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Exhausted in Just Two Years: Beneficiaries Facing

Nearly 20 Percent Cut in Benefits
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Abstract

The Disability Insurance program provides crucial financial support
to millions of disabled Americans. This support is threatened by the
program’s broken nature and imminent insolvency. The DI trust fund
will be bankrupt in just two years, at which point benefits will be cut
by almost 20 percent across the board. Congress needs to act now to fix
the DI program. Reallocating money from Social Security would rob
Social Security of crucial revenues while raising taxes would enable
the DI program to continue to grow unchecked, harming individual in-
comes and economic growth.

fter five consecutive years of deficits, the Social Security Disability

Insurance (SSDI) Trust Fund will run dry in just two years.!

If Congress does not act before 2016, benefits will be cut across the

board by almost 20 percent. This would mean a $218 reduction in

monthly benefits—from $1,146 to $928—for the average beneficiary,?
lowering the average benefit below the federal poverty level.?

The Disability Insurance (DI) program provides critical income
support for workers who become disabled and cannot work to support
themselves and their families. However, the DI program has increas-
ingly become an early retirement and long-term unemployment pro-
gram. Such abuses undermine its integrity and financial stability.

It is essential to preserve the DI program to provide for the mil-
lions of truly disabled Americans and their families who rely on it.
For individuals who are truly unable to work, a 20 percent cut in ben-
efits would be devastating. Congress should act now to reform the DI
program to preserve it for the truly disabled while limiting unneces-
sary awards and encouraging beneficiaries to return to work.

This paper, in its entirety, can be found at http://report.heritage.org/bg2937
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KEY POINTS

m The Disability Insurance (DI)
program is broken and will be
insolvent in only two years. At that
point, benefits will be cut nearly
20 percent across the board, low-
ering the average benefit to below
the federal poverty level.

m Disability Insurance has expand-
ed rapidly, from roughly 1 percent
of the working-age population
receiving DI benefits in 1966 to
almost 5 percent receiving DI
benefits today.

= Spending on the DI program
has doubled in real terms
since 2000.

m At |east half of the expansion
cannot be explained by demo-
graphic factors or changes in the
labor force. Rather, as DI benefits
have become more accessible
and more valuable, individuals
have increasingly turned to Dl as
an early retirement and long-
term unemployment program.

m Reallocating tax revenues from
the Social Security Trust Fund
to the Disability Insurance Trust
Fund would constitute a raid
on Social Security, causing it
to become insolvent one year
earlier and leading to larger total
benefit reductions.
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CHART1

Absent Reform, Average Disability
Benefit Could Fall Below Poverty Level

AVERAGE MONTHLY BENEFIT
$973»
Federal
monthly
poverty level
in2014
Average Average worker
worker benefit, benefit if Trust
April 2014 Fund exhausted

and benefits cut
across the board

Source: Author's calculations based on data from the Social
Security Administration, “Monthly Statistical Snapshot, April
2014, http://www.ssa.gov/policy/docs/quickfacts/stat_snapshot/
(accessed June 20, 2014); Social Security Administration, 2074
Annual Report of the Board of Trustees of the Federal Old-Age and
Survivors Insurance and Federal Disability Insurance Trust Funds, July
28, 2014, http://www.socialsecurity.gov/OACT/TR/2014/
index.html (accessed July 28, 2014); and the U.S. Department of
Health and Human Services 2014 Federal Poverty Guidelines,
http://aspe.hhs.gov/poverty/14poverty.cfm

(accessed July 21,2014).
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CHART 2

More People Receiving Disability
Insurance from Social Security

DISABILITY INSURANCE
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* Includes workers, widowers, and adult children of workers.

Source: Author's calculations based on data from Social Security
Administration, Annual Statistical Report on the Social Security
Disability Insurance Program, 2011, Beneficiaries in Current-
Payment Status, Table 3, http://www.ssa.gov/policy/docs/
statcomps/di_asr/2011/sectO1b.html#table3 (accessed June 11,
2014); Social Security Administration, 2013 OASDI Trustees
Report, http://www.socialsecurity.gov/OACT/TR/
2013/index.html (accessed June 11, 2014); Social Security
Administration, “Monthly Statistical Snapshot, April 2014,"
http://www.ssa.gov/policy/docs/quickfacts/stat_snapshot/
(accessed June 11, 2014); and U.S. Census Bureau, annual
population estimates, ages 16 to 64.
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Rapid Expansion of Disability Insurance 5 percent of the working-age population. Much of

In 1966, 10 years after the DI program began, a  the increase has occurred over the past decade and
little over 1 percent of the population ages 16-64  a half. Since 1991, the recipiency rate has doubled.
received DI benefits.* Today, that figure hasrisento =~ With increasing numbers of DI recipients come ris-

1. Social Security Administration, The 2014 Annual Report of the Board of Trustees of the Federal Old-Age and Survivors Insurance and Federal
Disability Insurance Trust Funds, July 28, 2014, http://www.socialsecurity.gov/OACT/TR/2014/index.html (accessed July 28, 2014).

2. Social Security Administration, “Monthly Statistical Snapshot: April 2014," May 2014, Table 2,
http://www.ssa.gov/policy/docs/quickfacts/stat_snapshot/ (accessed May 21, 2014).

3. U.S. Department of Health and Human Services, “2014 Poverty Guidelines,” January 22, 2014, http://aspe.hhs.gov/poverty/14poverty.cfm
(accessed June 2, 2014).

4. Author’s calculations using data from the U.S. Census Bureau Population Estimates and Social Security Administration. The recipiency rate
refers to the percent of the population ages 16-64 that receives worker, widower, or adult children disability insurance benefits.
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CHART 3

Factors Behind Increase in Disability Insurance Recipients

Increased
retirement age 9%
Aging of the
population 18%
Women's increased labor
force participation

UNEXPLAINED
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Less than half of the increase in the
number of disability insurance recipients
is due to observable factors, such as the
increase of women in the workforce.

16%-29%

44%-57%

30% 40% 50%

Source: Mary C. Daly, Brian Lucking, and Jonathan A. Schwabish, “The Future of Social
Security Disability Insurance,” Federal Reserve Bank of San Francisco, June 24, 2013,

http://www.frbsf.org /economic-research/publications/economic-

letter/2013/june/future-social-security-disability-insurance-ssdi/ (accessed June 11, 2014).
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ing costs, roughly doubling real (inflation-adjusted)
spending on Disability Insurance since 2000.°

This expansion of DI beneficiaries to one in every
20 adults has occurred despite improvements in the
health of workers and less physically demanding
jobs.S If workers are healthier and jobs are less physi-
cally demanding, why are more people claiming dis-
ability benefits?

Part of the rise in disability benefits can be
explained by one-time factors that should run
their course and not affect future rolls, but about
half the expansion is likely the result of program-
matic changes that could cause DI rolls to continue
to increase.

Demographics have contributed to expansion
of the DI program. The population of likely disabil-

ity beneficiaries has expanded both because of the
aging baby-boom generation and the increase in
Social Security’s normal retirement age. Addition-
ally, higher labor force participation by women has
increased the number and percentage of workers eli-
gible to receive DI. A study by the Federal Reserve
Bank of Atlanta examined the increase in DI ben-
eficiaries since 1980 and concluded that these three
factors account for 43 percent to 56 percent of the
increase: increased Social Security retirement age
(9 percent), aging of the population (18 percent), and
increased participation of women in the labor force
(29 percent).”

The remaining 44 percent to 57 percent of the rise
in DI beneficiaries—roughly 3 million beneficiaries—
remains unexplained.® Among other possible causes,

5. Tad DeHaven, “The Rising Cost of Social Security Disability Insurance,” Cato Institute Policy Analysis No. 733, August 6, 2013,
http://object.cato.org/sites/cato.org/files/pubs/pdf/pa733_web.pdf (accessed June 5, 2014).

6. Mark 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 Causes and Consequences of
Declining Disability Among the Elderly (Chicago: University of Chicago Press, 2009), pp. 337-379.

7. Mary C. Daly, Brian Lucking, and Jonathan A. Schwabish, “The Future of Social Security Disability Insurance,” Federal Reserve Bank of San
Francisco Economic Letter, June 24, 2013,
http://www.frbsf.org/economic-research/publications/economic-letter/2013/june/future-social-security-disability-insurance-ssdi/ (accessed
June 2, 2014). The authors' estimates include a range for the contribution of women'’s increased labor force participation. Increased participation
alone accounts for 16 percent of the rise in DI beneficiaries. The effect of women's increased prevalence (likelihood) of claims explains up to 13
percent of the rise, depending on the degree to which the authors assume women's prevalence has caught up to that of men since 1980.

8. Author's estimate of 3 million beneficiaries is calculated by adjusting the current total number of beneficiaries to that which would exist if
the recipiency rate today were equal to that of 1980. The difference between this figure and actual Dl recipients is the growth in beneficiaries.
Multiplying this growth by the average of the Federal Reserve Bank study’s 44 percent to 57 percent range (50.5 percent) yields to 3.01
million DI recipients.
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CHART 4

Less-Educated Workers More Likely
to Receive Disability Insurance

1.2%
PERCENTAGE OF ALL
WORKERS RECEIVING
DISABILITY INSURANCE,
8.2% BY EDUCATION LEVEL
4.8%
2.0%
1.5%
No High Some  Bachelor's Graduate
high school college degree degree
school  diploma
diploma

Source: James Sherk, “Not Looking for Work: Why Labor Force
Participation Has Fallen During the Recession,” Heritage
Foundation Backgrounder No. 2722, http://www.heritage.org/
research/reports/2013/09/not-looking-for-work-why-labor-
force-participation-has-fallen-during-the-recession (accessed
June 11, 2014).
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CHART 5

Disability Insurance Program Faces
$267 Billion Shortfall Over Next
Ten Years

FIGURES FOR 2014-2023

Deficit

$2671 billion

Total Costs Total Income

Source: Social Security Administration, 2074 Annual Report of the
Board of Trustees of the Federal Old-Age and Survivors Insurance and
Federal Disability Insurance Trust Funds, July 28, 2014,
http://www.socialsecurity.gov/OACT/TR/2014/index.html
(accessed July 28, 2014).
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this unexplained increase may stem from broaden-
ing of disability definitions and qualifications and an
increase in the value of benefits.

Beginning in 1984, Congress expanded disabil-
ity qualification standards to incorporate not just a
specificlist of impairments, but also more subjective
measures of a person’s ability to work, such as pain
and depression. Today, more than half of all disabili-
ty awards are given to individuals with musculoskel-
etal disorders or mental impairments.’

Furthermore, disability benefits have become
increasingly valuable to lower-income workers.
Although the benefit formula to determine disabil-

ity benefit levels has not changed, rapid income
growth at the top of the income scale has pushed up
the index used to calculate DI benefits. From 1979 to
2012, the real average wage that is used to calculate
DI benefits increased 22 percent while usual week-
ly earnings of workers with less than a high school
degree fell 28 percent.”® Consequently, replacement
rates (the percent of income replaced by DI benefits)
for low-wage workers have risen over time, making
DI benefits more attractive to this group." A Heri-
tage Foundation study showed a direct correlation
between level of education and DI recipiency: More
than 11 percent of all workers with less than a high

9. Michael A. Fletcher, "Disability Rolls Swell in a Rough Economy,” The Washington Post, September 20, 2013,
http://www.washingtonpost.com/business/economy/us-disability-rolls-swell-in-a-rough-economy,/2013,/09/20/a791915¢-1575-11e3-804b-

d3ala3a18f2c_story.html (accessed June 2, 2014).

10. Author's calculations using data from the U.S. Bureau of Labor Statistics on median usual weekly earnings by education level and the Social

Security Administration’s national average wage index.

1. Daly et al., “The Future of Social Security Disability Insurance.”
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school degree receive DI benefits, compared with
less than 2 percent of workers with a college or grad-
uate degree.'?

As DI benefits have become more accessible and
more valuable, the program has increasingly been
used to support early retirement and long-term
unemployment.”® Although the Social Security trust-
ees estimate that the long-run DI recipiency rate
will be about equal to its 2013 level, there is reason
to believe the DI program will continue to expand,
particularly if the economy continues to perform
below potential. The Federal Reserve Board proj-
ects ahigher long-run disability recipiency rate than
the Social Security trustees’ estimate, and the Social
Security trustees have consistently underestimated
future recipiency rates."

Status of the DI Trust Fund

In 2013 the DI program marked its fifth straight
year of deficits, with the trust fund declining $32.3
billion (26 percent) from $122.7 billion to $90.4 bil-
lion. Each dollar in benefits was met with only 75
cents in payroll tax contributions. According to the
Social Security trustees’ intermediate projections,
the DI program faces a 10-year projected shortfall of
$267 billion.

In actuarial terms, the 2013 deficit amounted to
0.32 percent of taxable payroll. To keep the DI trust
fund solvent over the next 75 years, benefits would
need to be cut by almost 20 percent immediately or
the DI payroll tax would need to increase 17 percent.
As discussed below, the program’s history of short-
falls suggests that these estimates may understate
the true shortfall.

As the DI program continues to pay benefits in
excess of contributions, the DI trust fund is project-
ed to be exhausted at the end of 2016. At that point,
incoming contributions will be sufficient to cover
about 80 percent of benefit payments. Absent legis-
lation to reform the program or reallocate or borrow

resources, benefits will be cut across the board when
the trust fund runs dry.

Reallocation or Borrowing Without
Reform Would Be a Mistake

In anticipation of the DI trust fund exhaustion,
Congress will likely consider reallocating revenues
from the Old Age and Survivors Insurance (OASI)
trust fund to the DI trust fund. Unless accompanied
by reform that makes the DI program solvent over
the long run, this would be a mistake. A straightfor-
ward reallocation would not only prevent necessary
reforms, but also shorten Social Security’s solvency
and increase near-term deficits because all that is
left in the Social Security Trust Fund is IOUs.

In 1994, the DI trust fund faced insolvency, and
Congress reallocated a portion of the payroll tax
revenues from the Social Security program to the
Disability Insurance program. Despite a 50 percent
increase in the DI payroll tax rate since 1994, the DI
trust fund once again faces imminent insolvency."”
The DI program needs structural reforms to address
rapidly rising rolls, not another reallocation that
will allow abuse of the program to continue to grow.

Reallocation sounds like a technical, perhaps
inconsequential action, but “raid” would be a more
appropriate description. Every dollar of revenue
reallocated to the DI trust fund is a dollar of deterio-
ration in the Social Security Trust Fund. As a result,
the Social Security Trust Fund would run out of
money sooner, and more retirees would be subject to
a nearly 25 percent cut in benefits. Absent a reallo-
cation, the trustees project that the Social Security
Trust Fund will remain solvent and able to pay full
benefits through 2034. Paying for the DI shortfalls
would move this date forward one year to 2033.

Since the Social Security Trust Fund exists only
on paper as $2.7 trillion in I0Us, a reallocation to
the DI trust fund would increase near-term budget
deficits on a dollar-for-dollar basis. Every dollar bor-

12.  James Sherk, “Not Looking for Work: Why Labor Force Participation Has Fallen During the Recession,” Heritage Foundation Backgrounder

No. 2722, September 5, 2013,

http://www.heritage.org/research/reports/2013/09/not-looking-for-work-why-labor-force-participation-has-fallen-during-the-recession.

13.  Ibid.
14. Daly et al., “The Future of Social Security Disability Insurance.”

15.  In 1994, with the DI program facing immediate insolvency, the Social Security Domestic Employment Reform Act of 1994 was signed into law.
This act immediately increased the DI payroll tax rate from 0.6 percent to 0.94 percent through 1996, dropping to 0.85 percent for 1997-1999
and then rising to 0.9 percent beginning in 2000. Prior to the act, a reallocation from OASI to DI of 0.11 percentage point (from 0.6 to 0.71)

beginning in 2000 had already been planned.
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rowed from the Social Security Trust Fund would
first need to be borrowed from the public.

The 2013 DI shortfall was $32.2 billion, and the
2014 shortfall is projected to be $32.3 billion. Based
on current projections, a reallocation of DI benefits
of the magnitude necessary to prevent benefit cuts
would add an average of $27 billion in annual deficits
over the next 10 years, or $267 billion in total.

Given the DI program’s substantial and funda-
mental shortfalls, lending money from the Social
Security Trust Fund to the DI program would be
reckless without first enacting reforms to increase
its solvency. No bank would loan money to a bank-
rupt company without at least a credible plan to
emerge from bankruptcy, and the DI program
should be no exception. At a minimum, the DI pro-
gram must enact reforms to keep it solvent for the
foreseeable future before Congress considers real-
locating or loaning funds to the program.

Both the OASI and DI programs are structurally
insolvent and in need of fundamental reform. The
fact that the disability program will become insol-
vent sooner than Social Security should not mean
that Social Security should bail out DI. A race-to-
the-bottom approach such as this would encourage
moral hazard, prevent or delay necessary reforms,
and increase budget deficits.

Disability Costs Magnified
by Medicare Costs

After two years on the rolls, disability beneficia-
ries are eligible to receive Medicare benefits regard-
less of age.' This two-year waiting period can dis-
courage some individuals—primarily those who are
more capable of work—from turning to the DI pro-
gram. However, the Affordable Care Act reduces this
deterrent effect by making many recently disabled
beneficiaries eligible for health insurance subsidies
during the two-year waiting period.

In 1975, DI beneficiaries accounted for about 8
percent of total Medicare recipients.” In 2012, DI
beneficiaries accounted for 19 percent of Medi-
care recipients.”® Providing Medicare benefits for
a growing population of disability beneficiaries is
extremely costly, adding about $80 billion in gen-
eral revenue costs."”

Disability recipients are unlikely to leave the
program. Fewer than 4 percent of beneficiaries
leave the rolls for work before retirement.?® Rising
health care costs translate into higher real DI ben-
efits over time. Rising benefit values will encourage
more DI applications and will discourage beneficia-
ries from returning to work. Consequently, total
government spending on DI beneficiaries will rise
faster than inflation.

Immediate Reform Is Necessary

The DI trust fund is nearly depleted. Millions of
disabled Americans rely on the DI program as their
sole means of income, yet abuse of the program
threatens its ability to provide for the truly disabled.
Every dollar of benefits that goes to an able-bodied
worker is a dollar that is not available to those who
are physically unable to work. Without reform, all
beneficiaries could face a nearly 20 percent cut in
benefits beginning in 2016. Such cuts would be dev-
astating to those who have no ability to earn income.
Reforms to the judicial process and continuing dis-
ability reviews, as well as new flexibilities in the ini-
tial determination and benefits period could help
to preserve the DI program for those who need it
most. Congress should act now to reform the DI pro-
gram and do so without exacerbating Social Securi-
ty’s shortfalls.

—Rachel Greszler is Senior Policy Analyst in
Economics and Entitlements in the Center for Data
Analysis, of the Institute for Economic Freedom and
Opportunity, at The Heritage Foundation.

16. Nonelderly people diagnosed with end-stage renal disease or amyotrophic lateral sclerosis automatically are not subject to the two-year

waiting period for Medicare.

17.  Henry J. Kaiser Family Foundation, “Medicare Fact Sheet: Medicare and Nonelderly People with Disabilities,” Fact Sheet, September 2010,
http://kaiserfamilyfoundation.files.wordpress.com/2013/01/8100.pdf (accessed June 2, 2014).

18. Henry J. Kaiser Family Foundation, “Distribution of Medicare Beneficiaries by Eligibility Category,”
http://kff.org/medicare/state-indicator/distribution-of-medicare-beneficiaries-by-eligibility-category-2/ (accessed June 2, 2014).

19. Fletcher, “Disability Rolls Swell in a Rough Economy.”

20. Su Liu and David Stapleton, “How Many SSDI Beneficiaries Leave the Rolls for Work? More Than You Might Think,” Center for Studying Disability
Policy Disability Policy Research Brief No. 10-01, April 2010, http:/www.mathematica-mpr.com/publications/PDFs/disability/ssdi_benef_ib.pdf

(accessed June 2, 2014).




