted
for inflation) rose more than ninefold. As a result, a grow-
ing share of spending for the Social Security system is
being directed to participants in the DI program. In
1970, DI spending was about 10 percent of QASDI
expenditures; by 2012, that share had grown to nearly
18 percent. CBO estimates that by 2023, as the number
of beneficiaries in the Social Security retirement program
swells, the DI program’s share of OASDI spending will
recede to about 15 percent.

7. Becausc the poverty rarc among DI beneficiaries is measared at
the household level and the national poverty red at
the family levcl, the two statistics are not strictly comparable.
The household poverty rate among DI beneficiaries comes
from "Lable 9 in Gina Livermore and others, Work Activity and
Use of Employment Supporis Under the Original Ticker 10 Work
Regudati 2006 National Beneficiary Survey: Me 'y and.
Descriptive Statisties (Mathemarica Policy Research, Center for
Studying Disability Policy, October 2009), www.mathematica
-mpreom/publications/PLEs/disabiliy _NBS.pdf.
"I'he national poverty rate is calculated for all families by the
Census Bureau; see Carmen DeNavas-Walt, Bernadette TD.
Proctor, and Jessica Smith, Tncome, Poverty, and Health Tnsurance
Coverage in the United States: 2006, Current Populadon Reports,
PG0-233 (August 2007), v census.goviprod/ 2007 pubs/
P6O-233 pdf.

ate is 1w
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Total DT expenditures were $135 billion in 2012 and,
CBO projects, will be $213 billion in 2023. Measured
relative to the size of the economy, DI spending was
0.27 percent of the nation’s gross domestic product in
1970; by 2012, that share had more than tripled, to
0.87 percent. CBO expects that proportion to increase
slightly, to 0.89 percent in 2014, before declining to
0.82 percent in 2023. In contrast, dedicated DI tax
revenues were 0.65 percent of GDP in 2012 and, CBO
projects, will be 0.66 percent of GDP in 2023.°

Total government spending on DI beneficiaries is
substantially higher than DI expenditures alone. In
particular, disabled beneficiaries receive coverage under
Medicare, regardless of their age, generally after a
24-month waiting period. The cost of Medicare benefits
received by DI beneficiarics was about $80 billion in
2012; CBO expects that it will be $130 billion in 2023.
Moteover, some DI beneficiaries also receive benefits
from the Medicaid and Supplemental Security Income
(SST) programs.

The DI program’s rapid expansion and the projected gap
between its spending and dedicated revenues in the future
raise questions about the financial sustainability of the
program, Since 2009, the program has been paying out
more in annual benefits than it receives in taxes and in
interest on the balances in its trust fund.” CBO projects
that the DI trust fund will be exhausted in 2016, nearly
20 years before the projected exhaustion of the trust fund
for the Sacial Security retirement program.' If a trust

8. Lawmakets reduced the workets’ portion of the OASDI payroll
tax by 2 percentage points for calendar years 2011 and 2012; the
DI portion of that tax dropped to 1.5 percent from 1.8 percent.
The reduction in tax revenues was made up for by reimbutsc-
ments from the U.S. “Treasury’s general fund to the owo Social
Security trust funds. For the purposes of the calculations in this
testimony, Social Security payroll tax revenues are considered to
include those reimbursements.

9. Federal trust funds, including those for Social Security, essentially
constitute an accounting mechanism for tracking the relationship
between a program’s spending and the revenues that are dedicared
to that program. In a given year, the sum ofa fund’s teceipts along
with the interest that is credited on previous balances, minus
spending for bencfits and administrative costs, equals a trust
fund’s surplus or deficit.

<

. Pursuant to the Balanced Budget and Emergency Deficit Control
Act of 1985 (section 257 (b)), CBO's baseline projections incorpo-
fate the assumption that DI benefits will be paid in full even after
the trust fund is exhaasted.

fund’s balance falls to zero and current revenues are insuf-
ficient to cover the benefits that are specified in law and
administrative expenses, SSA has no legal authority to
pay full benefies when they are due.

Tn 1994, legislation redirected revenues from the Old-Age
and Survivors Insurance (QASI) trust fund to prevent the
imminent exhaustion of the DI trust fund. In part
because of that experience, it is a common analytical con-
vention to consider the DI and OASI trust funds as com-
bined. Thus, if some future legislation shifted resources
from the OASI trust fund—which CBO projects will be
exhausted in 2038-—to the DI trust fund, the combined
OASDI trust funds would be exhausted in 2034, accord-
ing to a long-term projection that CBO published in
June 2012." Such a policy would allow scheduled

DI benefits to be paid fora longer perind, bur it

would not address Social Securiry’s underlying financial
imbalance.

Reasons the Program Has Grown

So Rapidly

Multiple factors help explain the DI program’s rapid
growth, and CBO has grouped them in thrce categories:

B Changes in demographics and growth of the labor
force,

B Changes in federal policy; and

B Changes in opportunities for employment and
compensation.

Changes in Demographics and

Growth of the Labor Force

Part of the growth in the DI program reflects the aging
of the large baby-boom generation (people born between
1946 and 1964) and, consequently, the aging of the
workforce. Older workers are far more likely than
younger workers to qualify for DI benefirs: More older
people suffer from debilitating conditions. Morcover,
the program’s qualification standards for older workers
are less strict than those for younger workers because
older people are assumed to be less able to adapt to new
types of wotk. Thus, the baby boomers” aging would have

11. See Congressional Budget Office, The 2012 Long- Torm Budger

Outlook (Junc 2012), p. 69, wwe.cho.gov/publication /43288,
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boosted enrollment in the DI program even if no other
factors had changed.”

Another reason for the DI program’s growth is the
increasc in the labor force relative to the number of
working-age people. That increase largely stems from a
rise in the number of working women. The increased
number of working women has boosted revenues for the
DI program, through the payroll taxes collected on their
carnings, but it has also led ro more disabled bencficiarics
and higher outlays for the progran.

Changes in Federal Policy

In 1984, lawmakers enacted the Disability Benefits
Reform Act, which expanded the ways in which people
could qualify for the DI program. Thac legislation, in
addition to reversing several of the cost-containment
measurcs enacted as part of the 1980 Social Security
Disability Amendments, shifted the criteria for DI eligi-
bility from a list of specific impairments to a more general
consideration of a person’s medical condition and ability
to work. The legislation allowed applicants to qualify for
benefits on the basis of the combined effect of multiple
medical conditions, each of which taken alone might not
have met the criteria. It also allowed symptoms of mental
illness and pain to be considered in assessing whether a
person qualified for admission to the DI program, even
in the absence of a clear-cur medical diagnosis.' The
casing of the eligibility criteria increased the importance

12, Sec Mark G. Duggan and Scott A. Imberman, “Why Are the
Disability Rolls Skyrocketing? The Contribution of Population
Characteristics, Economic Conditions, and Program Generosity,”
in David M. Cutler and David A, Wise, eds., Health at Older Ages:
The Canses and Comsequences of Declining Disability Among the
Flderly (University of Chicago Press, 2009), pp. 33
www.nber.org/chapters/c 11119, Those authors estimate that the

aging of the population accounts for about one-fifth of the growth
in the share of the working-age population enrolled in the
DI program between 1984 and 2003.

13. See Tim Zayata, Social Security Disability Inswnance Program
Warker Experience, Actuarial Stdy 114 (Social Security Adminis-
tration, July 1999), wvw.ssa.gov/OACT/NOTES/AS 114/
as! 14Foreword.heml; Frank 8. Bloch, “Medical Proof, Social
Policy, and Social Security’s Medically Centered Definition of
Disability,” Cornell Law Review, vol. 92, no. 2 (2006-2007),

p. 189, www.lawschool comelledu/researchicornell-law-review/
<fm; and David H. Autor and Mark G.
Duggan, “The Growth in the Social Security Disability Rolls: A
Fiscal Crisis Unfolding,” fowrnal of Fconomic Perspectives, vol. 20,
no. 3 (Swmmer 2006), pp. 71-96, www.acavch.org/
articles phpidoi=10.1257/jep.20.3.71.

volume-92-nambce
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of subjective evaluations in determining whether
applicants qualified for benefits.

Those changes in policy led w a substantial expansion

in the share of DI beneficiaries with mental or musculo-
skeletal disorders, many of whom enter the program ac
younger ages than do people with other types of disabili-
des and many of whose applications are largely judged
by subjective criteria." The share of beneficiaries with
musculoskeletal disorders increased from about

17 percent in calendar year 1986 (two years after the
passage of the law) to more than 28 percent in 2010, The
share of beneficiaties with mental disorders incteased
from about 22 percent in 1986 to about 33 percent in
2010. In addition to increasing the number of people
who enter the DI program, those changes have helped
boost the average length of time that disabled beneficia-
ties receive DI benefits because those disorders ate
comparatively more prevalent at younger ages and less
likely than many other qualifying conditions o result in
premature deach.”

Another way in which federal policy has led o growth in
the DI program is through che risc in the full retirement
age for Social Security thar has occurred during the past
decade. That rise has had two main effects on the DI pro-
gram: It has enlarged the potential pool of DI applicants
by including more older workers who have not yet
reached their full retirement age, and ic has increased the
length of time individuals spend receiving DI benefits
because disabled worker beneficiaries now shift to the
Sacial Sccurity retirement program later than in previous
years. (Tn addition, the risc in che full retirement age has

14. Musculoskeleral disorders include, for example, cermin disorders
of the spine and major dysfunctions of the joints, which atfect

people’s ability to ambulate or to perform fine and gross move-
ments effectively. Mental disorders include, for example, certain
types of affective, psychotic, and anxiery-related disorders. Sce

S Security Administration, Disability Fvaluation Under Social
Seewrity (Blue Book), “List of Tmpairments—Adult Listings

(Part A)” (June 2011}, wyew.ssa

bluebook/Adultlistings

ovidisability/professionals!

15. Researchers have found that morrtality rates vary substantally
by diagnosis and that DI recipients with mental disorders and
musculoskeletal conditions have lower mortality rates than the
average DI recipient. See Kalman Rupp and Charles G. Scott,
“Trends in the Characteristics of DT and SST Disability Awardecs
and Duration of Program Participation,” Social Security Bulletin,
vol. 39, na. 1 (January 1996), pp. 3-21, werw.ssa.
ssb/v39n ] findex.htrsl.

govfpolicy/docs/
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boosted revenues for the DI program in the form of pay-
roll taxes collected on the earnings of people who are now
working longer before claiming retirement benefits.)
Berween 2002 and 2009, the age at which DI beneficia-
ries transferred to the retitement program tose from 65 to
66; it is scheduled to rise to age 67 between 2020 and
2027.

Changes in Opportunities for

Employment and Compensation

Whether people apply for DI benefits is strongly affected
by the design of the program, the opportunitics people
have for employment, and the difference between the

DI benefits an individual would receive and the compen-
sation (earnings and benefits) associated with working.
Access to health insurance and the cost of obtaining it are
additional facrors that can affecr an individual’s decision
to apply for DI benefits, particulatly because disabled
beneficiaries receive coverage under Medicare, generally
after a 24-month waiting period.

When jobs are plentiful, some people who could qualify
for the DI program may choose instead to work, Con-
versely, when jobs are scarce, such as in economic down-
turns, some people with disabilities may find thar their
employment apportunities are especially limited, and
they will instcad choose to apply for DI benefits. Indeed,
in the aftermath of the recent severe recession, applica-
tions for DI benefics reached a historic high, cxceeding
2.9 million in calendar year 2010.'

Short-term economic downturns can have long-term
effects on the DI program’s benefit rolls. Many people
who have been out of work for long periods find it hard
to reenter the labor force, especially at their previous wage
level, and they may ultimately turn to the DI program for
support. Once they have been awarded benefits, only a
very small percentage of DI participants permanently
leave the program to return to the workforce.” CBO
projects that as a result of the most recent recession and

16. In 2011, the number of DI applications dropped slightly, to just
under 2.9 million; in 2012, the number fell again, to 2.8 million.
Sce Social Sceurity Administration, “Sckcted Data from Social
Sccurity’s Disability Program” (February 2013), wyw.ssa.gov/
OACT/STATS/dibStac.huml.

1

. See Su Liuand David C. Stapleton, “Longitudinal Statistics on
Work Activity and Use of Employment Supports for New Social
Security Disability Insurance Beneficiaries,” Social Securizy
Bulletin, vol. 71, no. 3 (August 2011), pp. 35-59, www.ssa.gov!
policy/docsfssbiv7 Tn3/index. hronl. Those authors found that over
a 10-year period, abour 4 percent of an entering cohort of new
DI beneficiaries left the program to take a job.
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slow recovery, the number of disabled worker beneficia-
ries will continue to rise over the next few years (although
growth will slow as the economy improves). That increase
in participation stemming from the severe economic
downturn will add to the long-term trend of rising
enrollment.

Over the past few decades as a whole, a combination of
rising income inequality and the indexing rules for DI
benefits has made those benefits larger relative to carnings
for low-wage workers. Specifically, the DI benefit formula
is based on a worker’s previous carnings adjusted to reflect
the general rise in the standard of living that occurred
during his or her working years. Thus, to calculate
benefits, a worker’s nominal earnings in a given year are
converted to near-current wage levels on the basis of
changes in average annual earnings in the econonty as a
whole. (The calculations count earnings for the two years
before the initial compuration of benefits ar their actual
amounts and earnings for earlier ycars at the indexed
amounts.) Because the wages paid to low-wage workers
have increased more slowly than overall wages in the
economy, this indexing formula yields DI benefits thar,
over time, have risen to be a greater sharc of the previous
earnings of low-wage workers."

Looking ahead, the Affordable Care Act is likely to influ-
ence application rates for the DI program, but whether

it will result in rmore or fewer beneficiaries is difficult

to predict.!” Among other changes, that legislation

will make ic easier for people who have healch problems to
buy their own insurance; ic will also provide new subsidies
for individually purchased coverage and expand eligibilicy
for Medicaid in states chat choose wo do so. On the one
hand, people who do not have employment-based health
insurance will find it easicr to obtain subsidized coverage
as well as to gain access to health care without applying for
DI benefits. Thac change will tend to reduce applications
to the DI program. On the other hand, some people who
would lose employment-based health coverage if they left
their jobs to apply for DI benefits will have access to

18. For a related discussion, sce David H. Autor and Mark G.
Duggan, “The Risc in the Disability Rolls and the Decline in
Unemployment,” Quarterly Journal of Evonamics, vol. 118, no. 1
{February 2003), pp. 157-205, hrp://economics. mit.edu/
files/579.

=

. The Affordable Care Act comprises the Patient Protection and
ARfordable Care Act and the health care provisions of the Health
Care and Fducation Reconciliation Act of 2010 as well as the
cffects of subscquent related judicial decisions, statucory changes,
and administrative actions.
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insurance during the two-year waiting period for
Medicare benefits, with no exclusions for preexisting
conditions, chrough the health insurance exchanges that
will be established under che law. Moreover, that insurance
might be subsidized, depending on an individual’s
income. Those considerations will tend to increase
applications to the DI program.

Options for Addressing Fiscal
Imbalance in the Program

Tn its July 2012 study on DI, CBO, in conjunction with
the staff of the Joint Committee on Taxation (JCT),
estimaced the budgetary effects of a variety of potential
modifications to the DI program (see Table 1),% The
estimates presented here are from that report and would
change only slighdy if updated two reflecc CBO’s new
baseline.* For each option presented here, CBO assumed
thar the policy would take effect at the beginning of cal-
endar year 2013; updated estimates would also reflect
later enacoment than assumed here. Modifications to the
DI program would affect several other federal programs,
including, most significantly, the OASI program, Medi-
care, the SSI program, and Medicaid. However, analysis
of those interactions was outside the scope of thac report
and is not included in this testimony.

Restoring the DI program to a sound budgetary position
would require implementing combinations of the policies
cxamined here or other changes to the program., From the
pezspective of the overall federal budger, the increases in
taxes and reductions in spending considered in chis analy-
sis would improve the fiscal outlook to varying degrees
but would leave very large imbalances between rotal fed-
eral revenues and spending if current policies were con-
tinued in all other respects.”

Options That Would Increase the

Program’s Revenues

One approach to addressing the DI program’s budgetary
imbalance would be to raise the DI tax rate.”” According

o7 the Social Security
webo.gov/

20, Congressional Budget Office, Policy Option.
Disabilisy Insurance Program (July 2012), wew
publication/43421.

21. See Congressional Budget Office, The Budget and Feonomic
Outlook: Fiscal Years 2013 to 2023 (February 2013), www.cho.gov
fpublicarion 43907, and “Social Security Disability Tnsurance—
Tebruary 2013 Baseline,”

w.cbo.govpublication/43888.

2

2

. Fora discussion, see Congressional Budget Office, The 2012
Long-Term Budger Outlook (June 2012), www.cho.gov/
publication/43288.

19

THE SOCIAL SECURITY DISABILITY INSURANCE PROGRAM

to CBO and JCT's analysis, restoring long-term balance
(over the next 75 years) berween the program’s costs and
revenues solely through raising the D1 payroll tax rate
would require an increase of 0.4 percentage points (or
0.2 percentage points each for the employee and
employer), from the current 1.8 percent to 2.2 percent.
In 2022, for example, that change would boost tax
revenues by $28 billion.

Another way to boost revenues would be to increase the
maximum taxable earnings limit—that is, the highest
amount of employees’ wages subject to the DI tax. In
recent decades, the earnings of workers in the highest
income groups have grown faster than average carnings.
As a result, the share of all carnings covered by the Social
Security program that were below the taxable maximum
shrank from about 90 percent in 1983 o about 83 per-
cent in 2011, In 2037, CBO projects, about 83 percent
of all covered earnings will fall below the limit.** One
option would be to increase the taxable earnings limit
only for the DI program (the limir for che other Social
Security programs would not be raised) to cover

90 percent of carnings—thar is, to increase the maximum
taxable earnings limit for the DT portion of the payroll
tax from $113,700 in 2013 to $174,000.7 As reported in
Policy Options for the Social Security Disability Insurance
Program, JCT estimated that such a change would
increase revenues by $13 billion in 2022

Options That Would Reduce the Program’s Spending
Options that would reduce spending for the DI program
would require scaling back either the nuraber of benefi-
claries the program serves or the amount of support cach
beneficiary receives. The challenge facing policymakers
who are aiming to teduce spending is to choose options
that maximize savings while minimizing the harm
inflicted on people whose disabilities prevent them from
working,

=
[

3. Another approach would be to redirect revenues to the DI trust
fund from the QAS] trust fund, a course that was followed in
legislation enacted in 1994. However. such a redirection of
tesources would worsen the outlok for the OASE program.

24. Historical data arc taken from Social Security Administration,
Apnual Statistical Supplemens, 2012 (February 2013), Table 4.B1,

swrssa.gov/poicy dacs/s

ipplement/.

AECOMPSS

2

i

. CBO did nor a
the higher maximum taxable eamings limit. 1 benefits were
increased to reflect that change, the net savings from this option
would be smaller.

ssume that benefits would be increased o reflect
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Table 1.
Summary of Possible Options for Changing the Disability Insurance Program

Number of Effect on DI or Qutlays
Disabled Worker
Beneficiaries Percentage Change from Currently
Affected in 2022 In Billions of heduled Revenues or Outlays
(Thousands) Dollars in 2022 In 20227 In 2037°
Reducing the DI Program's Fiscal Imbalance
£Effects on Revenues

Increase Revenues

Raise the DI tax rate by 0.4 percentage points® n.a. 28 18 22

Increase the amount of earnings that are taxable® n.a. 13 8 8

Lifects on Outlays

Change the DI Benefit Formula

Reduce all benefits by 15 percent 6,200 22 -11 -14

Reduce DI benefits for people age 53 and older 1,500 -6 -3 -7
Change the Way DI Benefits Grow Over Time—Reduce
COLAs by Using a Different Measure of Tnflation®® 10,100 -3 -1 -2
Change Eligibility Rules

Eliminate eligibility starting at age 62' 500 -12 -6 -6

Require applicants to have worked more in

recent years 400 -8 -4 -5
Increase the age at which disability requirements
become less restrictive 50 -1 -1 -3

Change Waiting Periods—Extend the Waiting
Period for Benefits from 5 Months to 12 Months 900 -1 -6 7

Providing Greater Support to DI Beneficiaries—Effects on Outlays
Increase the COLA by 1 Percentage Point! 10,100 16 8 6
Eliminate the Five-Month Waiting Period 900 8 4 5

Source:  Congressional Budget Office.

Note: DI = disability insurance; n.a. = not applicable; COLA = cost-of-living adjustment.

a. Changes are measured against CBO’s March 2012 baseline; see Congressional Budget Office, Updated Budget Projections: Fiscal Years
2012 fo 2022 (March 2012), www.cbo.gov/ publication/43119,

b. Changes are measured against estimates in Congressional Budget Office, 7he 2012 tong-Term Budget Outlook (June 2012),
wiww.che.gov/publication/ 43288.

c. Estimates of revenues for 2022 provided by the staff of the Joint Committee on Taxation.

d. CBO's estimates for options affecting COLAs apply to all beneficiaries; estimates for afl other options that change cutlays apply only to
new beneficiaries in 2013 and later.

e. CBO’s estimates for this option apply the reduction in the COLA to beneficiaries of the entire Social Security system—the Old-Age and
Survivors and Disabitity Insurance programs—and to recipients of Supplemental Security Income. The table shows only the savings 1o
the DI program. Savings for all three programs would total $25 billion in 2022.

. CBO’s estimates for this option apply the efimination of eligibility to DI beneficiaries only. The resulting savings are offset by an increase
in Old-Age and Survivors Insurance benefits of $9.3 billion in 2022, for a net reduction in Social Security spending of $2.4 billion in that
year.
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Change the Benefit Formula. One way to reduce the costs
of the DI program would be to alter the amount of insur-
ance it provides by changing the formula used to calculate
benefies. Like Social Security retirement benefits, DI ben-
efits are based on a worker's past earnings and are calcu-
lated using a progressive formula that replaces more of
the carnings of low-wage workers than of high-wage
workers.?® (That is, workers who have higher earnings
receive larger beneits, but the replacement rate—the
portion of a worker's earnings that the benefits replace—
declines as earnings rise.) Specifically, the primary
insurance amount (PIA) formula for DI benefits has
three components, any of which could be altered by
policymakers:

B Average indexed monthly earnings (AIME). The AIME
is a measure of a worker’s lifetime earnings. It is
calculated as the sum of his or her earnings, indexed
to compensate for inflation and for the real growth
of wages in the economy as a whole, divided by the
number of months over which the earnings were
obtained. For disabled worker beneficiaries, the AIME
is computed by using an individual’s indexed carnings
between the age of 22 and the year of onset of his or
her disability.

B Primary insurance amount factors. The PIA factors are
the rates by which the components of the AIME are
multiplied—specifically, 90 percent, 32 percent, and
15 percent. The PIA factors, which are fixed by law,
have been at those percentages since 1977.%

B Bend points. The dollar amouncs of the AIME at
which the PIA factors change are called bend points.
They govern the portions of the AIME associated with
each PIA factor and change annually when the
national average wage index rises. In 2013, the bend
points are $791 and $4,768. Thus, a person with an
ATME below $791 receives a DI benefic equal to
90 percent of that amoung a person with an AIME

26. For a more demiled discussion of the Social Security benefit
formula, sec Congressional Budger Office. Social Securizy Policy
Options (July 2010), www.cho.gov/publication/215

27. For further discussion, sce Social Sccurity Administration,
“Automatic Determinations: Social Sceurity Benefit Amounts™
{Ocrober 19, 2011).ww fics.homl; and
L. Scott Muller, “The Tffects of Wage Tndexing on Social Security
Disabilicy Benefits,” Social Security Bullerin, vol. 68, no. 3 (2008),
pp. 1-44, www.socialsecurity.gov/poli fsshiv68n3/
index.ftml
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between $791 and $4,768 receives 90 percent of the
first $791 and 32 percent of the remainder; and a per-
son with an AIME above $4,768 receives 90 percent
of the first $791, 32 percent of the next $3,977
(84,768 minus $791), and 15 percent of the amount
above $4,768.

CBO analyzed two options that would modify the
formula for computing DI benefits:

Reduce All Benefits by 15 Percent. Policymakers could
choose to reduce all DI benefits by the same amount, a
change that would maintain the existing progressivity of
the DI program. For example, benefits for newly eligible
workets could be cut by 15 percent by reducing each PIA
facror by that percentage (to 77 percent, 27 percent, and
13 percent).” In Policy Options for the Social Security
Disability Insurance Program, CBO estimated that such

a change would reduce outlays for benefits by $22 billion
in 2022.

Rediuce Benefits for People Age 53 and Older. Under the
current Social Securiry system, workers who claim retire-
ment benefits at age 62 rather than at their full recirement
age are subject to an actuarial reduction that lowers their
benefits for as long as they live. Tn contrast, workers who
move from employment to the IDI program’s rolls atc

age 62, and then switch to Social Security’s retirement
program at their full retirement age, are not subject w a
reduction. Tnstead, they reccive approximately che same
retirement benefits in each ycar chat they would have
received if they had enrolled directly in che redrement
program at their full recirement age. A potential change
to benefits for DI beneficiaties would be to impose the
same penalty on them at age 62 that is now paid by early
retivees.

CBO analyzed the budgetary effects of such an approach
by considering an option that would reduce newly
awarded benefits for older workers on the basis of their
age. Specifically, for people born in 1960 and later, CBO
estimated the cffect of permanently reducing an older
person’s DI benefits at the time the benefics are first
awarded; starting ar age 53, benefits would be reduced by

28. In carlier work, CBO estimated the costs associated with the same
option for the entire QASDI program and found that outlays for
the Social Security system would decline by about 12 percent rela-
tive to outlays currently scheduled for 2040, See Congressional
Budget Office, Sucial Security Policy Options (July 2010), p. 21,
waww.cho.gov/publication/21547 .
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3 percent, with an addicional 3 percent reduction occur-
ring at each subsequent year of age. Thus, a person who
was newly awarded benefits at age 54 (in 2014 or lacer)
would face a permanent reduction in benefits of 6 per-
cent, a person who was newly awarded benefics at age 55
(in 2015 or later) would face a permanent reduction in
benefits of 9 percent, and so on. Ultimately, a new bencfi-
clary who was 62 ycars old would receive a permanent
benefit reduction of 30 percent, which would make his or
her bencfit equal to the reduced Social Security retire-
ment benefit ac that age for workers born in 1960 and
later. A new beneficiary between the ages of 62 and 67
(the full retirement age for that group of workers) would
receive a benefit equal to the Social Securiry retirement
benefic he or she would have received at that age. Tn
2022, CBO estimated, such a change would affect

1.9 million people and reduce outlays by $6 billion.

Change the Way Benefits Grow Over Time, The DI pro-
gram adjusts disabled workers” benefits annually to
account for increases in the prices of goods and services.
For those calculations, the program currently uses the
consumer price index for urban wage carners and clerical
workers (CPI-W); under this option, the program would
switch to a different indexing factor—specifically, the
chained CPL* Over the next 10 years, CBO estimates,
the chained CPIis likely to grow more slowly than the
current CPI-W-——on average, 0.25 percentage points per
year more slowly. If that trend continued, this option
would effectively reduce the growth of benefits for all DI
beneficiaries. For example, the benefit of a disabled
worker under current law might have grown during the
next 10 years from $1,111 per monch to $1,344 per
month, but that same worker’s benefit under this option
(that is, indexation using the chained CPI) would grow
more slowly, from $1,111 per month to $1,312 per
month. By CBO’s estimate, that change would reduce
outlays for DI by about $3 billion in 2022,

Change Eligibility Rules. The eligibility standards for
receiving benefits from the DI program could be altered
in numerous ways.

o3
B

. For a broader discussion of the effects of such a switch, see
Congressional Budget Office, Using 4 Different Measive of
Inflation for Indexing Federal Programs and the Tix Code
{February 2010}, www.cho.gov/publication/21228. For an
estimate of the effect of such a switch for all mandatory programs
and the tax code, see Congressional Budget Office, “Preliminary
Estimate of the Budgetary Effects of Using the Chained CPT for
Mandarory Programs and the Tax Code Starting in 2014,
www.cho.gov/prblication/43965.
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Eliminare Fligibility Starting ar Age 62. The DI benefits
that workers receive at age 62 equal the QASI {retire-
ment) bencfits they would have reccived at dheir full
redirement age, a policy that encourages people to apply
for D1 and OAST benefits simultancously. CBO esti-
mated the budgetary impact of preventing workers from
applying for DI bencfirs after their 62nd birthday or
from receiving awards if the date they become cligible for
benefits is after that birthday. Under such a policy, indi-
viduals who would have become cligible for DI benefits
at age 62 or later would instead have to claim retirement

benefits. Benefits for those people over cheir lifetime
would be as much as 30 percent lower, on average, than
the DI and OAST benefits they would have claimed.
(The actual reduction in lifedime benefits would depend
on their year of birth, the age at which they claimed
retirement benefits, and how long they lived.) In addi-
tion, those individuals would not receive Medicare
coverage until age 65, although they might be eligible for
Medicaid coverage or for subsidies for health insurance
purchased through an insurance exchange before then.
On the one hand, this option might induce some people
wo work longer than they will work under curtent law; on
the other hand, it might induce some people who would
otherwise work until age 62 or 63 to leave the labor force
at age 61 and apply for DI benefits. Such a change would
reduce outlays for DI by $12 billion in 2022, but increase
spending for OASI benefits. On net, CBO estimated,
such a change would reduce OASDI outlays by about

$2 billion in 2022.

Require Applicants to Have Worked More in Recent Years.
To be eligible for benefits under the current D1 program,
disabled workers must generally have worked 5 out of the
past 10 years. CBO estimated thac a policy that would
tighten the eligibility rule by requiring disabled workers
o have worked 4 of the past 6 years would affect 400,000
people and reduce outlays by $8 billion in 2022.

Increase the Age ar Which Disability Requirements Become
Less Restrictive. One set of DI eligibility criteria for people
who do not have a specific SSA-designated medical
impairment is based on whether an applicanc can find a

30. For the purposes of computing Social Security benefits, a year of
worl is defined as having carnings that exceed Social Securitys
“quartets of coverage” threshold. In 2013, a worker receives one
quarter of coverage {up to a ol of four quarters in the year) for
cach $1,160 of annual carnings. The amount of carnings required
for a quarter of coverage generally increases annually at the same
rate as the rise in the average wage index.
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job. The criteria are known as vocational factors, and they
vary with age, becoming less restrictive at ages 45, 50, 55,
and 60 than they are at carlier ages.”” CBO estimared the
budgerary impact of shifting upward the age ranges for
the vocational factors. The current factors for ages 45 to
49, 50 to 54, and 55 to 59 would apply instead to ages
47 t0 51, 52 to 56, and 57 to the full retirement age,
respectively; the current vocational factor for age 60 and
the factors for ages 45 to 46 would be eliminated. Sucha
change would reducc outlays in 2022 by $1 billion, CBO
estimated.

Extend the Waiting Period for Benefits. To be deemed
eligible for the DI program and ulcimately to be awarded
benefits, applicants must have carnings that fall below a
threshold amounc—called the substantial gainful activity
(SGA) amount—rfor at least five months, which consti-
tuces a waiting period during which applicants receive
no support from the program. Lengthening the DI pro-
gram’s waiting period would reduce outlays for benefits
and might deter some people from applying. At the same
time, if the waiting period was lengthened, it would make
many disabled workers worse off because they would be
forced to wair longer for benefits. CBO estimated that a
policy in which the waiting period for DI benefits was
extended to 12 months would reduce outlays for

DI benefits by $11 billion in 2022.

Change Certain Administrative Features of the Program.
SSA could alter the adminiscradion of the D1 program in
a number of ways that might affect the program’s costs.
CBO identified two such potenrial changes. However,
because chere is litde evidence as to the impact such poli-
cies would have, CBO did not estimate their potencial
budgetary effects.

Modify the Appeals Process for Disability Claims. The ini-
tial consideration and disposition of a disabled worker’s
application for benefits from the DI program are the
responsibility of the Disability Determination Services
(IDDS), which are agencies funded by SSA and adminis-
tered by the states.®” [f a person’s application is denied at
the DDS level, the applicant can either terminate the
application process or appeal the decision. Certain
appeals may be adjudicated before administrative law

31. Recent rescarch shows the large increase in the rare of DI awards
at those ages. See Joyce Manchester and Jae G. Song, “What Can
We Learn From Analyzing Historical Data on Social Security
Cntitlements?” Social Security Bulletin, vol. 71, no. 4 (November
2011), pp. 1-13, www.ssa.gov/policytdocs/sshiv7 T nd/index heml.
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judges—individuals appointed by SSA who conduct
hearings at about 180 offices across the country.” Those
officials are trained ar the local hearing office at which
they are employed.

Researchers have suggested different ways in which SSA
could improve the administration of the DI program at
the hearings level. They include modifying the selection
ctiteria for administrative law judges, increasing the
length of their training, and improving the consistency of
training among localitics. Another example of a possible
change in the progran’s administracive procedures
involves altering the hearing process. Applicants for

DI benefits are permiceed legal represencation at appeal
hearings; SSA has no such. representation. Policymakers
could allow SSA to be so represented, which in the short
term would add certain costs for hiring and training but
might over the long run result in lower spending for the
program because fewer people would be admitred.™
However, the effects that any of those modifications
would have on the disability determination process are
uncertain, and CBO has not estimated their budgerary
impact.

Increase the Frequency of Continuing Disability Reviews.
An option related to recent growth in the DI program
involves SSA’s periodic reexamination of cases through
continuing disability reviews (CORs). CDRs help the
agency determine whether disabled workers are still
cligible for benefits, and they tend to lower outlays for
the program because the average reduction in benefits
associated with a CDR is significandy greater than the
average cost of a review. The Budget Control Act of 2011

32. For details on the application and appeals process, see Congressio-
nal Budger Office, “DI: The Social Security Disability nsurance
Program” (infographic, July 2012), www.cho gov/publication/
43432,

33. Social Security Administration, Awnwal Statistical Supplement,
2011 (Office of Retirement and Disability Policy, February 2012),
‘Table 2.F 1, www.ssa.gov/policy/docs/sta ps/supplement/
201 Hindex heml#ileList.

34. See David H. Autor and Mark G. Duggan, “The Growth in
the Social Security Disability Rolls: A Fiscal Crisis Unfolding,”
Journal of Ecomomic Perspectives, vol. 26, no. 3 (Summer 2006),
pp. 71-96, www.acaweb.orglarticles.phpidoi=10.1257/
jep.20.3.71; and Social Sccurity Advisory Board, Improving the
Social Securizy Administration’s Hearing Process (Seprember 2006),

wwwssab.gov/docnments/HearingBrocess.pdf, and Charting the
Future of Social Securitys Disability Programs: The Need for

Fundamental Change (January 2001), v
Disability/disabilinwhice :

ihlications/

pdf
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allows the current limits on overall federal discretionary
spending to be adjusted to permit additional appropria-
tions for conducting CDRs.”

CBO’s 2011 cost estimate for the Budget Control Act
identified the cffect on outlays that would occur if the
Congress appropriated the maximum amounts for which
such adjustments to the spending limits could be made.*
In CBOs estimation, such appropriations would have
added about $4 billion in funding for SSA to CBO’s
baseline over the 2012-2021 period. If that additional
funding was appropriated, spending for benefits from the
DI program, SSI, Medicare, and Medicaid would fall by
nearly $12 billion during that period, and additional sav-
ings would accruc after 2021, CBO has not estimated the
effects of even larger appropriations for such purposes

or of other changes in the manner in which CDRs are
conducted.

Options for Providing Greater
Support to Beneficiaries

Alternatively, lawmakers could choose to modify the

DI program in ways that would provide greater support

to cercain DI beneficiaries and increase spending for the

program. CBO examined two policy options of that sort.

Increase the Cost-of-Living Adjustment

Qne way in which lawmakers could provide greater
support to DI beneficiaries would be to increase the

rate at which benefits grow over time. CBO examined

a proposal that would increase the annual cost-of-living
adjustment (COLA) by 1 percentage point. One
consequence of such a change is that disabled workers
who became entitled to benefits when they were relatively
young would experience more years of the enhanced

35. That additional money may also be used to fund CDRs for
851 beneficiaries and redeterminations of whether $SI recipients
still meet the program’s nonmedical cligibility criteria—thac is,
those related to income and assets. The law allows for similar
adjustments to the spending limits for additional appropriations
for Medicare, Medicaid, and the Children’s Health Insurance
Program to ensure that enrollees meet the programs’ eligibility

thar claims are paid accurately, and that the programs are

managed effectively and efficiently.
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Congressional Budget Office, letter to the Honorable John
Boehner and the Honorable Harry Reid about CBO’s analysis of
the impact on the deficit of the Budget Control Act of 2011, as
posted on the Web site of the House Committee on Rules on
August 1, 2011 (August 1, 2011), weww.cho.gov/publication/

41626,

MARCH 2013

COLA in their benefits than would workers who were
awarded support when they were older. By CBO’s
estimate, that change would boost outlays in 2022 by
$16 billion.

Eliminate the Waiting Period

If lawmakers eliminated the DI program’s waiting period
for applicants, a worker would be eligible for DI benefits
on the day he or she was deemed to become disabled or
0 have stopped working because of the onset of dis-
ability. As under the current program, DI beneficiaries
would receive a “retroactive” bencfit—a lump-sum
payment for the time between their application to the
program and their approval for benefits. CBO estimated
chat, in 2022, implementing this change would increase
outlays by $8 billiop.

Possible Approaches to Making
Fundamental Changes in the Program
Changes in the U.S, economy, advances in medicine and
technology, and the evolution of views about disabiliry
during che past several decades suggest thac the DI pro-
grany’s model of disability, in which disabled people leave
the labor force, may be outdated. [n particular, those
recent economic and perceptual shifts suggest that a dis-
ability insurance system that emphasized workers’ con-
tinuing in their jobs might lead to a higher rate of
employment among those with disabilitics chan is now
the case.”

The effect of thac kind of job-continuation model on
the DI program’s rolls and costs would depend on the
changes in policy that established it, and only limited
evidence is available on the potential impact of such
changes. Therefore, CBO did not estimare che budgetary
effects of specific changes of that sort. However, the
agency reviewed proposals for such fundamental reforms
to the DI program and summarized the main themes

37. For further discussion, see Jeffrey B. Liebman and Jack A.
Smalligan, A Evidence-Based Path to Disability Insurance Reform
(Brookings Tnstitution, Hamilton Project, Febraary 2013),

fpapers/2013/02/disabilicy

bs; Richard V. Burkhauser and Mary C.

Daly, The Declining Werk and Welfare of People with Disabilities:

Whar Went Wrong avd a Sirasegy for Change (AEI Press, 2011);

and David H. Autor and Mark G. Duggan, Supporsing Work: A

Proposal for Modernizing the U.S. Disability Insurance System

(Brookings Institution, Hamilton Project, December 2010),

di

v braokings.cdu/papers/ 2010/12_

_AUTOLASPX.
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among them: moving to a so-called partial disability sys-
tem or, for newly disabled workers, focusing on their
rehabiliradon and reemployment rather than on their
reccipt of benefits. Tn CBO's assessment, such changes
would probably not yield significant short-term cost sav-
ings bur could provide long-term savings or achieve other
goals, such as improving the well-being of people with
disabilivies.

The Capacity for Work Among

People With Disabilities

Over the past 20 years, the percentage of people with
disabilities who are employed has declined sharply, from
about 29 percent in calendar year 1990 to about 16 per-
cent in 2010.% The drop in cmployment does not appear
o be explained by a rising inability to do any work, nor
does it seem to be attributable primarily to the ups and
downs of the business cycle. Instead, recent research
shows that an incteasing number of DI claims are coming
from younger workers with mental or musculoskeleral
disorders—despite other evidence indicating that those
workers often have some capacity to remain pare of the
labor force.” Another study, using data on accepred and
rejected applicants with similar conditions, also found
that some new DI beneficiaries were able to continue
working, To be sure, not all DI bencficiaries are
candidates for reemployment. Still, evidence of existing
work capacity among disabled workers—perhaps owing
in part to increased use of assistive technologies and
workplace accommodarions—implies that the design of

38. See Employment and Disability Tnstiture, “U.S. Disability
Statistics: Current Population Survey” {ratious
www.disabilitystatistic

ars),
o. Fora discussion of the technical issues
related to measuring employment rares among people with dis-
abilities, see Burt S. Bamow, “The Employment Rate of People
with Disabilicies,” Monshiy Labor Review, vol. 131, no. 11
(November 2008), pp. 44-50, www.bis.gov/mIr/2008/11/

contenis.hon.

.
)

. Till von Wachter, Jac Song, and Joyce Manchester, “Trends in
Employment and Farnings of Allowed and Rejected Applicants
to the Social Security Disability Insurance Program,” American
Beonomic Review vol. 101, no. 7 (December 2011), pp. 3308—

3329, www.aeaweb.
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. Nicole Maestas, Kathleen J. Mullen, and Alexander Strand, Does
Disability Insurance Receipt Discourage Work? RAND Working
Paper WR-853-2 (RAND, March 2011}, www.rand.org/pubs/
working | . Also see Eric French and Jae
Song, 7he Effect of Disability Insurance Receipt on Labor Supply,
Federal Reserve Bank of Chicago Working Paper 2009-05 (revised
July L, 2011), www.chicagofed.org/webpages/publications/
working_papers/ 2009/wp_05.cfm.

gfarticles. php?doi=10.1257faer. 181.7.3308.
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the DI program might contribute to the relatively low
rate of employment among people with disabilities.”

Strategies for Reducing the Number of People Who
Leave the Workforce and Become Beneficiaries

The limited success of programs designed to increase the
rate at which DI beneficiaries and applicancs return to
work has spurred proposals aimed at supporting employ-
ment for people with disabilities before they quit their
job to begin the application process. Ideally, such propos-
als can enable people with disabilities to remain in the
workforce and can thereby slow the movement of such
people onto the DI rolls. In the face of fiscal challenges
that are similar to those confronring the United States,
SCVC!'&[ Orhcl‘ nations ]13VE implcmcn[c(] some OfrhOSC
types of changes.

Move to a Partial Disability System. One way to cncour-
age workers with disabilities to participate in che labor
market is to move o a partial disability system of the
kind used by the Department of Vercrans Affairs and by
many workers' compensation systems. Partial disability
systems generally use a predetermined schedule to calcu-
lage a “percent disabled” rating for each recipient; those
percentages then determine the amount of the payments
a person will receive. Such. a system avoids the either/or
threshold currently employed in the DI program in
which employment and disability are considered
incompatible. A partial disability system explicitly recog-
nizes that a worker with a disability that restricts his or
her activity by, say, 30 percent or 50 percent still has
some remaining capacity to work.

However, the difficulty of managing partial disability
systems combined with increased administrative
expenditures and lost eatnings among those with partial
disabilities has led several European nations (for example,
the Netherlands, Norway, and Switzerland) to move away
from partial disability insurance and toward approaches
that directly involve employers in helping individuals
with disabilities remain in the labor matket.®?

41. See, for example, Cornell University, Assistive Technology,
Accommodations, and the Amevicans with Disability Act
(December 2000), wwweilr.corncll.edufextension/files/download/
Assistive_Tech.pdf.

42. See Organisation for Economic Co-operation and Development,
New Ways Of Addressing Partial Work Capacity: OECD Thematic
Review on Sickness, Disabilizy, and Work Lsues Paper and Progress
Reporr (OECD, April 2007), werw.oecd.org/daravecd /676!
38509814.pdf.
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Involve Employers in Supporting Workers With
Disabilities. Employers are not allowed to discriminate
against people with disabilities and are required by law
to make reasonable accommodations for them in the
workplace. In most cases, employers have some financial
incentive to actively participate in keeping workers with
disabilities on the job. However, because the DI program
is funded through a flat-rate payroll tax on employers and
employees, employers do not bear the costs associated
with a disabled worker who stops wotking and becomes a
beneficiary in the DI program,

In recent years, the policies of a number of European
countries have changed to transfer more of the cost of
providing disability benefits to employers. One way

thac shift has been accomplished is by making employers
responsible for paying benefits for a fixed amount of
time. That period can vary from as much as two years in
the Netherlands to just six months in the United King-
dom, Like the U.S. system of workers’ compensation,
the European programs are meant to encourage employ-
ers to accommodate workers with disabilities and to
provide rehabilitation services racher than move those
workers into a system that pays long-term cash benefits. ™
Countries that have adopted the employer-involvement
maodel are developing strategies to assist employers in
managing their workers with disabilicies. ™ One challenge
with such an approach is determining the time horizon
over which a firm is responsible for an ex-employee who
entets the DI program.

Lawmakets in the United States could consider similar
changes. Firms could be required to pay some portion
of a disabled worker’s carnings in place of disabilicy
benefits for, say, two years; after that initial period,
disabled workers could apply for DI benefits.
Private-market provision of such short-term disability
insurance—similar to arrangements in some European

43. For a discussion of the differences berween the programs of other
countries, see Organisation for Economic Co-operation and
Development, Sickwess, Disability, and Wovk: Breaking the Barviers;
A Synthesis of Findings Across OECD Cowntries, (OECD, Novem-
ber 2010), hrepy//dx.dol.orgf 19.1787/9789264084856-en.

also the various OECT publications that make up the OECD
series Sickness, Disabiliry, and Work at wwew.oecd org/els/di
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narions—might develop in that environment.” As an
alternative to requiring firms to provide insurance,
employers who did so, and whose private insurance
agents cooperated with SSA in managing their cases,
could be granted a reduction in DI tax rates, while firms
that did not offer privare insurance could be charged a
higher DI tax race. This approach has been adopred by
Switzerland, for example.®

Another way in which European nations have encouraged
employets to accommuodate workers with disabilities
rather than move them to cash benefit programs is by
applying “expericnce rating” to the contributions
employers make for disabilicy benefits. Tn the context

of the DI program, experience rating would mean raising
the DI payroll taxes of firms whose workers became
beneficiaties of the DI program art above-average rates,
lowering the payroll taxes of firms whose workers claimed
benefits at below-average rates, or both. Experience rating
provides a financial incentive for employers to engage in
practices that promote continued work by people with
disabilities,"” The Netherlands and Finland use such a
strategy, as do workers’ compensation programs and the
unemployment insurance program in the United States.®

One criticism of experience rating is that it could
discourage employers from hiring people with disabilities,
potentially increasing growth in the number of beneficia-
ries in the DI program. That type of behavior is illegal
and would come with significant costs if it was discov-
cred, but uncovering and prosceuting such behavior

might be difficule.

i
vt

5. For details of such a proposal, sce David H. Autor and Mark G.
Duggan, Supporting Work: A Proposal for Modernizing the

ULS. Disabifisy Insurance Sysrem (Brookings Institution, Hamilton
Project, December 2010).
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. Ibid. For further discussion, see Richard V. Burkhauser and
Mary C. Daly, The Declining Work and Welfare of People With
Disabilities: Whar Went Wrong and a Strategy for Change
(ALT Press, 2011},

47. 1bid.
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. Otganisation for Fconomic Co-operation and Development,
Sickness, Disability, and Work: Breaking the Basriers: A Synthesis of
Findings Across OFECD Conntries (OECE), Navember 2010},
beps//dx.doi.org! 10.1787/9789264088856-en.
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Chairman JOHNSON. Thank you for your testimony.
Mr. Goss, welcome again. Please proceed.
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Mr. GOSS. Thank you very much. Chairman Johnson, Ranking
Member Becerra, thank you very much for the opportunity to come
again to talk to you about the situation with the DI program.

On this first little graph that we have up here you can see the
trajectory of the trust fund status, the reserves that we have in the
trust funds. And you will back in 1994 we were rapidly approach-
ing a date that we are now once again approaching for the DI pro-
gram, as Mr. Becerra indicated. When a tax rate re-allocation was
enacted back in 1994, just one year before those reserves would
have been depleted, we projected at the time in the following trust-
ee’s report in 1995 that, in fact, they would become depleted again.
That was fully expected as of 2016. And, lo and behold, our projec-
tions today are still that it will be 2016. Not a lot has changed.

The OASI trust fund is in far better financial shape. This is real-
ly just a matter of the—of how the tax rates are allocated between
the two funds. It was, in fact, a deliberate decision of the congress
back in 1994 to re-allocate enough to carry the DI program for a
while, but not to equalize the financial prospects of the two pro-
grams.

Now, why has the disability insurance program really risen so
much in cost over time? Fascinating story, some of us think. What
we are used to seeing are the higher lines here for the retirement
program for Social Security. We are all aware that the baby
boomers are now in the process of moving into the higher ages.
Over the next 20 years they will be moving into retirement, and
they will be followed by smaller generations from lower birth rates.

The real news is that, for the disability insurance program, that
has already happened while we were paying attention, more or
less. Over the last 20 years, the baby-boom generations have moved
from 20 years, at ages 25 to 44, with relatively low disability rates,
to ages 45 to 64, where disability rates are relatively high. So it
is no surprise at all that we have had a big increase in disability
costs over this period. And, of course, they have essentially met the
projections that we had been making back 20 years ago.

Okay. So let’s break down a little bit what has happened. We
tend to look at, say, 1980 to 2010, not going back as far as 1970.
Of course there were no disability beneficiaries back in 1956, be-
cause there was no disability program then, it was just enacted.
And it took a number of years, more than a decade, for the pro-
gram to mature.

So, looking at the increase in the number of disabled worker
beneficiaries from 1980, where we were essentially mature, to
2010, we had a 187 percent increase. That is nearly a tripling in
the number of beneficiaries.

So, what are the factors that caused this increase? First one we
would like to point to is just the sheer population at ages 20 to 64,
the principal ages at which people are receiving disability benefits.
Because once they reach the normal retirement age—now 66—they
no longer receive disability benefits. They transfer over and receive
retirement benefits. We have had a 41 percent increase in just the
pure population at those ages.
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However, that is only part of the demographic story. The second
part of it is that that population, age 20 to 64, has not stayed static
in terms of its age distribution. The baby boomers, as mentioned
earlier, have moved from 25 to 44 up to 45 to 64, so that the age
distribution of that population, which is increased in and of itself,
has shifted towards much higher ages.

So, we have not only had a 41 percent increase in the population
at this overall age, we have had another 38 percent increase in the
number of disability beneficiaries on top of that, because there has
been so much of an increase of that increase occurring actually at
the higher ages. We have had a 38 percent increase in the numbers
of beneficiaries just because of the shift in the age distribution.
This is even assuming that the percentage of people at any given
age receiving benefits had not even stayed—had stayed the same
and had not changed at all over time.

A third factor we would like to point to, which I think both the
chairman and ranking member alluded to, is that we have had
some very, very good things happen over the last 20 years. Women
are working much more and much more consistently. And, as a re-
sult, have become insured to receive our benefits to a much greater
extent. After all, as we all know, benefits are available only to peo-
ple who have insured, and they have worked sufficient to become
insured. The percentage of women who are insured to receive bene-
fits over the last 20 to 30 years has about doubled from 35 to 70
percent to essential parity with men.

And the fourth factor that I would like to point to which really
sort of completes the story of what has really happened over the
last 30 years, from 1980 to 2010, in terms of the increase, is a
change in the age-adjusted prevalence rate. That is, even assuming
that the population hadn’t increased, assuming that the age dis-
tribution hadn’t changed at all, and we even ignore the idea that
the insured numbers had gone up, just look at the prevalence rate
amongst insured people, assuming the age distribution hadn’t
changed. We still have a 42 percent increase to explain. About half
of that is because of increase in incidence rates, largely female inci-
dence rates.

The other story on incidence rates—that is the percentage of peo-
ple who are insured who start to get disability benefits—back 30
years ago those rates were only about two-thirds as high for women
as for men on an age-by-age basis. And at this point now those
rates have essentially equalized. Also, there is a somewhat younger
distribution of people receiving benefits, which maybe we will get
into more in discussion after. And also, the death rates have de-
clined somewhat.

Just to give you a little picture of what has happened in terms
of the insured rates, you can see how back in 1970, 1980, the per-
centage of women who were insured received disability benefit was
very low, compared to men. They have essentially equalized at this
point, and that has put tremendous pressure on increasing. The in-
cidence rates for women also, if you look back, the pink line used
to be quite a bit lower than the line for males on an age-adjusted
basis, and that has essentially equalized.

In terms of the rates of people terminating or leaving the benefit
rolls, well, the good news is the red line is death rates. And, of
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course, those have been going down, as death rates have been de-
clining for the general population. The other news is, of course,
that the rate of termination from disability for recovery from a
medical point of view, or from returning to work, has stayed at
about one percent, about half from each of these.

We have this little graph that we might talk about more later,
I hope, about some of the ups and downs that we have had in our
economy, recessions: unemployment rate is shown in the red line;
the blue line shows you what disability incidence rates are, and
those have moved up and down relative to not only changes in the
economy, but also some changes in policy, which, again, I hope we
will have the time to talk about a little bit more as we go down.

The final thing, if I may just take one more second, is to just talk
a little bit about the nature of the distribution of impairments for
people who start getting benefits.

On this slide we are looking at what happens at relatively young-
er ages, 30 to 39. It has been rather stable. The percentage of peo-
ple at 30 to 39 starting to get benefits who have gotten mental im-
pairments, musculoskeletal, it stayed about the same over time.
There really hasn’t been any change on an age-by-age basis. Where
there has been a change is at higher ages. We are showing it here
for men, but for women it is very similar. There has been an in-
crease in musculoskeletal and a decrease in cardiovascular, not a
surprise, and all the rest have really reduced deaths. And disabling
conditions from the circulatory and musculoskeletal, for a number
of reasons, has risen.

One thing we probably—I am over time, so I will not be able to
talk about, but I hope we will talk about it a little bit more, is the
situation with the CDRs and CDR funding, as shown in this figure,
number 16. We, back in 1996 to 2002, the congress appropriated
the money. Social Security did not even need all that had been allo-
cated. The appropriations were less than had actually been allo-
cated by law, and we were able to get the backlog of full medical
continuing disability reviews done.

We are now at a position where we do have a backlog of those.
The Budget Control Act set forth enough money to be able to do
that. Unfortunately, the appropriations over the last couple years
have not met the BCA—also have not done that.

So, the very final point is really just looking at the DI cost as
percentage of GDP. It has risen over the last 20 to 30 years for the
reasons described. Going forward, we project that with some of the
incidence rates staying essentially the same in the future—we see
no reason why they would be going up—the cost, as a percentage
of GDP, for Social Security will remain at about .8 percent of GDP.
The real problem is that the dedicated revenue for the program is
less than that. So we need to either find a way to pull down that
cost level or pull up the revenue level to get those back in sync.

Thank you very much, and sorry for running overtime, Chairman
Johnson.

[The prepared statement of Mr. Goss follows:]
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The Financing Challenges Facing the Social Security
Disability Insurance Program

Testimony by Stephen C. Goss, Chief Actuary, Social Security Administration
House Committee on Ways and Means, Subcommittee on Social Security

March 14, 2013

Chairman Johnson, Ranking Member Becerra, and members of the subcommittee, thank you
very much for the opportunity to speak to you today about the Social Security Disability
Insurance (DI) program. I would like to share thoughts on five topics:

(1) An update on the projected financial status of the DI Trust Fund;

(2) The “drivers” of increasing costs over the past several decades;

(3) The Trustees” assumptions for future trends in cost;

(4) Changes in the distribution of disabled workers by age and medical diagnosis; and

(5) Past and projected numbers of full medical continuing disability reviews (CDRs).

(1) The Financial Status of the Disability Insurance Program

The Disability Insurance (DI) Trust Fund was just one year away from depletion of its reserves
back in 1994, when the Congress enacted a reallocation of the Social Security 12.4-percent
payroll tax rate, providing a little more for DI, but no change in the total tax rate. In the 1995
Trustees Report, we projected that DI Trust Fund reserves would remain adequate until 2016.

For the most recent Trustees Report published in April of 2012, we projected that DT Trust Fund
reserves would again be adequate until 2016, and that, after the reserves become depleted, we
would still have sufficient tax revenue to pay 79 percent of scheduled benefits in 2016, rising to
80 percent by 2086.
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Figure 1: Status of Social Security OAS! and DI Trust Funds
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Notc: OAST refers to the Social Sceurity Old-Age and Survivors Insurance Program. OASDI is
a combination of the OASI and the DI Insurance Programs.

Sustainable solvency can be restored for the DI Trust Fund with a 16-percent reduction in
program cost, a 20-percent increase in revenue, or some combination of these changes. Even a
simple tax-rate reallocation between OAST and DI, as was done in 1994, could equalize the
financial prospects of the trust funds avoiding reserve depletion until 2033.

Overall OASDI cost will rise over the next 20 years as the baby boomers retire and are replaced
in the working ages with lower-birth-rate generations born after 1965. The drop in birth rates
after 1965 will cause a permanent shift in the age distribution of the population, with fewer

workers to support more elderly retirees in the future.
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Figure 2: OASDI Cost as Percent of GDP 1975-2090
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However, the baby boomers already moved from young ages (25-44) in 1990, where few were
disabled, to older ages (45-64) in 2010, where many more are disabled.
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Figure 3: Workers per Disability Insurance Beneficiary
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Thus, the 20-year demographic shift in the age distribution of the population due to lower birth
rates has already occurred for DI. This, along with stabilization of other “drivers” described
below, results in a flat projected number of workers per DI beneficiary for the future.
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4
Figure 4: DI Cost and Income as Percent of GDP 1975-2080
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Therefore, restoring sustainable solvency for the DI program will nof require continually greater
benetit cuts or revenue increases. A one-time change to offset the drop in birth rate and past
shifts in other “drivers” is all that is needed to sustain the DI program for the foreseeable future.

(2) The “Drivers” of the Cost of the Disability Insurance Program

Changes in the cost of the DI program as a percent of payroll or GDP reflect changes in the
numbers of beneficiaries per tax-paying worker because average benefit levels and average
earnings levels rise at about the same rate. The number of disabled worker beneficiaries
increased from 2.86 million in 1980 to 8.20 million in 2010, an increase of 187 percent (while
the number of workers rose by just 39 percent). Several main “drivers” have caused this
disproportionate increase in the number of beneficiaries.

The first driver is the 41-percent increase in the total population at ages 20 through 64 between
1980 and 2010, which roughly matches the increase in workers.

The second driver is the changing age distribution described above, which resulted in a 38-
percent increase in “prevalence” of disability. (The gross disability prevalence rate grew 38
percent more than the age-sex-adjusted prevalence rate between 1980 and 2010.)

The third driver is the percent of the population at ages 20 through 64 that is disability insured.
Since 1970, the disability insured population grew substantially as increasing numbers of women
worked consistently and stayed insured. Between 1980 and 2010, the percent of the “disability-
age” population that was insured rose from about 50 to 68 percent for women, but declined from
about 77 to 74 percent for men. Overall, there was a net 8-percent increase in the number of
disabled worker beneficiaries. This increase is relatively small because the proportion of the
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population that is undocumented (and far less likely to become disability insured) rose
substantially between 1980 and 2010.  Without this increased proportion of the population that
1s undocumented, the percent msured would have increased more for women and declined less
(af at all) for men.

: Figure 5: Percent of Population that is Insured for Disability
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In the future, we project that men will be less likely to be mnsured, reflecting increased numbers
of undocumented immigrants, and insured rates for women will stabilize close to those for men.
These changes will slow the growth in the cost of the DI program.

The fourth driver is the prevalence of disability among insured workers on an age-sex adjusted
basts. This prevalence of disability rose from 31 percent of the insured population in 1980 to 44
percent in 2010, for a 42-percent increase.
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Figure 6: DI Disabled Workers per 1,000 Insured Population {Prevalence)
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The combined effects of these four drivers explain the overall 187-percent increase in the
number of disabled worker beneficiaries between 1980 and 2010. The expected future stability
in the ratio of workers to DI beneficiaries, and in the latter three factors, explains the projected
future stability of DI program cost as a percent of GDP, and as a percent of taxable payroll.

(3) The Trustees’ Assumptions for Future Trends in Cost

Increased prevalence of disability reflects a number of factors, including changes in incidence
rates, termination rates, and normal retirement age. The increase in incidence rates accounted for
about half of the increase in the age-sex-adjusted prevalence rate between 1980 and 2010. The
effect on prevalence was amplified because incidence rates have increased more at younger ages
than at older ages. In 1980 the incidence for ages 25-44 was about 20 percent as large as the
incidence rate at ages 45-64. By 2010 the incidence rate for ages 25-44 rose to 28 percent as
high as the rate for ages 45-64.

Incidence rates tend to increase temporarily in bad economic times. Some individuals who could
readily qualify for DI benefits based on the severity of their medically-determinable impairment
may be able to work at a level in excess of substantial gainful activity (SGA) given the
opportunity and needed assistance. But with elevated unemployment rates like those seen over
the last several years, many of these individuals will lose employment and will seek DI benefits.
This effect can be seen in the elevated level of applications for disability benefits under the
OASDI program starting in 2009, compared to the numbers expected for the 2008 Trustees
Report, where no recession was anticipated.
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Figure 7: OASDI DDS Applications: Disabled workers, children and
widows (thousands)
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Changes in the rate of disability incidence are most easily seen by excluding the effects of any
change in the age distribution of the general population. For men, this age-adjusted incidence
rate has averaged somewhat over five new disability awards per thousand exposed (insured but
not already disabled) workers and has seldom been below this level. Since 1980, the age-
adjusted incidence rate for women has increased to a level much closer to the rate for men.

Figure 8: New Disabled Workers per 1,000 Exposed (Incidence)
Age-Adjusted (2000) - 2012 Trustees Report
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We expect that male and female age-adjusted disability incidence rates will be fairly stable in the
future.

A more careful look at past fluctuations in the overall age-sex-adjusted disability incidence rate
reveals a number of specific economic and policy drivers that have mfluenced DI program cost.
Periodic economic recessions, as illustrated by the civilian unemployment rate in red in the
figure below, have been associated with temporary increases in disability incidence.

Figure 9: Effects of Economic Cycles and Policy Changes on Dl Incidence Rates
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The very recent recession of 2008-2009 resulted 1n an increase in disability incidence to a peak
tevel in 2010 that was exceeded only by the peak in 1975. One apparent exception to the
relationship between disability incidence and economic recessions 1s the strong recession of
1981-1982. The effect of that recession appears to have been offset by the net effects of the
1980 Amendments, which: (1) sharply increased the levels of pre-effectuation review of
disability allowances and continuing disability reviews of current beneficiaries; (2) introduced
the extended period of eligibility to encourage work; and (3) lowered the maximum family
benefit for DI beneficiaries.

Additional policy changes over the years had significant effects on disability incidence. Double-
digit ad-hoc benefit increases in 1970 through 1974 made disability benefits more attractive.
The 1984 Amendments may have countered the effects of a strong economic recovery with
increased emphasis on multiple impairments and mental listings, and the requirement to show
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medical improvement for benefit cessation. The SSI outreach to disabled adults likely added to
the effects of the 1990-1991 recession. Also, the effects of a strong economic recovery from
1995 to 2000 on lowering incidence rates may have been enhanced by the 1996 Amendments
which eliminated drug addiction and alcoholism as disabling impairments. Future policy
changes and economic cycles will undoubtedly continue to cause fluctuations in disability
incidence rates.

Disability incidence rates tell us the rate at which insured individuals with recent work
experience file for and are awarded disabled worker benefits. The cost of providing benefits to
disabled workers also depends on how long their disability lasts. Currently, about 3.5 percent of
disabled workers die or recover from medical improvement or demonstrated ability to return to
work each year. Most of these disability terminations are from death. Only about one in four of
the terminations results from medical improvement or return to work.

Figure 10: Disabled Worker Termination Rates; age-sex adjusted
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For the future, we project that death rates for disabled workers will decline at about the same rate
as for the general population, at each age. We assume that future rates of medical and work
recovery termination will be fairly stable in the future, at about one percent of the beneficiary
population each year.

(4) Changes in the Distribution of Disabled Workers by Age and Medical Diagnosis

The changing age distribution of the population at ages 20-64 and changes in age-specific
disability incidence rates have resulted in a substantial change in the age distribution of the
disabled worker population. Disabled worker beneficiaries under age 45 accounted for 18
percent of the total in 1980, but accounted for 28 percent by 1990 as the baby boom generation
reached ages 25-44 in 1990. Over the next 20 years, from 1990 to 2010, the aging of the baby-
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boom generation caused the share of disabled workers under age 45 to decrease substantially
back to about 19 percent of the total. This shift in age distribution for both the general
population and the disabled worker population will be permanent in the future due to persistent
lower birth rates. The percent of disabled worker beneficiaries that is under age 45 would have
declined even further by 2010 but for the relatively greater increases in incidence rates at
younger ages between 1980 and 2010.

Figure 11: Disabled Worker Beneficiaries In-Current
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We expect that the distribution of the disabled worker population by medical diagnosis code at
award will change in the future because:

1) The increased numbers of younger awards are more likely to have mental impairments,
and are likely to persist to higher ages. (Mental impairment is the primary diagnosis for
40 percent of new entitlements at ages 30-39, but only 10 percent for new entitlements at
ages 50-59.)

2) The percent of older new entitlements with musculoskeletal primary diagnosis has risen
substantially from about 20 percent in 1985 to over 30 percent by 2010.

Figures 12 and 13 below show that the distributions by diagnosis have remained very stable for
male and female new entitlements at ages 30-39. Thus, the relative increase i young-age
incidence rates 1s not the result of change specific to just one or two diagnoses. Note that the
distributions for new entitlements for 2010 and 2011 are somewhat distorted because awards for
some diagnoses tend to take longer to adjudicate to completion.
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Figure 12: Female Age 30-39 disabled worker new entitlement distribution by primary
diagnosis (awarded through June 2012)
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Figure 13: Male Age 30-39 disabled worker new entitlement distribution by primary diagnosis
(awarded through June 2012)
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Figures 14 and 15 show that at higher ages, increases in musculoskeletal diagnoses and decreases
in circulatory diagnoses are the primary changes over the last 30 years.

Figure 14: Female Age 50-59 disabled worker new entitlement distribution by primary
diagnosis (awarded through June 2012)
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Figure 15: Male Age 50-59 disabled worker new entitlement distribution by primary diagnosis
(awarded through June 2012)
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(5) Past and Projected Numbers of Full Medical Continuing Disability Reviews (CDRs)

Benefits are terminated for about 1 percent of disabled worker beneficiaries each year due in
roughly equal shares to medical recovery and return to work. Beneficiaries are subject to
periodic medical CDRs at varying durations depending on the expected likelthood of medical
recovery. Beneficiaries who are profiled to be most likely to have recovered are subject to full
medical reviews (FMRs), with others sent mailer questionnaires to assess their progress.

The figure below illustrates in the blue bars the total numbers of full medical reviews (for both
OASDI and SSI beneficiaries) completed m years 1996 through 2012 with the level of funding
appropriated for such reviews shown in the green line. The red line for years 1996 through 2002
shows the level of funding that was authorized in P.L. 104-121 in order to allow SSA to work
down a backlog of CDRs that had developed through 1995. Actual appropriations were adjusted
to less than authorized in years 1997 to 2002 based on SSA’s revised assessment of funding
needs to eliminate the backlog by 2002. Dollar amounts authorized and appropriated for each
year are all average-wage indexed to 2013 level in order to provide rough comparability in
staffing potential for appropriations across the years.

Figure 16: Fulli Medical CDRs Completed with Appropriated Funding
Estimated CDRs with Funding at CR Level for FY2013 and BCA Authorization thereafter
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With the CDR backlog eliminated in 2002 and authorized funding under P.L. 104-121 expired,
annual appropriations slipped to lower levels through 2011 and the CDR backlog returned.
Funding authorized for medical CDRs, work CDRs, and SSI non-medical redeterminations in the
Budget Control Act of 2011 was mtended to elimmate the medical CDR backlog for OASDI
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within 10 years. The portion of the BCA-authorized funding estimated to be attributable to CDRs
is shown in the figure in red for years 2012 through 2021. However, annual appropriations fell
below the amount authorized in BCA for 2012, and are expected to be well below the BCA level
for 2013. The FMR CDRs indicated in the blue bars for 2012 and 2013 reflect the reduced
appropriation in 2012, and assume that the appropriation for 2013 will be at the Continuing
Resolution level for the full year.

FMR CDRs shown 1 blue bars for years 2014 through 2021 assume that the full BCA-
authorized funding for those years will be appropriated. If less than this level of funding is
appropriated in 2014-2021, then SSA 1s not expected to be able to eliminate the CDR backlog as
mtended in the law.

Conclusion

Demographic changes, principally the drop in the birth rate after the baby boom, have
dramatically changed the age distribution of the population. This change has increased the cost
of the DI program as a percent of taxable payroll (and as a percent of GDP) over the past 20
years in much the same way that it will raise OASI and Medicare costs over the next 20 years.
Disability msured rates and incidence rates have increased substantially for women, further
contributing to higher DI cost. However, all of these trends have stabilized or are expected to do
so in the future.

We project that the number of DI beneficiaries will continue to increase m the future, but only at
about the rate of increase in workers. Thus, the current shortfall in tax mcome compared to DI
program cost is projected to be stable in the future. Restoring sustainable solvency for the DI
program requires about a 16-percent reduction in benefits, a 20-percent increase in revenue, or
some combination of these changes. Similar changes are needed for the OAST program.

We have analyzed and “scored” numerous Congressional provisions that would make such
changes to the OASDI program. These analyses are available at
hitp-//www ssa.gov/oact/solvency/provisions/index htmi. In addition, our estimates for the

effects of provisions specific to DI can be found in our July 18, 2011 letter to Senator Coburn at
http://www.ssa.gov/cgi-bm/solvency.cgi. Even if such changes are not effected soon, a modest
reatlocation of the total OASDI payroll tax can be enacted prior to 2016 that would equalize the
actuarial status of the OASI and DI programs, allowing both programs to pay full scheduled
benefits until 2033.

——

Chairman JOHNSON. Thank you for your testimony. We will
now turn to questions. And as is customary for each round of ques-
tions, I will limit my time to five minutes and ask my colleagues
to also limit their time to five minutes as well.

Dr. Manchester, each year CBO produces its own score of Presi-
dent’s budget. We know the Disability Insurance program won’t be
able to pay full benefits beginning in 2016. That is only three years
away. Has this President ever submitted a budget that included a
fix so that full benefits could be paid in 2016 and beyond?
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Ms. MANCHESTER. Chairman Johnson, the answer is no. The
President has not submitted such a budget.

Chairman JOHNSON. Mr. Goss, unless Congress acts, in 2016
people receiving disability insurance will face a 21 percent across-
the-board cut. We are running out of time, unless we raise taxes
on everyone, including those who can least afford it. In the past,
when full disability benefits could not be paid, Congress enacted a
reallocation of the payroll tax so that a higher percentage of payroll
tax receipts would be credited to the Disability Insurance Trust
Fund and a lower percentage would be credited to the Old-Age and
Survivors Insurance Trust Fund.

How often has Congress taken such action, and were these re-
allocations temporary? And, if not, how long did that policy last,
and was the retirement program ever made whole for its loss?

Mr. GOSS. Chairman Johnson, thank you. You are exactly right,
that we are facing a 2016 date, at which point, assuming we actu-
ally did deplete the reserves of the DI trust fund, we would only
have $.79 coming in at that moment for every dollar of scheduled
benefits, and we would have an issue.

The good news is Congress has never allowed that to happen.
And we would not be—even if we got to that brink, we would not
be in a position of having to necessarily raise taxes, because a re-
allocation, as you all described, could allow us to take some of the
money that is going out of the OASI, Old-Age and Survivors Insur-
ance Fund, put into the Disability Insurance Fund, and thereby not
raise taxes in near term at all. It would just be a transference.

As for re-allocations

?Chairman JOHNSON. But the Old Age Fund is your money, isn’t
it?

Mr. GOSS. Well, the Old Age Fund would, in fact, be reduced.
We actually have worked out schedules, and have provided them
and can provide them for the record, of relatively modest re-alloca-
tions that would equalize the prospects for the OASI and the DI
trust fund. The DI trust fund is now projected to deplete its re-
serves in 2016. The OASI trust fund, we project, will deplete its re-
serves in 2035.

So, with a modest re-allocation between the two, they could both
be moving towards depletion in 2033, giving you good gentlemen
and gentlewomen the opportunity to have well-reasoned and good
changes to both of these programs——

Chairman JOHNSON. The problem is we have got a cliff coming
at us and we are going to fall off of it, I think.

Mr. GOSS. We do. If I may, let me just mention on the re-alloca-
tion of the historical, as you asked. I actually looked last night very
carefully at all of the changes. And looking at all the different
years since 1957 in which DI tax rates have changed and OASI tax
rates have changed in the opposite direction, where there has been
some movement between the two, we have had six times where the
OASI tax rate has been lowered and the DI tax rate has been in-
creased over all those years, for a total change of 1.63 percent.

But we have also had 5 times in which the DI tax rate was low-
ered, and the OASI tax rate was increased, for about a 1.26 percent
total change. So there has been a net transference of the tax rates
from OASI to DI over that time. But there have been changes in
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both directions, and none of them have been terribly long-lived, be-
cause the congress, in its good thinking, has made changes as nec-
essary throughout this time period.

Chairman JOHNSON. Which of the policies that we have made
has had the greatest impact on expanding the rolls?

Mr. GOSS. Well, certainly, the biggest was 1956, the enactment
of the law. But beyond that, obviously, we have—and the little
graph that we had up before that showed the incidence rates going
up and down, but let me just point to sort of three changes in the
law that have occurred that really had impacts. And they go in var-
ious directions.

One is the 1980 amendments that were enacted that put into ef-
fect a pre-effectuation review, which meant that when disability
claims are allowed, at the time it said that 65 percent of those dis-
ability claims that were going to be allowed had to be reviewed an
additional time before claimants were even made aware. And that
had an effect.

In addition, back in the 1980 amendments it was put forth that
we should have continuing disability reviews, which, I admit, have
not always been fully funded and done to the level that ought to
be done. But they were put into effect. And both of those, obviously,
tend to stem the growth in Social Security, even in the face of a
very severe recession back in 1982 to 1983.

A second point that I would like to bring up was the 1984
amendments which went in the other direction. The 1984 amend-
ments afforded the possibility in disability adjudications to look at
multiple impairments instead of single impairments. And it also re-
quired, for people who were receiving benefits, if they were to be
removed for medical reasons, that Social Security had to prove that
there was medical improvement, not just that their current status
didn’t qualify, but there was actual medical improvement.

Chairman JOHNSON. Yes, thank you. You can stop right there.
My time has expired. Mr. Becerra, you are recognized for five min-
utes.

Mr. BECERRA. Thank you, Mr. Chairman. Dr. Manchester, let’s
make sure we are clear. Eligibility for these benefits. If I am a doc-
tor, a singer, a professional athlete, all of a sudden I can’t be that
basketball player or opera singer, something happens to my voice,
or [—my sight goes a little poor and I can no longer do the surgery,
as a physician. Just because of those incidents occurring for any
one of those types of American workers, that doesn’t mean they
automatically will qualify for disability insurance.

Ms. MANCHESTER. So the answer is a little bit complicated. It
depends on your age. So, for example, if you are an age 42-year-
old surgeon, and all of a sudden you can’t do surgery, then you
W(()iuld have to show that you cannot do any job in the economy in
order——

Mr. BECERRA. So that means that if I were a surgeon and I can
no longer do surgery, I still have to prove that I can’t do—could I
be told, “Well, there is a position open to be a janitor at your local
school”?

Ms. MANCHESTER. If you can do some work anywhere in the
economy, you would not qualify for DI benefits.

Mr. BECERRA. Okay. So I——
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Ms. MANCHESTER. Now, that is not true at ages 45, 50, 55, 60.
At those ages, there are more allowances made for your own career
or your own specific kind of work.

Mr. BECERRA. Right. So the older you get, the less able you
are—do any number of things because of age. But simply because
you can’t do what you have always done or what you were trained
to do doesn’t mean you will qualify for disability insurance.

Ms. MANCHESTER. At younger ages, that is true.

Mr. BECERRA. Yes. And even at older ages. You still may not
qualify, even if you can’t do a number of things as you did as a sur-
geon, professional athlete, or a singer. You still may have to do
other things. You may have to be a security checker at some local
shopping mall, or you—so long as you can show that you can do
a job that is available out there, Social Security is not going to
grant you disability insurance benefits.

Ms. MANCHESTER. So those regulations do change as you get
older, so that——

Mr. BECERRA. Right. Understood, understood.

Ms. MANCHESTER. Correct

Mr. BECERRA. As you get older, your abilities do diminish. But
no one should be deceived into believing that simply because you
say, “I can no longer be the singer performing at that opera house,”
that I all of a sudden get to qualify for disability insurance.

Another question. You mentioned that the average monthly ben-
efit from disability insurance is about $1,130 a month. Are you
aware of what the poverty level is considered to be in this country.

Ms. MANCHESTER. Oh, boy.

Mr. BECERRA. I will tell you. I will tell you, don’t worry.

Ms. MANCHESTER. Okay.

Mr. BECERRA. It is about $995 a month. And so, essentially,
you would be earning—or you would be receiving a poverty wage
which, by the way, you paid into, because when you were working
you earned the right to receive these benefits, but it is not going
to make you rich.

Ms. MANCHESTER. Absolutely not.

Mr. BECERRA. It may not even let you survive, even if you are
able to receive these disability insurance benefits.

Mr. GOSS, you showed some charts. Some people are trying to
portray the disability insurance program as blowing out of propor-
tion. It is going to take us into bankruptcy. I thought I saw some
charts that showed that, actually, the disability insurance program
stabilizes, both in terms of cost and the number of people who
apply for benefits over the long run. Is that the case?

Mr. GOSS. That is exactly the case. The primary driver is—the
vast majority of the changes are the aging of the population, and
the equalization of insured rates and disability incidence rates be-
tween men and women. These are all factors that are not going to
be repeated in the future. They have played out, and therefore, we
see the cost as being essentially a stable percentage of GDP in the
future.

Mr. BECERRA. So, like any good math student who, so long as
you can figure out the variables that go into that equation, you can
come out with your answer, we know the variables that are driving




47

the increasing numbers of disability insurance beneficiaries, and
the increased cost of the program, and we can see how it stabilizes.

So, if we are smart, we will all work together to try to, as we
have done in the past, come up with a mix of fixes that ensure that
over 75, 90, or whatever number you want to—of years you want
to decide, calculate, we will make sure that, for Americans who be-
come disabled through no fault of their own, that if they have paid
into the system, they will be able to receive some benefits that help
them continue to hopefully work. But if they can’t work, at least
}:‘o survive in America for having been good American workers be-
ore.

Is—have I summed it up in a way that you could agree with?

Mr. GOSS. I believe that is the intent of Congress in enacting
this program. And so far it has been doing a very good job.

Mr. BECERRA. Well, and I hope, then, what we do is, Mr. Chair-
man, I think we have time, because, as I think our witnesses have
mentioned, between the mix of what we do for those who are retir-
ing, the aged, those who become disabled, certainly more impor-
tantly as well, the folks who receive a benefit because they are the
survivors of an American worker who paid into the system and has
perished, that what we are doing is figuring out, while we have
some two decades to figure this out, a great—the best way to fix
the system to make sure it is there for the future generations, as
it has been here for the rest of Americans.

So, with that, Mr. Chairman, I yield back the balance of my time.

Chairman JOHNSON. Thank you. Mr. Renacci, you are recog-
nized for five minutes.

Mr. RENACCI. Thank you, Mr. Chairman. I want to thank the
witnesses for their testimony this morning.

You know, it is important that those that qualify get these bene-
fits, and then they continue to qualify for the benefits. And I want
to go in that direction.

But, Dr. Manchester, you said something in your testimony this
morning that I just want to see if you would expand on. You said
in some cases this program discourages work. Can you expand on
that a little bit?

Ms. MANCHESTER. Sure. So many researchers are concerned
that, because the applicant has to be out of the workforce for five
months prior to application, and then the application process itself
can take a year, two years more, that the time out of the workforce
leads to a depreciation of their skills as a worker. And so, just the
fact that they have taken the time out of work to apply for a ben-
efit means that they will be less able to go back into the workforce.

Mr. RENACCI. And Mr. Goss, I wanted you to expand on the
Continuing Disability Reviews. You know, we talk about qualifying
and then continuing to qualify. I think that is important, that the
reviews are there. I know it was part of the 1980 amendments.

Can you talk a little bit about what the current backlogs are of
the CDRs, expand on some of the complications of administering
the CDR program and, explain what the financial impacts CDRs
have on the DI program. So that is a lot, but I just want to get
some more information on that.

Mr. GOSS. Absolutely. Let me—whatever I can’t get in here I
will submit for the record, for sure. But let me just mention also
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about the idea of discouraging work, I think the very fact that
there is a five-month waiting period during which you cannot get
benefits if you become disabled should suggest that people would
try to work as best they can. If benefits were made immediately
available upon disability, then I could see an argument for saying
that people are able to get benefits right away, and so they might
give up on work. But given they can’t get benefits right away, that
would seem to suggest, actually, that they should do everything
they possibly can to keep working, rather than having a five-month
period in which they have no income.

As far as the—what we call the full medical reviews for con-
tinuing disability reviews, this is really a huge story. The graph
that we had up there—it is actually figure 16 in the written testi-
mony—shows that we actually did, back in the 1996 to 2002 period,
have legislated into law sufficient monies to be able to work down
our full medical review backlog. And luckily it turned out that So-
cial Security was able, through efficiencies, to do it for even less.
And the actual appropriations turned out to be less, but they were
worked in conjunction—Social Security, the Appropriations Com-
mittee—to actually get those down.

We are now at a position, since 2002, the appropriations have
been very, very, very much below where they were in the 2002
level by any measure. And our “backlog” has grown. For Social Se-
curity disability insurance full medical reviews, we estimate there
are about 300,000 cases which we should have in process that are
not currently in process. In order to get to a position where we
would not have cases in effect waiting in the queue to get into proc-
ess, we would have to have more revenues.

The Budget Control Act actually put forth those revenues, it put
them into law. Unfortunately, in 2012 and 2013, the actual appro-
priations have fallen very substantially short of the amount of
money that was put forth in the Budget Control Act. And, there-
fore, Social Security has simply not been able to do the number of
full medical reviews that have been scheduled. If we were to
achieve the funding from the Budget Control Act, we estimate that
within five years we would be able to get this backlog taken care
of and be on track.

As far as the cost of the program, the level of backlog that we
have now, if—and this is a little bit hypothetical—if this means
that the cases that we want to do full medical reviews for are about
six months delayed from what they might otherwise be if we were
really fully funded, since we have about half-a-percent of our bene-
ficiaries being terminated for work reasons every year, if that is six
months later than it might otherwise have been, that would be a
one quarter of one percent less cost, if we were able to discover the
ability of people that they have actually recovered medically, and
have them depart the rolls by those six months earlier.

One half percent leaving six months earlier would be a quarter
percent less cost. On a $140 billion program, that would be $350
million annual of lower costs for the program, if we were fully
funded. And, as I think Mr. Johnson indicated, with a $9-to-1—$9
of return for $1 of investment on these full medical reviews—this
seems like a good investment. So we hope that you will talk to the
folks over in the Appropriations Committee, as my boss is doing
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right now, and that you will help encourage them to give us full
funding for that.

Mr. RENACCI. Thank you, Mr. Goss. I yield back.

Cl(llairman JOHNSON. Thank you, sir. Mr. Kelly, you are recog-
nized.

Mr. KELLY. Thank you, Chairman. And, Mr. Becerra, I really
appreciate what you said about the chairman. He truly is one of
a rare breed of American heroes. And I can’t tell you what a pleas-
ure it is to serve with you. And those comments are right in line.

The two of you, what I am really worried about is we see more
people going on to the rolls and not coming off. And having been
in the private sector all my life, the idea was if somebody got hurt
on the job, you needed to get them back on the job again. So why
aren’t they coming back?

I have seen great advances, from the time I first got started in
business until now. Injuries and things that would happen to peo-
ple before that you would say, “My gosh, this is going to be really
a difficult thing for them to recover.” That is not the same any
more. We have had great technology, we have had great innova-
tions. We have had a great advance in that. And not with any dis-
respect. I mean, Mr. Becerra, not about the opera singer that can’t
hit the high note or the low note. I am talking about people who
work on their feet and work with their hands, musculoskeletal
problems. I have sat in on hearings to hear that.

What is driving this? If we have such great advancement, why
aren’t we having them return to the payrolls? Why aren’t they com-
ing back into the workforce?

Ms. MANCHESTER. This hearkens back to my earlier answer.
I think that people have to prove that they are unable to work in
order to qualify for the DI program. So once they have been out of
the workforce and they have convinced themselves and the exam-
iners that they cannot work, it is extremely difficult for them to get
back in to the workforce.

Now, in response to this program, many researchers have identi-
fied the idea of early intervention. So this means that firms, em-
ployers, would work hard to keep their employees on the job, even
as they see that their skills are maybe not as used because they
are experiencing health problems. But they will work very hard to
use technology, to use perhaps retraining and other means, in
order to support their efforts to stay on the job so that they are not
removed from the workforce for a couple of years before they are
told, “Well, you should try to get back in to the workforce.”

Mr. GOSS. If I might add, part of the reason, clearly, is that we
have such an incredibly strict definition of disability. Mr. Becerra
was referring earlier to what we sometimes refer to as sort of an
occupational definition. If a great surgeon with great digital dex-
terity for some reason loses that, we do not allow that person for
benefits. So they could become a medical consultant to help us
making disability determinations, where they don’t need the dex-
terity any more.

Under an occupational definition, which most private disability
insurance works on, there is a much greater opportunity to get peo-
ple back to some job by working with them, maybe even the same
job. But we have so much stricter definition.
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The other thing that I would really suggest is that what we real-
ly need is—and I am sure this is something that you all are more
aware of than we are—is jobs. We really need the opportunities for
people to get back to work. Dr. Manchester is exactly right, that
once people have been out of the workforce for a while, it is harder
to get back. But it is even harder if there aren’t good jobs there
foir) which they have been properly trained and skilled to take those
jobs.

Mr. KELLY. And those numbers are increasing, though, with the
recession, the depth of the recession. I am just going back. This is
my private life. Listen. We have technicians that we need on the
shop floor. Each service bay has to turn so many hours a day. We
need those people back to work.

When you talk about strict definitions, I mean, if we make it
hard for people to recover because we change the definition of re-
covery, or returning to your skills—I wonder about this, because I
have seen great techs take a job at the service counter, becoming
advisors, and losing their production on the floor, and going
through this process of trying to get them back to work.

Unfortunately, sometimes the incentives go the opposite way of
what they are intended to do. And this economy certainly doesn’t
lead to the fact that, “You know what, what would you rather do?”
This is almost like a Wendy’s commercial. Should I stay on dis-
ability and make this amount of money? Or should I go back and
find a job where I will make this? It doesn’t take a genius to figure
out what they are going to do.

I think we had good intentions. But we have made it impossible
for pe}zlople to make the right decision, because the metrics just don’t
match.

Mr. GOSS. Well, in your wonderful business, where it sounds as
though you were doing everything possible to encourage people to
get back to full production, which is great, I think the nature of
the way that the benefits work under Social Security is that, by
and large, people do not get more than—and maybe generally not
even as much as—half the level of income that they were receiving
when they were actually working.

My sense—and I presume everybody in the room shares this—
is that Americans have an incredibly strong work ethic.

Mr. KELLY. I agree.

Mr. GOSS. If they have an opportunity to get a job I hope at
your firm or your former firm, and they can get that job and get
twice what they would be receiving from disability benefits, that
the vast majority of Americans will seize that opportunity in a
heartbeat. So I would just hope that if—hopefully the economy re-
vives—we are still at eight percent unemployment, but we are
eager and are projecting that we will get back there in just a very
few years—that that will make a big difference.

We have, though, nonetheless, with the disability insurance pro-
gram, with everything that has been happening in the economy, we
continue to have about one-half percent of the people receiving ben-
efits every year return to work and leave our rolls. But keep in
mind that is one-half percent every year. On average, people re-
ceive our benefits for about 12 years. Half a percent a year, that
means six percent.



51

So, it is not as bad as half percent. People come on the rolls,
there is an expectation that six percent of them should be expected
to leave the rolls before they reach retirement age and return to
work. And roughly another six percent are leaving the rolls because
of medical improvement.

Mr. KELLY. Thank you.

Chairman JOHNSON. Thank you. Mr. Tiberi, you are recog-
nized.

Mr. TIBERI. Thank you, Mr. Chairman. Thank you for your
leadership. Thank you for Mr. Becerra’s leadership, as the ranking
member.

I am depressed. And let me tell you why. I don’t know how we
solve the problem, when we can’t agree what the problems are. And
let me tell you what I mean.

Mr. Becerra says the shortfall is modest, that stability is coming.
Now, I love Mr. Becerra. He and I could drink a bottle of wine to-
gether and have a really good time talking about sports—mnot poli-
tics—and then I read your testimony, both of your testimonies. You
say there are incentives that discourage work. You say that we
have 102 billion coming in, 135 billion going out. Is that right? You
say that there are more younger recipients, which means that they
will—at least 94 percent of them—will be on for a longer period of
time, which I would think means it stresses the system.

You say fewer death rates. That means people are living longer,
right? They are not on the system less.

In your conclusion you say “Restoring sustainable solvency for
the DI program requires about a 16 percent reduction in bene-
fits”"—that stinks for a beneficiary who is truly in need of them—
“A 20 percent increase in revenue, or some combination of these
changes.” And then you go on to say, “Similar changes are needed
for the OASI program.”

Congressmen do pay into Social Security, by the way, for every-
body in the audience and reporters who are here. I look at my So-
cial Security benefits, and I see that when I retire, if we do nothing
I am expected to get less than 75 percent of the benefits that are
entitled to me.

And yet, it is like we don’t even do anything. It is not a big deal.
It is going to be stable. The shortfall is modest. I am really con-
cerned. I know you are concerned about the beneficiaries, as well.

So, Dr. Manchester, what do we do?

Ms. MANCHESTER. So, to straighten out some of the confusion,
I think that Congressman Becerra was talking about the overall
OASDI program.

Mr. TIBERI. I think he was, too. To the chairman’s point, we
have got three years, right?

Ms. MANCHESTER. For the DI program, that is correct.

Mr. TIBERI. Yes.

Ms. MANCHESTER. That is correct. And, of course, in our report
from last year we laid out a number of options that the congress
could choose to adapt or not that, in combination, could lead to im-
provement in the DI program finances.

In addition, we talk about some fundamental reforms that, over
time, could also lead to improvements in the DI program finances.
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I think it is important to realize that this is a program that does
serve a number of people who really need the benefit.

Mr. TIBERI. Absolutely.

Ms. MANCHESTER. But that there may be ways to get to people
sooner in the process, so that we can keep them on the job. And
they may be better off themselves, if they can stay on the job.

It is also important to realize that it is not just DI finances that
we worry about when we think about how many applicants eventu-
ally go on to the program, because of course those folks also qualify
for Medicare benefits after 24 months on the program. I said ear-
lier that the

Mr. TIBERI. Whether they are 65 or not?

Ms. MANCHESTER. Oh, no. If they are DI beneficiaries on the
program——

Mr. TIBERI. I just want to make sure you say that.

Ms. MANCHESTER. Yes.

Mr. TIBERI. So everyone is clear on that.

Ms. MANCHESTER. Yes.

Mr. TIBERI. Particularly the reporters in the room.

Ms. MANCHESTER. Okay.

Mr. TIBERI. Could you say it again?

Ms. MANCHESTER. If they are DI beneficiaries on the program
for two years, they then qualify for Medicare benefits.

Mr. TIBERI. Whether they are 65 or not?

Ms. MANCHESTER. Correct, whether they are 65 or not. And
we figure that the average DI benefit on an annual basis is about
$13,500. The annual Medicare benefit for folks who are on the DI
program and receive Medicare is about $10,500 per year. So it is
another substantial cost.

Mr. TIBERI. So when you say reasons the program has grown
so rapidly, changes in demographics—which you all talked about—
growth in the labor force, changes in federal policy, and changes in
opportunities for employment and compensation, on changes in fed-
eral policy, are there things that we can do to reverse that on fed-
eral policy?

Ms. MANCHESTER. So that is a decision to be made by Con-
gress. I think there are ideas out there that would better target
people who have some remaining capacity to work. So those are the
kinds of things that you might want to think about.

Mr. TIBERI. Thank you so much. Comment?

Mr. GOSS. Yes, please. First of all, there is no disconnect. I
think, you know, both of these positions that you mention are cor-
rect. We are facing a substantial shortfall. But the characteristic of
it that I think Mr. Becerra was referring to is it is not like the
thing that we were all worried about before the Affordable Care
Act—perhaps not a good thing to mention——

Mr. TIBERI. Probably not.

[Laughter.]

Mr. GOSS. When the cost of Medicare, as a percent of GDP, was
rising, it was going vertical on us. It is not projected to be doing
that now. But the good news is, for Social Security, all components
of Social Security are not going vertical. They are staying constant,
as a share of GDP. Now, the percentage of GDP is higher than the
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dedicated resources. That is where the shortfall is. But the good
news is that shortfall is not getting bigger over time.

We also have done a lot of work on possible changes that could
be done. We have a letter—it is up on our website—back in July
of 2011 for Senator Coburn addressing a number of different
changes. Many of the changes individually, and certainly collec-
tively, would more than eliminate the shortfall that we see for So-
cial Security in the long run.

In fact, on the revenue side, the 20 percent increase in revenues
would be equivalent to a 0.4 percent increase in the payroll tax
rates, if you want to do it 100 percent, just on the basis of payroll
tax rate.

Mr. TIBERI. Well, my time has expired. But you also have to fac-
tor in the other issue that the payroll tax is not properly funding
the program today. So it is not just in the context of this.

Mr. GOSS. Exactly.

Chairman JOHNSON. Thank you for your questions. Mr. Griffin,
you are recognized.

Mr. GRIFFIN. Thank you, Mr. Chairman. Thank you all for
being here. And I was not here the last congress, so I do not have
the benefit of a lot of what went on then. So this may be duplica-
tive, but I want to focus on a story that was in our statewide paper
in Arkansas, the Arkansas Democrat Gazette. And it was entitled,
its recent article, “Benefits Link Cited as Mire for Medicaid: Dis-
ability Cost Now 51 Percent of State’s Medicaid Program Growth.”

And the general point of this article was the fact that once people
get on disability, they are eligible for Medicaid. And while the Fed-
eral Government may be paying for part of that, the state has to
carry that Medicaid cost. And this is a huge problem for us in Ar-
kansas, and it is a quite extensive article that explores some dif-
ferent options.

And one of the things that struck me is there are a couple of
quotes in here that reflect some of what has been discussed here,
which is that, unfortunately, in some of the areas that have lost
significant population, those are the areas of the state where dis-
ability has increased drastically. And this article explores the fact
that some maybe are using disability as unemployment insurance.

I am going to read a couple of quotes. This 1s from a state sen-
ator, a Democrat. He says, “I know people who lost their job be-
cause it went away. There is not another one, so they go ahead and
apply for disability.”

And then there is a quote in here from Mary Daly, economist
with the Federal Reserve Bank in San Francisco—I am sure you
are familiar with her—she says, “A really important question for
the nation and for states is has this become our long-term unem-
ployment insurance program?”

That is bothersome, not because we don’t want people to have a
safety net with regard to Unemployment Insurance, but we want
programs to be used for the intended purpose. There are a lot of
people that rely on Social Security disability who are disabled. And
when people who are not disabled use this program inappropri-
ately, even if—I am not saying they don’t need a safety net, but
when they use this program, they are threatening the benefits to
the people for whom the program was intended.
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So, my first question—I am sure you have gone over this ad infi-
nitum in the past, but is it not doable to simply have a better
screening process? I mean what is hard about that? We put people
on the moon. I mean can we not do a better job of weeding out ap-
plicants who are inappropriately getting benefits, and putting the
benefits of the disabled at risk?

And I mean we have got a quote here by this same Democrat
state senator, who says, “Either we have got some folks with handi-
caps, or we have got some good folks who are filling out the paper-
work.” Now, I wouldn’t have put it that way, but you see the point.

So, could you comment on that?

Ms. MANCHESTER. I would just say that it is extremely dif-
ficult to draw the line between a person who is actually able to
work and a person who is not able to work. That is an extremely
difficult, sometimes subjective, judgement call to make.

It is true that many, many highly-qualified people are on the
program. They absolutely cannot work. But in recent years there
have been three academic papers coming at the problem from very
different approaches identifying younger DI beneficiaries, and espe-
cially younger beneficiaries with musculoskeletal and mental im-
pairments who apparently retain some ability to work. So it might
be possible to look at those kinds of beneficiaries in particular, to
see if we can help them get back to work. It is a very difficult prob-
lem.

The other thing to mention is that, especially during recessions,
if a disabled person has had a job that has worked well for them
but they lose that particular job, it may be extremely difficult to
find another job that suits their needs. And so they look at the op-
portunities available to them. Do I want to go on DI? Or you were
talking about the SSI program, which is a separate program that
has limits on income and assets. That SSI program also grants im-
mediate access to Medicaid benefits. And part of those Medicaid
benefits are funded by the states. But it has exactly the same med-
ical requirements to get on to the SSI program.

So you want to think about that young person, perhaps, who is
looking at a job at very low wages, if they can find one, versus a
DI benefit with Medicare benefits to come down the road, or an SSI
benefit with immediate Medicaid benefits. And it turns out the way
the benefit formula works, a very low-income person gets a pretty
good replacement rate. The DI benefit has been indexed to the av-
erage wage in the economy. Because of growing income inequality,
the average wage has been growing faster than the low-wage jobs
can pay. And, therefore, you get a better rate of return for that
very low-wage worker.

Now, this is not to say that people don’t have a good work ethic.
It is just to say that they make a choice based on what is available
to them, and they take all those factors into account.

Chairman JOHNSON. We have got the IG working on that. The
1G 113 into that, big time. And we will talk more about that next
week.

You have one second.

[Laughter.]

Mr. GOSS. One second, okay. Well, three little points, so I will
try to make this super quick.



55

First of all, we all feel for areas such as some in Arkansas, where
there has been population loss. And I would suggest that in areas
that have actually had population loss, that is probably because of
lack of job opportunity. The people who really can hold a good job,
many of them have probably left, thereby leaving more people be-
hind who perhaps are disabled. So we shouldn’t be real surprised
in such areas that you have seen more people getting disability.

The other thing, too, about Medicaid, that Medicaid costs for dis-
abled have been increasing faster, this is again just the demo-
graphics. Because disabled are—remember, that is the area where
the baby boomers have been moving into disability ages. They
haven’t yet moved into the retirement age. That is coming. So we
have this thing.

And the fine little point is that, as Joyce mentioned, the deter-
mination of disability is very, very tricky. Remember, only one-
third of people who apply for disability benefits are allowed a ben-
efit at the initial stage of adjudication; about one-half are allowed
of those who have—additional folks that we deem to be additional
folks coming in during this most recent very severe recession. Less
than that have actually been allowed benefits. It is a tough process,
it is a strict definition. Not everybody gets on.

And SSA is doing the best it can. And hopefully the funding will
be there to be able to do a better job, especially in the medical re-
views.

Chairman JOHNSON. Part of it is the disability judges, too. We
are getting after them. The IG is really working this hard. In fact,
had to hire more people to do it. Thank you for your comments.

Dr. Manchester, the Ticket to Work program has attempted to
support those looking to leave the rolls. Do you think it has been
successful? And has the reality matched the saving that was pro-
jected when it was put out?

Ms. MANCHESTER. So, Chairman, CBO has not done inde-
pendent analysis of the Ticket to Work, but it appears that there
has been no change in the proportion of DI beneficiaries who leave
the rolls to go back to work. So in that sense it does not appear
at this time to have been successful.

I think more and more people are thinking that we need some-
thing at an earlier stage of the process, so that we reach people be-
fore they make the decision to apply for benefits.

Chairman JOHNSON. Mr. Goss, a recent proposal by Jeffrey
Lehman—he was an advisor for Obama and Clinton—and Jack
Smalligan, formerly a guest scholar at Brookings, estimated 10 per-
cent of those currently on the rolls could return to work, if they
had the proper support. Do you agree with that?

Mr. GOSS. I think we would all agree with that. Of course, the
question is what is proper support?

Chairman JOHNSON. Yes, I know, you all are trying to address
it.

Mr. GOSS. How expansive is proper support? Clearly, many peo-
ple who have disabling impairments, with some level of support,
could do some substantial gainful activity. But the extent of the
support that is available in the private sector that employers can
afford to provide for their employees in a very competitive work en-
vironment is limited. And the amount by which the Federal Gov-
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ernment will provide the wherewithal to provide such supports is
also limited.

If I may, Chairman Johnson, you mentioned something about the
administrative law judges. It just happens that we looked very re-
cently for another purposes at something that I think you will find
remarkable, as I did. We looked at disability applicants to our So-
cial Security disability program back in 1988, and looked at the
share of those that end up getting allowed that are allowed at the
initial versus the hearings level. And we found 63 percent are al-
lowed at the initial level, 9 percent are allowed at the reconsider-
ation level, which is sort of first appeal, and 27 percent are—were
allowed of those who applied and got allowed back in 1988 at the
hearings level.

So, fast forward. We looked at the 2008 applications, just before
the recession hit. We find, remarkably, 63 percent of those who got
allowed at the initial level. Now 6 percent got allowed at the recon-
sideration level, and it is up to 31 percent at the administrative
law judge level. However, that is fully explainable and understand-
able. Between those two time periods we had the prototype model
come in, and one-fourth of the country is operating without the re-
consideration step.

So, the first level of appeal in one-fourth of the country is no
longer the reconsideration, it goes straight to the administrative
law judge. So the change from 9 percent down to 6 percent for al-
lowances at reconsideration and the increase from 27 up to 31 per-
cent at the hearings level would appear to be solely because of the
elimination of the reconsideration step in one-fourth of the states,
which are around——

Chairman JOHNSON. Well, are you saying the ALJs are doing
a good job or a bad job?

Mr. GOSS. Well, I wouldn’t say they are doing—well, I would say
that they are
hChairman JOHNSON. Because we have had some problems with
them.

Mr. GOSS. They are probably doing a similar job. One of the
things, if I may, that is also remarkable, something we have
learned really quite recently, is that of the people who are denied
an initial disability, they are denied at reconsideration, and then
availed themselves of the opportunity to appeal to the administra-
tive law judge, historically we have all tended to think of that as
being about 60 percent get allowed.

Recently, in about the last year, we have seen that percentage
go down to about half, to actually a little bit less than 50 percent.
We are struggling to understand exactly the reasons. We know two
reasons——

}?hairman JOHNSON. Because we put pressure on them, that is
why.

Mr. GOSS. Well, there may be some of that. I would like to think
it is cooperative, positive persuasion.

There is another factor, though. The surge of people who did
come in and file for disability back in 2009 and 2010, it takes a
while before they find their way to the hearings level. And we saw
the surge of that come in in 2011 and 2012. And we do believe that
the allowance rates ultimately, for people who come in in times of
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recession, the extra folks, will be at lower allowance rates. And
that appears to be the case.

In addition, our appeals council, which is really a level of over-
sight over the administrative law judges, has been doing, really, a
good job. Hopefully you will get to hear more about this, of going
back and talking to our hearings offices about the nature of the
way that they are making decisions, and getting mutually edu-
cated, and giving them good feedback. And that appears to be mak-
ing a real impact.

Cl(llairman JOHNSON. Thank you. Mr. Becerra, you are recog-
nized.

Mr. BECERRA. Thank you, Mr. Chairman. And I think Mr.
Kelly was trying to get to this point, as well. At least I think I
heard him say this. Time is money, especially if you are in a busi-
ness where you—the product you buy can go up in price at any mo-
ment in time. I know my father was in construction, and he would
always tell me how they were always—he was a construction work-
er, you were always told, “If we can get the job done, we will get
it done now, because we don’t want to worry about paying for ce-
ment next week, because it may go up in price, or timber may go
up in price.”

And I gather, from what, Dr. Manchester, you and Mr. Goss are
saying, that even in this process, the disability insurance, time is
money. And so, if we delay a determination, more chance that that
person will age out and have skills no longer as a—prepared to
move into the workforce again. It becomes more difficult for that
person to get back in the workforce.

And so, what we want to do, if we can, on our end, where the
problems might be man-made with regard to the disability insur-
ance problem, is flush out those manmade problems. And so, if one
of them is time, delay, then one of the things that I would hope
that we would look at doing—and you all give us counsel on—is
getting rid of those delays, so we have quicker determinations,
hopefully more crisp determinations.

And my sense is that—as, Mr. Goss, I think you pointed out, as
well just a little while ago—these determinations, that the integrity
of the program to make correct determinations, so that whether it
is the ALJ or whoever gets to make a determination whether this
person is disabled or not, let’s make it on solid evidence that this
person is or is not disabled. And if we invest in making sure that
there is integrity in the way those decisions are being made, we
save ourselves, I think you said, $9 for every dollar we invest in
that integrity review for those medical determinations and so forth.

So, sounds like you are pointing out some ways that we could
pretty quickly start to make some progress if we avoid the long
delays that make people’s skills more stale and less attractive to
employers, and if we put a little money in to make sure we avoid
the person who is trying to sneak into the system, isn’t truly totally
at a point of qualifying for disability insurance, and get them back
to work as quickly as possible, and have them find that they could
earn more money getting back to work than trying to collect on a
disability benefit.

Is your sense that if we were to really make the investment in
program integrity, these medical determinations, Mr. Goss, that we
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could make progress in getting folks either back to work or off the
disability insurance rolls?

Mr. GOSS. There is no question but that if we made a greater
investment, if we even just met the levels put forth that you all en-
acted in the Budget Control Act, we would be able to get up to
speed, we would eliminate the backlog for full medical reviews.

And the important point on that, I think, is that if we are de-
layed in allowing a person a benefit initially, Dr. Manchester is ex-
actly right, that that is more time that the person is, in effect, re-
quired not to be working, because they are waiting to see if they
will get a determination. But also, there is another factor to that.
If they wait an extra six or eight months to receive their initial de-
};_ermination and they are allowed benefits, they get the back bene-
its.

Whereas, if we are delayed in doing our full medical reviews to
determine whether somebody is medically improved and would be
leaving the rolls, it is only the point at which that determination
is made that the benefits cease. In fact, we determine it appears
as though they actually did improve six months ago, they keep the
benefits from those six months and they only—so getting up to
speed on those full medical reviews is really important, from the
point of view of the accounting:

Mr. BECERRA. Dr. Manchester, would you agree with that last
point?

Ms. MANCHESTER. I would, indeed. I would like to make an
additional point, however.

Mr. BECERRA. Sure.

Ms. MANCHESTER. And that is that the first million dollars
that you spend on CDRs may have that 9-to-1 return. So you are
finding the cases that are easy to find in which the people are real-
ly going to go back to work. Then the ninth million dollars that you
spend on CDRs is not going to have such a high rate of return, be-
cause it is much more difficult to find those marginal cases.

Mr. BECERRA. Right. You are picking the low-hanging fruit at
the very beginning.

Ms. MANCHESTER. Exactly.

Mr. BECERRA. But it is still good to pick that fruit.

Ms. MANCHESTER. Oh, absolutely.

Mr. BECERRA. Yes.

Ms. MANCHESTER. No question.

Mr. BECERRA. And you mention the case that, based on age,
different tiers, that the standard for actually going back to work
changes and it becomes more favorable to disability, the older you
get.

Ms. MANCHESTER. Yes.

Mr. BECERRA. And so, the quicker we move on these cases that
are just pending, the less likely we are going to let someone age
into a category that would have now allowed them to not go back
to work.

And so, would you agree, then, that the more we can work to re-
move these delays, the better off everyone is, not just the person
who gets to go back to work, but the taxpayer who is helping pro-
vide that service to the individual?

Ms. MANCHESTER. Yes.
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Mr. BECERRA. To a disability benefit?

Ms. MANCHESTER. That is definitely true, yes.

Mr. BECERRA. 1 appreciate your testimony. Thank you very
much for helping us with this. Thank you.

Chairman JOHNSON. Thank you. Mr. Kelly, you are recognized.

Mr. KELLY. Thank you, Mr. Chairman. And this is going to be
very quick. Tell me about the revenue streams. So where does the
money come from that goes into these funds?

Mr. GOSS. Oh, well, the revenue for both the disability insur-
ance program and the old age and survivors insurance program,
and, for that matter, also the hospital insurance program for Medi-
care, work essentially—not exclusively, but essentially almost com-
pletely out of payroll taxes that are paid by the American workers.

For the Social Security program, it is up to $113,700. People who
earn more than that do not pay taxes on anything above that level.
But the individual worker pays 6.2 percent, and their employer
pays an additional 6.2 percent. Self-employed individuals pay the
fYVh(‘)ile 12.4 percent by themselves. Those monies go into the trust
und.

And there are two sort of significant things about the money as
they go into the trust funds. First of all, they are required—the
monies that aren’t spent right away are required to be invested in
interest-bearing securities backed by the full faith and credit of the
U.S. Government, which we all take to be the most secure invest-
ment anybody could consider making. And the other is that we
have had legislation in the past—I think back in 1996—that sug-
gested that any penny that goes into those trust funds can be used
for one and only one purpose, and that is to pay benefits.

Mr. KELLY. Okay. So the money going in is coming from em-
ployers and employees paychecks.

Mr. GOSS. Exactly.

Mr. KELLY. Okay. And it is a percentage of their income. So, in
a dynamic and robust economy, we probably wouldn’t be having
this discussion, or it wouldn’t be at the edge of the cliff, the way
the chairman described it. And I would say that not only do we
have a lot of disabled people, we have an economy that is very sick
and very ailing.

Now, having been part of the program as an employer, 6.2 per-
cent of everything I paid everybody every 2 weeks I put in. They
put in and I put in. And in my own check I put the 12.4, it was
all mine. I think sometimes we lose a fact that all of these things
are fixable if we could get this country back on its feet again. And
we continue to talk—and these are great conversations—but if we
don’t get this economy fixed, it is just talk. It is just idle conversa-
tion. “Yeah, we could do this and we could do that.”

But if a percentage of everything I make goes into that fund, the
more I make—so a middle income family that was making $54,000
or $55,000 a year is now making $50,000 or $51,000. And if it was
at 4.2 and not 6.2, the way it had been the last couple of years,
you have less money coming in, more money going out. The metrics
just don’t make sense to me, from a purely business standpoint.
And this is all fixable.

And this is the thing that drives me crazy in the two years I
have been here. We talk more about these programs, and how we
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have to sustain them, as opposed to how do we keep alive the goose
that is laying the golden egg. That if you want to see these pro-
grams get fixed—and this is a fascinating conversation—we better
get this country back to work. And we better take advantage of
what the Lord has given us. We are twiddling our thumbs and not
addressing the real problem, and that is getting America back to
work.

And I got to tell you, Mr. Chairman, I appreciate this. I fight
with this every day in the private sector. I want everybody I work
with to have the best benefits possible.

Now, in addition to Social Security disability, we also have acci-
dent disability insurance in the dealership. So I would say to you
that while the Social Security part may not be as much as they
were making before, when we throw in ours on top of it, it is a lit-
tle bit different picture.

Now, I am not discrediting anybody and saying they don’t have
a great work ethic. I am just saying that somehow we have turned
upside down the meaning of incentive. As an individual, I just
would rather be in control of my future. I don’t want somebody in
Washington, D.C. who doesn’t know me, doesn’t know what I do,
doesn’t know what my dreams or aspirations are, to have a deter-
mination of what I am going to be able to do in my life. I think
that is wrong.

So, thank you for what you are doing, keep up the good work.
We will keep watching. But you know what? The answer—we got
to get back to work. We got to make decisions that get people back
to work, allow their incomes to rise, allow businesses to prosper.
Because the percentage of a larger number is much better than a
percentage of a lower number. And everybody I know that is out
of business is not contributing to this fund. So I thank you very
much.

Chairman JOHNSON. Thank you. Mr. Griffin, you are recog-
nized.

Mr. GRIFFIN. Thank you, Mr. Chairman. I ran out of time last
time. I just wanted to thank you all for being here. I really do ap-
preciate it. And I want to say I look forward to the upcoming hear-
ings and the IG’s investigation.

I will tell you, as someone who has not been on this Sub-
committee long, that I get so many anecdotal stories about abuse,
waste, fraud, and abuse in this area. And I know that—I know for
a fact—that a lot of them are true. And I know my constituents are
on to something. I have learned in the last two-and-a-half years
that when you start to get a lot of the same sort of stories from
your constituents, that there is something there.

So, while some things may be going well, my constituents tell me
that there are a lot of people they know who are on disability who
should not be on disability. And that is putting pressure on the
funding for the people who need, who legitimately need, those ben-
efits.

And so, I don’t believe everything is great. I look forward to
learning more about where the problem is. But I am convinced,
based on what I have seen and heard, that there is a major prob-
lem with the process of being—receiving—applying and receiving
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these benefits. I have not identified where all those problems are
yet, but I know there is a problem.

And I have also learned in my 10 years prior to coming to Con-
gress and working in D.C., that there is not an agency up here that
couldn’t stand some significant reform, and that you just happen
to be the one in front of us right now. But you could take any one
of them in this city—and some of them I was a part of for years—
and there is plenty of room for reform.

So I look forward to learning as we go through this. But I am
very, very suspect of what is going on. And we will continue to look
at this. Thank you, Mr. Chairman.

Chairman JOHNSON. Thank you. We welcome Ms. Black from
another subcommittee, she is on the full committee—and thank you
for being here today. Ms. Black, you are recognized for any ques-
tion you might want to ask.

Ms. BLACK. Mr. Chairman, thank you so much for allowing me
to be here to hear the testimony, and to be able to ask questions.
This is an issue, having been on Ways and Means for the last two
years, that we have heard some testimony in some of the other
committees, so I am very interested.

And there is so much yet to learn. And I want to start out my
remarks by saying thank you for being here. But I am going to ask
if there is a way also to start understanding more about the proc-
ess. Because it seems that when I do talk to my constituents who
are either applying for or have qualified, the process is so onerous.

I want to look at the six different areas that I have to learn more
about. And that is, first of all, the application, the full medical re-
view, whether there is a criteria that is used there that is con-
sistent across the board for a determination to be made, and then
the denials, because we hear that you are denied the first time.
Very seldom do I hear somebody getting the qualification the first
time, so the denials.

What happens next from that, the appeals. What I hear is that
they have to hire an attorney, they do have to get legal counsel.
And then the other area is the administrative law judge, because
in my reading I see that there is a real disparity from one end of
this country to the other geographically. Some judges will approve
9 out of 10 cases, others are 2 out of 10. And so understanding
where the consistency is there, if we need to do some work in that
area.

And then, finally, the review after they have qualified. How do
we check up? Are we doing a good job to make sure that someone
can’t still work and perhaps even find a job to get them back into
the workforce?

So, those are things that I would like to learn more about, Mr.
Chairman. Maybe that is something I just need to get somebody to
come and talk to me. But I think that is, from my point of view,
something that people really don’t have a good grasp on. So maybe
there is an opportunity for us to learn more about that.

Chairman JOHNSON. Come back next week. We are going to
talk about that next session.

Ms. BLACK. I will be here. So let me ask you about the chart
that is on page 11. Because, as a nurse, I am very interested when
I see these large groups of qualifying areas.
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So, one of those that, obviously, is the largest, is mental dis-
orders. And then the next one is musculoskeletal. I would like to
know if you can give me an idea about the diagnosis that is the
most prevalent diagnosis in these areas, because musculoskeletal
obviously covers a broad range, as does the diagnosis of mental dis-
orders. So, do you have that information? Is that available, so I can
understand more about why these categories—particularly with
people between the ages of 30 and 39 that are qualifying under
this, because for females it is 55 percent and for males it looks like
it is 58 percent of those that qualify. Am I reading that correctly?

Mr. GOSS. I don’t think so. I am looking at figure number 12——

Ms. BLACK. Okay.

Mr. GOSS [continuing]. Which are for women at age 30 to 39.

Ms. BLACK. Yes, yes.

Mr. GOSS. And the largest band is the blue band, which are for
mental impairments at relatively young ages, which are at about
40 percent. I think one of the Members mentioned that earlier.

The next most prevalent is, in fact, musculoskeletal, but that is
more like in the, what, 10 to 15 percent?

Ms. BLACK. I am sorry, I missed—what did you say the blue
band was?

g/Ir. GOSS. Well, the bottom blue band, which is for mental dis-
orders

Ms. BLACK. Mental disorders, yes, sir.

Mr. GOSS. The primary diagnosis.

Ms. BLACK. Right.

Mr. GOSS. And that is about 40 percent of the younger people
who come on the rolls.

Ms. BLACK. Yes, yes.

Mr. GOSS. And perhaps the significant thing about that is if you
go back to 1982 all the way through 2010, the percentage of those
who get allowed a benefit at age 30 to 39 females has stayed con-
stant at 40 percent. There has not been—one of the theories that
has been put forth is that we have had a big expansion of the num-
ber of people getting disability benefits because there has been a
surge of people coming on with mental impairments.

Well, if you look at this age group, age 30 to 39, the young age,
there has been an increase in the number of people getting bene-
fits. But it has not been because of an increase in mental impair-
ments. It has stayed at 40 percent. So, there has been an increase
at all of the—for all the different kinds of impairment levels fairly
equally. So there has just been simply an increase at those ages.

The largest reason why we have had an increase of people com-
ing on the rolls at younger ages, really, is because women have be-
come so much more insured, and their incidence rates have risen
very substantially.

Ms. BLACK. But that would not hold on males. So you are say-
ing because women have come in to the workforce, and I under-
stalrlld that, but it is pretty consistent with the male population, as
well.

Mr. GOSS. Exactly. For instance, the younger ages, the percent-
age that is—and I think we

Ms. BLACK. Is there a way that I can get information about
what the diagnoses are that are the most prevalent in both of these
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areas? Because that is a wide range of diagnoses in those two cat-
egories.

Mr. GOSS. Absolutely. We will get back to you with all—

Ms. BLACK. Okay.

Mr. Goss [continuing]. The detail we can pull together on that.

Ms. BLACK. Let me ask you this question, too. How many quar-
ters do you need to work to qualify for benefits?

Mr. GOSS. Okay, well, that depends on age. For

Ms. BLACK. Yes. So if you are 20 years old and you apply—

Mr. GOSS. If you are 20 years old, you would need to really have
six quarters of coverage——

Ms. BLACK. Six quarters, okay.

Mr. GOSS [continuing]. At a very young age.

Ms. BLACK. Okay.

Mr. GOSS. As you get to be older, it requires more.

Ms. BLACK. I see.

Mr. GOSS. Basically, it requires that you have at least six quar-
ters of coverage, but that you have worked at least half the time
from age 22 to your current age, or at least half the time over the
last 10 years.

Ms. BLACK. Okay.

Mr. GOSS. Five out of the last ten years.

Ms. BLACK. And then my final question is let’s say you were un-
employed, and then you apply for disability. Does the time at which
you were unemployed count for that five months?

So, in other words, I lose my job, and I am at home, and then
I apply for disability. Does that five months count?

Mr. GOSS. It does, indeed.

Ms. BLACK. It does.

Mr. GOSS. For instance, you are 45 years old. We look at the
most recent 10 years and see if you, out of those 10 years, 40 quar-
ters of coverage possible, have you earned at least 20 quarters of
coverage in that period.

So, if a person leaves work for whatever reason——

Ms. BLACK. Right, for whatever reason.

Mr. GOSS [continuing]. For a period of more than five years,
they lose their disability insurance status. And that, really, is the
explainer, if you will, for why women have had such a big increase
in the percentage of them that are insured, because women are so
much more consistently in the workforce now.

Ms. BLACK. So we heard one statistic that last year—and this
may not—please correct me if this is wrong—that we had more
people get on Social Security disability than actually got a job. We
heard that folks that had lost their jobs were applying and going
right from the end of their unemployment insurance right into a
disability situation.

Is that information that you would actually have to say whether
that is, in fact, true or not?

Mr. GOSS. Well, I know in 2012, for example, we had about 1
million people beginning newly-awarded disable worker bene-
ficiaries. I would have to think that in the year 2012 there were
more than 1 million people newly hired to jobs.
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Now, if people are simply looking at the net increase in the num-
ber of people employed, in a time of recession, even though a lot
of people might get jobs, other people are losing jobs or are retiring.

Ms. BLACK. Okay.

Mr. GOSS. And so, the net—you have to look carefully about the
net increase

Ms. BLACK. Sure.

Mr. GOSS [continuing]. Versus the number of people newly get-
ting a job.

Ms. BLACK. Always have to be careful when you are reading
anything.

Mr. GOSS. Exactly, yes.

Ms. BLACK. To make sure you know exactly what they are
measuring. Thank you so much.

And again, thank you, Mr. Chairman. I will be here next week.

Chairman JOHNSON. Good for you. We will welcome you to the
subcommittee, if you want to get on it.

[Laughter.]

Chairman JOHNSON. Mr. Becerra says you are okay.

[Laughter.]

Chairman JOHNSON. Thank you all for being here. I appreciate
the testimony. You are good witnesses. I think this was a good
hearing.

Mr. BECERRA. Thank you.

Chairman JOHNSON. We appreciate you all helping us. And
with that, the committee stands adjourned.

[Whereupon, at 11:34 a.m., the subcommittee was adjourned.]

[Public Submissions for the Record follows:]
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Center for Fiscal Equity

Comments for the Record
House Ways and Means Commitiee
Subcommittee on Social Security

Hearing on Securing the Future of the Social Security Disability
Insurance Program
Thursday, March 14, 2013, 10:00 A M.

by Michael Bindner
The Center for Fiscal Equity

Chairman Johnson and Ranking Member Becerra, thank you for the opportunity
to submit our comments on this topic. These are our fourth comments on this
issue, which will focus on the funding shortfall and our proposal to deal with it.
The previous comments were made to December 2, 2011, the second to December
9, 2011 and the third to September 14, 2012. As always, we are available to
individually brief members and staff about our proposals.

On the demand side, people have entered disability due to detrimental changes in
the welfare program, where states shuttled hard cases into Disability from TANF.
If Congress wishes to reverse this, it must make TANF less punitive and turn it
into a ladder to develop able minds rather than able bodies.

Congress can also enact a refundable expanded Child Tax Credit of $500 per
month per child for all workers and TANF/Disability/UI beneficiaries, as well as
encouraging longevity payment with employer stock and dividends, so that the
incentive to fire workers that could be productive goes away and the incentive to
have them claim disability reduces.

Waiting limits can be eliminated entirely, which saves money on legal fees. The
initial award can be made in cooperation with the last employer, who would
provide at least a portion of disability income as well as rehabilitative training in
lieu of a higher disability insurance tax payment. Such a system would bring
about faster determinations of disability, without the need to provide a case
management and appeal infrastructure which provides make-work for both
bureaucrats and disability lawyers, both of which add no real value to the
program while costing taxpayers more and more as backlogs continue to grow
and cases are summarily denied on the first reading.

As stated, our proposed solutions are made in the context of a four part tax
reform, which form the basis of our analysis. The key elements are:
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e A Value Added Tax (VAT) to fund domestic military spending and
domestic discretionary spending with a rate between 10% and 13%, which
makes sure that every American family pays something.

e Personal income surtaxes on joint and widowed filers with net annual
incomes of $100,000 and single filers earning $50,000 per year to fund
net interest payments, debt retirement and overseas and strategic military
spending and other international spending, with graduated rates between
5% and 25% in either 5% or 10% increments. Heirs would also pay taxes
on distributions from estates, but not the assets themselves, with
distributions from sales to a qualified ESOP continuing to be exempt.

« Employee contributions to Old Age and Survivors Insurance (OASI) with a
lower income cap, which allows for lower payment levels to wealthier
retirees without making bend points more progressive.,

e A VAT-like Net Business Receipts Tax (NBRT), which is essentially a
subtraction VAT with additional tax expenditures for family support,
health care and the private delivery of governmental services, to fund
entitlement spending and replace income tax filing for most people
(including people who file without paying), the corporate income tax,
business tax filing through individual income taxes and the employer
contribution to QASI, all payroll taxes for hospital insurance, disability
insurance, unemployment insurance and survivors under age 60.

In summary, our solution is to shift funding for disability insurance and
rehabilitation entirely to an employer-paid, VAT-like Net Business Receipts Tax,
with the payment of disability benefits and rehabilitative care to be covered by
either the last employer or a future employer who wishes to take on the new
employee’s “case” and provide both continued benefits and services until that
worker can be productive without continued assistance.

The separate disability payroll tax will be repealed. Repealing this tax provides a
justification for decoupling the benefit level from past income. An income based
benefit should be replaced with a standard benefit. During the application phase,
instead of forcing participants onto state welfare rolls, the last employer would
pay the standard benefit — which should be at least the minimum wage for a full
time worker, if not higher — with this payment offsetting the employers NBRT
liability and, if necessary, its VAT collections.

If the employee has dependent children, each child will also receive the
refundable expanded Child Tax Credit with their benefits (currently estimated at
$500 per child per month). Please note that we propose elsewhere that the
minimum wage be increased to $12 an hour so that no one is paid primarily
through the Child Tax Credit and that both the minimum wage and the credit be
automatically adjusted for inflation.
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As stated elsewhere, the expansion of the credit is funded by consolidating it with
the Earned Income Tax Credit, the deduction for children and limitations on or
elimination of the mortgage interest and property tax deductions. The extension
of this eredit to non-workers is offset by abolishing supplemental retirement
programs, such as Supplemental Nutrition Assistance and housing assistance.

Once the application process is complete, the Federal (or regional) government
will distribute payments, as well as the expanded refundable Child Tax Credit for
any dependent children, all of whom would qualify for Medicare, including any
long term care provisions transferred to the federal government from the
Medicaid program.

If vocational or educational training is required, as it likely should be in some
cases, then the training provider will serve as both “case worker” and conduit for
additional benefits, including the Child Tax Credit. Participants would be paid
the minimum wage for engaging in training, along with any additional stipend
provided to program beneficiaries of the benefit level were set higher.

Client health care would be funded by the federal government, but could
conceivably be provided through the health care system provided to employees of
the training provider. This is also our proposal for providing education to TANF
beneficiaries. This care could take the form of health insurance or of staff
medical personnel and facilities. In the event health care reform devolves into a
public option or single payer system, the question of who pays for health care will
be moot.

Clients who are incapable of completing training and finding employment will be
transferred back to beneficiary status, with the training provider paying benefits
during any transition period.

Program participants, like TANF participants, would not pay OASI payroll taxes,
nor would program providers pay an employer contribution on their behalf or
distribute any personal retirement account shares to them as an offset to their
Net Business receipts taxes.

Unless they have significant outside income from an inheritance, tort judgment
or lottery prize, it is doubtful that program participants will be hit with the
Income and Inheritance Surtax. In any case, benefits and tax credits received
would not be counted in determining adjusted gross income for this tax, although
training stipends probably should be.

Program participation should not be means tested based on any judgment,
although beneficiaries of significant inheritances should probably be excluded
from the program, although that level should be set rather high — likely at the
level where such benefits are taxed, currently proposed at $50,000 for
individuals and $100,000 for joint filers and qualifying widow(er)s.
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While these program efficiencies will likely save money on administrative costs,
they will not cure the demographic problem entirely. Some increases in revenue,
in this case, the Net Business Receipts Tax may indeed be required periodically
under the logic of social insurance.

As stated previously, the logic of social insurance is to spread out benefits and
harms from unearned demographic factors. Some people come from large
families or rich families who can cushion the blow for a disabled child or sibling
will have no problem making up for program short-comings. Those who have no
family or whose illnesses have estranged them from their families would
experience unearned hardship.

Resorting to increased public funding to adequately fund the program in current
years by adjusting the NBRT should happen without controversy — especially
given the incentives to minimize costs inherent in allowing employers a role in
the determination and rehabilitative process. One could even imagine leaving the
setting of the NBRT rate to a formula based on the needs of the various programs
it funds and the extent to which employers utilize alternatives. Indeed, a high
NBRT rate might lead to zero collections if it spurs employer action to improve
services to employees.

Thank you for this opportunity to share these ideas with the subcommittee. We
are always available to discuss them further with members, staff and the general
public.
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Contact Information

Michael Bindner

Center for Fiscal Equity

4 Canterbury Square, Suite 302
Alexandria, VA 22304

571-334-8771

Hearing on Securing the Future of the Social Security Disability
Insurance Program
Thursday, March 14, 2013, 10:00 A.M.

Clients:

The Center for Fiscal Equity has received no outside funding of any kind to
support this testimony. It is not representing any interests for pay.
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Testimony
The Social Security
Disability Insurance Program

John McCulloch
Integrated Financial Settlements
Chicago, Illinois

Submitted to the Subcommittee on Social Security
House Committee on Ways and Means

March 20, 2013

Chairman Johnson, Ranking Member Becerra and Members of the
Social Security Subcommittee of the House Ways and Means
Committee, I want to thank you for this opportunity to submita
statement for the record on the Social Security Disability Benefits
Program.

“An Option to Strengthen the Ticket to Work and Self-Sufficiency
Program While Reducing the Ongoing Costs to Medicare and Social
Security Disability Income”

This Testimony is intended to describe a solution to the growing number of
people on Social Security Disability Income (“SSDI") and the need to create
an incentive for them to get off of SSDI. The goal is to supplement the
exemplary work begun with the Ticket to Work and Self-Sufficiency
(“TTW") Program with a zero-cost enhancement that has proven effective
over the last two decades.

Background

The Social Security Administration (“SSA”) paid disability benefits to over
9.4 million people last year, accounting for 19% of all Social Security

1
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beneficiaries. These SSDI payments exceed $128 Billion annually.
Numerous reports indicate this number will continue to increase due to a
variety of factors, from the aging of the workforce to ongoing effects of the
previous recession.

The Current Status

The TTW program does not currently address the loss of monthly income
benefits and the loss of medical care provided by Medicare, which has
hampered its effectiveness.

Our Proposal

The structured settlement industry, represented by the National
Structured Settlement Trade Association (“NSSTA”) has, for the last two
decades, helped negotiate and settle tens of thousands of workers'
compensation claims across the United States. These medical and wage
replacement benefits are nearly identical to the benefits provided by SSDI
and Medicare and has enabled employers and insurers to cost effectively
close their workers' compensation claims while simultaneously providing
the freedom, security and dignity to injured workers to allow them to move
on with their lives, obtain re-education, or return to work.

The NSSTA is comprised of over 1000 individuals specializing in settling
claims with periodic payments with decades of negotiation experience
covering every jurisdiction in the United States. Our proposal would
include leveraging this network of professionals who will provide their
negotiation expertise at no_cost to the government, to help identify, meet
with, and negotiate a settlement that is in the SSDI/Medicare beneficiary’s
and the government's best interest.

Process Overview

This is a suggestion of how this approach could work, based on our existing
structured settlement methodology used in workers’ compensation cases,
both on the state and Federal level. It has proven to be a cost effective
system with tremendous benefits for all parties:

1. The government would establish criteria for claims suitable for
settlement and calculate an appropriate settlement value range. The
structured settlement consultant would help establish the present
day value of the future benefits, after which an appropriate and cost-
saving present value amount of the future benefits would be

2
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established, which becomes the basis for a settlement range. Many
workers' compensation carriers establish a settlement value around
70-75% of the present value.

For example, a 52-year old male is receiving $1,700 per month in
SSDI benefits. With an anticipated 27-year life expectancy, the total
cost to the government is over $550,000. A structured settlement
consultant can help calculate a present value of these benefits. Using
current Treasury rates, a discounted present value of this benefit is
approximately $400,000. Therefore, the government could establish
a value range to settle this care at around $300,000.

. A local structured settlement consultant would negotiate a
settlement that could include a lump sum as well as future periodic
payments that would provide ongoing income, as well as pay for
private or state run health insurance. Payments can be funded with
an annuity or, for additional savings to the government, with US
government obligations such as Treasuries. By funding with
Treasuries, the government would effectively be paying itself to
settle the claim, adding additional monetary benefits to the program.

To illustrate, a sample settlement negotiated by a structured
settlement consultant could be as follows:

$50,000 Cash Up Front Cost: $50,000
$300/month for life ~ Medical Insurance Premium Cost: $65,000
$1,000/month for 20 years  Income Replacement Cost: $185,000

Total cost of settlement: $300,000
Total present value cost of benefits: $400,000
Total future value cost of benefits: $550,000+
Present value savings to the government $100,000
Future value savings to the government $250,000+

The cash up front provides for immediate needs and

reeducation/retraining. The $300 per month covers the cost of

health insurance premiums and the $1,000 month provides income

replacement benefits with a guarantee to protect the worker’s family.

Future value is estimated, as if the SSDI beneficiary lives longer than
3
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expected, the government would have to continue to pay him.
Numerous studies on mortality trends, including the US Census,
show that Americans are living longer.

3. By providing the SSDI/Medicare beneficiaries with a level of
guaranteed income and funds to procure health insurance, they can
now leave the SSDI/Medicare system and either return to work or
retrain for a new job. This results in an immediate, hard dollar
present value savings to the government.

4. The government would also save costs by being able to eliminate
future administrative expenses, ongoing (and often escalating)
medical expenses, and hard dollar savings from a negotiated
settlement. Part of the settlement would include a stream of
guaranteed payments to fund the purchase of private or public
health insurance benefits, easing the strain on the Medicare system.

5. By providing guaranteed income and medical benefits, the program
would allow non-productive workers to retrain and return to work
to become productive workers paying into the system again.

With this process, injured workers can now seek treatment with an
appropriate civilian or state run health care provider and return to work or
school while providing SSA with significant hard dollar savings in excess of
$1 billion annually. We would welcome the opportunity to discuss this
proposal in greater detail.

Respectfully submitted by,

John McCulloch, D, CSSC, MBA, CMSP
EPS Settlements Group

36 W. Randolph Street, Suite 400
Chicago, IL 60601

1-877-819-3890

630-864-8420
imcculloch@structures.com
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 MICHAEL KELLEY

6326 Bonita Road, Suite H-201 Portland, OR 97036 (503) 510-2625

““March 20, 201‘3; :

Representative Sam Johnson

U.S. Congressman :
Third Districtof Texas.~ :
| 1255 West 15" Street, Suite 170
Plano TX 75075

S Dear Representatrve Johnson

‘ My name’is Mlchae! KeNey lama Drsablhty Consultant fora Soc;al Secunty
disability representatrve firmiin Portland Oregon.On March 14,2013, you '
“received testimony regarding the Socrai Security Disability insurance (SSDi) !
- program-from Ms. Joyce: Manchester Chiefof the Long-Term Analysis Unit. 1 have Gl
. reviewed her written statement and wish to offer comments forthe Sub—
Commrttee s consrderatzcn before final decisions are made

I wouid first like to address the facts stated by Ms Manchester Some of what>
-shelabelsas “Basic Facts” about SSD! benefits are inaccurate: On page one of her
: report Ms: Manchester states that a beneficiary can earn wages withno limitfor
a permd of twelve: months This penod is called a “Trial Work Period.” The: k
““website that she cites will show this to be’ |ncorrect Rather, a Trial-Work: Period:
consrsts ofanynine mDnths not necessarliy consecutive, withina rolhng 60-
E month perlod Thereis no three month grace perlod as Ms. Manchester cEarms

Sha goes on to state that beneﬁts are ehmmated ifa benefrcrary earns more than -

$12,480 annually. This doiiar amount represents the annual sum;efkthe current
_minimum for Substantial Gairful Activity (SGA); The monthly SGA amotint in 2013+
- is $1,040 for non-blind individuals and $1,740 for blind individuals. To be eligible
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Pagedofs

: fcr SSD! benefits 3 clalmant must demonstrate an lnabrhty to engage in SGA.
While the actuai dollar amount that Ms Manchester states'is techmcally
'accurate 55A does not consider the annua! earnings of a benefruary when
,conduct!ng a Contmumg Disability Revrew {CDR), a reviewthat oceurs whena. k
; beneﬁcrary retlrnstowork. Instead, SSA consrders earred Wages ona monthly
basis:information on SGA can be found on the SSA websrte at
http: //www ssa: gov/oact/cola/sga html

When'a benefrcrary comp!etes nine trla! work months durlng a 60-month permd
he orshe then eniters what is called an Extended Period of Ehglbrhty (EPE). During
“the EPE, a beneficiary is entitled to receive his orher cash benefit for any month
“that hIS or her earnings drop below the SGA level, The EPE lasts for 36 ; :
consecutrve months following the end of the trial work period. A summary of the :
~EPEand Trial Work Period (TWP) can be fourd on the SSA website at. o
http: //www ssa. gov/drsabrhtyresearch/wr/detar%edmfo htm.

Should a beneﬂcrary compiete the EPE and demonstrate an abmty to retain work

At SGA heor she then enters an Expedlted Reinstatement Period; a five- “year-
‘per!od i which $5A can remstate benefits when a claimant’s: earmngs drop be!ow
SGA and he.or she has’ not had a medical lmprovement In addition to these
perrcds a c!aimant s benefits can be further protected by incorporating
lmparrment-Reiated Wnrk Expenses (IRWEs) and Subsidies These are deductions
“that can be usedto reduce a‘beneficary’s countable earned i mcome ta below :

CSGA; lRWEs can lnclude but are not [imited to, non- rermbursable costsfor

i medrcatmn ‘doctor visits, and asssstance devrces like a cane orcrutches: A subsrdyj
can-be applied if a beneficiary receives support that reduces the actualvalue: of

“the work that is performed. While these mcentsves can potentlally allow a.

_ beneficiary to remain.on benefits beyond the TWP; they are, at the very !east,‘ :
paying‘back‘into the S5DItrust fund immediately upot returning to work.

Overalla beneficiary can prote‘(:t his of her benefits fora period of at least 45
months before cessation.'Ms. Manchester’s claim that benefits are e!lmmated” .
“immediately foliowmg the TWP is false and suggests that beneficiaries are
discouraged from retirning to work when; in fact, the combmatron of the TWP
“and EPE; as well as potentra! IRWES and subsidies, encourage employment

without fear of losmg beneﬂts s

‘Frnally, 1 wouid like to address the various options that Ms: Manchester suggests -
as to;changmg the SSDI program in order to avoid-exhausting the trust fund.> o
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8 Whlle do agree W!th the urgency inthe need to adopt a change in the near
“future | ObJE‘Ct to Ms. Manchester S suggestrons that would sppear to hurt those
: fwho are insuch desperate need for these benefits. Inmy. professmnal
: experxence FPhave found that few claimants are aware of the above—mentloned
“incentives to return towork. These clalmants begm the process with the k
understandmg that they cannot return to work or else risk iosing their benefits.
‘Wrth the incentivesalready in place; Congress’ need only educate claimants and,
LMOTE 50, thekvocatsonal rehabilitation and resource statfwho help the same =
- claimants find‘work that is within their limited capabi‘ﬁties Benéficiaries canthen’ s
: return tothe workforce after assurance that they can perform the work and not
“lose benefits in the process; When a beneflc;ary is established in his or her new
. position; then benefits can be ceased after the 36+ month EPE :

1 hope that vou fmd this mformatlcn useful and ‘take it mto consrderatron durmg :
‘your ongoing: dehberatlons on the future of the 5501 program The necessity for L
changeisavery pressmg matter, partrcular!y When considering the projécted

~exhaustion date of the'trust fund However rather thanadopt changes that >
would reduce or deiay berefits to those.with no little to na. income, Congress has
an opportumty to promote empioyment to provrde benefrcrarres with the

knowledge that they canreturn to work in‘a capacity that is within their limits. By -

"~ ehcouraging emp‘loyment those very beneficiaries will then pay backintothe =

-SSDItrust fund and, once fuiiy establlshed intheir new work would no Eonger .
have need for their beneﬁts :

: Thank you for your trme and consrderatlon Please do not he5|tate to contact me.
with-any questrons or comments :

" Sincerely, . -

MichaeiKeHéy

: Drsabrhty Consultant A
Emailimichael seanZOOO@hotmall corn -
Phone: (503).310-2526
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Submitted Testimony regarding “The Financing Challenges Facing the Social
Security Disability Insurance Program”
House Ways and Means Committee, Social Security Subcommittee
Thursday, March 14, 2013, 10:00 am

As the nonprofit membership organization for the federally mandated Protection and
Advocacy Systems (P&As) and Client Assistance Programs (CAPs) for people with
disabilities, the National Disability Rights Network (NDRN) would like to thank Chairman
Johnson, Ranking Member Becerra and the House Social Security Subcommittee for
holding a hearing to explore the financing challenges facing the Social Security
Disability Insurance (SSDI) program. NDRN would specifically like to comment on the
critical need for services to assist Social Security recipients return to work, particularly
the Client Assistance Program (CAP), the Protection and Advocacy for individual Rights
(PAIR) program, and the Protection and Advocacy for Beneficiaries of Social Security
(PABSS) program.

The P&A / CAP Network was established by the United States Congress through eight
separate programs to protect the rights of people with disabilities and their families
through legal support, advocacy, referral, and education. P&As and CAPs are in all 50
states, the District of Columbia, Puerto Rico, and the U.S. Territories (American Samoa,
Guam, Northern Mariana Islands, and the US Virgin Islands), and there is a P&A
affiliated with the Native American Consortium which includes the Hopi, Navaho and
Piute Nations in the Four Corners region of the Southwest. Collectively, the P&A / CAP
Network is the largest provider of legally based advocacy services to people with
disabilities in the United States. These services include assistance for people with
disabilities wishing to return to work.

The obstacles facing people with disabilities who wish to return to work are great. As
Dr. Joyce Manchester of the Congressional Budget Office stated during her testimony, it
can be extremely difficult for SSDI recipients to return to the workforce. This difficuity is
demonstrated in part by the high unemployment rate among people with disabilities,
which is currently around 13.7%, significantly higher than that of the general population.
Also, the workforce participation rate for people with a disability is more than 3 times
less than for people without a disability. Although the complex network of Employment
Networks, Ticket to Work, Workforce investment, and Vocational Rehabilitation
programs are meant to help SSDI recipients return to work, these are often difficult to
navigate, and there are many barriers to application for and use of these programs that
can ultimately discourage people with disabilities from applying.

The P&A and CAP programs provide critical assistance in navigating these and other
employment programs. The PAIR program lets people with disabilities know what their
rights are in terms of obtaining employment and helps them obtain accommodations
from employers, while the CAP program assists them with obtaining services from
Vocational Rehabilitation programs. The PABSS program provides assistance and
awareness to Social Security beneficiaries of their legal rights when navigating the
Employment Networks and Ticket to Work programs. As Dr. Manchester said in her
testimony before the Subcommittee, people with disabilities need access to services to
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retrain and obtain the skills necessary to join the workforce, and the P&A and CAP
programs enable them to do just that. These programs enable people with disabilities
to return to work, which helps to make the Social Security Trust Fund viable in the long-
run by enabling people to get off of benefits and begin paying into the payroll tax
system, but it also benefits the recipients themselves by enabling them to become
independent and enter the workforce.

Although the PABSS program is a critical piece of the puzzie for SSDi recipients
wishing to return to work, it is not currently being funded. Congressional authorization
for both the PABSS and the Work Incentive Planning and Assistance (WIPA) programs
expired on September 30, 2011, and while the Social Security Administration (SSA)
forward funded the PABSS program until September 30, 2012 and the WIPA program
until June 30, 2012, the programs have not been funded since. SSA took the position
that, without a Congressional authorization, it was incapable of putting dedicated
funding toward these programs past the expiration date of their authorizations. The
Government Accountability Office (GAQO) issued a legal opinion supporting SSA’s ability
to provide funds for these programs in the absence of Congressional authorization, and
the Department of Justice affirmed that opinion; however, the SSA chose to still not fund
these important programs.

Congress took the critical step of specifically appropriating funds for these programs in
the recently enacted FY 2013 Continuing Resolution. In the meantime, though, the loss
of funding has meant that many people with disabilities who might otherwise have found
work continue to receive SSDI or SSI benefits, and many people frained to assist
people with disabilities return to work have sought other employment. Congressional
reauthorization of these critical programs would help ensure continued funding for these
programs in the future, as well as help both toward the short-term aim of reducing the
SSDI and SSi rolls, as well as the long-term goal of encouraging employment of people
with disabilities and reducing reliance on Social Security benefits.

We are grateful for the opportunity to submit testify and discuss ways to encourage the
financial viability of the Social Security Trust Fund. If you would like to discuss these
issues further or have any questions for us, please do not hesitate to contact Patrick
Wojahn at (202) 408-9514, x102 or Patrick. Wojahn@ndrn.org.

O
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