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PROJECTED DEPLETION OF THE SOCIAL
SECURITY DISABILITY INSURANCE
TRUST FUND

MONDAY, APRIL 27, 1992

U.S. SENATE,
SUBCOMMITTEE ON SOCIAL SECURITY
AND FaMiLy PoLicy,
COMMITTEE ON FINANCE,
Washington, DC.

The hearing was convened, pursuant to notice, at 10:06 a.m., in
Room SD-2156, Dirksen Senate Office Building, Hon. Daniel Patrick
Moynihan, Chairman of the Subcommittee, presiding.

Also present: Senator Riegle.

[The press release announcing the hearing follows:]

[Press Release No. H-19, April 20, 1992)

MOYNIHAN ANNOUNCES HEARING TO EXAMINE DISABILITY INSURANCE, SENATOR SAYS
TrusT FUND MAY RUN OUT IN 5§ YEARS

WasHiNgTON, DC.—Senator Daniel Patrick Moynihan, Chairman of the Senate
Finance Subcommittee on Social Security and Family Policy, announced Monday a
lmng on the projected depletion of the Social Security Disability Insurance Trust

The hearing will be at 10 a.m. Monday, April 27, 1992 in Room SD-216 of the
Dirksen Senate Office Building.

“The recently released report of the Social Security Board of Trustees iniicates
that the Dieability Insurance Trust Fund will be exhausted in 5 years,” Senator
Moynihan said. “The Trustees have provided Congress with notice of the situation,
with & recommendation for congressional action. We will look into the economic, fi-
Lmnci_:ll, and programmatic causes of the imbalance and chart a course of action,”

e said.

Earlier this month, Social Security Trustees released their annual report to Con-
greas on the financial health of the Social Security system. The report shows that
while the retirement trust is financially solvent for the next 45 years, the disability

am will fall short of money needed for benefit payments by 1997.

“It should be noted that in my Lill to reduce Social Security contribution rates,
I provided for shifting a portion of FICA tax dedicated to the retirement program
over to the disability trust fund,” Senator Moynihan said. “Clearly this kind of ac-
tion is needed, and other steps may be needed as well,” he said.

The subcommittee will hear testimony from the administration and experts on Se-
cial Security programs and financing.

OPENING STATEMENT OF HON. DANIEL PATRICK MOYNIHAN,
A U.S. SENATOR FROM NEW YORK, CHAIRMAN OF THE SUB-
COMMITTEE

Senator MOYNIHAN. Good morning to our guests. This is a regu-
lar oversight hearing of the Subcommittee on Social Security and
Family Policy to discuss the recent report of the Social Security
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Board of Trustees that projects a depletion of the Disability Insur-
ance Trust Fund.

Let me, first, on behalf of everyone here, welcome Bob Ball back
to our counsel. He has not been as well as we would like, but he
is now altogether back in trim shape and we look forward to hear-
ing from him with the other Bob, Bob Myers. Those valiant public
servants.

I have a statement here which I would like to place in the record,
with appreciation to Ed Lopez, who crafted it so carefully, and, in
order to move forward, to make a fairly simple point, but one which
seems to me to be of large consequence.

['I:il_le frepared statement of Senator Moynihan appears in the ap- -

ndix.

And that is to say, I hope we would learn to get rid of the lan-
guage of crisis where the Social Security system is concerned.

The only thing in the U.S. Government that is working in any
financial sense is the Social Security system. It is in full and ample
circumstance, I am sure our very able Commissioner will tell us.

The surpluses are running at $1.5 billion a week. The surplus in
grospect between now and the year 2016 would buy you the New

ork Stock Exchange.

It is a scandal that we are using this surplue as general revenue
and not saving it. But, on the other hand, we have never got it over
to the public that there is a surplus.

In 1977, as my good friend, Senator Riegle, knows, we in effect,
and more or less unintentionally, moved Social Security financing
to a partially funded basis. But there weren’t 15 people outside of
this committee who knew we had done it. And we went into a time
of some very temporary difficulties, easily fixed.

But, then, in 1981, I believe, the then head the Office of Manage-
ment and Budget said that the Social Security Trust Funds would
produce the largest bankruptcy, the most devastating bankruptcy
1n history any hour now, which was a massive misstatement. Those
funds were about to go into a huge surplus, as they promptly did,
and as they are.

And now, we have learned from the trustees in a very able report
that the Disability Insurance Trust Fund is expected to be ex-
hausted in 1997 and could possibly be exhausted in 1995.

It is like a household where there are two checking accounts and
one is running down and needs to have an infusion from the other.
I mean, most of us have had that experience.

And it needs to be clear that there’s no question about the over-
all solvency of the Social Security system. There are questions
about management, questions about policy decisions.

We do not do a lot of chart talk around here, but because I really
want our situation to be clear—and Senator Riegle, excuse my
back—we just have a simple chart. This is to the year 2001. And
we're now at 100 percent reserve, 100 percent of a year’s outlays,
and we go up to 260 percent by the year 2001 for the Old-Age and
Survivors Insurance Trust Fund. The Disability Trust Fund goes
down at our present allocation between checkbooks. 1 see the Com-
missioner agreeing. -

But when you combine them, they go up to over 200 percent.
They are going up, up, up, up. There is no problem of funds here.
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There is a problem with policy and decisions, and we are going to
hear about that. But this 1s just an arbitrary allocation.

We put this amount ¢f money into this checking account, the rest
to that one. And, if you have to adjust the allocations, you have the
same upward trend. I just wanted to make that point.

odWe want to hear Senator Riegle, who was kind enough to come
today.

OPENING STATEMENT OF HON. DONALD W. RIEGLE, JR., A U.S.
SENATOR FROM MICHIGAN

Senator RieGLE. Mr. Chairman, thank you for letting me sit in
this morning. This is a matter of keen interest to me, as it is to
you, as well.

Let me thank you, by the way, for your leadership and steward-
ship on all of the Soctal Security programs and issues. I do not
know where we would be without it. And I feel a great sense of

atitude as a Senator and as a citizen for the leadership you give
in this area.

Also, I want to say to our assembled witnesses this morning, this
is really all of the home run hitters at one time in terms of those
that can discuss these issues.

And I want to join you in welcoming Bob Ball back, with or with-
out the Indiana Jones cap that he was wearing earlier. I'm de-
lighted to see him.

And I am very interested in the issue of the administrative side
of this question that has arisen here, both in terms of how the ad-
ministrative process is working; is it doing what it should be doing?
I quite agree with you that tﬁe fund, as a whole, is solvent, it 1s
growing, the balances are growing.

I have the same concern that you do that we are ta%ping it for
general revenue, which I think is improper and should be stopped.

ut we have not had the votes necessary to put a stop to that prac-
tice.

With respect to who is eligible and making sure that those that
are properlgr seen as such and designated as such by the govern-
ment, and also these changes in the review process that I see a
number of the witnesses have spoken about. I am very interested
in what they have to say on those points. And I thank you for let-
tirg me participate this morning,

enator MOYNIHAN. Yes, sir. We thank you for coming, and, as
always, bringing a very rich experience in these matters to the
committee, as you have done.

We have the great privilege, of course, of having our opening wit-
ness, the Honorable Gwendolyn S. King, who is Commissioner of
Social Security.

And with her, her very able colleague, Harry Ballantyne, who is
the Chief Actuary of Social Security. We also have later on Robert
Myers, a former Chief Actuary. We have a whole history of Social
Security right here in front of us. It's one of those rare activities
which, even to this moment—Bob Myers, were you not on the staff
of the committee that drafted this legislation in 1935?

Mr. Myers. Yes.

Senator MOYNIHAN. In case any of you youth—that is to say,
anybody under 60 over there—would like to know, you are in the
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presence of a gentleman who helped draft this legislation in the ad-
ministration of Franklin D. Roosevelt.

There is nothing equal in cur government to the loyalty, the te-
nacity, and the effectiveness with which this group of public-spir-
ited persons have stayed with this program for so long.

And, now, in a right honorable succession, Ms. King, we welcome
you. We will put your testimony in the record and you proceed ex-
actly as you wish.

STATEMENT OF HON. GWENDOLYN S. KING, COMMISSIONER
OF SOCIAL SECURITY, ACCCMPANIED BY HARRY C.
BALLANTYNE, CHIEF ACTUARY, SOCIAL SECURITY ADMINIS-
TRATION, BALTIMORE, MD

Commissioner KING, Thank you, Mr. Chairman.

Senator MOYNIHAN. You have charts.

Commissioner KING. Yes, indeed.

Senator MOYNIBAN. Good.

Commissioner KING. I think you have preempted me on the one
that seems to get everyone’s attention.

S Senator MOYNIHAN. Oh. There you are. There you are. Sure.
ure.

Commissioner KING. I appreciate the opﬁ rtunity to join you
today and I must congratulate you, as well, for your continued
oversight of this very important program.

Mr. Chairman, you have, in your letter of invitation, posed a
number of questions. And, in the interest of time and to keep with-
in my 5 minute time limit——

Senator MOYNIHAN, No, no. You are the Commissioner. You get
ali the time you want.

Commissioner KING [continuingl. I will submit my full written
testimony for the record. My oral testimony this morning will give
you an overview of the current Disability Insurance financing situ-
ation, the reasons why the Disability Insurance Trust Fund does
not meet the Social Security Board of Trustees financial solvency
standards, and some of the options available to us to restore the
Disability Insurance Trust Fund’s financial solvency.

I think it is first important, though, that I repeat a critical point
that you made earlier. While it is true that the Disability Insur-
ance Trust Fund does not currently meet the long-term or short-
term tests of adequacy used by the Board of Trustees, the public
should not be given the impression that their Social Security bene-
fits are in any danger. There is no state of emergency taking place.

As the chart indicates, the assets of the DI trust fund, under im-
mediate demographic and economic assumptions, are estimated to
decline steadily until 1997.

. But the com{;ined Old Age/Survivors Insurance and Disability In-
surance Trust Funds are quite healthy; adequately financed for
many years to come.

In fact, they are quite healthy, even if we assume not the inter-
‘mediate assumptions, but very adverse conditions. Even under al-
ternative III assumptions, the combined trust funds are in a quite
healthy state.

And I think it is important that, if no other point, we make that
point.

ared
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There are several reasons for the imbalance in the Disability In-
surance Trust Fund; the differences between last year’s trustees’
report and this year’s.

et me just cite three of those significant reasons for you. First,
is declining trust fund revenues. Because economic performance in
1991 resulted in higher unempleyment and slower wage growth
than had been anticipated, estimated tax income in 1992 and later
years is projected to be significantly lower than the estimates in
the 1991 trustees’ report.

A second reason is the much greater increase in thie number of
disability applications and awards than had been anticipated in
last year’s report.

Under intermediate assumptions in last year’s report, the dis-
ability incidence rate among insured workers was expected to rise
from 4.1 per 1,000 in 1990 to 4.2 per 1,000 in 1991.

In actuality, it rose to 4.6 per 1,000. That is, 542,000 awards ver-
sus the prior estimates from 466,000 to 512,000. The incidence
rates for the 1992 annual report and for future years have been re-
vised accordingly.

And, third, the DI trust fund has been affected by the decline in
disability termination rates. That is, the percentage of beneficiaries
who leave the rolls because of medical recovery, a return to work,
the attainment of normal retirement age, or death.

Disability termination rates due to retirement age and death
have gradually decreased in recent years, in part because of the
lower average age of new beneficiaries. This is, in fact, a baby
boom-relatetf factor.

Senator MOYNIHAN. Yes.

Commissioner KING. Increasing numbers of baby-boomers are
reaching the age at which they are more likely to become disabled.
The first members of this generation are now 1n their mid-40s, and
the rest will follow over the next two decades. This has resulted in
a general lowering of the average age of disability beneficiaries.

he younger beneficiaries, aised by medical and technological ad-
vances that increase life expectancy, tend to stay on the disability
rolls longer, leading to lower termination rates and higher program
costs.

I would add, Mr. Chairman, that this trend for disability bene-
ficiaries to be younger and to live longer heightens the importance
of programs designed to encourage persons who are disabled who
wish to return to work to do so.

Helping more of our beneficiaries to re-enter the work force is a
high priority of mine, and I anticipate increasing success in this
area in the future as a result of some new and innovative initia-
tives that we have currently under way.

To answer your question about how best to address the DI trust
fund imbalance, there are several options available. One, would be
to reallocate a iarger share of the OASDI tax rate to the DI fund.
Reallocation, as you know, is not unprecedented.

And, in fact, the percentage of Social Security taxes allocated to
the DI fund is already scheduled to increase, under present law,
from 0.6 of a percentage point to 0.71 percent beginning in the year
2000.

Under intermediate assumptiong——
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Senator MOYNIHAN. Would you mind if I just pause for a moment
there to make the point that we have two chec ks here and we
meake distributions between them, depending on whether the car
has to get fixed or the mortgage has to get paid. And there is noth-
ing out of the ordinary in this.

e have the present rate, the Social Security contribution is 6.2
percent of payroll for employees and employers each. And we just,
on our own here in Congress, say we will use 5.6 percent for old
age and survivors benefits, and 0.6 percent for disability.

And if it turns out to be that we could use a little more in one
and a little less in the other, there is nothing unusual. It is just «
a financial decision.

Now, there are policies that you have to pay attention to, wheth-
er the rate of disability allowances are going up or down, and how
do you think about that.

But you made the point, we are responding here, in some meas-
ure, to a demographic change. The baby boom is entering the age
group where you have hearing loss. So, we will pick up here, tack
down there. We are not talking about changing the basic tax rate
one bit, and there is no need to.

That language of exhaustion and insolvency; there is nothing in-
solvent here. And we have to tell this to a people who are not still

'six]re dafter half a century and all that Bog Myers has done. Go
ahead.

Commissioner KING. The Chairman is absolutely correct. We
have already made the decision that 60 cents out of every $6.20 col-
lected will go for disability; $6.60 for old age and survivors. That
could be changed at any time.

I think it is important to note that in order to meet the short
range test of solvency over the next ten years, we know that we
will need some $78 billion in the Disability Insurance Trust Fund.

And even if we accelerate the current allocation in the law that
is not scheduled to kick in until the year 2000, if we accelerate that
go that it kicks in in the year 1993, we will only bring some $49.4
billion into the DI trust fund. So, it still would not meet the short
range test.

If the percentage allocated to DI were increased to 0.8 percent
beginning in 1993, then the Disability Insurance Trust Fund reve-
nues over the next 10 years would increase to about $104.5 billion,
and that would meet the short range test.

There are, of course, other alternatives, including reducing pro-
gram expenditures, increasing DI trust fund revenues in other
ways other than reallocation, or some combination of increases and
spending cuts.

The Board of Trustees, Mr. Chairman, has indicated that a care-
ful review of the DI program financing should take place before any
specific legislative recommendations are submitted. SSA will con-
duct that careful analysis, and the trustees expect to submit rec-
ommendations to the Congress when that process is completed.

Therefore, because of that charge to really consider this issue
and all available alternatives thoroughly, we have no specific rec-
ommendations for you today.

Mr. Chairman, I would ge pleased to answer any of your ques-
tions at this time.
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[Th‘;l .pr]epared statement of Commissioner King appears in the
appendix.

nator MOYNTHAN. All right. Well, let me just say, first of all,
fine; that you are going to respond to this situation and do it care-
fully, as you do and as you ought. The trustees asked that we do
get recommendations by the end of the year.

Commissioner KING. And we will do so.

Senator MOYNIHAN. And you will do so. Fine. May I just once
again say, we need a new language to discuss these things? There
is no issue of solvency here. There is no issue of exhaustion here.

There is an issue of how we handle owr disability program, which
begins in the 1950s and has had a bit of an up and down experi-
ence. I think, Senator Riegle, you may know this.

In the 1970s, the Office of Management and Budget began to be
worried about whether too many people were getting Disability In-
surance,

And, in the 1980s, with more influence from the Office of Man-
agement and Budget than this committee would like to see, they
suddenly just started turning people down who, at enormous rates
once they got an appeal, were told that you were turned down
wrongly. And that i1s not much consolation to someone who has
been. And such that the Second Circuit of the U.S. Court of Ap-
peals based in New York has ordered the Commissioner to review
the cases of these people. I mean, the court said that is outrageous.

There came a time—I do not know about Michigan—in the mid-
19808 when the United States Attorney for the Southern District
of New York refused any longer to represent the U.S. Government,
the Social Security Administration, in these cases. He said, what
is goiny on is outrageous. And he was proven right; the court has
decided 1t was.

Now, that is the kind of thing that we want to address. At this

int, you are satisfied that the determinations of disability, which

ave to be made fairly, are just that.

I mean, we have standards, we have a law, and you are applying
it without any pressure from OMB to save money by telling people,
no, you have not got a hearing problem, go away.

And when they cannot hear what you said and they will not go
away, you have that kind of problem. I mean, how do you feel
about it, Commissioner?

Commiissioner KING, Well, there are two points I would make,
Mr. Chairman. The first is, that on initial determinations—that is,
the first time someone is allowed a benefit or turned down for a
benefit—we are now reviewing 50 percent of all of those determina-
tions before they go into payment status.

So, we are doing something quite different from what people did
in the past, which is why I would say that history may not be re-
peating itself in every aspect.

Our Office of Program Integrity Review conducts a complete,
thorough review of 50 percent of the allowance cases. And we are
sure, especially in the 1insurance programs, that with a 98 percent
accuracy rate we are making the right decisions.

The State Disability Determination Services, under some difficult
circumstances I might add, because nobody has all the funding that
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they would like to have, but they are making decisions accurately
at the initial determination level.

That is, with the information and all the evidence that are avail-
able to them when they make the first decision, they are making
that decision accurately in an overwhelminf number of cases.

So, we are very confident that the people who are going on the
rolls are eligible for benefits, and should be getting those benefits.

The second point I will make involves benefit terminations.
While I have given you the major reasons for terminations, I think
it would be fair criticism to say that Social Security is probably not
conducting all of the continuing disability reviews (CDRs) that we
are supposed to.

Senator MOYNIHAN. Yes.

Commissioner KiNGg. Now, let me, for those who do not under-
stand the term, CDR, continuing disability reviews, just say that
we are required to look at the cases of people who are on the dis-
ability rol[lls after a period of time to determine if they should re-
main on the rolls. That requires a full and thorough review—medi-
cal review—Dbecause we now have a medical improvement standard,
of those cases.

Mr. Chairman, our budget and our activities reflect reality. We
know that it is important when people come to us for the first time
that we look at their applications as quickly as possible. So, we
really have been looking more at initial determinations than at
continuing determinations. We, in last fiscal year, did perhaps the
lowest number of continuing disability reviews in a long while;
some 60,000.

Senator MOYNTHAN. Yes. Yes. You were down. This is the one
problem. Of the programs, the one that has the most troubled his-
tory is disability. In 1983, you were doing 425,000 a year. And, by
1985, you were down to zero. And then, in 1988, you were up to
almost 300,000. Now you are down to, what did you say, to about

+60,000.

Commissioner KING. 74,000 in the last year, and we scheduled
some 60,000 this year. :

Senator MOYNIHAN. Which is not to say that you have to do the
same thing every year exactly the way you did it the year before.
But there 18 a certain sort of roller coaster here. And the court is
coming in and the U.S. Attorneys say, I will not even defend our
government here.

Commissioner KING. Yes.

Senator MOYNIE.\N. Are you getting enough money from the Of-
fice of Management and Budget to do this work? That is a hard
question to ask anybody. But you are Commissioner and we hold

ou in great respect. We need to know. You are getting $950 mil-
fion a year from OMB. That is not OMB’s money. Right? It is trust
fund money. Are they giving you what you need?

Commissioner KiNg. Mr. Chairman, our budget, of course, re-
flects budget reality. For disability, our 1993 budget request for the
State Disability Determination Services (DDSs) is an increase of 10
percent over this current fiscal year's budget for the State DDSs.
Overall, Social Security’s increase in the 1993 budget request is 6
percent higher.



In fact, because we are all under the Budget Enforcement Act,
and that does reflect reality, the circumstances across the board
gﬁnerally are that increases in the 1993 budget are far lower than
that.

Are we getting enough? I think we are getting more than other
programs. They would probably love to have 6 pe.cent. Could we
do more with more? Of course.

Social Security is a production-driven agency, if you will. When
we get more u;llp{()lications coming in, we need to be able to handle
more work, unlike many of the Federal programs.

Senator MOYNIHAN. I am not going to cause you any more dis-
comfort. [Laughter] -

But let me say that the term, budget reality, is what this com-
mittee is so concerned about. These are not general revenues that
the Office of Management and Budget is giving you, these are your
trust funds.

And the Social Security Administration, thenks to a long tradi-
tion, of which you are an exemplar, does a very good job. You have
run this great program with one percent of your revenue. Just 1
percent administrative cost. What, about 40 million checks a
month. And you do that on 1 percent.

It is your money, not OMB’s money. But they have taken unto
themselves the right to tell you how much of it you can spend and
slgly, no, you cannot do—well, I am not going to ask you to answer
this.

But they are quite prepared to say, you are spending too much
money giving people benefits which the Congress intended them to
have and for which they pay, and we want that money for other
purposes. And that is sinful.

About a year age, January, our beloved colleague, John Heinz,
were on the Today Show one morning and we were talking about
the use of the trust funds as general revenue. And I cited an edi-
torial in a New York paper that said what was going on was thiev-
ery.

And Deborah Norville, up in New York-—we were sitting together
at a desk downtown here in Washington. Deborah says, Senator
Heinz, do you agree that what is going on with Social Security
trust funds is thievery? And he said, certainly not. It is not thiev-
ery, it is embezzlement. [Laughter]

As a businessman, he made these distinctions. But I do not think
you are getting enough. And I do not ask you to respond, but make
the point that these are trust fund monies. And if you need them
to carry out the law, they are there. And OMB has not done you
any favor to the contrary. Now, do not answer. Senator Riegle.

Senator RIEGLE. Thank you very much, Mr. Chairman. I think
there is a problem in that area and I have great respect for the job
that Commissioner King does. So, the comment I make will be in
that context.

In Michigan today, we are finding that the Disability Determina-
tion Service is taking about 100 days to process a disability claim.
I mean, the time penod is really quite long.

And the indication I get from our State people is, is that there
are severe staff shortages and that is what makes the time run as
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long as it does. I assume that that is not just a Michigan problem,
that the problem may exist other places, as well.

Now, there may be somethinf else going on with respect to -
ple seeking to establish their eligibility, but I am concerned about
the budget pressures. And I think it 1s important that there he
enough money available to do the administrative work on a timely
basis, especially, 1 think, for people who are in a disability situa-
tion.

I am siruck by the fact that while most people think of Social
Secuﬁtﬁ in terms of retirement benefits, and importantly so, I
think the disability benefits available for younger workers is really
one of the key aspects of Social Security and it is one of the things
that tie our whole country together across age groups and across
generations. Because you can be struck down at an early age and
not be able to work.

And the whole idea of an insurance system is that everyone else
who does not have that misfortune puts a small amount of money
into a fund and then the person who has the disability can con-
tinue to maintain some semblance of a decent life, at least with re-
spect to income. So, I think it is terribly important.

And, I must say, I am concerned about this chart, Mr. Chairman.
Let me just indicate the concern that I have. I think it is quite
right to say that this figure has come down now in terms of the
projections into what looks like an under-funded position. That if
you take all of the accounts, we are still up here in a good, solid
surplus position.

But, nevertheless, we are not up here where we thought we
would be. We are down lower than that. We are lower than that,
as I listened to the Commissioner, for two reasons. One, is we are
having a higher incidence of claims, and then people not getting off
disability and into work situations. And that is part of the financial
issue here.

The other is, we have got a sick economy. And we all know we
have got a sick economy. So, the projection of revenues coming in,
I take it from your statement, is lese than what you had earlier
projected.

, there is less money coming into the fund overall than we
thought, because the economy has been weak, unemployment has
been high, and so forth.

Can you give me a measure of what the shortfall and revenue is
in whatever way it is most clearly expressed, whether you want to
do it over a five-year period, or year-by-year. But give us a sense,
if you will, as to how much revenues themselves are down just be-
cause of fewer payments in than we had projected at an earlier
time.

Mr. BALLANTYNE. Senator Riegle, I will answer the question.
Over the next 10 years, revenues are down, in part, because of a
lower rate of inflation that we are assuming also.

Senator RIEGLE. I see.

Mr. BALLANTYNE. That also reduces benefit payments.

Senator RIEGLE. I see.

Mr. BALLANTYNE. So, the net effect of those factors is to reduce
net income, the assets of the funds. We have looked at the effect
as a percentage of the entire effect of including the other two rea-

VR
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sons as well—the incidence rates and termination rates-—and the
effect of the economy and the effect on revenues is about one-fifth
of the total effect over the next 10 years.

Set:iator RIEGLE. One-fifth is the revenue being less than you ex-
pected.

Mr. BALLANTYNE. Right. The economic effect on revenues. So, the
majority of it—— .

enator MOYNIHAN. And the fourth-fifths is——

Mr. BALLANTYNE. Is due to the other two reasons: the incidence
rates and the termination rates.

Senator RIEGLE. Yes. And split that 80 percent, if you would.

Mr. BALLANTYNE. Well, it is about half and half. Termination
rates are slightly higher than the incidence rates.

Senator RIEGLE. Yes. So, now, the inflation expectation, let us
hope that is right. You have changed the inflation expectation, and
that is part of your model.

Mr. BALLANTYNE. Part of the model. It is a little lower, so that
reduces revenues. But it also has some effect on the outgo.

Senator RIEGLE. No, I understand. But it sounds like it is a sig-
nificant item, because it sounds like it is 40 percent of the adjust-
ment that you make.

Mr. BALLANTYNE. Not the rate of inflation. That is an offsetting
effect on revenues.

Senator RIEGLE. I see.

Mr. BALLANTYNE. There is still some loss in real wage gains over
the period. That is, the rate of increase in wages over inflation and
a little higher unemployment rate which reduces the number of
people employed.

And the combined effect of all thoee is to have an effect of about
20 percent over the next 10 years of the difference from last year's
report. .

genator RIEGLE. Well, in my mind, recognizing that you have got
these different contributing factors in this puzzle, the weak econ-
omy, the inability of our economy to parform up to a higher level—
and, in fact, even to perform up to the level that we anticipated the
last time we really did a forward estimate—is another indication
of the cost to us when, in fact, the economy is not performing well.

And there is a cost in the Social Security system, and we are pro-
jecting a lowc. total amount of money quite apart from the sepa-
rate accounts within the fund question.

I am also concerned, too, that even if we were doing a perfect job
of identifying people who properly qualify and then if they recover
and can go gack into the work force, that we do, again, a perfect
job in identifying that person so that they come on at the right
time, and those that can come off come off at the right time, I am
not sure that people tcday are able to find jobs even if they recover.

I mean, that is part of the problem. I got a letter the other day
from someone who wrote in, watching one of the hearings, that has
Eone through job retraining. This is not a person with disability,

ut it helps make the point.

They have been through, now, three separate retraining pro-

ams in three different areas of work and still cannot find work.

mean, this is obviously somebody who is very serious about want-
ing to work and has gone through retraining programs.
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I am wondering if we are finding, when the unemployment levels
are as high as they are, if someone coming off disability is as able
to slot back into the work force as might have been true at another
time, or when the economy was operating at a more robust level.

I am wondering if one of the reasons people are maybe not get-
ting slotted back in who can go back to work is that it is a very
difficult situation out there to find work these days. I mean, the
unemployment rate in Michigan right now is 9.3 percent.

Senator MOYNIHAN. Yes.

Senator RIEGLE. So, if you are coming off a disability situation,
or if you are coming out of school, or even if you just lost your job
because a plant has closed, it is very, very difficult to find a re-
placement job. Is that part of our problem here?

Commigsioner KING. In the disability area, Senator, I would
point out that, while people may not be able to return to work full-
time, it is important to note that the level of substantial gainful ac-
tivity has also increased from $300—that is, where people could
earn up to $300 and still keep their disability benefits—to $500.

Senator MOYNIHAN. That is $500 per month.

Commissioner KING. Per month.

Senator MOYNIHAN. Yes.

Commissioner KING. So, that, indeed, people who are not able to
work full-time may be working a little ﬁit part-time to try to re-
enter the work force.

Senator RIEGLE. Right.

Commissioner KING. And that may have some effect as well. We
are not really sure how much.

Senator RIEGLE. Do you maintain statistics on the ability of a
person that comes off disability to, in fact, find and hold gainful
employment? I mean, do we have in effect an unemployment rate
that we calculate for the person that comes off disability?

And the reason I ask is that I think this may be part of our prob-
lem. And, to the extent that it is, it is important to identify. Be-
cause I am strongly of the view that we are not making the econ-
omy as strong as we should.

And we are seeing damage all over the place. We are seeing it
in the form of homeless people, we are seeing it in the form of
pll]ants closing, and then distress to communities that have to take
those.

I think we are now seeing it in terms of the balances—the pro-
jected balances—in Social Security being less than what we antici-
pated them to be. Now, that is an economic effect.

Now, granted, we are still in surplus. But we are in less a sur-
plus position than we anticipated. Now, part of that, of course, is
the disability story, which is what we are here talking about today.

But for that aggregate line to be coming down is not a helpful
sign. We would like to see that line stay as high as it is. I would
bke to see it go higher, in the sense that I would like to see even
a more robust economy than the one that we were projecting. We
are not seeing that.

And, within that, you are seeing a change in the performance
statistics with respect to people on disability. I was surprised that
your rate has jumped from 4.1 percent per 1,000, as you said, up
to 4.6. I mean, that is a big jump.
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Commissioner KING. The incidence rate. That is right.

Senator RIEGLE. Yes. That is a pretty substantial jump. And I
think that is a 1-year change.

Commissioner KING. Correct.

Senator RIEGLE. Now, that, percentage-wise, is quite significant.
And, granted, zou have got baby-boomers in this picture. That
seems to me to be an unusual increase.

Are there more people who understand they are eligible to seek
this kind of help, or are more people getting hurt at work, or fall-
ing off motorcycfes without helmets, or what is happening here?

Commissioner KING. I will let Harry speak to that as well. But
the incidence rate tends to increase as the applications increase
and awards increase. And what we saw over the last year was a
huge increase in the number of people coming to us with applica-
tions for the first time.

Senator MOYNIHAN. I wonder if I could just ask Mr. Ballantyne
to amplify. Which is to say, we have had Disability Insurance for
about 35 years. President Eisenhower signed the bill. Do we have
enough experience now to know how the cycle of employment af-
fects the disability rates?

Mr. BALLANTYNE. Mr. Chairman, we believe that has some effect,
but probably not a very large effect on the incidence rate.

Senator MOYNIHAN. Not a large effect.

Mr. BALLANTYNE. The incident rate, over the last 35 years, has
gone up and down. And we do not fully understand the reasons
why it does it. During the 1970s, it rose to over six per 1,000. And
then, in the early 1980s, it fell to about three per 1,000. It is dif-
ficult to explain.

Senator MOYNIHAN. It is much more volatile than we can ex-
plain. The changes in the economy that are very important to indi-
viduals, very important to us, do not make that much change in
something as massive as the Social Security trust funds. They just
roll on. And we appreciate it.

For the record, let me make it clear that Mr. Ballantyne is giving
his professional position. The actuary calls it exactly as he sees it.
And being that, and being of his quality, he is quite capable of say-
ing it is something we do not ungerstand. I think, progably, we do
not, do we?

Mr. BALLANTYNE. We do not fully understand.

Senator MOYNIHAN. Yes,

Mr. BALLANTYNE. Although, as you know, there have been court
cases during the 1980s, and I think awareness of the program has
increased. So, they may be contributing.

Senator MOYNIHAN. I want you to answer Senator Riegle. I did
not mean to interrupt.

Senator RIEGLE. Can you tell us something about the profile of
this burst of activity? I mean, is there a story in that in terms of
what the composition of the kinds of disabilities are? Are we seeing
more of a certain kind? Is there something that is causing that
number to rise that dramatically in a sin%le year’s period of time?

Now, I am also mindful of the fact that I see lawyers advertising
on television to take someone’s case if they think they have a case.
So, maybe we are seeing more people coming forward partly for
that reason, as well. I do not know. But is there something in the
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data that explains why it is that we are having what looks to me
to be an acceleration here in a short space of time?

Mr. BALLANTYNE. Well, there is some lag in the time that we get
data on the number of awards and the causes for the disability. I
believe, as far as we know, that the increases are pretty well dis-
bursed over different causes. There seem to be increases over all
age groups. There does not seem to be any heaping at any——

Senator RIEGLE. So, it is not work place related more than it is
something else away from the work place? .

Mr. BALLANTYNE, I do not think it is. No, I do not think it is.

Senator RIEGLE. Do you know, or are you guessing?

_ Mr. BALLANTYNE. Well, we can look into that more fully. But my
impression is that it is not.

[The information requested follows:]

The attached table shows the number of disability insurance awards in selected
calendar years from 1970 through 1991. The awards in each year are classified by
the worker’s age in the year of award and, separately, by the nature of the disablinq
condition. The table showa increases in 1990 and 1991 in all age groups end in al
disabling conditions (except in the “other and unknown” category). Although we do
not have good data on the incidence of disebility in the work place, the increased
numbers of awards across the ranges of ages and disabling conditions suggest that
work-related disabilities have not increased at any substantially different rate than
dieabilities that are not work-related.

NUMBER OF AWARDS TO DISABLED WORKERS, BY AGE AND BY DISABLING
CONDITION, IN SELECTED CALENDAR YEARS 1970~91

[In thousands)]
1970 | 1975 | 1979 | 1882 | 1985 | 1987 | 1988 | 1080 | 1900 | 1991
350 | 592f 417 299| 377{ 416 | 409] 426 | 468 536
32 85 57 43 83 4l 62 69 73 84
39 59 48 a7 57 67 68 7 83} 105
91§ 1541 113 79 97 95 95| 105) 116 135
84| 19| 113 81 90 08 84 87 83| 105
105] 178 L] 59 70 8| 100 89 98| 108
Infoctive and parasitic diseases ......... H 8 4 3 4 4 0 4 28 32
NOOPIBSMS .........ovevimnmemiirnmnriirenienns 35 59 58 51 58 50 66 76 78 84
Adlergle, endocrine system, metabolic,
and nutritional diseases ................ 14 18 13 12 19 21 12 13 14 21
Montal, psychoneurofc, and person-
aitty disorders ... 39 65 48 33 67 96 9% 93| 108 126
Disssses of the nervous system and
$ON38 ONGRNS ..cvvveucrmrarimnnriinnenns 2 41 34 7 30 33 33 38 4 42
Circulatory system .. o 109] 1897 118 75 A m 74 72 73 79
Resplrafory system . 25 41 25 21 19 21 20 21 23 28
Digestve system ... 1 18 8 8 7 4 8 8 9 11
Skelotal MUSCUO .........ccvemmvrriinieinnins 53| 100 72 48 49 58 57 48 55 68
Accidents, polsonings, and violence . 28 38 25 18 15 21 20 17 18 21
OtherfuNKNOWN ...ouvcivervvencnnsisiennns 7 18 13 6 41 7 29 38 23 28
Nol

tos;

1. Detalied numbers may not add to totals because of rounding.

2 Beginning n 1000, V cases are Inchuded in infective and parastic diseases. Before 1000, such cases were Included
primarly Ir. neoplasms or respiratory system, depending on the manifestation of the condition.

Source: Socisl Security Administration, Office of the Acluary, June 16, 1992,

Senator MOYNIHAN. Well, why do you not do that? Take your
time, because you will do it. Take the time to do the kind of quality
work you do. We have been at this for 35 years. There are adminis-
trative practices that change the rates of acceptance.
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Mr. BALLANTYNE. Yes.

Senator MOYNIHAN. But the rates do not seem to change a very
great deal. Is that right?

Mr. BALLANTYNE. Well, the number of applications has increased.

Senator MOYNIHAN. Yes. Yes.

Mr. BALLANTYNE. And allowance rates are higher. Incidence
rates, therefore, are higher. So, they had been increasing during
the 1980s, but that followed a decrease in the early 1980s. So, it
is difficult to say where.

Senator MOYNIHAN. I would like to say that I am sure that Sen-
ator Riegle would like to see kind of a series on application rates
and see if you pick any cyclical function up there.

Mr. BALLANTYNE. Right. Right.

[The information requested follows:]

Data on disabled-worker applications and awerds are shown in the attached table
for 1960 and 1965 and for eaci year 1970-91. The data show that awards per thou-
sand insured workers were 4.5, 4.7, and 4.8, in 1960, 1965, and 1970, respectively.
After 1970, the ratio increased each year to a peak of 7.1 awards per thousand in-

sured workers in 1975 then declines each year until it reached a low of 2.9 awards
per thousand in 1982 and has been rising since.

DISABLED WORKERS' APPLICATIONS AWARDS AND RATIO OF AWARDS TO
APPLICATIONS AND AWARDS PER 1,000 INSURED WORKERS FOR 1960,
1965, 1970-1991

r Awards per
rof & Total ewards divided
Mn:: m g Total awards bho: eppicatons (pwe:vyvt) 1,?;:::04

4188 207,805 50 45

532.9 253,499 48 47

868.2 350,384 40 48

9244 415,897 45 58

947.8 455,438 48 6.0
1,006.9 4916816 48 83
1,330.2 535,977 40 6.7
1,285.3 592,049 48 71
12322 551,460 45 65
1,2352 568,874 48 85
1,184.7 464 415 39 52
1,187.8 418713 35 44
12623 396,559 31 4.0
1,161.3 345254 30 34
1,020.0 298,531 29 29
10177 311,491 31 30
1,035.7 357,141 34 34
1,066.2 77N 35 35
11184 416,865 37 38
1,108.8 415848 37 3.7
1,017.9 409,490 40 36

984.9 425,582 43 37
1,067.7 487,977 44 4.0
1,207.8 536,434 44 45

Sowrce: Off ice of the Actuary, Soclal Securty Administration

Senator MOYNIHAN. And, also, there is a point you made implic-
itly, which is, it takes a generation to learn about programs such
as this. It takes a long time for people to—well, we have had Social
Security in place, we have hacf) Survivor’s Insurance in place for
50—let me see.

You sent out your first checks in 1940, did you not? Not you, per-
sonally. Survivor’s Insurance has been there for half a century.



16

And I do not think a third of respondents in public opinion polls
are aware that they are covered.

Mr. BALLANTYNE. That ie right.

Senator MOYNIHAN. And a great point to make is that this is a
contributory insurance system.

Mr. BALLANTYNE. Yes. That is right.

Senator MOYNIHAN. You do not get disability benefits because
the government is being nice to you, you get them because you pay
for them.

Mr. BALLANTYNE. That is right. In a big insurance pool, along
with everybody else.

Senator MOYNIHAN. A big insurance pool. Yes. Yes.

Commissioner KING. Mr. Chairman, I will point out that we try
to get a handle on some of the causes when we saw the applica-
tions increasing.

We did some quick studies—exit studies, if you will—of appli-
cants who showeg up at our offices.

We asked them questions and found out a little more than anec-
dotal information, but nothing that is really so substantial that we
could present it as fact.

We saw instances where State and county offices were rec-
ommending that people try first at Social Security, to see if they
were eligible for supplemental security income. And many of them
are entitled also to insurance payments under old age, survivors,
or disability. So, we looked at some of that.

We have seen an increase in the number of disability awards due
to AIDs, but, of course, that is a phenomenon that is growing and
so we are mindful of that.

We have several initiatives under way to identify cases that are
going to be obvious allowances and move those along and not have
people held up. Also, we are giving priority attention to claims form
people with terminal illness so that we are able to quickly get ben-
efits to them.

Senator RIEGLE. Yes. That would be very helpful. I appreciate
hearing you say that. And, in that regard,rgaving interrupted you
momentarily here, I would appreciate it, too, if you could take a
look at the problem that we are having in Michigan just in terms
of the length of time to process disability claims. And I do not know
whether that 1s on the norm/off the norm with respect to the rest
of the country.

Senator MOYNIHAN., Well, T guess I have to tell you a little sheep-
ishly that if it takes 100 days in Michigan, then the estimated av-
erage for next year is 7 months in the country. So, somebody is
doing their job.

Senator RIEGLE. Is that right? Well, it depends—

Senator MOYNIHAN. That may not be—

Commissioner KING, That is not initial, Senator. Your number
for initial determinations—how long it takes the State Disability
Determination Service to do its job—really does average anywhere
from 65 days in North Carolina, up to 123 or so days in a couple
of other States. -

Michigan has just had a blip. They do a superb job. In fact, if
we look at the so-called backlogs—we do not even call them back-
logs anymore, we have so many cases, we call them pending loads
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work-—we were concerned a little bit ago that we saw some States
had pending loads work in excess of 20 weeks. Michigan is cur-
rently at 11.7 weeks work pending. They are doing a superb job in
Michigan. They are also doing a very good job in New York.

Because they are big States, you would expect that they would
be problem States. The State DDSs do a tremendous job in a num-
ber of those States.

We are looking at a lot of that. We think perhaps even our own
outreach efforts have some impact on the number of people who
say, “Well, gee, I might be eligible for that,” so they come in and
apply. So, we are really looking at the causes behind some of the
numbers.

Senator RIEGLE. I do want to say again, though, for the record,
that our director in Michigan has made it a point to say to us that
they feel that they are under a severe staff shortage situation and
they are having a very hard time.

o, it sounds like a new term, a “pending work load.” I mean, it
sounds like it is somebody on the hold button, but is several calls
down the line. And I am concerned about it.

I like what you said about the fact that apparently the extreme
cgs};&s‘} you have got some way to be able to move quickly. Am I
right

Commissioner KING. That is correct. That is correct.

Senator RIEGLE. Well, I would sure hope so. Thank you, Mr.
Chairman.

Senator MOYNIHAN. Thank you. Before you leave, may 1 just
make a point to Harry Ballantyne that I am sure you worked with
the pubric health service in terms of epidemiological studies. I
mean, what a great fund of information about who gets impaired.
Have automobile crashes accounted for more or less, is there a
change in consequence of our efforts to deal with that crash injury
prevention? You are a real resource, are you not?

Mr. BALLANTYNE. Well, we have access to information like that.

Senator MOYNIHAN. I mean, but it is your information.

Mr. BALLANTYNE. Right.

Senator MOYNIHAN, I mean, over 36 years, how much has tuber-
culosis come in or gone out.

Mr. BALLANTYNE. Right.

Senator RIEGLE. Now AlDs, as she says.

Senator MOYNIHAN. Yes. Yes.

Mr. BALLANTYNE. Right. And we study those trends. We could
provide some information on that.

(The information requested follows:]

" The trends in disabled-worker awards by disabiing condition are shown in the
table on pege 14. The number of workers awarded disability insurance benefita be-
cause of tuberculosis is very low. The number of such allowances at the initial deler-
mination and reconsideration levels was only 111 in 1988 and 1562 in 1991. Similar
data for earlier years are not available. Before 1990, AIDS/HIV cases were classified
according to the disabling conditions thal were manifested in each case. As of 1990,
such cases were included in infective and parasitic diseases—accounting for the rel-
atively large increase in that category from 1989 to 1990.

Senator MOYNFHAN. The committee would like that and would
appreciate it. Commissioner, we very much appreciate your coming.
We have kept you much of the morning, but you have been thor-
oughly responsive.
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Budget realities are a problem that you have to deal with, We
do not think you are getting as much resources to run this program
as you should have.

e make the point that these are trust fund monies. We make
the point that you spend them very sparingly and very well: More
we cannot ask. And we thank you for coming once again.

Commissioner KING. Thank you, Mr. Chairman. May I just make
one closing Eﬂ(;lint? And that is, that I have been aesured, even
though our ds are subject to the appropriation process, we are
looking at these numbers very carefully.

And if these numbers of applications continue to trend upwards,
we will be coming back with an additional request for funds.

Senator MOYNIHAN. Good. Good. And you are going to give us
some recommendations before the year is out.

Commissioner KING. Before the end of the year. Absolutely.

Senator MoyNIHAN. Thank you very much.

Commissioner KiNG. Thank you.

Senator MOYNIHAN. One of the large changes that have been
made in Social Security system in the 1980s was the addition of
two Public Trustees to the Board of Trustees for the trust funds,
which has always been the Secretary of Treasury, Secretary of
Labor, and Secretary of Health and Human Resources.

And we enacted in 1983 the idea of having two Public Trustees.
And, after a shaky beginning, it has been a real example of persons
able to do public service of very high quality.

And we ﬁave two of the most distinguished members in that se-
quence.

And here to speak for us and report on their recent report on dis-
ability is Stanford G. Ross, who is not only the former distin-
guished Commissioner, but a trustee now; and David Walker,

I think I might just point out that there is a Republican and
Democratic member, as is only proper. Mr. Ross, you are the Demo-
cratic member. And, therefore, up here, you come first. Downtown
Mr. Walker, you come first. We welcome you both, gentlemen, an
will take your testimony.

STATEMENT OF STANFORD G. ROSS, PUBLIC MEMBER, SOCIAL
SECURITY BOARD OF TRUSTEES, WASHINGTON, DC

Mr. Ross. Thank you very much, Mr. Chairman. It is, indeed, a
great privilege to be here today and to appear before this commit-
tee. This is the first time that we have testified since our confirma-
tion hearings.

Senator MOYNIHAN. Oh. May I just interrupt to make a com-
ment? You are giving us a joint statement.

Mr. Ross. Yes. We have a joint statement for the record.

[The joint prepared statement of Mr. Ross and Mr. Walker ap-
pears in the appendix.]

Senator MOYNIHAN. Yes. Which is very impressive that you come
to%zther as the two Public Trustees. And this is your statement.

r. Ross. And in our way, since we so far have been able to do
everything together, we have sort of divided the areas we are going
to talk about. I will make a few remarks, and then David Walker
will make a few remarks and we will be available for your ques-
tions.
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It is an opportunity for us to be here today, since it gives us a
chance to report on some of the things we have been doing since
we were confirmed into this job roughly 18 months ago.

First of all, in our statement, we note the findings that led the
Board of Trustees to submit the Section 709 Disability Insurance
Trust Fund Report.

You have heard that report described here today by the Commis-
sioner of Social Security. We endorse the report and we believe
that the notification at this time should provide adequate time for
Congress to examine the situation and talge corrective action.

I would make the point that we participated in the interpretation
of this statute, which came into effect in 1983. And, since this is
the first time it has been used, precedents are created and there
were certain issues which requireg interpretation.

One was the time period that was relevant in finding this dip
below the 20 percent reserve level. It was decided that if that hap-
pened within the 10-year short-term estimation period, since the
statute said due regard should be given to giving Congress ade-

uate time, that once that trigger was seen within our short-term
ocus, we thought it was proper to give the notification.

The second point of interpretation that we think is important is
that the Public Trustees have a somewhat independent role as the
eyes and ears of the public to make sure that provisions like this
are acted upon and that Congress and the public hear about things
in a timely and proper manner.

The statute calls for specific legislative recommendations. We felt
it would not be appropriate for the Public Trustees, given their
independent role, to be making specific substantive legislative rec-
ommendations on the disability program.

We do not have the resources, frankly, to conduct the kind of ex-
amination and analysis that would be required. And, so, we ap-
pended a separate statement to the Section 709 report to emnpha-
size our independent role and our watch dog function, as opposed
to a substantive legislative function.

The other two points I would like to make ahout the report are
that, to get up to a 20 percent reserve level, would take around $40
billion over the 10-year short-term period.

However, to meet the 100 percent solvency test for the short-
term period would take approximately $78 billion.

I think we feel that, since we do have this short-term test of 10
years, that as Congress and the administration study how to take
care of this problem, that they focus more on the $78 billion num-
ber than the $40 billion number.

Because it seems to us that having institutionally adopted a
short-term test, changes ought to put things back in shape to meet
the short-term test.

Having said that much about the disability report, I would like
to just take a couple of minutes to give you a little information on
how we have been discharging our functions over the past 18
months in which two trust fund report rounds have taken place
and two sets of reports have been issued.

We regard our core function as participating in the review of the
short-term and long-term economic and demographic assumptions,
and in the decision-making process based on those assumptions.
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In addition to meeting with economists and actuaries from the
staffs of all three ex officio members of the board, namely, the Man-
aging Trustee, which is the Secretary of the Treasury, and then the
Secretary of Labor and the Secretary of Health aurﬁ' Human Serv-
ices, we considered the views of outside sources, such as those pre-
sented by the technical panels of the Social Security Advisory
Counsel which recently issued its report.

We have been spending approximately 46-50 days a year on this,
and the bulk of our time is devoted to this core function of being
an independent voice in the preparation of these important reports,
which are a form of public accountability.

We see as our second function being there to make statements
as required and as needed to better protect the public interest and
to bring things to the attention of the public and Congress.

Thus, in our first year, we pioneered the short, blue summary,
which it took us——

Senator MOYNIHAN. And, as you say in your joint statement, it
is written in English.

Mr. Ross. Yes.

Senator MOYNIHAN. An innovation that is needed.

Mr. Ross. It is reduced to apg:oximately 10 pages, so even a
busy person can get the gist of this enormous amount of very de-
tailed and important material in a usable fashion.

Senator MOYNIHAN. Nice going.

Mr. Ross. Well, we thank you. It took us from, frankly, May to
November the first time. But this year, the decision was made to
institutionalize the summary to get it out with the reports. It came
out April 2nd. And all of the trustees have now endorsed it and
signef off on it so it has equal dignity with the rest of the reports.

However, David Walker and 1 appended a short, two-page state-
ment on the end to, again, provide a voice for the Public Trustees
to the public and the Congress to bring certain things to their at-
tention which we felt were of unusual importance in not only the
report, but the summary.

e other things we have been doing are mindful of the points
that you made at our confirmation hearings. We have been diligent
in checking into the handling of the investments of the trust funds.

We have met with the Treasury technical staffs that supervise
the investment and roll-over of bonds. We have another meeting
scheduled. We cooperate with the Office of the Actuary of SSA,
which is also very (fi‘leigent in this regard.

And we feel that that area is one in which we are doing our due
diligence. And we are very mindful that if there were ever a prob-
lem, we would come here and tell you about it just as soon as we
noticed it to get your continued help and support in making sure
that these reserves are properly invested and managed.

Finally, the other thing we have done is we have attempted,
within the limited time available to us, and being cognizant of our
role as financial experts, to do some public outreach to bring the
imKSrtant findings and information in these reports to the public.

d we have divided our time so that David Walker will give you
a full report on those activities. I thank you and will be happy to
answer any questions either now, or when he finishes with the bal-
ance of the report.
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Senator MOYNIHAN. You are here together, and very importantly
together. Mr. Walker, you take up the next half.

STATEMENT OF DAVID M. WALKER, PUBLIC MEMBER, SOCIAL
SECURITY BOARD OF TRUSTEES, WASHINGTON, DC

Mr. WALKER. Thank you, Mr. Chairman. Chairman Moynihan,
Senator Riegle, it is a pleasure to be here this morning. We do try
to act together as much as possible, even though one is a Democrat
and the other is a Republican. These programs are too important,
really, to be the subject of partisan politics.

Senator MOYNIHAN. Exactly. Exactly.

Mr. WALKER. And we try to operate in that fashion. I am also
the de-facto baby boomer representative on the Board of Trustees.
This is very important since we need to instill public confidence in
these programs many years into the future.

Stan and I have provided a statement for the record which we
would ask to be submitted.

The Chairman. It will be placed in the record.

[The joint prepaved statement of Mr. Walker and Mr. Ross ap-
pears in the appendix.]

Mr. WALKER. Thank you, sir. I would now like to briefly summa-
rize a few points contained in that statement and to reinforce a few

oints regarding the Section 709 Disability Insurance (DI) Trust

und Report.

With regard to the Section 709 report, while the statute is not
clear as to what timeframe is appropriate for applying the 20 per-
cent test, the trustees felt that it would be appropriate to submit
the report at this time in order to provide the Congress with ade-
quate time to consider appropriate lefislative actions,

We believe that any gongressiona action should be designed to
meet at least the short-range test of financial solvency for the DI
Trust Fund. That would require changes to improve the DI trust
fund by approximately $78 billion over the next 10 years.

The trustees were reluctant to recommend a reallocation of cur-
rent payroll tax rates from the Old-Age and Survivors Insurance
Trust Fund to the DI Trust Fund at this time. While this may ulti-
mately be an appropriate action to take, we believe that a careful
review of the DI program should be conducted prior to determining
what, if any, additional legislative actions might be appropriate.

The department of Health and Human Services has been asked
to conduct a review of the DI program and to report back to the
Board of Trustees by December 31, 1992.

As Stan mentioned, as Public Trustees, we believe that we have
an important role to play to make sure that the required notifica-
tion is provided to the Congress and to assure that a process is in
place to assure that legislative recommendations will be made to
the Congress for consideration.

At the same point in time, we believe that those legislative rec-
ommendations should be made by the ex officio trustees, although
we are available to the Congress for testimony and comment as ap-
propriate.

ere are a few other activities of the Public Trustees which I
would like to briefly mention, Senators. These have been designed
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to improve public access to and understanding of the information
that is contained in the annual reports of the trust funds.

Stan touched on the fact that we, as Public Trustees, created in
1991 the first-ever Public Trustees Summary of the four trust
funds, that is, the Social Security and Medicare trust funds.

This is a clear, concise, and plain English summary of the Social
Security and Medicare Annual Reports. And, in 1992, this sum-
mary was joined in by the other trustees, and we have appended
a two-page public trustees statement.

It is a 10-page summary of a 370-page set of reports. It has larg-
er type to facilitate all Americans being able to read it. It has
charts and graphs, and, we believe, provides a succinct analysis of
the current and projected financial condition of these important
Federal programs.

We also recently sponsored a work group to reorganize and plan
a new layout for the 1992 Annual Reports, the more comprehensive
reports, to make them more usable and easier to read for those in-
dividuals who are interested in a more comprehensive understand-
ing of these programs.

There is a new overview section that has been placed in the front
that includes the most significant information and the typeface, as
well, has been enlarged to help assure that most Americans would
be able to read it. And, again, lay-outs, such as graphs and charts
that help to improve understanding and meaning have been im-
proved.

We have also made a number of presentations to convey informa-
tion about the financial status of these important Federal programs
to groups with a professional interest, as well as to executives and
top management of the Social Security Administration (SSA). We
plan to continue these various outreach efforts in order to fully dis-
charge our responsibilities in this area.

Mr. Chairman, that concludes my summary. We would be more
than happy to answer any questions that either you or Senator Rie-
gle may have at this time.

Senator MOYNIHAN. I just want to say hurrah. We put in place
something that is working so well. Now, first of all, the public
never says its thanks very well.

On beftalf of this committee, and I am sure Senator Riegle will
join me, to thank you two gentlemen. You are doing everything we
had hoped you would do, which is to think about this Social Secu-
rity system and how it could be better understood, how it could be
better managed. It is very well managed, and it is not very well
understand.

For the record, Mr. Ross is a partner of Arnold & Porter, that
most distinguished law firm here in town. And you are a partner
of Arthur Andersen, the worldwide accounting firm, and I believe
you are in charge of compensation and benefit practices. We could
not pay you, but thank God we have you.

Now, I want to get clear now. You think that before we simpl
pick up the allocation to disability within the 6.2 percent payroll
contribution, we ought to look at the program itself and its prac-
tices to decide whether there are not changes that ought to be
made on the ground first. Are you are telling us that?
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Mr. Ross. Yes. We, frankly, would be uncomfortable to have rec-
ommended a reallocation of the tax from OASI to DI withuut that
study. In the first place, how much you reallocate is, in itself, a pol-
icy decision.

Do you brin% it back to the 20 percent level, do you bring it to
a 100 percent level, do you do something in addition? Until there
is more analysis and study done of why we have had this fairly
major change within 1 year, we thought it would be difficult even
if one were in favor of reallocation to know exactly what
reallocation means.

Senator MOYNIHAN. Good. We are not in any rushed cir-
cumstance here. We have a 75-year projection of revenues, we
think, in terms of large populations and programs. I will address
Mr. Walker. When we get this study from the administration, can
we hope to have your comments on it?

Mr. WALKER. Well, we are always available, Senrator, to provide
comments.

Senator MOYNIHAN. Yes. And we will feel free to call you up and
say, well, now, here, this is what you said should be done, do you
think it was done well, just as we will scon as our——

Mr. Ross. We would look at that as our function—to pass on
whether the recommendations meet the tests of financial adequacy
that have been established for the trust funds. And, in that role,
we would expect to participate.

Senator MOYNIHAN. Good. And one of these days you are going
to give us some views on the whole question of our present par-
tially-funded system and whether we should return to pay-as-you-
go.

I think the trustees in 1972 said, let us establish a pay-as-you-
go basis, and then 6 years later we went to this partially-funded
sKstem which Mr. Myers has urged us to abandon on the grounds
that we will just debauch the surplus. Do you have any plans to
advise us in tiﬁs regard?

Mr. Ross. Well, there are aspects of it that I think we can ad-
dress, and aspects that we cannot address. I think we can address
whether certain changes would, for exampie, in the long-term, meet
the long-term financial tests of the program.

However, most proposals also have fiscal and economic policy ef-
fects, which are profoundly important and which really would go
beyond what we see as our role. So, we could address parts of it,
but perhaps not the whole issue.

Senator MOYNIHAN. I do not want you to anything that might
jeopardize the rock-solid basis of your judgment offered within the
specific confines of the subject. Mr. Walker.

Mr. WALKER. Senator, to regress just for a second on the DI pro-

am, we do believe that congressional action should be taken, at

east in the next Con%'ress with regard to this issue, given the pe-
riod of time you are ta kmf about.

Senator MOYNIHAN. Well, I think that is about where we are get-
ting, i3 it not? We are going to hear from the administration by De-
cember. Well, that means next January or February we will start
the new Congress and start this legislative cycle.

And I just think it has been first-rate that you are there. You
are taking initiatives, you are thinking up things, and you are no-

T e
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ticing that ple’s eyes get a little weak as they get older. A little
large type does not do any harm.

Mr. Ross. There is one additional long-range initiative that is re-
lated to what you mention we are undertaking. That is, with the
support, particularly, of SSA, we are trying to launch a study to
see whether some of the measurement techniques which are used
with these important Social Security and Medicare programs can
relate and can be extended to private sector and other related pro-

ams so that, as people project out the resources that are required
or retirement income and health purposes over the next 20-30
years, perhaps more accurate financial information and data can be
produced on a coordinated basis of both the public and private sec-
tors, and that this will be a resource for policy-makers.

We do not intend to get into the policy dimensions of those issues
in the debate, but we would like to improve the data base on which
those policy debates do take place.

Senator MOYNIHAN. I want to turn to Senator Riegle here, but
Jjust before I do, to say that I would hope the two of you would con-
sider the thought that there are enormous policy implications in
the fact that a majority of non-retired adults do not think they are
going to get Social Security retirement benefits.

After half a century, never a day late nor dollar short. The origi-
nal benefits were to have started in 1942, then 1939 amendments
moved them up to 1940. And still, that mood of skepticism.

If you do not think the government is going to keep ycur money
and pay you back your insurance, if you cannot trust your govern-
ment in that regard, what else can you trust, or is there anything
else you can trust?

We have seen in this political year proposals coming from all
across the spectrum, and one in particular would abolish the pay-
roll contributions.

A flat tax would just eliminate all of those matters. It would
seem to me to put in jeopardy the very idea that this is a contribu-
tory insurance system.

President Roosevelt was absolutely fierce on that point. There
was a celebrated occasion in 1940, just as these things were coming
on line. Luther Gulick, who was a member of the Committee on
Administrative Management, came around to see him and said, you
know, it does not maie a lot of sense to have all of those millions
of weekly contributions being posted by pen in hand.

Should we not just collect the money and pay it out? And Roo-
sevelt, as Gulick recorded, said, oh, I am sure you are right on the
economics there, Luther.

But those contributions have nothing to do with economics, they
are there to make sure that every individual has a legal, moral,
and political right to their retirement. And while they are there, no
damn politician can take Social Security away.

And, may I make the point that if you are skeptical of what I
have to say, you can call up Luther Gulick and talk to him. He is
alive and well, aged 100, living up in Pottsdam, NY, sir.

Mr. WALKER. Senator, I think 1t is important to note this. We be-
lieve that we have an important responsibility to tr to instill pub-
lic confidence in these programs to the extent appropriate.
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And, as you know, the reserves, the surpluses in Social Security
and Medicare, are invested in special issue government securities
which Stan and I have both seen and touched as recently as the
last 6 weeks.

Senator MOYNIHAN. Good.

Mr. WALKER. And those government securities, in fact, are being
converted to cash to pay benefits for the DI program and for the
Supplementary Medical Insurance (SMI) program, so they are real.

ey are backed by the full faith and credit of the United States.
And, 1if you do not trust the full faith and credit of the United
States, then have more fundamental problems, quite frankly.

Senator MOYNIHAN. Well, there you are. Again, with at
thanks for what you do, my one thought here is we could send out
to everyone paying Social Security once a year a statement of their
contributions, their accumulated benefits, the payments, and what
they could expect in retirement.

Senator RIEGLE. We ought to do it.

Senator MoYNIHAN. The largest cost in sending it out once a year
would be the stamp. And we have in the statute that we begin it
in 1997, or something like that. But something in the administra-
tion does not want to do it.

I mean, I can tell you my example. I entered Social Security, God
in heaven, 50 years ago. And serving as I am on this committee
and I am interested in this subject, I could be sitting here—well,
I would have heard from them now because I have turned 65.

Otherwise, you could go 50 years and never know they know
your name; never know they got your money, logged it, recorded it.
Everybody gets a report from their insurance company once a year.
But this most important of all insurance systems does not.

So, you have thought about that and I do not ask you to com-
ment. I just want you to know that I think public confidence and
understanding needs to be heightened so that people will know
when something is putting the system in jeopardy. Senator Riegle.

Senator RIEGLE. Senator Moynihan, just a personal observation.
I think the Hudson River tradition is alive and well in more ways
than one. I think Franklin Roosevelt’s commitment back years ago,
as you cite, is in direct lineal connection to your own leadership
now in these issues.

And it is so appropriate that the State of New York has been
vigilant on these issues over a vast length of time and with a num-
ber of important leaders, you being the most recent.

I am struck by two or three things that are in your report, and
I commend you, too, for putting this in plain language and getting
it to 10 pages. That, by itself, is an achievement.

I am struck by two things. And let me back up to your full report
before gcing to the summary. I notice that in the fuﬁ report, in the
overviaw on page four, you say the following: “The assets of the DI
trust fund are estimated to decline steadily from $12.9 billion at
the beginning of 1992 until the fund is exhausted in 1997, based
on the intermediate assumptions. Based on alternative I, which is
the more favorable one, the DI Trust Fund would grow to 72 per-
cent of annual expenditures by 2001. However, under the more pes-
simistic aisumptions of alternative III, the DI Trust Fund would
become exhausted in 1995.”
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So, you have %:)t a range of estimates. Let me just finish and
then I would be happy to have your comment. I take that, unless
there is a meaning here that is between the lines, that it is conceiv-
able under the more pessimistic assumption of alternative I1I that
the fund could, in an accounting sense—obviously this is the check-
book issue within the larger collection of money that Senator Moy-
niban just said—could, in fact, be empty by 1995. Is that right?

Mr. WALKER. That is correct, Senator. I think that is an excellent
goint. One of the things that we do in preparing these reports is

ave three range of estimates: an optimistic, which is alternative
I; pessimistic, which is Alternative III; and the trustees’ best esti-
mate, which 1s alternative 1I. All of these are plausible.

Senator RIEGLE. Right.

Mr. WALKER. And, 1n fact, this past year has shown that that can
be the case. Because last year, under the best estimate, we had es-
timated that we would have adequate funds for the DI Trust Fund
until 2015.

Interestingly, the alternative III assumptions in 1991 projected
exhaustion 1n 1997. Because of some things that occurred duri
the last year, in fact, now our best estimate is that it is 1997; a
the more reason why we feel it is important that the next Congress
act on this issue. It 18 an excellent point.

Senator RIEGLE. Well, I think so. Because your trend line, even
though you have got these ups and downs over time, we do not
know that the history that is occurring now and will occur just
ahead of us will necessarily follow the ols atterns.

I mean, that is why I think we need to have some of this analyt-
ical data from the inside as to what may be at work that may be
changing it.

Also, I am struck by the fact, also in reading your 10-page report,
that we have got another checkbook that is in trouble. And that is
the hospital checkbook that is in trouble.

When I read here, on page seven of the blue report, it says, “Al-
though the trust fund ratio for hospital insurance is over the 100
percent level at the beginning of the 10-year period, it falls below
that level by 1999.” y

Now, this is the 10-year look that you take, which is sort of the
shorter run look. “As a result, it does not meet the short-range
test,” continuing on here. And then you go on in that vein.

I look at the chart that comes before that on page six. You see
the same distressing curve on the hospital insurance. Now, bear in
mind, that goes out further in time, so that is an important fact
to make.

But, nevertheless, what you see here is a trend line that is tak-
ing you in a direction that obviously you are flagging because you
are now saying it does not fall at the level that you would require
within, now, the 10-year timeframe. Has that one also changed
withir the last year?

Mr. Ross. It has changed, but not as dramatically. However, it
is entirely possible that if the present trends continue, we would
be sending a Section 709 report on that trust fund to the Congress
gext year, because the rate of decline and the slope will be very

ramatic.
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The reports, as you know, refer to the alarming trends in the
Hospi(i:al nsurance Trust Fund costs. And you have correctly inter-
preted us.

There is one major difference, I would say, from the Disability
Insurance Erogram, in that there is not an associated well-financed
program like OASI to combine it with to make a reallocation.

In Medicare the SMI program which is financed on a year-to-year
basis also displays this same alarming trend in increased costs.

And either with specific program legislation, or as part of com-
prehensive health care reform, the problems of the Medicare pro-
gram, we believe, should be addressed.

Senator RIEGLE. Well, I take it that that trend line, since last
year, has now fallen into this flashing red light zone where you
now have to say that it does not meet the short-range test. I as-
sume a year ago it did meet the short-range test.

Mr. Ross. It did. That is a change from last year to this year.

Senator RIEGLE. If I can, Mr. Chairman, I do not want to take
more time now because you have other witnesses coming and you
have been very kind to indulge my participation today, 1 want to
relate a story in this that is very powerful.

It will just take a minute, and I think it will be worth our while.
I have great emotional feeling about it. I am going to try to speak
about it without the emotion.

My father just spent 3 months in a hospital and died at the end
of that period of time and needed very intensive care, and fell
under the Medicare coverage, and, therefore, would be a person,
like many others, that would have received this kind of coverage.

I must say, I got an opportunity in personal terms and up and
down the ward where he was in Flint, Michigan to see a number
of casea similar to his, of other people who were on Medicare and
receiving very intensive care.

And it is remarkable what the doctors and nurses can do with
their dedication and advanced medicines that we have, although,
in many cases, a8 older age comes on, there are problems that we
can fend off for awhile, but not always for a great length of time.

But there was one situation that happened, Mr. Chairman, that
I would just like to cite that I think relates in part to why this
trend line is developing.

I mean, we are seeing people living longer, we are having a bulge
in that population; medical care of that kind is very expensive, es-
pecially hospital care that is intensive in nature.

My father began to lose weight and was not able to eat. He was
having kidney failure, among other things. And they finally had to
feed my father with a feeding tube with a daily bottle of food sup-

lement that came in a bottle about this size and was about this
ig around that was yellow, and you could see through it.

And, so, every day they would bring in this bottle, and it had a
drip line that would come down, and, at a rate that he could toler-
ate, was holding his weight as best as they could do so.

But the bottle of this size and this big around only would last
for 24 hours in terms of how long it could be used. Even if only

art of it was used, it had to be taken down and a new bottle
rought in to replace it.
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And my father could only tolerate a speed at which this liquid
was goiniointo his body at a rate that, within the 24-hour period
that the bottle was good, they were only using about one-third of
it.

So, at the end of 24-hours it was still two-thirds full. They had
to take it down, discard it, and start with a new bottle. And I asked
the nurse one day how much these bottles cost.

And she checked to find out, because I could see that we were
throwing more away than we were using, so I was wondering if
there was a way that we could get a smaller bottle.

And the answer came back, the bottle was $900. I could not be-
lieve it. I said, well, I think we need a bottle half this size. Can
we get a bottle that is half this size, whether it is $450 or $500,
or some premium, to move it into a smaller bottle.

And 1 was told, after they checked, that it cannot be had in a
smaller bottle. It was just one of these answers that takes your
blood pressure right through the top of your head.

Andp I have the feeling that, despite the wonderful quality of care
that people can get, if they are in a fortunate enough situation
where they have specialists and good nurses, and so forth, that
there is tremendous premium cost 1n place.

I mean, I came away with the conclusion that somebody who was
providing a $900 bottle would rather provide the $900 bottle,
whether it was used or not, rather than a $450 bottle for the dif-
ference in the size of a glass container.

I suspect, Mr. Chairman, that part of the reason that this line
has this ominous drift to it 18 not just that we are living longer and
the cost of medical care is high, but there is imbedded in the sys-
tela)m tremendous cost premiums that we need to do something
about.

And we need national health insurance. We need a plan of some
kind that controls costs in a different way, undertakes to control
it.

And if we do that in the broad health care system, we will get
a payoff in the hospital insurance area here. Because all this cost
shifting that is part of it is clearly one of the things that has
caused your hospital insurance line to drop below your short-range
test trigger point.

So, I cite that only as one illustration, Mr. Chairman. I mean,
there are countless others. But we have got another checkbook
problem here that we are not here to focus upon today. And I sus-
pe:l:t, and I forecast as I sit here, that this is the way tgat line looks
today.

You will be back a year from now, and I think I can virtually
guarantee that that line will look worse with the next projection a
year from now than it looks today.

And there will be a new chart that will probably paint a more
ominous picture because of just the things that I see and the fact
that you cannot reach this by yourselves.

I mean, you can do a wonderful job and work 24-hours a day as
the Public Trustees, and you are doing a fine job, and I commend
you for it. You cannot solve that problem.

I mean, all you can do is report on the status of the depletion
of the fund balances. But we have to solve that problem and the
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President has to help us. And the failure to do it is putting all of
our balances, in some degree, in jeopardy.

Mr. WALKER. Can I comment very briefly, Senator?

Senator RIEGLE. Well, you wanted to comment, Mr. Walker. Now
I am finished.

Mr. WALKER. Thank you, sir, We are very concerned about the
Medicare side. We know that this hearing is primarily focused on
DI. And we do expect that if our best estimates turn out to be the
case next year, that you will be receiving the 709 report on the
Medicare program, the HI program, next year.

In fact, we think we have three alarms we can send off to the
Congress. The first alarm is when any of the programs do not meet
the 75-year test, and none of them do at the present time.

The second alarm is when one of the programs does not meet the
100 percent short-term test of ﬁnanciara equacy. And right now,
OASI and HI do not.

The third alarm is when a program fails the 20 percent test,
which DI failed this year, and we expect HI to fail next year. And
you properly point out that the costs are escalating at a rapid pace
in the Medicare program. Medicare represents a subset of our
broader health care challenge. We have got to change with incen-
tives, improve information, and enhance accountability to get con-
trol of these costs, whether it be Medicare or the broader health
care challenge.

Senator MOYNIHAN. I could not more agree. I guess my own view
is that we are dealing here with a problem of Baumol’s disease,
which is another subject, another hearing, another time. Gentle-
men, we thank you 8o much. Do not go away.

Mr. WALKER. Thank you.

Mr. Ross. Thank you very much.

Senator MOYNIHAN. The other watch dog of our financial integ-
rity and is indispensable in these regards 1s the General Account-
ing Office.

And in the GAO, whicl: i3, of course, a branch of the Congress
itself, no one has been more indefatigable and more resourceful
over the years than Joseph Delfico, who is the Director of the In-
come Security Division of the GAO.

And, once again, we turn to you, and once again you arrive with
a report, and your thoughts all together. We are very happy to
have you again, sir. You have an associate with you?

Mr. Delfico. Yes, I do. This is Mr. Barry Tice. He is our Assistant
Director for Disability Issues in GAO.

Senator MOYNIHAN. Mr. Tice, we welcome you to the committee.
Have you been before us before?

Mr. Tice. Yes, sir. I have.

S.Senator MoOYNIHAN. I thought that. It is nice to have you here.
ir.

STATEMENT OF JOSEPH F. DELFICO, DIRECTOR OF INCOME
SECURITY, GENERAL ACCOUNTING OFFICE, ACCOMPANIED
BY BARRY TICE, ASSISTANT DIRECTOR, DISABILITY ISSUES,
GENERAL ACCOUNTING OFFICE, WASHINGTON, DC

Mr. DELFIco. Thank you, Mr. Chairman. I would like to submit
the full testimony for the record.

58-218 0 - 93 ~ 2
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Senator MOYNIBAN. Of course. Of course.

Mr. DELFICO. I will give you a brief 5 minute summary of the
points that—

Senator MOYNIHAN. Now, you have waited all morning, sir. Take
your time.

Mr. DELFICO. All right. Thank you. Also with me today is Mr.
David Fisk, who helped prepare this testimony. He is sitting in the
audience, and is prepared to help us out if needed.

Senator MOYNIHAN. Mr. Fisk. ere?

Mr. DELFICO. He is here.

Senator MOYNIHAN. There is Mr. Fisk. Good. Sir.

Mr. DELFICO. In the first part of my testimony, I will briefly
highlight some of the underlying factors that have contributed to
the DI trust fund situation. I will then discuss problems with DI
program administration.

To a greater or lesser degree, several factors have led to in-
creases 1n trust fund expenditures. You asked that we address
these factors in your letter.

The first is the application rates. As we have heard this morning,
disability application rates have risen, in part, as a result of recent
increases in unemployment rates.

Senator MOYNIHAN. You are prepared to say that. Harry
Ballantyne did not feel he——

Mr. DELFICO. Yes.

f‘Senator MoYNIHAN. He said 20 percent, maybe. But you find that
a fact.

Mr. DELFICO. We find that the application rates and unemploy-
ment rates have tracked pretty closely. But I agree with Mr.
Ballantyne in that they have cycled over the years. There is not a
continuing trend here, but we believe they are affected by unem-
pl(gment rates.

ard economic times make it more difficult for severely impaired
people to find jobs. And hard times may also provide an incentive
for even less severely impaired people without work to apply for
disability. We are finding that many working persons have physical
conditions that meet or equal SSA’s disability standards. ﬁ[any of
these new applicants will qualify for benefits.

There are other factors, such as increased outreach efforts, that
also affect application rates. And, frankly, the effect of outreach ef-
forts is very difficult to measure. But the Commissioner has in-
creased her outreach efforts and this may be affecting the applica-
tion rates.

Another factor is the allowance rates. Once one applies, we found
that between fiscal years 1988 and 1991, the initial DDS allowance
rate for DI applicants rose from 40—46 percent.

Senator MOYNIHAN. Yes.

Mur. DELFICO. Althiough these rates are not the highest ever expe-
rienced, they are substantially higher than those experienced over
the past decade. ’

Senator MOYNIHAN. Give us that again. In the 1970s you were
getting up towards 60 percent?

Mr. DELFICO. I think the highest—Barry, you can correct me—
was about 48 percent.

Mr. Tice. The allowance rate?
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Mr. DELFICO. The allowance rate.

Mr. TICE. It was as high, as I recall, as 48 percent was the high-
est in the mid-1970s.

Mr. DELFICO. Right.

Senator MOYNIHAN. 48.

Mr. DELFICO. 48, in the mid-1970s.

Senator MOYNIHAN. So, we are getting back up there.

Mr. DELFICO. We are getting close to it. Unfortunately, the rea-
sons for these increases are not fully understood. Perhaps one of
the most difficult factors to understand is the general administra-
tive environment.

Now, that is a soft term, but I would like to clarify it a bit. Dis-
ability decisions—especially the marginal cases—require difficult
judgments. Therefore, changes in examiners’ attitudes, as influ-
enced by their work and management environment, may affect al-
lowance rates.

The extent to which this occurs is very difficult to determine, but
it could be significant, particularly in the long-run.

Trends in appeal levels have also caused increases in the rolls.
Administrative law judges’ allowance rate has been rising, from 50
percent in 1985, to about 66 percent in 1991. In 1990, over 15 per-
cent of the new entrants into SSA’s disability program came from
the appeals process. -

The size of the rolls is also affected by termination rates, the rate

eople leave the rolls. These rates are affected by such factors as
mndividual motivation toward rehabilitation, and removal because
of medical improvement or death.

Movements off the rolls has slowed as the average age of disabil-
ity applicants has been going down, as you heard from the Com-
missioner this morning.

Senator MOYNIHAN. Yes. Yes.

Mr. DELFICO. One contributing factor has been the virtual ces-
sation of continuing disability reviews, and we will get into that
point a bit later.

Class action law suits may become significant sources of new
awards. As you pointed out earlier, there have been two cases in
New York covering both SSI and DI that have potential class sizes
of 200,000 or more. SSA is currently tracking over 46 class action
law suits at various stages of the legal process.

Now, these law suits may lead to growth in the rolls. I do not
know how you can account for them, and I do not think they have
been accounted for in any of the actuarial projections to date, be-
cause these are all potentials.

With regard to program administration, SSA’s disability pro-
grams are currently experiencing administrative problems, includ-
ing inordinate delays in processing initial disability applications.
Also, as Senator Riegle has pointed out, he has heard from his con-
stituents in Michigan that there are indications of deterioration in
the quality of the determinations. Jn addition there are insufficient
numbers of CDRs to maintain the integrity of the rolls.

Senator MOYNIHAN. Yes.

Mr. DELFIcO. The average time needed to process an initial dis-
ability determination is growing rapidly. In 1993, a DI applicant
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can expect to wait an average of 7 months for a disability deter-
mination.

SSA’s work load has implications for future delays in the appeals
process, also. ALJ decisions now take over 7 months on the aver-
age. In the near future, many denied applicants who appeal wili
have to wait 14 months or longer for a final decision.

With regard to the quality of decisions, SSA’s quality assurance
data point to another problem. Error rates have increased, and al-
most all of this increase has come from errors on denied cases. We
think it noteworthy that——

Senator MOYNIHAN. Now, that is important. You are finding that
there is no random distribution of error, the error has a bias to-
ward denial.

Mr. DELFICO. The increases have been for the denials. The allow-
ance error rates have stayed fairly constant over the years.

Senator RIEGLE. There are some things that they are not being
credit for and they are being turned down and not getting the ben-
efits. Is that right?

Mr. DELFICO. Senator, the increases have been for people who
have been denied. Eventually some go through the appeals process
and get allowed.

Senator RIEGLE. But they actually should have been certified as
having the disability and have had their eligibility established, but
were turned down. So, they have had to go through the grief of ac-
tually having a disability, been told that they did not qualify when,
in fact, they did.

They have had to make do as best they can and then you are
finding that eventually, in some cases at f;ast, they get this rem-
edied in the courts. But I think that is a key finding.

Mr. DELFiIcO. There is one point that I would like to clear up.
The error rates for denials include paperwork errors that may or
may not cause someone to be unjustly denied. And then there are
errors that directly affect the denial itself.

People that do reapply, in some cases, and are allowed. But you
are right, there are some that are adversely affected by this in-
crease in denial rates.

And the point here is that the increases in errors seem to track
the increased work loads in the DDSs. And, although we do not
have a cause/effect relationship here, we do have a correlation.

A major cause of increased processing time 1s the increases in the
applications coupled with the decreases in DDS resources. I think
this is a key point.

Application rates have increased by 36 percent between 1986 and
1992, while DDS budgets fell 11 percent in the same period. So,
they are trying to do more with less. And from the statistics, it
looks like their productivity is starting to flatten out.

To address these work load issues, perhaps as much as a $500
million would be required to handle the new applications and stop
the backlogs from increasing in 1993, reduce the fiscal year 1993
starting back log to an acceptable level, and to process the overdue
CDRs. We made that estimate just to show you the magmtude of
the work load problem.
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Senator MOYNIHAN. Now, just so I get a sense here, you are ask-
i?-g for a 60 percent increase. You are saying that is what is in
order.

Mr. DELFICO. That is what is required to do the three things I
have mentioned.

Senator MOYNIHAN. Yes. So, this is not on the margin. This is
not saying, well, come on, loosen up a little. You are saying that
this program needs half again what OMB has allowed to spend the
money properly.

This 18 an insurance program, it is not an optional expenditure.
That is a powerful statement, of which kind we have learned to ex-
pect from you, sir.

Mr. Tice. Mr. Chairman, I should point out that over half of that
estimate is due to the huge backlog of CDRs. So, what we factored
into that calculation was the SSA estimate of over 1 million CDRs
that were pending and have not yet been worked. So, that is obvi-
ously a very large——

Senator MOYNIHAN. So you have a problem to work down. If you
have got that behind you, why, the increase might not be that big.

Mr. Tice. That is correct.

Senator MOYNIHAN. But to do it, you need that money.

Mr. DELFICO. And the related point is, the estimate does not in-
clude any savings in future benefit costs because of the processing
of CDRs. If you Yrocess the CDRs and people leave the rolls, bene-
fit payments will drop mitigating the trust fund problem. But our
estimate does not incrude any reduction in trust fund expenditures
because of that.

SSA’s efforts to cope with increasing work loads within the exist-
ing budgetary constraints has led to them de-emphasizing CDRs,
as you heard this morning, from the Commissioner.

As Mr. Tice stated, over a million such cases arec backlogged at
present. CDRs are important beyond the dollars involved, we feel.

The failure to do the CDRs means that increasing numbers of
ineligibles remain on the rolls and may erode public support pro-
grams.

Mr. Chairman, that concludes my brief statement and I will be
pleased to answer any questions you or other members of the com-
mittee may have.

Senator MOYNIHAN. Well, you were too brief. The value of testi-
mony is measured in its length around here. No. That was a suc-
cinct and superb job you have done.

To be clear, we will, in this committee, be thinking about persons
who are denied benefits who do deserve them. The rhetoric of this
political year is directed much more to people who get benefits who
d]tl) not deserve them. Let us be clear atout what the climate is out
there.

In any event, we do not, in fact, have a bias either way. We sim-
ply want that insurance program effectively administered. And, on
that point, the disability reviews, the continuing disability re-
views—and that is a process where, what, about every 5 years

Mr. DELFICO. Three years,

Senator MOYNIHAN. Every 3 years they call you in and say, how
are you doing. People get better. You have to believe that, at our
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age. And they do, and that is good. In therapy, and things like
that.

We want people to get better. And if they are better, they do not
need their insurance and they should not get it. For a period there,
you see the politics of it.

The Reagan Administration came in from about 100,000 cases a
year. They zoomed up to 400,000, and people said, what are you
doing? And they stopped, crash, down to none. And they zoomed up
not quite so high again, and now, inexplicably, we have thought
they crashed.

But what you and Mr. Tice tell us is that they are so short of
resources up there, the first responsibility is to handle the people
entering the gystem that they do not have the review. And you
save money through that process, do you not? What would you all
think should be about the average in an annual rate?

Mr. DELFIcO. Annual rate of processing CDRs?

Senator MOYNIHAN. Yes. Yes. Numbeyr, not rate. Sorry.

Mr. Tice. I think about 300,000 to 400,000.

Senator MOYNIHAN. 300,000 to 400,000 is about right. And you
could say we save about $4 for every dollar spent.

Mr. DELFIcO. That ie correct. That is an estimate that is about
2 years old, but I think it holds up pretty well.

Senator MoYNIHAN. Well, this is a sort of incomprehensible. I
mean, tie integrity of the program requires the public to know that
persons who are entitled to benefits get them, and persons who are
not <o not.

And we have ceased the review process, the checking up every
3 years, how are you doing, where you think you would save $4 for
every dollar you spend. But what is the problem, is it OMB? Or has
this always been kind of a troubled aspect of the Social Security
Administration?

I mean, it is clear that it is a lot easier to certify that you have
turned 656 and that you have a 40 percent loss of hearing. The
judgmental aspect ofy disability insurance is_always going to be
there. You, gentlemen, are experienced at public admimstration. Is
this a troubled organization?

Mr. DELFICO. I think there are many factors that are starting to
come together and affect the program, Mr. Chairman. We have
been watching this and have been concerned, now, for over § years.

The first one is the resources for the DDSs. For 6 years we have
been saying that they have been awfully low, resulting in long
processing times.

Also, hecause of a lack of resources, the continuing disability re-
views are not being done. In addition to that, there are factors out-
side of the program that are starting to have an effect.

The SSI program has been growing quite rapidly. The disability
examiners are one and the same. Since the same disability examin-
ers deal with both SSI and DI, they are affected by both work
loads. It is not only the DI work load, it is the SSI work load that
alpo affects processing time. We are very concerned about the SSI
work load having an impact on the DI work load.

And, finally, the impact of the courts are concerning us. The deci-
sions of the courts are concerning us since they could increase the
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work load for the DDSs. Without increases in resources, the DDSs
are not going to be able to handle it.

Senator MOYNIHAN. Well, there is something the matter with an
administration that is this erratic. One year you are reviewing
400,000, the next year, none. The year after that 300,000, and 3
years later, none.

This is not the kind of steadiness you want to see and you ought
to have in a large organization with plenty of resources. 1 mean,
the trust funds have all the resources in the world to see that you
can carry out responsible reviews, and the economy and savings
that go with it.

Would you give some thought sometime to the whole arrange-
ment that we put together for the disabilities reviews? We say it
is State activity. Is it efficiently that? I do not have a view one way
or the other.

But in that they deal with SSI, as well as DI may make for com-
plexity. We are going to have a hearing on SSI, which is Supple-
mental Security Income. It is the one thing that came out of the
Family Assistance plan.

Do you get the feeling that over at the Social Security Adminis-
tration which is located in Baltimore, and not necessarily the best
idea having it in Baltimore; you would like to have them closer to
the capital, are they aware they have a problem here?

Mr. DELFICO. Yes, Mr. Chairman. They are aware of the prob-
lem. They have been trying to deal with the problem. Over the
years they have been trying to make inroads with the DDSs and
vice versa to improve communications.

The one area where I think they really need to focus now is on
increasing the technology and technological support to the DDSs.
Some of the DDSs, qu.ite frankly, are running with antiquated com-
puter systems and processes that are quite primitive. And, I think
with SSA’s efforts in that area, they are starting to——

Senator MoYNIHAN. The record on old age is very good.

Mr. DELFICO. Yes.

Senator MOYNIHAN. And the general administrative performance
is very high. For 1 percent of cost, this system is in place. You
would agree?

Mr. DELFICO. It is a low number. Comparatively speaking 1 per-
cent is a low number.

Senator MOYNIHAN. And this is kind of anomalous over here.
There is no doubt about it, there was a level of sort of political in-
struction in the early 1980s to get people off the rolls.

And they did. The courts have so stated. When a U.S. Attorney
said, I am sorry, I am not going to defend the government on this
anymore, you know that something is out of order.

Thank you very, very much.

Mr. DELFICO. Thank you, sir.

Senator MOYNIHAN. Senator Riegle.

Senator RIEGLE. No questions, Mr. Chairman.

Senator MOYNIHAN. I mean, we just want to thank you. We can-
not tell you how important it is, Mr. Tice and Mr. Fisk, that we
have you there. You are the friend of these programs, and, there-
fore, when you are a critic, we listen.
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We are going to get those recommendations and early in the next
ear we will be taking up legislation. I want to ask you back. Can
just sort of put you on notice that it will be helpful if we could
hear your view of the recommendations when they come in?

Mr. DELFICO. Yes, of course.

Senator MOYNIHAN. Because we want to hear that in testimony.

Mr. DELFICO. I appreciate your invitation.

Senator MOYNIHAN. We appreciate it more than you can say.
Thank you very much.

Mr. DELFICO. Thank you.

Senator MOYNIHAN. May I say to Mr. Ross and Mr. Walker, that
when I said do not go away, it was only meant, do not leave Wash-
ington. {Laughter]

ut do not miss this opportunity to meet two of the legends of
our time. There are no two men who have done more to put this
program in effect, keep faith with it over the years.

Everything that we would like to be in a senior citizen you see
before you. And Robert M. Ball, the former Commissioner of Social
Security; Robert J. Myers, the former Chief Actuary, one of the per-
sons who helped draw up the legislation in 1935, and both of you
have done so much since. We have your testimony.

Gentlemen, I guess Mr. Ball is alphabetically first. Again, it is

ood to see you locking so well. Welcome back to the committee.

en whichever of you gets to your 50th anniversary before this

committee first, let us know. We will give you a golden gavel of
some kind. Bob Ball.

STATEMENT OF ROBERT M. BALL, COMMISSIONER OF SOCIAL
SECURITY (1862-1973), WASHINGTON, DC

Mr. BALL. Thank you very much, Mr. Chairman. At the risk of
seeming impetuous, I would like to begin with the point that 1 do
not see a need to wail for studies in order to take action to move
a part of the OASI rate over to DI. I think that will be the inevi-
table conclusion of any study.

It would strengthen the country’s faith in the program if the shift

were made now. I recongnize it is probably not going to happen,

given the trustees’ recommendations for delay, and I am not going
to make a big point of it.

But you introduced legislation in 1990, you will remember, to
move part of the rate from OASI to DI, anticipating this problem.

And if, by any chance, the House wants to do that and the Sen-
ate wants to do it, I think it is fine. I would not take this view if
I thought the cause of the disability financing difficulty was pri-
marily an administrative or policy problem. It may be partly that,
but the increase in costs in disability is primarily the result of an
objective factors and can not be made by admimstrative changes.

1 would recommend that you move enough of the rate so that
both OASI and DI would be adequately financed for about the
same length of time, about the mid-2030s, under the present com-
bined contribution rate.

Senator MOYNIHAN. Thank you at least for pointing out that we
have no shortage of resources in this income stream.

Mr. BALL. I agree. The combined OASI/DI rate is estimated to be
adequate for well over the next 40 years.
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Senator MOYNIHAN. We are going to have to deal with some is-
sues in the year 2030. No doubt, someone will be around to do it.
tI’But;_ we are talking about making adjustments in a perfectly ample

asis.

If the administration wants to look at the question of how this
program is being run, I think we would defer to that if only to en-
courage it. But, go right ahead, sir.

Mr. BALL. Yes. As I said, I am not going to make a big point of
immediate action, but there is an advantage in terms of public
faith in both programs to avoid a story each year that the disability
program is somehow getting close to running out of money.

. And the reallocation would, of course, avoid that. You will re-
member that this contribution rate shift has occurred many times
in the program. Disability is quite volatile.

And, in 1982 in the National Commission on Social Security Re-
form, and then reflected in the 1983 amendments, we went the
other way. It looked then as if the OASI program was the one that
was on the edge. So we moved over from the 1.1 percentage points
increase in the rate for disability in the 1977 amendments

Senator MOYNIHAN. Down to the present point.

Mr. BALL. Yes. You actually moved a whole half of a percentage
point in the contribution rate from disability to OASI.

Senator MOYNIHAN. Yes.

Mr. BALL. Giving some of that back, is what the present proposal
amounts to. If you moved about 0.85 or 0.86, you would then have
;he two programs estimated to he eqnally well financed on into the

uture.

But I would like to spend most of my time, Mr. Chairman, on the
fact that I think that Social Security should stop bra?ging about
how little they spend on administration—0.9 percent of income for
both OASI and DI together—less than 1 percent of the mone
taken in and start spending some more so as to do an adequate jo
administrating.

It is not just disability. At the moment it is primarily inadequate
funds for disability administration that is having an effect on pro-
gram costs. It is very hard to understand how the President could
have submitted a budget that acknowledges an 800,000 pending
load, way too high now, and in 1993 plan for the pending to go to
1.4 million under the amount of administrative money being re-
quested.

Senator MOYNIHAN. Yes. Those are the numbers.

Mr. BALL. But I would like to make even a broader point. And
that is, well-run private insurance companies have a ratio of ad-
ministrative costs to benefit outgo several times what Social Secu-
rity spends. I am not suggesting that Social Security should come
up to them, but less than 1 percent of total income just is not
enough to do a good job.

I do not know where it should go to but it is clear that it should
be, I think, somewhere between 1 and 2 percent of income, at least.
_ There are delays in paymeni, there are complaints about the 800
number, there is one thing after another. An organization which
has always prided itself on good service is, in many areas, not giv-
ing as good service as it should.
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Social Security is an insurance program. As you have pointed
out, the money comes from deductions from workers' earnings, em-
ployer’s matching amounts , and the self-employed. These contribu-
tors deserve service that is at least comparable to private insur-
ance. You do not have to spend as much, but you have to give as
good service. And | would like to emphasize that point.

Now, how can we be sure this will happen? Two steps would help
a lot. One, would be to take the administrative budget of Social Se-
curity out of the general budget, just as you have taken the pro-
gram money out of the budget, and treat tﬁe administrative money
as what it is° A specially dedicated amount coming from workers’
and employer’s contributions.

Then a lot of the pressure to cut administrative funds would be
relieved. I can speak from some experience on that. We had, I have
to say, an easier time in the appropriation process back when I was
Commissioner than other agencies. Because cutting Social Security
did not make the money generally available. It was an authoriza-
tion to spend from the trust fund and if the authorization was cut,
the money stayed in the Fund. Cutting did not make it easier for
the rest of Government. Thus we had an easier time than an ap-
propriation from general revenue.

Senator MOYNIHAN. Senator Sasser, as Chairman of the Budget
Committee, has proposed this. I certainly support the idea. This
money belongs to the contributors.

And whatever else, the decisions about resources spent on run-
ning Social Security should not be driven by the Budget Director’s
desire to raise or lower Federal outlays, generally.

Mr. BaLL. I think if the Coungress could follow through on that,
it would make a tremendous difference in the long-range confidence
that pecple had in this program, as well as a reduction of waiting
times.

They need in many places, better Social Security offices, and
more convenience for the public. There is no reason to run this pro-
gram on a bargain basement approach. The relatively tiny amounts
of administrative money that are spent just ought to be increased.

Another way that would help on this—the most important would
be to get it out of the general budget—but, in addition, making the
Social Security Administration an independent agency would help.

And an independent agency bill, such as you have proposed in
the past, would give more control to the people who had major re-
sponsibility for the well-being and running of this program, as
against saving money, which OMB, these days, seems to consider
its major job,

Senator MOYNIHAN Ed Lopez, who was formerly of the SSA,
hands me a note which I realize i1s quite right, as always. Actually,
we intended that administrative spending be off budget when Sen-
ator Heinz and I. and Senator Hollings took the trust funds off
budget

But guess what? The Office of Management and Budget inter-
preted the statute otherwise. They will not let go. They a:» treating
this as a mode of saving money by running the Social Security Ad-
ministration badly, if need be. And that is just not good
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Mr. BALL. Yes. But it ought to be possible, next time around, to
write the language in three different ways so they cannot interpret
it differently. :

Senator MOYNIHAN. Now, you know Dick Darman, and I know
Dick Darman.

S?nator RIEGLE. Fortunately, yon are no Dick Darman. [Laugh-
ter.

Mr. BALL. I think I had better not comment on that. I actually
worked very well with Dick back when he was in HEW with Elliot
Richardson.

Senator MOYNIHAN. Right.

Mr. BAaLL. And he was a good negotiating partner, Senator, in
the 1982-1983 negotiations that we had.

Senator MOYNIHAN. He could not have been more prepared. He
understood the facts, and that drove the process, once Bob edu-
cated some of our colleagues.

Mr. BALL. But, on this issue, I do not think his interpretation
ought to be allowed to stand. And the administrative expenses
ought to be treated like the program expenditures, as I am sure
you believe, also, I do think it is terribly important that in addition
to the transfer of some of the OASI rate to the DI rate, that great
attention be paid to a continuation of very careful adjudication and
the continuation of the review of people who are on the rolls.

We cannot afford a repeat of wgat appened in the 1970s—a feel-
ing that adjudication was to lax—and then a backlash in the 1980s
when just thousands and thousands of people were taken off the
rolls and then had to be restored to the rolls on appeal after a long
period of suffering on their part.

But the first cause was the concern that many people had about
the increase in the rates of incidence in the 1970s. And it should
be kept in mind that it is much easier to make an allowance than
a disallowance. The present large backlogs may lead to lax adju-
dication. :

In running a disability program, you spend less time and less
money to allow a case than to disallow it. And the huge pressures
from an £00,000 backlog—and with the idea of it going up much
higher—is to get the cases out.

though I do not know yet that there has been a major deterio-
ration in initial adjudication, already they have greatly reduced the
continuing disability reviews. That is terrible. And the pressure
will be, if it has not occurred already, to become somewhat less
careful about initial adjudication.

So, I find all of these administrative matters extremely impor-
tant—in addition to switching over some of the OASI rate to DI.

Mr. Chairman, those are the main points that I wanted to make.

Senator MOYNIHAN. And very vigorously stated, as usual.

[The prepared statement of Mr. Ball appears in the appendix.]

The Chairman. Sir.

STATEMENT OF ROBERT J. MYERS, CHIEF ACTUARY, SOCIAL
SECURITY ADMINISTRATION (1947-1970), SILVER SPRING, MD

Mr. MYERS. Thank you, Mr. Chairman.
Over the many years that [ have been associated with the Social
Security program, I have always been proud of the Social Security




40

Administration for its philosophy as to payment of benefits and
treatment of beneficiaries.

The staff has always—the present staff, too, and particularly the
present Commissioner—been very diligent and very caring this
way. But the difficulty is that the Social Security Administration
does not have enough money for administrative expenses. That is
to put it bluntly.

I think that the Social Security Administration has always had
the belief that it should search out people who are due benefits if
it knows them. And this is like any good insurance company does.
If it knows that benefits are payable to people, it is only too glad
to pay them. It is not trying to keep money away from them.

And, in the same way, the Social Security Administration oper-
ates always with the intention that it should help beneficiaries per-
fect claims; not try to find ways not to pay them, but rather to try
to find ways to pay them when people are justly entitled to them.

As has been pointed out several times by preceding witnesses,
the administrative expenses of the Social Security program, both
relative to benefit outgo or to contribution income, have been very
low over the years.

In fact, they are probably too Jow at present to provide satisfac-
tory service to the beneficiaries and to have proper claims control.
This is particularly so with regard to disability benefits, both as to
initial determinations and as to continuing disability reviews.

At the end of my statement, I have attached a reprint of a paper
that I have just recently had published, studying the administra-
tive expenses of both the Social Security and Medicare programs
over the years.

Senator MOYNIHAN. Oh, yves. “Can the Government Operate Pro-
grams Efficiently and Inexpensively?” Yes.

Mr. MYERS. Yes. That is the title of my paper. And my conclusion
18, “Yes, it can.” And the figures back it up.

I think that if you ask somebody who did not know too much
about the Social Security program how much of the money went for
administrative expenses, you would get a surprisingly high answer.
Many people would say 16-20 percent, or even more.

I think that part of the lack of confidence which has heen so well
pointed out arises from the fact that many people think so much
of the money is being used for government waste and inefficiency,
whereas the administrative expenses are less than 1 percent for
OASDI, and for Medicare they are not too much higher.

I am not trying to say that, because insurance companies have
higher administrative expenses than Social Security, they are not
being operated properly. It is just a differant type of operation.

Individual insurance has much higher administrative expense ra-
tios because of all the necessary costs involved in dealing on a one-
to-one basis. Group insurances that are run by insurance compa-
nies have fairly low administrative expense ratios, too.

Some years ago, a study was made by a group of people from pri-
vate business as to the operations of the Social Secunity Adminis-
tration, and it came forth with the conclusion, “SSA was being op-
erated quite efficiently, and on a par, as far as efficiency is con-
cerned, with what the private insurance industry was doing.”
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Having administrative expenses that are too low can cut both
ways. Sometimes, people who should be getting disability benefits
either get them very much later than they should, or they get de-
nied, or people get poor service.

On the other hand, as Mr. Ball suggests, it is quite possible that
some disability claims are approved that should not be, because it
is easier to approve a claim than to disallow it and then have to
give all the reasons why.

In a sense, as Mr. Delfico said, it is a question of being penny-
wise and pound foolish. If a little more is paid for administration,
far more in benefit costs which should not properly have been paid
would be saved.

What are possible solutions to this problem with the DI system?
The most obvious one is that there should be more administrative-
expense funds. I think that there should be a very considerable
amount more—something on the order of 60 percent more.

Senator MOYNIHAN. Which is what the GAO just came and told

8.
Mr. MYERS. Yes.

Senator MOYNIHAN. They do not come and tell us to spend more
money routinely. They are very careful on that. Yes.

Senator RIEGLE. Excuse me, if you will. They gave one citation
of the fact that, in terms of the reviews, for every dollar they spend
they save $4.

Senator MOYNIHAN. Yes.

Senator RIEGLE. So, I mean, that is to find claims that are not
valid ones. But the fact of the matter is, you could make money by
spenging money. I mean, you could make more money than you
spend.

Mr. MYERS. Yes. I certainly agree that is being penny-wise and
pound-foolish.

Another possible solution to help beneficiaries who have to wait
so iong to get benefits when they rightly deserve them is to begin
benefit 'I%ayments after 6 months following the adequate filing of a
claim. Thus, there would be “a sword hanging over the head” of the
Social Security Administration to get these claims out in a timely
manner, because they are going to have to pay them anyhcw.

Another solution that I have—and I will not go into detail--is to
simplify the claims process. 1 think that there are toc many layers
of review and a pear.

I have great aith and trust in Federal civil servants. If there are
enough of them, and they are adequately trained, they will do an
impartial job with the beneficiaries. They will try to help them
prove that they are disabled, if they really are. On the other hand,
thﬁy will lock through any ruses that are done to get people on the
rolls.

One other step which I would take in this direction is to prohibit
disability lawyers. These are people who advertise in the news-
papers and TV that they will get cﬁsability claims approved for ap-
plicants. I think that they really clog up the system.

The manner in which they are recompensed iz that the longer
that the person waits, the more money is there for the lawyers, be-
cause their payment is based on the retroactive lump sum. So, if
a claim goes through quickly, they do not get paid very well.

u
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At the same time, too, I think that some disability lawyers may
well coach people to ﬁive the “right” answers to get the claim ap-
proved, even though they may be false.

I think that disability lawyers should not be allowed within the
disability claims process. The only time when they should enter in
is if a case gets to a Federal court.

Senator MOYNIHAN. Can I just ask, is that possible, administra-
tively? Can we say to a person that you may not bring an attorney?
How do you keep the lawyers out of anything, much less this?
[Laughter]

Mr. MYERS. I believe that it can be done. I realize that some pub-
lic-advocacy people will criticize me and say, “These people need
help ?lnd tney should be able to have lawyers get their claims ap-
proved.”

Senator MOYNIHAN. Stanford Ross, of Arnold & Porter, which
does not do much disability insurance, he is visibly nervous over
there, Bob. [Laughter]

They do not have many claims in their firm.

Mr. MYERS. I just have such great faith and trust in the Federal
civil servants that they will do an impartial job and that it is not
a case of antagonism, or that the one side should be represented
because the Federal and State bureaucrats are trying to turn them
down. I think that the Federal and State bureaucrats will try to
help people, and they should help people.

I think that, certainly, a number of steps could be taken to curb
these so-called disability lawyers who take such a large proportion
of the retroactive benefits, and whose actions very much lengthen
the time that it takes to adjudicate claims by bringing evidence in
later and later so as to increase their compensation. I think that
problem can be handled.

Senator MOYNIHAN. It certainly can be inquired into.

Mr. MYERS. As some of the previous witnesses said, Section 709
was invoked by the Board of Trustees. I think that there is a tech-
nical weakness in this provision, as Mr. Ross said, namely that
there is no time limit as to when the 20-percent limit is breached,
and reporting to the Congress is required from the Board.

The provision merely says that if, the 20-percent fund ratio will
be breached at some time in the future, then there should be a re-
port. But it does not say within what period.

The Board of Trustees has said that it really means within 10
years. I think that would be a reasonable procedure.

I suggest that, at some point, the law should be changed to have
it say what the Board of Trustees is doing, rather than to have this
open-ended basis.

In my view—and I agree with Mr. Ball—action to reallocate the
OASDI tax rate so that the DI Trust Fund receives a larger por-
tion, ought to be taken right away. I do not see any need to wait
until next year. It is clear that the DI allocation rate should be
higher. However, I would not allocate it quite as large as some
have recommended.

I would do the simple thing of changing the ﬁresent 0.6 percent
rate to the ultimate rate of 0.71 percent which will aprly under
present law in 2000 and after. It is a very simple legislative
change, and, certainly, that much will be needed.
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Whether more will be needed depends upon whether the Digabil-
ity Benefits program will be straightened out, as I think it should
be. If the present high experience continues, then a larger alloca-
tion will be necessary.

But, if the present unfavorable experience is due to administra-
tive reasons, then it is a different matter. In any event, I would
just do it a step at a time and move the present ultimate rate up
to the K‘resent year. It is quite feasible to do that if it were legis-
lated this year, because this has been done in the past—namely,
Segislation in the year providing for reallocation effective back to

anuary.

Actually, Section 709 should have been invoked earlier by the
Board of Trustees because both OASI and DI Trust Funds have
failed to meet the 20-percent requirement for several years, when
one looks many years into the future.

I think that the solution to this problem is to revise the financing
to a responsible pay-as-you-go basis, as you have proposed, Mr.
Chairman. Then, Section 709 would be satisfied.

At the same time, I think that public confidence would be greatly
increased, because there have been critics of the Social Security
system, such as a recent past Commissioner of Social Security, who
have said that Social Security is a ticking time bomb, and that in
the next century, the retirement chbecks for millions of Americans
will not be there. That statement would no longer be valid if we
had a responsible pay-as-you-go financing basis, as you have pro-
posed, Mr, Chairman. Thank you, Mr. Chairman.

[The prepared statement of Mr. Myers appears in the appendix.]

Senator MOYNIHAN. Well, that is my kind of elder. It is very im-
portant when the two of you come before us with your experience
ap% say, if need be, spend more money on administration to get it
right.

Particularly when you have a backlog of a million cases and
things like that, get it out of the way. These are trust fund monies.
And it is one thing to have a very lean administration; it is another
thing to have one that is anemic, and there you are.

Can I ask you, this whole question of the time bomb ticking
away, that is from a Commissioner, and it is not so. And the dif-
ficulty we, as a people, have in understanding Social Security is
important to me in trying to understand our country right now.

I have been wanting to ask you, and we have this opportunity
and it does not come that often. In 1977, in the Social Security
amendments of that year—and I was then on the committee way
down there—but I was a member of the committee of conference
between the House and the Senate. We moved to a partially-funded
system.

As T recall, in 1972, the two of you had us put in place a very
sharp increase out in the year 2011 when the baby boom would
begin to retire. And that was good actuarial, 75-year kind of think-

ing.

%ut then, in 1977, we moved that 2011 rate up to 1990, and it
is now in effect, which meant we 7ent to a partially-funded system.
But did you tell anybody at the time? Because I want to be very
clear, I signed those papers and it did not sink in what we had

2 Y
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done. Mind you, it would not have come about for another 14 years,
or §o.

But here we are with this surplus that no one ever expected, half
the people do not believe. And persons such as Bob Myers and 1
think really gives us more trouble and puts in jeopardy the integ-
gt)lzl of the funds because they are not being used as a reserve. Bo

all.

Mr. BaLL. Mr. Chairman——

Senator MOYNIHAN. Are you the one who did it? Somebody did.
Who did?

Mr. BaLL. Mr. Chairman, could I back up a little for an historical
comment on this?

Senator MOYNIHAN. Would you, please? Yes. Yes.

Mr. BALL. Social Security has, as an institution, been somewhat
ambivalent on this pay-as-you-go versus partial reserve financing
from way back, even before 1972.

And what I mean by that is that there were always contribution
rates in the law, that, if they had been allowed to go into effect,
would have produced partial reserve financing.

But, in practice, every time the Congress came up to an increase
that (\ivoul have produced large surpluses, the increases were post-
poned.

So that for years we had a real dichotomy—you had actuarial es-
timates and a law which were on a sort of partial reserve principal
but, in practice, we operated on a pay-as-you-go basis because the
rates were always postponed if they were expected to produce large
reserves.

Senator MOYNIHAN. Yes. And in 1972, the advisory council said,
go on a pay-as-you-go basis.

Mr. BALL. Yes. They said, let us be frank about it.

Senator MOYNIHAN, And 5 years later, in a fit of absent-minded-
ness, we did just the oYposite.

Mr. BALL. Well 1 will take responsibility for that 2011 rate in the
1972 amendments. It was what I called a balancing rate to show
that the system was adequately financed over an’§5-year eriod,
even though we were on a pay-as-you-go basis. We wanted to be
able to say that for 75 years, the system was soundly financed.

Senator MOYNIHAN. Yes. Yes.

Mr. BALL. So, we put in a 2011 rate that we did not expect to
be implemented as a single rate increase in 2011, but rather when
you got to 2011 to space it out and have a continuatinn of pay-as-
you-go.

Well, in 1977, with that rate already in the law and increased
costs to be met—both short-term and long-term—it vas an easy de-

vice for meeting part of the shortfall to take that 2711 rate and
move it up to 1990. I do not believe that it was a coramitment to
change from a pay-as-you-go basis to a reserve basis. I think that
was a

Senator MOYNIHAN. I see. We did not think of it in that way and
we had the prospect of slicing those increases out after that point.

Mr. BALL. And you could have done it in 1990, too. I just do not
think the Congress or the Executive Branch gave serious consider-
ation to the pros and cons at that point between partial reserve fi-
nancing and pay-as-you-go.
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It was rather, how do you get a financing system that you can
say, ’with the least possible change, “Now we have adequate financ-

i .7

ng might point out that the 1977 financing was not for 75 years,

incidentally. It was the first time—maybe the only time—that de-

!ziberately the program was balanced only for 50 years instead of
53

So, we had a hang over of about 1.8 percent of unfunded liability
for the whole 75 years. And, looking at just the last 25 years, that
translate into a considerably larger deficit of about 4.4 percent.

Senator MOYNIHAN. Our problem is, and you two gentlemen have
worked so wonderfully with it for so long, Social Security thinks in
terms of 50 years, 76 years, and you sit about and make very
tho;lghtful decisions. You were Commissioner in 1972, were you
not!

Mr. BALL. Yes.

Senator MOYNIHAN. In 1972, you said, I want to have an increase
in the year 2011. And that is the time perspective you all bring to
this work.

And you deal with the political world which can not think past
next November, period. And if you just get through 5 years, or 3
years, or 25 months, it will serve the purpose of the time perspec-
tive of the election cycle.

Bob, do you want to tell us what we did in 1972? You two are
the institutional memory, here.

Mr. MYERS. Yes. I agree, on the whole, with what Mr. Ball said.
But I can augment it a little.

Senator MOYNIHAN. Yes.

Mr. MYERS. The way that I view the situation, what was done
in 1972 and in legislation several times before 1977, where there
were slight changes, was essentially to have pay-as-you-go financ-
ing. This was indicated by providing a level tax rate up through
2010, and then having an increase in 2011.

Then the 1977 Act moved up the increase in 2011 to 1990. I
think that this was done without realizing exactly what was being
done as to the underlying financing basis. But it was certainly par-
tially necessary.

As Mr. Ball said, the 1977 legislation, for the first time in his-
tory, did not handle the entire existing lon%-range deficit. But, I am
very happy to tell you that the Senate bill did so. The Senate bill
was not accepted by the House. Rather, the final legislation was
very much like the House hill.

In the Senate bill in 1977, the pay-as-you-go approach was recog-
nized because the tax rate stepped up over future periods of years,
ot just in 1990. There was another small increase in 1995, an-
other one in 2001, and then still another one in 2011.

The year 2011 is very important, beciuse that is when the baby
boomers begin to reach retirement age, and the higher costs in-
volved occur. And, so, I think that the pay-as-you-go concept was
still largely contained in the Senate bill in 1977.

I happen to have with me two tables that show these tax rates.

Senator MOYNIHAN. Could we put them in the record?

Mr. MYERS. I would be very appreciative if you would put them
in the record.
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Senator MOYNIHAN. No, we would be very appreciative. Because
Ga(i/lord Nelson, Senator Nelson, of Wisconsin, was the chairman
and manager of the le%islation. And, as I say, here, I am glad my
memory has not completely lost, but I do not ever remember us
doing this. We did not. In conference, that is the way it came out.
It never really sunk in. But I thank you for these, as always.

[The information follows:]

Table 1.—OASDI COMBINED EMPLOYER-EMPLOYEE TAX RATES ACCORDING TO

VARIOUS LAWS
Act
Year

1971 197" 973 1077t 1960 1083
THTZ coevs i e e 100 - - - - -
1973 . 10.0 9.7% — —_ — -
1974-75 10.0 9.7 9.9% -_ -_ -
1978-77 103 9.7 899 -— —_ -
1978 ... 103 98 °9 10.1% - -
1979-80 10.3 96 9.9 10.18 —_ -
1981 ... 10.3 98 8.9 10.7 10.7% -
1982-83 ... e 103 98 9.9 108 108 -
1984 ... 10.3 98 9.9 10.8 108 11.40%3
1985-87 .., 103 98 9.9 114 14 114
1988-89 ... 103 968 9.9 114 14 1292
1990-2010 ..... 103 98 9.9 124 124 124
2011 & aftor e 10.3 11.7 119 124 12.4 124

‘Myrm‘ %mmmwnm-dmoaowso. 1972, which as to the laxrels schedule over-rode the legisialion enacted
on ;
'L.gbi-uonmvmmwunMnummmm,mmhm'm

Tive Is the bolal rale recehed by thy trus! funds, but 0.3% ceme from general revenuss (5.7% from employers and 5.4% kom

omployees)

Table 2—OASDI COMBINED EMPLOYER-EMPLOYEE TAX RATES UNDER VARIOUS
VERSIONS OF 1977 AMENDMENTS AND UNDER PREVIOUS LAW

1977 amendments
Year Previous law
Houwe b Senale bW Firel law
9.9% —_ — —
99 10.1% 10.1% 10.1%
0.9 10.1 10.17 10.18
29 105 107 107
9.9 10.7 108 108
9.9~ 1.3 114 114
99 124 123 124
99 124 134 124
99 124 146 124
119 124 158 124

few In 1077 (and the House b too) shified away from the pay-ss-yougo funding besls under the previous law, by
nmiaghlﬁmhhxuhw'mmzoﬂhlm.mhmwhmhn‘)hhmowﬂbomunwnvhmwo(bu
would evertually be drawn down o exhausion).

L)
=

the same time, the final law (and the House bill too)—for the first ¥me In the history of the program as to leghistion et the
tene of enectment—iaft the system with & ek lack of actuarial balarve.

{3) The Serale bl woukd have restored bw.m fo long-range actusrel balence.

(4) The tax rales In the House and Senate wete quie simflar for 1978-04.

Senator MOYNIHAN. So, you basically would agree with Bob Ball
that it was not so much as a decision to move from one mode of

ﬁnané:ing to another, as the de facto consequence of what hap-
pened.
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Mr. MYERS. Yes. I certainly would agree. In addition, I think that
there is the important fact that the 1977 Senate bill really did con-
tinue to reflect the pay-as-you-go financing philosophy.

Senator MOYNIHAN. Yes. That is hugely important. Well, we have
kept you. You have been here faithfully all morning, as you have
been for a half century.

I would like to have the record show that Bob Myers has slipped
yet another two actuarial and tax rate tables to Bob Ball. All is
right, all is well in the world, and God is in His heaven. We thank
you very much for this testimony.

Mr. BALL. Mr. Chairman, could I make one other statement?

Senator MOYNIHAN. Please. Yes, sir.

Mr. BALL. And that is, I may have become associated in some
people’s minds with the idea of maintaining a partial reserve fi-
nancing in present law as against pay-as-you-go. But I have never
really taken that view.,

Senator MOYNIHAN. Yes.

Mr. BALL. It has always seemed to me that you could do it either
way; that pay-as-you-go has worked right along in practice, and it
is a perfectly valid way to finance this system.

There are arguments for partial reserve financing if you believe
that the country would actually pay high enough taxes to come to-
ward a fairly close balance in the budget while maintaining present
Social Security contribution levels and meeting other essential
needs. Then it would be true that building a reserve on Social Se-
curity would do some good, and actually increase savings.

Senator MOYNIHAN. There would be true savings.

Mr. BALL. Right. So, you could do it either way.

Senator MOYNIHAN. Yes.

Mr. BALL. But I am pretty much convinced that the practical sit-
uation now is for OASDI to be put more or less on a pay-as-you-
go basis.

And the only difference that I would have with your previous
proposal is not on the pay-as-you-go issue, but that instead of re-
ducing the total overall contribution rate, I would like to see the
excess rate that arises after you have gone on pay-as-you-go in
OASDI used to strengthen our health insurance system.

Senator MOYNIHAN. Yes. Sure. A perfectly clear position. Can I
just say that something does bother me in the political winds that
are blowing.

The number of new tax proposals that are about, flat tax, and
so forth, which would abolish the payroll contribution, it seems to
me—and people are doing this with no sense that they have any-
thing to explain why we need that.

It is regressing. It is over on the liberal end of the spectrum now,
Mr. Ball. Seventy-one percent of American families pay more in So-
cial Security contributions than in income tax.

And it is now being held that we are financing our government
through this regressive system. There is nothing regressive about
an insurance contribution that you pay. It is a contribution. But it
18 regressive as a form of general revenue. I think we all agree on

that.
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I would not want to have us look up 1 day and find that there
is a balanced the budget amendment, and a cap on entitlements,
and a flat tax.

And the next thing you know, the whole notion of a contributory
pension insurance system has just disappeared. Does it not? I
mean, once you do not have FDR’s name and number on your
money, it becomes welfare. That is what it is.

Mr. BALL. Absolutely.

Mr. MYERS. Mr. Chairman.

Senator MOYNIHAN. Sir.

Mr. MYERS. May I just add one other thing. This is with ref-
erence to the 71 percent figures that you quoted about the propor-
tion of people who pay more in Social Security taxes thun in in-
come taxes.

Senator MOYNIHAN. Yes.

Mr. MYERS.This statement is true, when th: combined employer/
employee tax is considered. From the standpoint of economists,
tllley usually say that the employer tax really comes from the em-
ployee.

enator MOYNIHAN. Employee. Yes.

Mr. MYERS. However, [ think that many of the general public
just look at the Social Security tax that they are paying them-
selves. On that basis, only around 35—40 percent pay more Social
Security tax than income tax.

Sl;anator MoOYNIHAN. I am sure you are right. You arc always
right.

Mr. MYERS. The difficulty, from an economist’s standpoint in the
area of macroeconomics, is that it is true that, in the aggregate, the
employer tax is paid for by employees. But I would argue 1t is not
paid for by each employee separately, but rather in the aggregate.

Senator MoYNIHAN, You do not. Yes.

Mr. MYERs. If Social Security were abolished, it is not certain
that every employer would give each employee that additional
amount of money. Rather, the employer would probably set up a
pension plan that would give more money to some of the employees
than to others.

Senator MOYNIHAN. Sure.

Mr. MYERS. So, it is a very tricky sort of economic figure.

Mr. BALL Sometimes Mr. Chairman, part of the misunderstand-
ing derives from the shorthand of using the phrase “payroll taxes.”

Senator MOYNIHAN, I am abouti to raise this subject. I was pay-
ing my income tax about 3 weeks ago and I was looking here at
my income tax return. And I had my W-2 form and it says there,
there are three lines, “Federal Income Tax Withheld, Socaal Secu-
rity Tax Withheld, Medicare Tax Withheld.”

Mr. BALL. Yes.

Senator MOYNJHAN. And I just, on an impulse, called the Com-
missioner of Internal Revenue. She was getting a lot of friendly
calls that day. Here is another irate taxpayer. I said, is that prop-
erly described as a tax? It says, the Federal Insurance Contribu-
tions Act.

And, in a perfectly nice conversation, as you would expect with
our Commissioner, she said, well, you know, that is a fair question.
Let me think about that. Would you have any views? While it is
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being called a tax, you sort of forego taxes. It is not yours anymore,
as against Federal insurance contributions. Well, yes, you are pay-
in%/.l Any tho#hts, wise men?
r. BALL. They are really deductions trom workers’ earnings for

a dedicabec}vf)urpose.

Senator MOYNIHAN. Yes. Now, that is not a tax.

Mr. BALL. I was not so much arguing about whether to name it
a tax. But the confusion that arise from calling it a payroll tax;
workers do not have payrolls. That is just shorthand for a com-
bined employer-employee contribution.

Senator MOYNIHAN. Sure.

Mr. BALL. For us to call it a payroll tax all the time obscures——

Senator MOYNIHAN. But that is a usage, a convenient shorthand

usage. :

Nﬁ'. BALL [continuing]l. Yes. But it obscures the fact that it is a
deguction from workers’ earnings. Because they do not have pay-
rolls.

Senator MOYNIHAN. Yes.

Mr. BALL. So. aven if it is going to be called a tax, it ought to
be called the kind of tax that workers pay, not a payroll tax.

St(air:l%tor MoOYNIHAN. Not a payroll tax. Bob, do you have anything
to add?

Mr. MYERS. I would agree with both of you on that point. These
are really contributions for a social insurance program.

Senator MOYNIHAN. Yes.

Mr. MYERS. Technically, they are taxes because they are in the
Internal Revenue Code, gut they are a different kind of tax than
an income tax.

Senator MOYNIHAN. We could say Soctal Security contribution
withheld.

Mr. MYERS. Yes.

Senator MOYNIHAN. You know why we are in the Tax Code, do
you not? Just for the record, you are a great friend, Bob, of Frances
Perkins, in 1935, when the issue of how would you ever get this
legislation through.

e Supreme Court was finding all these things unconstitu-
tional. A member of the Supreme Court—I do not know if they do
that anymore, but people would do anything for Frances Perkins.
I would, certainly.

They heard about it and said, the taxing power, my dear. That
is what you need, the taxing power. So, instead of this coming out ..
of the Labor Committees, the bill that was passed in 1935 was in-
troduced by the Chairman of Ways and Means, and Senator Wag-
ner over here.

And, indeed, I guess it was in 1937 that you passed muster in
the court. Because the constitution says t{e Cﬁ)ng‘ress has the
power to lay and collect taxes. That is why we are here in the Fi-
nance Committee. Well, we try to take good care of you.

Once again, with greatest appreciation to two great public sevv-
ants, I want everybody to know how much we value and care what
you do for us. We want you to keep on doing it for years, and years,
and years. And poor Ross and Walker over there, they are sitting
in awe that you all know so much and have done so much. Be like
them. Thank you very much, sir.
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Mr. BALL. Thank you, Mr. Chairman.

Mr. MYERS. Thank you, Mr. Chairman.

Senator MOYNIHAN. And now we have our final witness, and a
very warm welcome to Stan Kress, who has been very patiently
waiting through the morning. Mr. Kress is the President OF the Na-
tional Council of Disability Determination Directors. And you are
from Idaho. Nice to have you here, sir. I will put your statement
in the record, of course. You proceed exactly as you wish.

STATEMENT OF STAN KRESS, PRESIDENT NATIONAL COUNCIL
OF DISABILITY DETERMINATION DIRECTORS, BOISE, ID

Mr. Kress. Thank you, Mr. Chairman. 1 appreciate the oppor-
tunity to appear before you on behalf of the National Counal of
Disability Determination Directors.

Senator MOYNIHAN. I now realize you are from Idaho.

Mr. KresS. That is right. I was reading a book last night and
they were making a derogatory comment about where they were
sending the mythical Vice President, and he said, “probably to a
fund-raiser in ldaho.” So, at any rate, I am quite proud to be from
the great State of Idaho.

Senator MOYNIHAN. I am sure you are.

Mr. KrESS. I appreciate the opportunity to come back here and
visit with you. We appreciate the opportunity to share with you our
views on disability.

The recession, Kigher unemployment, more homeless people, and
a lack of adequate health care has brought about more dlsaiai]ity
claims being filed.

This fiscal year, the Social Security Administration expects
3,200,000 disability claims to be filed, compared to 2.5 million just
3 years earlier.

Senator MOYNIHAN. It is that big a leap?

Mr. KrEsS. That is a pretty good sized leap.

Senator MOYNIHAN. Yes.

Mr. KRrESS.. 700,000 more claims are expected this year than just
3 years earlier. And, as I said, it was the recession, higher unem-
gloyment, more homeless people; along with not having adequate
health care, which have brought that increase about, in my opin-
ion.

courts, the 1984 amendments, and public pressure has caused al-
lowance rates to rise.

The courts have mandated changes in the continuing disability
review process, in the psychiatric or mental area, and childhood
listings through the Zebley court case.

During the past 2 years, SSA has responded to the public’s wish-
es and made changes in how widows and widowers are evaluated,
speeded up the disability process for HIV-AIDs claimants, started
an outreach program for the homeless, and implemented streamlin-
ir;g measures for obvious allowances to help alleviate the backlog
of cases.

The adjudicative climate is certainly different today than it was
during the early 1970s or the early 1980s. During the 1970 to—

Senator MOYNIHAN. Did you mean early 19708 or the late 1970s?

Mr. KresS. The early 1970s.

S———1{n—addition to these demographic—and—economic-changes;-the - -
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Igggnator MoYNIHAN. Early 1970s. And then again in the early
8.

Mr. KrEsS. Yes. Mr. Delfico, in his testimony, said that the high-
est allowance rate had been about 47 percent. That is because he
had not gone back far enough. If he Kad gone back to the early
19708, actually the allowance rate during that period of time went
as high as 57 percent during 1973.

Senator MOYNIHAN. Well, that was our understanding. I think I
said 60, but it was up above 50. Yes.

Mr. KrEess. It was close to 60 percent.

Senator MOYNIHAN. Yes.

Mr. Kress. He just did not go back far enough in his statistics
as he was reviewing that.

Senator MOYNIHAN. I think we ought to get that series, and we
will. Thank you. That is a good point.

Mr. KRESS. During the 1980s, of course, we had just the reverse
that was occurring. During the 1981 through 1985 period, the adju-
dicative climate was one of cutting off the benefits of many who
were receiving them, and keeping off as many of the new appli-
cants as possible.

The allowance rate for that period of time ran from approxi-
mately 27 percent, into the low 30s. The climate of that period did
not hold up in court, as you pointed out, nor did it sit well with
the public.

Last year, the DDSs allowed 39 percent of the claims. As you can
see, that is an increase over the early 1980s, but it is certainly not
reminiscent of the early 1970s.

Senator MOYNIHAN. Yes.

Mr. Kress—I-think it is safe to say that the allowances being
made today are far more just than were the denials and the cessa-
tions of the early 1980s. Or, for that matter, the high number of
allowances of the early 1970s. Let us hope we learn something
from those two periods and do not repeat either one of them.

To the question, is SSA conducting an appropriate number of
continuing disability reviews, CDRs, the answer is, no. There are
approximately 400,000 CDRs which are past due in which medical
improvement is expected.

ctually, there 1s over 1 million CDRs that are past due, but
——400,000 of them are cases on which medical improvement was ex-
pected to occur.

Senator MOYNIHAN. And that is where the $4 for $1 ratio that
the GAO told us about comes in.

Mr. Kress. That is correct. If another of the issues being ad-
dressed by this hearing is, does the agency have adequate re-
sources to properly administer the DI program, the answer is a
simple and unequivocal, no.

e budget of $956 million presented by the administration for
fiscal year 1993 for the administrative costs of the disability pro-
gram is, in fact, a serious decrease, not an increase.

Senator MoOYNIHAN. It is what? Walk us through that, now. I
mean, it is a decrease.

Mr. Kress. All right. I would be happy to do that. Last year, the
disability program u%ot $868 million in their basic budget. A $955
budget for 1993 would appear to be an increase.
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But, in reality, the disability determinations got another $78 mil-
lion from the Zebley supplemental 3-year phased-in appropriation,
and another $80 some million from the contingency fund release.
That means that this year the disability program is going to get
over a billion dollars.

Next year, there 1s going to be more claims and we are going to
get $965 million, according to the administration budget. And, in
reality, it is going to be a budget decrease, not an increase.

Senator MOYNIHAN. That is a very powerful point.

Mr. Kxgss. Thank vou.

Senator MOYNIHAN You are saying, just so | have it clear, that
on too of the, what is it, $850,000 that they got last year

Mr. Kress $868 million.

Senator MOYNIHAN. $868 million. There was the contingency
fund that was made available to them, and the Zeblev court case
monies were made available. So, in fact, the:r have a billion dollars
in this current vear

Mr KREss. A little over a billion dollars will be spent by the dis-
ability program this vear. So, $956 million is less m«.ey.

Senator MOYNIHAN It 1s a reduction, cogent, clear.

Mr. KRESS. If that budget is implemented, the pending case load
will grow te well over a million. I\ addition, using SSA’s own offi-
cial estimates, the overall processing times for disability claims will
increase dramatically.

By the time a claimant who 1s «ienied at the initial level pursues
his claim through the administrative law judge level. literal{y years
will have passed. Thousands of the disabled will die or find them-
selves in dire straits hefore their claim for benefits 18 decided.

Service at the level possible with the projected funds tor fiscal
vear 1993 18 simply not acceptable Americans with disabilities de-
serve better.

It will take a budget of approximately $1 25 billion in 1993 for
the DDSs just to stay even with the backlog that will have accumu-
lated by the end of 1992,

If we are to start reducing the backlo% cases, as | feel we must,
it will take a minimum of $1.3 billion. If, in addition, we wish to
process an additional 200,000 backlogged CDRs, the ones that get
the savings of whenever $1 spent you get $4 in savings, it will take
another $60 million.

Senator MOYNIHAN. Yes.

Mr. KrREss. This means SSA’s funding should be at least $5.3 bil-
lion, not $4.8 billion in 1993. In order to make this level of funding
possible, it ma_, be necessary to move the administrative costs of
the Social Security Administration off budget. The NCDDD would
support such a move. since it would mean improved service to mil-
lions of Americans.

And, just before I close, may I say, the Associate Commissioner
of Accuracy quickly tapped me on the shoulder and handed me
some figures that got brought up a little earlier when they were
talking about the accuracy of claims, and that there were more in-
accuracies in the denied claims than there were in the allowed
claims.

Senator MOYNIHAN. Yes.
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Mr. KResS. And those facts are accurate. However, I think there
is a problem that occurs with this data. You may have noticed
somebody mentioned that, in addition to the decisions that are
made incorrectly, there are also technical inaccuracies and those
sorts of things that are included in that.

Our organization has recommended that Social Security start
using a net accuracy rate that talks about those people who are
paid or not paid inappropriately instead of including 1in those fig-
ures these technical, paper kinds of inaccuracies, as well.

We have some figures on those, and maybe that will be a little
reassuring to you. During the past 6-month period of time, the
overall accuracy of just whether or not somebody was paid correctly
was $96.6 percent.

Senator MOYNIHAN. Oh.

Mr. KRrESS. And if you break that down into allowances and deni-
als, there was a slight difference, but neither of them are termbly
bad. The allowance accuracy was 98.3 percent for that period of
time.

Senator MOYNIHAN. That is good.

Mr. KrESS. And the denial accuracy was 95.3. So, if we stop talk-
ing about the little paper errors, or the codeing of something wrong
and talk about, did somebody get benefits when they should have
or when they should not have, rightly or wrongly, our accuracy is
much better than what is often reported. And I t%ink it is time we
slt,afted reporting just that net accuracy on the correct payment of
claims.

Senator MOYNIHAN. A fair point, and we will take it up with the
administration.

Mr. KrEss. By the way, they are working with us on proposing
that. So, we have already apprised them of it.

Senator MOYNIHAN. You feel you have a good working relation-
ship with them.

Mr. KrEsS. Absolutely. We are very appreciative of the progress
we have made in that area.

Senator MOYNIHAN. That is the real issue, the Federal system,
is it working. Good. Guod. I am glad to hear that.

Mr. KRESS. Just a final summary, then. The NCDDD stands
ready to help this committee and SSA find answers in those areas
that need to be addressed. We are the ones on the firing line and
we welcome the opportunity to be involved in charting a course of
action for the disability program. I would be happy to answer any
questions, Mr. Chairman.

[The prepared statement of Mr. Kress appears in the appendix.]

Senator MOYNIHAN. Thank you, Mr. Kress.

Mr. Kress. Thank you for the opportunity of letting me testify.

Senator MOYNIHAN. We thank you, sir. That is a powerful point.
It has taken us till 1:00 o'clock to learn that, in effect, the adminis-
tration has proposed to decrease this budget in actual outlays for
the next year.

Now, you have come before us and said this does not happen
every day in a sequence of this kind. We first heard from the Gen-
eral Accounting Office, which has no dog in any fight. They are just
trying to tell the Congress what they are up to.
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The General Accounting Office said the monies available to ad-
minister this program should be increased by 50 percent. These are
trust fund monies. The Social Security works on a 1 percent admin-
istrative cost, very tight. And along came GAO. GAO does not nor-
mally tell us to spend more money, they almost invariably tell us
to spend less. But we are not reviewing cases when, as you say,
there are 400,000 cases out there where you expect if they were re-
viewed, less disability would be paid, or no disability would be
paid. We are not finding that out. :

Then, too, the two great leaders in this field for a half century,
Bob Myers and Bob Ball came before us, and Bob Ball said, I think
we are not spending enough money.

I think we should stop bragging that this program only costs you
nine-tenths of nne percent. y well-administered program will
cost a little more than that. It is your money; it is an insurance
contribution. Bob Myers agreed.

And now you have come along as the practitioner out in the
State, and your proposal, which I do not think you knew when you
came in here this morning was what the General Accounting Of-
fice, Mr. Delfico, was going to propose.

They came in and proposed about $1.46 billion. Yes. And you
have come in from Boise, I;daho and said, by very careful sequence,
if this, then this, then this. And you have come up with $1.4 bil-
lion. That is a lot of coherence.

I mean, we are all looking at the same thing with enough sense
of what the regularities are in this process, what would be optimal.
If we spend money t, male sure people do not get benefits who do
not need them and are not entitled to them and spend money to
make sure that people do gét benefits who do need them, that is
what our program is for. That is why we put this in place.

Mr. Kress. That is why most of us who work in the field out
there are in those fields, 18 because we want to sce those sorts of
things happen.

Senator MOYNIHAN. Yes.

Mr. Kress. And when, all of a sudden, you stack up the cases
in storerooms because you do not have the staff or the money to
work them, then those people are not being served. We feel respon-
sible when that happens.

But if you do not have the staff and you do not have the money
to order the medical evidence, and you do not have the money to
have a consultive examination performed and that case is sitting
in a storeroom, those of us out in the field feel pretty guilty about
that.

And we would like to have the money and the staff to be able
to work those cases in a timely and accurate manner and see that
those people that deserve the benefits, get them to them, and let
the other folks know that they are not going to be getting them so
they can get on with looking for a job and get on with running
their lives.

Senator MOYNIHAN. That is a very powerful point. The need for
a timely answer. You come in and you say, I have a disability. And
let the administrators say fairly quickly, yes, you do, or no, you do
not.
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Mr. KRress. People tend to put their lives on hold when they are
in these periods of time.

Senator MOYNIHAN. Yes. If it is going to take 7 months, then I
will wait 7 months before I look for a job.

Mr. KrEss. Right.

Senator MOYNIHAN. Only to find out that I should have started
looking for a job the day after I went in there.

Mr. KRESS. Absolutely.

Senator MOYNIHAN. It is a very powerful point. We should let
people know what they can expect and get their answers early. It
18 outrageous.

The whole Social Security integrity of our system is being
brought into question by decisions made at the Office of Manage-
ment and Budget that have nothing to do with the law, nothing to
do with resources.

This system is not in any financial crisis. To the contrary, it adds
a $1.5 billion that you suggested that we needed to run the whole
program for a year. That is one week’s surplus.

Mr. Kress. For what it is worth, Mr. Chairman, I think I feel
it is necessary to just comment that Commissioner Gwendolyn
:Isiing, I have been associated with her quite a bit in the last 2 or

years.

And I firmly believe that she wants to run a good program and
she wants to see good service provided to the people.

And the people she has working for her in Social Security, I
think, want to see this happen. Unfortunately, I feel like she has
got somebody with a thumb on her saying what she has to say
when she comes before this committee when it comes to money.
But deep down inside her heart, she knows that this program
needs that money too, and it is needed to serve the public.

Senator MOYNIHAN. Yes. Well, I hope you noticed that we did not
press her too hard.

Mr. KREsS. Yes. I thought you were very kind.

Senator MOYNIHAN. Well, I want to thank you very much, sir.
And thank the association, or the council. I think you are the
founder of the council, and obviously an important public service
and we much appreciate it.

Mr. Kress. Well, thank you. Another thing I thought was inter-
esting, was that I happened to call a few folks for advice on the
testimony I should give.

And two of the people I talked to were Lloyd Moses, who runs
the disability program in New York, and Chuck Jones, who runs
the disability program in Michigan.

So, the two members of your committee that were here asking
the questions today, their DDS directors back home had quite a bit
of input into this testimony.

Senator MOYNIHAN. Good. The more, the welcome. We thank our
staff. We particularly thank our indefatigable reporter, who has all
this taken down. And I want to express my appreciation to Ed
Lopez, Margaret Malone, and all who have made this a very impor-
tant hearing. And, now, it is for us to legislate.

{Whereupon, the hearing was concluded at 1:08 p.m.}
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ADDITIONAL MATERIAL SUBMITTED

PREPARED STATEMENT OF ROBERT M. BAaLL

Mr. Chairman and members of the committee: My name is Robert Ball. I was
Commiesioner of Social Security from 1962 to 1973. Prior to my appointment by
President Kennedy, 1 was a civil servant at the Social Security Administration for
about twenty years. Since leaving the government I have continued to write and
speak about Social Security and related programs. I was a member of the 1978-79
adviwl;ik council on Social Security, the National Commission on Social Security Re-
form (the Greenspan Commission) whose recommendations were included in the
1983 Amendments, and the 1991 Quadrennial Advisory Council on Social Security
established by statute.

First, Mr. Chairman, I would like to congratulate you on having foreseen the
problem we are dealing with today and introducing legislation to fix it. The proposal
you first made in 1990 to shift part of the contribution rate from old-age and survi-
vors’ insurance (OASI) to disability insurance (DI) is, 1 believe, the nght solution
to the DI deficit problem. ’

The combined OAS] and DI programs are adequately financed for many decades
and it makes sense to move some of the OASI rate to the DI program. Without such
a shift it is estimated that DI may have difficulty making full payments as due by
the latter part of 1997.

Beginning in 1992 or 1993, I would favor a reallocation of ‘he contribution rate
between OASI and DI which would increase the DI rate from the present 0.6 per-
cent to 0.85 percent or 0.88 percent for workers and a matching amount from em-
gloym. The OASJ rate for each would be reduced to 5.35 percent or 5.36 percent,

ut the combined amount would be 6.2 percent as under present law. These rates
without changes in benefits, would be enough to fund the combined systems and
each program separately until the mid-2030s, well over 40 years from now, under
the best-guess intermediate assumptions in the recently issued trustees report.

Reallocation of Social Security contribution rates between OASI and DI has oc-
curred many times in the history of the two grog'rams and is a com%letely reason-
able way to adjust to changing estimates of the cost of one or the other of the two
programs. As you will undoubtedly recall, in the 1983 Amendruents following the
work of the National Commission on Social Security Reform, there was a
reallocation the other way. At that time it looked as if OASI would be closer to the
line than DI and 0.6 percentage points of the 1.1 percent contribution rate provided
by the 1977 Amendments was aiuﬂe' d from DI to OASI. It was recognized at the
time that the DI rate would need to be increased later on, and present law provides
in the year 2000 for an increase in the rate from the present 0.60 percent to 0.71
percent.

I would not favor reallocation if it were clear that the DI financing problem was
created entirely by administrative slackness. If the larger number of allowed claims
and the expected drop in termination rates were caused only by lack of adherence
to strict standards of dieability determination or lack of review of beneficiaries on
the rolls, then I would favor going at the root causes and not bailing out bad admin-
istration by allocating more money to the grogram. It is very important that strict
standards ie maintained and that we avoid a replay of the past. As you will recall,
when in the mid- to Jate- seventies it appeared that the disability rolls were growing
because of more lenient adjudication there was strong criticism leading to an over
reaction in the 1980s. The result was s highly regrettable elimination from the rolls
of thousands and thousands of people with valid claims to disability benefits. And
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then a l‘}x;gh proportion of them had to be put back on the rolls after appeal and
much suffering by the beneficiaries.

I do have a concern that the big backlog of disability claims today, some 800,000
pending cases, and the shortage of personnel at Social Security might be leading to
a lowering of adjudicative standards. It is much easier to process allowances than
disallowances. And I have a concern that, also because of personnel ahortags, the
cwrrent rolls are not being examined as carefully as they should be for possible ter-
minations.

Social Security needs more staff to run the disability program well. It is almost
unbelievable to me that the President would submit a budget which assumes the
backlog of disability claims today of 800,000—far too high—will go to 1.4 million in
1993. We are talking about disabled people who need the money to live onl

I believe Social Security needs to spend more money on administration in general.
Less than 1 percent of benefit outgo goes for administrative expenses. This is just
not enough to do the kind of job that should be done. Well adininistered private in-
surance companies, on average, have an administrative-to-benefit payment ratio
several time Social Security’s. No wonder there are complaints about Social Security
operations.

I believe the solution for the inadequate financing of Social Security administra-
tive expenses is to take them out of the general budget just as benefit payments
have been taken out. Administrative expenses, like benefit payments, come out of
the dedicated contributions of workers, employers, and the self-employed, and these
contributors deserve topnotch service. It would also help, I believe, to make Social
Security an independent agency.

The causes of the present problem in disability financing are complex. There has
been an increase in the incidence rate of disability and a lowering of the average
age of those on the disability rolls which means that there are fewer terminations
as a result of beneficiaries reaching retirement age or dying. Some of the increase
in incidence rates may be due to the fact that the first wave of baby-boomers are
reaching the age at which disability rates begin to increase. Some of the increase
may be due to the recession because in times of unemfloyment more people will file
disability claims. Some of the increase may also be due to court cases such as the
one requiring Social Security to give more weight to the findings of the beneficiary's
own physicians as compared to the findings of the government consultants, a some-
what dubious requirement in my view. In fact, at some point the Congress ma
want to review recent court cases to see if they reflect congressional intent and, 1if
not, whether the Congress should consider changes in the law that would make con-
g'r(-_:isaiolgal intent clearer. It would not be the first time that it has been necessary
to do this.

In summary, the increased costs reflect a variety of factors, not solely administra-
tive changes. 'i‘hus, the solution has to be an increase in financing although staff
increases are also necessary if the program is to be run weli. As I said at the begin-
ning, the simplest way to provide for additional financing is a relatively minor
reallocation of the contribution rate from OASI to DI correcting what has turned
out to be a somewhat too enthusiastic reallocation in the other direction in 1983.
The recommended rate of 0.85 percent or 0.86 percent is substantially below the
rate of 1.1 percent provided by the 1977 Amendments.

Mr. Chairman, I do not consider that we have a major problem here; it can be
taken care of by a reallocation of the Social Security contri[:ution rate as has been
done many times before. However, the Congress does need to act since the DI fund
is entirely separate from the OASI fund and the disability program will have an
early problem under the present contribution rate allocation.

One more point, a8 1 recommended at the beginning of my statement, it seems
to me desirable to reallocate an amount estimated to be fully adequate far into the
future. I see little merit in considering alternative reallocations that are estimated
to do only part of the job.

Mr. Chairman and members of the Committee, I thank you for the opportunity
to present my views.

PREPARED STATEMENT OF JOSEPH F. DELFICO

Mr. Chairman and Members of the Committee: Thank you for inviting me to tes-
tify today on financial and administrative problems facing the Social Security Ad-
ministration’s (SSA) disability programs.?

1SSA has two disability programs, the DI program and the Supplemental Security Income
(SSI) program. State disability determination services (DDSs) make disability determinations for
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In their April 1992 report, the Trustees of the DI fund projected that the fund
will be exhausted in 1997. The Trustees have recommended that unspecified legisla-
tive action be taken to strengthen the fund's financing and have asked to
study the situation and provide a report in December 1992.

In the first part of my testimony, I will briefly highlight some of the underlying
factors that have contributed to the current DI trust fund situation. I will then dis-
cuss problems with program administration, which also need attention.

CURRENT FACTORS AFFECTING TRUST FUND EXPENDITURES

To a greater or lesser degree, several factors have led to increases in trust fund
expenditures. You asked that we address these factors.

Application Rates

Disability application rates have risen in part as a result of the recent increase
in unemployment rates. Hard economic times make it more difficult for severely im-
paired persons o find or keep jobs. Hard times may also provide an incentive for
even less severely impaired persons without work to apply for disability. Man
working Iersons have physical conditions that meet or equal SSA’s disability stand-
ards, and many of these new applicants will qualify for benefits.

Allowance Rates

Between fiscal years 1988 and 1991, the initial DOS allowance rate for DI appli-
cants rose from 40 to 46 percent. Although these rates are not the highest ever ex-
perienced, they are substantially higher than those experienced over the past dec-
ade. Unfortunately, reasons for the increases are not fully understood, although
changes in program criteria may have played a role.

Perhaps the most difficult factor to assess is the general administrative environ-
ment. Disability decisions, especially in marginal cases, require difficult judgments.
Therefore, changes in examiners’ attitudes, as influenced by their work and manage-
ment environment, may be affecting allowance rates. The extent to which this may
occur is difficult to determine.

Trends in the appeals level have also caused increases in the rolls. The Adminis-
trative Law Judge (ALJ) allowance rate has been rising: from 60 percent in 1986
to about 66 percent in 1991. In 1990, over 15 percent of ‘ﬁae new entrants into SSA's
disability programs? came from the appeals process. Reasons for increases in ALJ
allowances are not clearly understood.

Length of Stay on the Rolls

The size of the disability rolls is also affected by termination rates—the rate peo-
a}e leave the rolls. These rates are affected by such factors as individual motivation

wards rehabilitation, and removal because of medical improvement or death.
Movement off the rolls has slowed, as the average age of disability applicants has
been goi.nq‘down. One contﬁbutmifactor has been the virtual cessation of continu-
ing disability reviews (CDRs).2 Absent an increase in termination rates, average
time on the rolls will increase and the number of beneficiaries on the rolls at any
given time will be correspondingly higher.

Legal Environment—A Future Consideration

Class action lawsuits may become significant sources of new awards. SSA and the
DDSs are still working on compliance with the Supreme Court’s Zebley decision,
which will require an estimated 240,000 SSI re-adjudications. Although Zebley is
the largest such case, and is limited to SSI claims, other large cases which involve
DI are on the horizon. For example, two cases covering both SSI and DI in New
York state have potential class sizes of 200,000 or more, SSA is currently tracking

over 45 class action lawsuits at various stages of the legal process.
PROGRAM ADMINISTRATION

SSA’s disability programs are also currently expeﬁencinﬁladministraﬁve problems
including: (1) inordinate delays in processing initial disability applications, (2} indi-
cations of deterioration in the quality of disability determinations, and (3) insuffi-
cient numbers of CDRs to maintain the integrity of the rolls.

both DI and SSI cases using the same criteria, personnel, and work methods. DDS's aleo per-
form continuing disability reviews (CDRs) of current beneficiaries. DDSe are completely funded
by the federal government from SSA's administrative expense budget.

3 Data include both SSi and D1 combined.

3In CDRa, SSA refers cases of existing beneficiaries to DDSs, who re-determine if they con-
tinue to meet discbility criteria.
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"
Processing T¥me Increases

The average time needed to Froceu an initial disability determination is growing
rapidly. In 1989, an average of less than 64 days were needed. Today, the average
is 91 dags and SSA estimates overall processing times will increase to about lg2
daRin scal year 1992, then about 213 days in fiscal year 1993.

ese processing times are averages and thus do not fully reflect individual claira-

ants’ experiences, which depend on the state they live in and the complexity of their
case. For example, claimants in California already wait an average of more than 135
days to obtain an initial determination. Figure 1 rhows how average processing
times vary by state.
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SSA’s burgeoning workload also has implications for future delays in the appeals
process. At current appeal rates, ALJs, who hear disability appeals, wi!l also experi-
ence growing workloags. As a consequence, we expect that waiting time for an ALJ
decision should grow; such appeals already took 227 days in fiscal year 1991. Thus
many denied applicents who appeal will have to wai: 14 months or longer for a final
decision.

Decisional Quality

SSA’s quality assurance data point to another problem. Error rates, as reported
by SSA’s quality assurance review process, have increased. In fiscal year 1985, 3.7
gercent of cases contained errors. By the end of fiscal year 1991, this had risen to

.6 percent of all cases. However, almost all of this increase came from errors on
denied cases. Thus, while accuracy on intially allowed cases (where the applicant
receives benefits) has remained reiatively steady, denied cases are more IP ely to
contain errors.

Our work to date has not progressed far enough for us to fully analyze these de-
velopments. We de not know what connection, if any, they have with overall allow-
ance rates. But we think it noteworthy that this increase in error rates is occurrin
at the same time that DDSs are experiencing increased workloads and constrain
resources.
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Origins of the Workload Problem
CLA mqgr cause of the increased processing time is the increase in applications. As
. shown 2, disability application rates (DI and SSI combined)4 began to
row in 1989, but DOS administrative budgets did not increase at the same rate.
. Application rates increased by 36 percent between 19686 and 1992 while DDSs’ budg-
- gts foll 11 percent in the same period. In 1986 dollars, the DDSe’ budgets fell from
$756 million in 1986 to an estimated $673 million in 1992. Subsequently, the time
needed to procese applications began to rise.

Figure 2: Reletion of Proceseing Time,
Application Rate, and DOS Budgets
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Assuming no change in the resources required to complete each action, perhaps
as much as half a billion dollars ® would be required to (1) handle projecteé new ap-
plications and stop backlogs from increasing in 1993, (2) reduce the fiscal year 1993
starting backlog to an acceptable level,® and (3) process overdue CDRa.

Some of this may be offset by reductions in future benefit coets. For example,
SSA’s Office of the Actuary recently projected a return of $4.00 from every $1.00
spent doing CDRs where medical improvement is expected.

Continuing Disability Reviews

SSA’s efforts to cope with increaainﬁaworkloads within existing budgetary con-
straints has led to deemphasizing CDRs. As part of its strategy to cope with the
volume of new applications, SSA has ceased referring CDR cases to states for rede-
termination, except in very limited circumstances. Current law mandates CDRs at
least om':;devery three years for cases where medical improvement is either possible
or ex .

SSA staff now estimate that over a million such cases are backlogged at present.
rgoézegtimate that about 6 percent of these cases will receive a CDR in fiscal year

CDRs are important beyond dollars involved. The failure to do CDRs means that
increasing nurabers of ineligibles remain on the rolls and may erode public support
for the program.

4831 applications have aleo increased, causing the SSI budget to grow 57 percent in two
yeere, from $11.8 billion in fiscal year 1990 to $18.2 billion in fiecal year 1992

$Caution should be used in applying this estimate. Our purpoee in making it was to dem-
ondnsah that SSA's recent budget request is insufficient to achieve timeliness goala and its legal
mandates.

®SSA does not have an official goal for :ase proceesing times. We based our estimate on a
680 day time frame.

TWe have noted SSA's continued failure to achieve the full cost-saving potential of CDRa since
we testified on the subject in 1987 Again, in 1991, we testified that overdue CDRs were piling
up at the rate of 250, per year.

58-218 0 - 93 - 3
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PREPARED STATEMENT OF GUENDOLYN S. KiNa

Mr. Chairman and members of the subcoramittee: Therk you for the opportunity
to appear here today to discuas the financing and administration of the Social Secu-
rit{ 'sabi]itj( Insurance (D) program.

n my testimony this morming, I would like to focus first on the financing prob-
lems facirg the DI Trust Fund as reflected in the 1992 Trustees Revort and the
“Section iG9” report released by the Board of Trustees. Then, I will discuss some
issues we face in meeting the challenge of administering the disability program.

1992 OASDI TRUSTEES REPORT

As you stated in your letter of invitation, Mr. Chairman, the 1992 Trustees Report
shows the financial condition of the DI Trust Fund to have changed significantly
from what the trustees had estimated in last year's report. In the 1992 report, the
DI fund fails to meet the Trustees’ tests of ncial adequacy in both the short-
term (1992-2001) and long-term (1992-2066).

As you know, the Trustees develop three alternative sets of economic and demo-
graphic assumptions to show a range of possibilities. Alternative II, the intermedi-
ate et of assumptions, reflects the stees’ best eatimate of what the future expe-
rience will be. Alternative 1 is more optimistic; alternative IIf is more pessimistic.
These alternatives show how the trust funds would operate if economic and demeo-
graphic conditions are better or worse than anticipated. ’

nder the 1992 Trustees Report's intermediate assumptions, the assets of the DI
Trust Fund are estimated to decline steadily from $12.9 billion at the beginning of
1992 until they are exhausted in 1997, without corrective legislation. Under the pes-
simietiﬁc set of assumptions, the assets of the DI Trust Fund would be exhausted
in 1995.

Let me emphasize, however, that the Old-Age and Survivors Insurance (OASI)
and DI Trust Funds are adequately financed for many years on a combined basis.
(Attached to my testimony is a chart showing the status of the CASI and DI Trust
Funds under the alternative I assumptions.) Under all three sets of assumptions
used for the 1992 Trustees Report, the assets of the combined OASI and DI Trust
Funds will exceed one year's expenditures at the beginning of next year and will
remain above that level through the turn of the century. Thus, overall program fi-
nancing is considered adequate in the short range, even under very adverse condi-
tions.

While we need to be concerned about the financial condition of the DI Trust
Fund--and need to begin cousidering alternatives to address DI financing—Social
Security beneficiaries should be confident that their benefits will be paid timely, just
as they have since Social Security benefits were first paid in 1940.

The unfavorable financial outlook for the DI program reflected in the 1992 Trust-
ees Report is primarily attributable to an increasing trend in the proportion of work-
ers who file for and are awarded disability benefits, and a decreaains trend in the
proportion of beneficiaries whose disability benefits cease. Generally, disability ben-
efits end when a person reaches normal retirement age (currently age 65), medically
recovers, returns to work, or diea.

People with disabilities are coming onto the rolls at younger ages, partl&1 because
of an increase in the number of younger insured workers. A%so, people with disabil-
ities are living longer. And medical recovery rates have been very low over the last
6 geara, in part, because of a provision in the 1984 disability amendments that es-
tablished a separate standard for terminating benefits—medical improvement—for
those already on the rolls.

In recent years, the effects of the rapid growth in the disability rolls on DI Trust
Fund financing were offset by better-than-anticipated economic growth. Currently,
however, benefits are growing much faster than revenues.

For several years, the Trustees have been expressing concern about the near-term
financial outlook for the DI Trust Fund. Trustees Reporta since 1985 have warned
that DI Trust Fund assets might be exhausted if the number of disability bene-
ficiaries grew rapidly, and we experienced adverse economic conditions.

CHANGES IN THE TRUSTEES REPORT

In your letter of invitation, Mr. Chairman, you asked that we address the reasons
why the financial outlook for the D] fund appears worse this year than it had in
1991. The key reasons are: economic performance in 1991; the unusually rapid in-
crease in disability benefit awards in 1991; and the continued decline in the benefit
termination rate experienced in 1991. This experience neceasitated changes in as-
sumptions about future disability incidence (the rate at which insured workers be-
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_come disabled and qualify for disability benefits) and benefit termiaation rates. I
will now discuss each of these factors in turn.

" Declining Tri:s¢ Fund Revenues
The economic performance during 1991 resulted in higher unemployment and
slower wage growth than bad been anticipated. These effects were partly offset by
a lower than anticipated level of inflation. Overall, however, estimated &x income
in 1992 and later years is projected to be significantly lower than the estimates in
the 1991 Trustees Report. This effect accounts for a little over one-fifth of the
change in the short-range financial projections for the DI Trust Fund.

Increased Disability Incidence Rates

At the same time, the DI program has experienced a much greater increase in
the number of new &iaabi]ity awards to insured workers in 1991 than had been an-
ticipated in last year’s report.

—Last gear’s report assumed that the rate at which workers insured for disability
benefits become entitled to disability benefits would, under intermediate as-
sumptions, increase from 4.1 per thousand for auch workers in 1990, to 4.2 per
thousand in 1991. Under pessimistic assumptions, the rate was estimated to in-
crease to 4.4 per thousamf.,

—The disability incidence rate for 1991 actually rose to 4.6 per thousand.

—Just under two-fifths of the change in the DI short-range financial pr:?'ections
in the 1992 Trustees Report is attributable to the experience in 1991 and associ-
ated revisions in assumed future rates.

Termination Rates for DI Beneficiaries

The third major factor cited in the 1992 Trustees Report for the worsening condi-
tion of the DI t Fund is the disability termination rate. This rate reflects the
percentage of disability beneficiaries each year who have their benefits converted to
retirement benefits because they reach age 65 or whose benefits end because of
medical recovery, return to work, or death.

Disability termination rates have been relatively low since the mid-1980s. Prior
to the 1992 report, the Trustees had assumed that these rates would rise somewhat,
to about the levels the program had experienced during the mid-to-late 1970’s. The
termination-rate experience of 1988-1991, however, prompted revisions in our short-
range actuarial estimates to more adequately take account of the downward trend.
The revised estimates reflect more accurately the downward trend in termination
rates due to death and attainment of age 65, which are caused, in part, by the lower
average age of hew beneficiaries.

The presence in the workforce of the post-World War II “bab; boom:ni'eneration,
those born between the mid-1940’s and the mid-1960’s has had, and will continue
to have, a number of effects on the DI program.

—Incream'n? numbers of baby boomers are reaching the age at which they are

more likely to become disabled. The first members of this generation are now
in their mid-40s, and the rest will follow over the next 2 decades. This situation
will contribute to a slow but steady increase in the portion of the population
that is at the age where the incidence of disability rises,

—The size of the baby boom: cohcrt already has affected the DI program, contrib-
uting to a general lowering of the average age of disability beneficiaries. Just
10 years ago, the average age of disabled beneficiaries was over 63; today, it
is slightly over 50. Because younger beneficiaries tend to stay on the disability
rolls longer, each award leads to higher program costs then would be the case,
on average, for an older disability beneficiary.

Other factors involved in the decline in termination rates are:

—the relatively emall size of the age cohort for those born between 1920-1925,
when birth rates were quite low, which has resulted in declining age-65 conver-
sion rates in 19856-1991;

—beiinning in 1986, more awards to people with mental impairments who tend
to b2 younger and physically healthier;

—declining termination rates under the medical improvement stendard; and

—medical and technological advances that increase life expectancy.

As a result of the recent declines in termination rates and a better understanding
of the causes of the decline, the assumptions for future termination rates in the
short-range were revised downward in the 1992 Trustees Report. The actual experi-
ence in 1991 and the revised assumptions for the future together account for slightly
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I would add, Mr. Chairman, that all of these trends—for DI beneficiaries to be
younger on average, to live longer, and for fewer of them to leave the rolls under
the 1984 amendments’ medical improvement standard—underscore the importence
of initiatives designed to encourage persons who are disabled to receive rehabilita-
tion services and return to work.

In fact, SSA is undertaking tests of several new initiatives designed to increase
employment opportunities for DI beneficiaries. One of these initiatives, called
Project Network, is testing several approaches to provide access to a wide range of
rehabilitation and employment services needed for beneficiaries to return to work.

RESTORING THE FINANCIAL SOUNDNESS OF THE DI FUND

You asked about our recommendations concerning the best approach for address-
ing the imbalance in funding that is projected to occur in the Dr fund. As you know,
Mr. Chairman, section 709 of the Social Security Act requires the Board of Truatees
to report to the Senate and the House of Representatives when the Board deter-
mines that the assets of a Trust Fund for any calendar year may become less than
20 percent of that year’s expenditures.

On April 2, 1992, the Board sent each House a report indicating that, under the
intermediate set of economic and demographic assumptions used in preparing the
1992 Trustees Report, the DI fund would E:le'gln to decline in 1992 and would fall
below 20 percent by the beginning of 1996. The Board of Trustees also indicates in
its report that, although the DI Trust Fund alone does not meet the short-range test
of financial adequacy, the OASI and DI Trust Funds combined pass the short-range
test of financial adequacy by a wide margin.

The Board of Trustees estimatca that under intermediate assumptions about $39
billion in additional tax income or reduced spending would be required over the next
10 years just to keep the balance in the fund at 20 percent of annual outlays. Under
these same assumptions, about $78 billion would be required to restore and main-
tain a reserve in the DI fund equal to 100 percent of annual expenditures—the min-
imum level generally recommended to provide an adequate reserve against adverse
contingencies.

In its report on the anticipated shortfsll in the DI fund, the Board of Trustees
indicates that a careful review of the DI program financing should be undertaken
before any specific legislative recommendations are submitted. The Board has asked
Secretary Sullivan to conduct a careful analysis and to report his findings later this
y;afl. The Trustees expect to submit recommendations to the Congress by the end
of the year.

We want to take advantage of the Board’s early warning about the DI Trust Fund
to consider fully how the financing issue should be addressed. Thus, we do not have
specific recomendations at this time.

There are several options for addressing the financial needs of the DI Trust Fund.
The financial inadequacy for the DI Trust Fund could be addressed in the short
range through a reﬁlocaﬁon of tax rates between the QASI and the DI programs.
Reallocation has frequently been used in the past to help improve a trust fund's fi-
nancial statua without having to increase overall tax rates. In the Social Security
Amendments of 1983, a substantial portion of the scheduled tax rate for DI was re-
allocated to OASI to help bring that trust fund back into balance. Part of this reduc-
tion in the DI rate is to be restored by a acheduled increase in the I allocation
from .6 percent to .71 percent beginning in the year 2000.

Under intermediate assumptions, about $78 billion in additional income or re-
duced spending would be required o¥er the next 10 years to restore and maintain
a DI reserve equal to 100 percent of annual expenditures, the minimum level re-

uired to provide an adequate reserve against adverse contingencies. If we change
the allocation ratios in 1993 instead of the year 2000, income to the DI trust fund
would increase by $49.4 billion over the next 10 years. If the percentage allocated
to DI were increased to 0.80 percent beginning in 1993, DI Trust Fund revenues
over the next 10 years would increase an estimated $104.5 billion. If the percentage
allocated to DI were increased to 0.87 percent in three steps beginning in 1993 and
ending in the year 2000, DI Trust Fund revenues over the next 10 years would in-
crease an estimated $141.8 billion.

Other alternatives for restoring the financial condition of the DI Trust Fund in-
clude reducing expenditures through program modifications, increasing DI Trust
Fund revenues in ways other than reallocetion, or some combination of revenue in-
creases and spending cuts.
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DIBABILITY PROGRAM 188Uk J

Having discuesed the 1992 Trustees Report and the reasons underlying the de-
cline in the financial projections for the DI Trust Fund between the 1991 and 1992
reports, let me turn now to the implications of these trends for the administration
of the DI program.

The DI program is growing rapidly, both in terms of the number of applications
filed and the number of applicauts who are found to be eligible for benefits.

¢ In FY 1991, initial DI worker &applications increased by nearly 12 percent
over the FY 1990 level, to nearly 1.2 million applications in 1991.

e For FY 1992, we are projecting an increase of 11 percent over the FY 1991
level, to about 1.3 million applications for DI benefits,

The tremendous upsurge in the numher of applications being filed for DI benefits
exceeded all of the projections in last year's Trustees Report, and has played an im-
portant role in drawing down the DI Trust Fund.

While we do not know with certainty which factors played the largest role, there
are several factors that we believe contiibuted to thia recent growth in applications.

¢ One reason for the growth is the economy. As the economy has continued to
perform below levels assumed in last year'’s Trustees Report, unemployment
and applications have risen.

¢ While most of our SSI outreach efforts have been directed to the potential SSI
population, they also resulted in increased DI applications. Many Sgl applicanta
are also eligible for DI benefits.

ALLOWANCE RATE LEVELS

Since the early 1980's, the proportion of applications for DI workers that are ap-
Froved has gradually increased. More recently, the allowance rate for initial claims
rom DI workers has risen slightly, from 38 percent in 1990 to 39 percent in 1991.
And, again, while we cannot say with certainty the extent to which individual fac-
tors have contributed to this increase, the foﬁowing have contributed to this in-
crease:

¢ Some regulations have had the effect of liberalizing the DJ program. For ex-
ample, effective in January 1990, a regulation increased the limjt for determin-
ing whether a person was performing “substantial” work from $300 to $500.
This means that people can earn somewhat raore and still be considered dis-
abled. As a result, more people qualify for benefits.
* Legislation has been enacted which has liberalized the program. For example,
as required in the 1984 Disability Amendments, SSA revised the standards it
uses to adjudicate disability applications based on mental impairments. These
new standards were developed in conaultation with recognized authorities in
the field of evaluating and freating mental conditions. However, they have had
the effect of increasing the number of people who qualify for DI benefits based
on mental impairments.
e Another factor is implemnentation of Federal court orders. SSA has imple-
mented-a-number- of class action cases -which have required readjudication of-
tens tga thousands of claims. Numerous other class action cases are being imple-
mented.
¢ Applications for DI benefits based on AINDS have increased slowly but steadily
over the past decade, and virtually ell of these cases are approved.
¢ And last, some of this increase is attributable to State and Federal initiatives
to better manage the backlog of disability claims pending in State offices. For
example, in many States, special units have been established to identify and ex-
edite procesaing of cases from people whose medical conditions are obviously
isabling. In addition, SSA recently established a procedure requiring the PDDSs
to give priority attention to claims from people witﬁ terminal illnesses. The tem-
porary effect of these practices has been to temporarily elevate allowance rates.

In your letter of invitation, Mr. Chairman, you asked whether allowance rates are
too high. While we are concerned about the effect of increasing allowances on the
DI Trust Fund, we are confident that the decisions being made by the disability ad-
judicators in the State DDSs are accurate. This confidence is based on a number
of safeguards that were put in place in the 1980's:

o Before benefits are paid, we review 50 percent of all favorable initial DI deci-
sions to make sure that the decisions made by the DDSs are accurate. We tar-
get cases involving medical conditions that are most prone to adjudicator error.
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¢ We review a statistically reliable sample of D] decisions made in the DDSe

and in 8SA's disability adjudicating components. This review assesses the accu-

racy of all aspects of disabilit( case &roceesing. Results from this review indi-

cate that the accuracy of DI di ity determinations remains consistently

lﬁiﬂ%——even in the face of the very high workloads that we now have in the
..

¢ The results of our ll?uality assurance reviews indicate that the State DDSs
continue to make highly accurate disability determinations. Cur most recent re-
ports indicate that approximately 98 percent of the title II allowance decisions
made by the State DDSs are made accurately.

As a result of these safeguards, we believe our determinations are accurate, and
that only those who meet the requirements of the law qualify for benefits.

CONTINUING DISABILITY REVIEWS

Mr. Chairmen. you asked whether we are conducting an appropriate number of
continuing disability reviews (CDRs). We are limiting our R workloads in the
DDSs to a total of 60,000 cases for this fiscal year. This was a very difficult decision
because we are keenly aware of the importance of periodically reviewing the medical
condition of disability beneficiaries to ensure that only those who continue to be dis-
abled receive benefits.

However, providing needed benefits to eligible applicants must remain our first
priority. Therefore, as initial applications have escalated over the past few years,
we have targeted our resources on them by limiting the number of CDRs.

We are looking at ways to make the CDR evaluation process more efficient, so
that those who are no longer disabled can be identified more quickly. At the same
time, we want to ensure the vast majority of beneficiaries who continue to be eligi-
ble are not required to go through the same of comprehensive review process
that is currently in use. The decision to limit CDRs was reinforced by the low ces-
sation rate that we have been experiencing in recent years. Since the medical im-
provement review standard in the 1984 amendments was implemented, more than
96 Tpercent of all individuals who undergo a CDR have their benefits continued.

o accomplish our objectives, we are using new criteria for deciding when to
schedule beneficiaries for a CDR, which are based on the nature of the beneficiary’s
medical condition, or impairment. Our intent is to focus the CDR process more effec-
tively, and the criteria are based on the results from over 1 million CDRs that we
have conducted since 1986.

We are also currently testing more efficient approaches for conducting the CDR.
As you know, Mr. Chairman, a CDR starts with an interview by one of our field
office employees and requires a complete reevaluation of the beneficiary’s medical
condition by staff in the State DDS. The approach we are testing in 25 states in-
volves the use of a questionnaire concerning the beneficiary’s current health and
whether he or she has worked at any time in the recent past. Disability bene-
ficiaries will be able to complete the questionnaires in the privacy and convenience
of their own homes and mail the fonnqbo us.

When we receive the questionnaire, we will evaluate the response together with
beneficiary information to determine whether there is a likelihood that the bene-
ficiary’s medical condition has improved. Only then will the beneficiary be asked to
undergo a full medical CDR. (Under the test, we are comBleting full medical CDRs
in every case. Thus, we can compare the results of the CDR and the questionnaire
80 we can refine our criteria and make sure that under the new process only those
people requiring & full medical CDR undergo one.) .

e expect to complete our testing of this procedure and the assessment of the re-
sults in time to implement an improved reviev: process before the end of the year.
We believe that this approach vnﬁ enable ua to make the moet efficient use of our
administrative resources and be least disruptive to disabled beneficiaries. Prelimi-
nary r«sults are encouraging.

ADEQUACY OF SSA’S ADMINISTRATIVE BUDGET

You have asked, Mr. Chairman, whether we have adequate resources to admin-
ister the DI program. One of my top priorities, and one that is increasingly vital
as our disability workloads continue to grow, is to maintain resources for the DDSs.
In fact, just as the 3-year one-time epecial appropriation for Zebley (SS} childhood
disability cases) winds down next year, the lg'esiSent's FY 1993 budget provides a
10 percent increase over the FY 1992 eppropriation for the DDSs.

In comparison, the FY 1993 bud‘get includes a 6 percent increase in SSA's total
administrative expenses. Also, the full $100 million contin%en reserve for FY 1992
has been released by the Office of Management and Budget (OMB). These additional
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funds arebbe' Auued to increase the number of disability cases that are processed
year .

Essentially, then, our challenge in the disability area is to deal aucceufu]lg with
a dramatic workload increase within the resource limits we face under the Budget
Enforcement Act. This requires us to use our available resources accordingly and
has required us to make some hard choices about our priorities.

In response to your question, I ask that you support the President's full request
for 8S8A's FY 1993 administrative expenses. If we reach the point where we believe
that we need additional funds, we will alert you, Mr. Chairman, and the other ap-
prgpriate committees.

CONCLUSION

In _conclusion, Mr. Chairman, we are concerned about the financial condition of
the DI Trust Fund. We will work closely with our colleagues in the Department of
Health and Human Services and, as appropriate, with members of the Board of
Trustees to develop alternatives to address the financial problems facing the DI
Trust Fund.

On the administrative front, we are committed to ensuring that the resources
available to administer the DI program are used as effectively and efficiently as poe-
sible. We will also do everything necessary to ensure that we pay benefits quickly
and accurately and administer the disability program in a manner that is fair and
compassionate.

Attachment.
OASI and DI Trust Fund Ratios:
1992 Trustees Report Alternative J1
250%
OASI
200%

OAS1 and DI,
Corobined

g

llllx'lxlllLllLlLlll

§

Assets at beginning of year 80 s per-
centage of expenditures during year

1

]

1

e

to% 1 |
1992 193 1994 1996 1998 1997 1998 1999 2000 200
Calendar year
Office of Lhe Actuary
Social Security Admsinistration
Apnl 15,1992

REsPONSES oF CoMMISSIONER KING TO QUESTIONS SUBMITTED BY SENATOR BENTSEN

Question No. 1. Please provide the Committee with your views as to what are the
most significant causes o? the increases in disability allowance rates that are occur-
ring at all levels of adjudication?
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Answer. While we cannot say with certaint{ the extent to which individual factors
have contributed to the increase in disability allowance rates, the following have
contributed to this increase:

¢ Some regulations have resulted in increases to the DI program. For example,
effective in January 1990, a regulation increased the limit for determining
whether a person was perf'orming “substantial” work from $300 to $500. This
means that pesple can earn somewhat more and still be considered disabled.
As a result, more people qualify for benefits.
Legialation has been enacted which has affected the program. For example, as
required in the 1984 Disability Amendments, SSA reviaed the standards it yses
to a%iudicate disability applications based on mental impairments. These new
standards were developed in consultation with recognized authorities in the
field of evaluating and treating mental conditions. However, they have had the
effect of increasing the number of people who qualify for DI benefits based on
mental impairmentas.

¢ Another factor is implementation of Federal Court orders, SSA has imple-
mented a number of class action cases which have required read{;ldicah’on of
tens t:fi thousands of claims. Numerous other class action cases are being imple-
mented.

e Applications for DI benefits based on AIDS have increased slowly but steadily
over the past decade, and virtually all of these cases are approved.

e And last, some of this increase is attributable to State end Federal initiatives
to better manage the backlog of disability claims pending in State offices. For
example, in many States, special units have been established to identify and ex-
pedite processin(g of cases from people whose medical conditions are obviously
disabling. In addition, SSA recently established a procedure requiring the State
disability determination gervices to give priority attention to claims from people
with terminal illnesses. The temporary effect of these practices has been to tem-
porarily elevate allowance rates. (NOTE: Since the April 27 hearing, the disabil-
liy allowe)mce rate has declined from the rates that were experienced earlier in
the year.

Questt{m No. 2. Are there data available, or can you provide estimates of the effect
of court decisions or agreements on class action suits and of acquiescence rulings
on awards of disability benefits during th:engmst five years? For example, can {10“
provide actual data or estimates on the number of individuals included in disability
classes, the number who requested that their cases be reviewed, and the number
of awards resulting from these reviews?

Answer. While we do not have data concerning the effect of acquiescence rulings
on the overall incidence of disability in the Social Security Disability Insurance and
SSI programs, we do have some information concerning class action suits that relate
to the adjudication of disability.

Cwrently, there are about 50 aclive class actions that relate to disabilit)y. In
reaching settlements in these cases, SSA has agreed to review the disability claims
of about 2 million persons. So far, we have reviewed about 400,000 of these cases,
gll o%fo whicl} were 1nitially dem'eci, and have awarded disability benefits to about

0, people.

Question No. 3. The law provides that the casea of individuals who receive disabil-
ity benefits and are not considered to be permanently disabled should be reviewed
every 3 years. I understand that SSA, because of workload pressures, is not con-
forming to this schedule. Please provide the Committee with the number of cases
that SSA has reviewed or cwrrently plans to review in each of the years 1990-1993,
compare these with the numbers required under a 3-year review cycle, and estimate
the effect on benefit costs of failure to perform reviews on a 3-year cycle.

Answer. In fiscal years (FYs) 1990-1993, because of the need to devote resources
primarily to higher-than-expected disability claims workload, we estiinate that we
will have conducted slightly fewer than 100,000 continuing disability reviews
{CDRs) per year. Under a 3-year review cycle, we would have conducted approxi-
mately 400,000 CDRs per year.

We also estimate that reduced adminiatrative expenses from doing fewer CDRe
in FYs 1990-1993 will result in savings to the disability insurance (DI} trust fund
of about $1.0 billion. However, these savings will be partially offset by the estimated
costs of about $0.7 billion of paying benefits to people who would have been termi-
nated from the DI rolls if CDRs had been conducted. Thus, the net financial effect
for this 4-year period is a small net savings of roughly $0.3 billion.

Over the long run. the net cost to the trust funds of not performin&]reviewa on
a 3-year cycle during the FYs 1990-1993 would be about $1.4 billion. We recognize
that this net cost is a trade off, resulting from the allocation of available resources
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to O;rocese' initial claims at the expense of continuin% reviews. If SSA processed
400,000 CDRa within current budget constraints, the initial claims backlog could in-
crease by about 320,000 cases, and the average time a disabled claimaant would need
to wait for a medical decision could increase by about 50 days.

Question No. 4. I realize that it requires some time for the actuaries to obtain
operational data and make estimates, and that the estimates contained in the

rustees Reports are therefore based on data that may not reflect the most recent
operational experience. What have been the trends in the first quarter of calendar
year 1992 for dieability applications, awards, incidence rates, and other factors par-
ticularly relevant to the estimation of disability costs? How do these latest trends
conform with or depart from those used to produce the Trustees estimates? On the
basis of this latest experience, do you believe that the alternative Il estimates for
the Dieabili’l':g Insurance {program are optimistic, pessimietic, or about right?

Answer. The primary factors affecting the financial status of the Disability Insur-
ance Trust Fund are :i) economic conditions, including the rates of growth in real
Gross Domestic Product (GDP) and inflation, and the level of unemployment, (ii) the
rate at which insured workers become disabled and qualify for Disability Insurance
benefits, and (iii) the rate at which benefits paid to disabled workers terminate as
a result of recovery, death, or conversion to retirement benefits at age 65. The
Trustees Report projections are based on assumptions concerning each of these fac-
tors.

At the time the financial eatimates were prepared for the 1992 Trustees Report,
actual data on key economic factors were available (on a preliminary basis, in some
cases) through the fourth quarter of calendar year 1991. Data on program oper-
ations were available through the same period.

The followir? table compares the actual data for the first quarter of 1992 with
the Trustees Report estimates for each of the key factors. Data is shown for the
numbers of benefit awards and terminations, rather than award and termination
rates, since such rates are normally only calculated on an annual basis.

Estimaled, besed on altenattve

Factor -
Actual ! n n
Economic factors:
Growh in real GDP ' ..o 22.0% 1.8% 0.7% —0.5%
24 25 3.0 35
Unemployment 1818 ... - 72 70 74 71
Program experience:
Number of beneftt awards to disabled workers ........ 153,800 130,600 141,700 150,600
Number of terminations of benefiis 1o disabled worke 96,100 101,300 89,400 97,400

M rate.

-m.mm“m Bureau of Ecoromic Analysle.

As indicated in the table, the rates of economic growth and inflation in the first
quarter were both somewhat more favorable than assumed under the intermediate
(alternative Il) assumptions from the Trustees Report. The unemployment rate,
however, was slightly lesa favorable, Thus, the economic factors, which primarily af-
fect tax revenue to the DI Trust Fund, appear to be doing slightly better overall
than assumed.

On the other hand, the actual number of benefit awards to disabled workers in
the first quarter of 1992 was significantly greater than anticipated, exceeding even
the alternative III assumption. Some of the increase is attributable to SSA'a recent
administrative efforts to accelerate the adjudication of disability applications ex-
pected to result in allowances. As such, the higher level of awards may be tem-
porary and the longer-term trend may return to the levels estimated for the Trust-
ees Report projections. If the munber of awards continues to exceed the projections,
however, the financial projections in the Trustees Report could understate the ac-
tual future cost of the D% program.

The number of benefit terminations in the first quarter was very close to the
Trustees Report projections. Although the actual number was outside of the range
of estimates under the elternative sets of assumptions, the difference is not suffi-
ciently large to be of concern at this time. Should the difference continue and ex-
pand, however, the impact on the financial projections could become more signifi-
cant.

Overall, because of the continuing rapid increase in the number of benefit awards
to disabled workers, the alternative II projections for the DI Trust Fund may prove
somewhat optimistic. Since the other factors are reasonably similar to the alter-
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native IT assumptions to date, it does not seem probable that the actual experience
would be as adverse as projected under the alternative 11{ assumptions. Due to the
sensitivity of the financial status of the DI program to these factore, and because
of the current relatively low level of DI Trust d assets, it will be necessary to
continue to monitor the experience of the program closely.

Question No. 6. The President’s Budget for FY 19&3 estimates that disability
backloge and processing times will continue to grow in FY 1992 and FY 1993. Since
that budget was submitted, OMB has released $100 million in contingency funds for
disability administration. In additlion, the Trustees’ Report may be projecting less
favorable experience than was assumed in the budget. Given these and other rel-
evant factors, what is your current estimate of disability backlogs and processing
times in FY 1992-93, what would you consider to be “normal” or “acceptable” levels,
and what kind of increases in funding and staffing would be required to achieve
these “acceptable” levels by no later than FY 1994?

Answer. We have set a goal for ourselves in the Agency Strategic Plan to move
towards having a disability claim decision made and initial payment made, or denial
issued, for the Disability Insurance program before the end of'y the aixth month after
the onsaet of disability, or within 60 days of filing for the benefits, whichever is later.
For 8Si blind and disabled claims the goal is 60 days after filing for benefits.

With the release of the $100 million contingency funds in FY 1992, SSA estimated
that the disability backlog in the Disability State Agencies at the end of September
1992 would be about 963,000 cases—including 780,000 initial claims—representing
about 16 weeks work on hand. SSA also estimated that the backlog at the end of
Siytember 1993 would be about 1.4 million cases—including about 1.2 million ini-
tial claims—representing about 23 weeks work on hand. At the same time, it was
estimated that initial claims processing times would increase substanti.lly from 99
days at the end of FY 1991, to 127 days at the end of FY 1992, and 189 days at
the end of FY 1993. At thia time we are unable to furnish information for FY 1994,

We are continuing to monitor the disability workloads. Because of the contingency
release and several initiatives we have undertaken in FY 1992, the pending work-
loads will be lower than previously estimated. At the end of September 1992, there
were approximately 678,000 non-Zebley cases pending in the Disability State Agen-
cies—including 634,000 initial claims. This represented about 12 weeks work on
hand. The average overall processing time for disability claims was about 104 days
in August 1992. While the situation has improved somewhat in FY 1992, pending
workloads in the Disability State Agencies and processing times at the end of Sep-
tember 1993 will still be significantly higher than the FY 1992 level.

We will do the besl we can with the funds available to use in FY 1993. For every
100,000 additional cases that are processed (including any related appeeals), about
1,000 f;edde(;al workyears and $100 million for SSA and the Disability State Agencies
are needed.

Question No. 6. In its “section 709" letter of April 2, the Board of Trustees states
that it has asked the Department of Health and Human Services to undertake a
careful analysis of the disability program. The Board will use thig analysis to de-
velop appropriate recommendations for statutory changes to the Disability Insur-
ance program which, according to the letter, w{[)]' be submitted to the Congress by
December 31, 1992. Are you charged with actually conducting thie analyeia? Can
you tell us where it stanxs and when you expect it to be completed? Will this pro-
vide sufficient time for Board to formulate its recommendations and report to the
Congress by the end of the year?

Answer. The report from the Board of Trustees to Congress, required under sec-
tion 709 of the Social Security Act, indicates that:

¢ Based on the intermediate estimates in the 1992 Trustees Report, the assets of
the DI Trust Fund would be below 20 percent of annual expenditures at the
beginning of 1996 and would become exhausted in 1997 in the absence of correc-
tive legislation.

¢ legislative changes that iloprove the short-range financial atatus of the DI pro-
gram by at least $40 billion over the next 10 years are likely to be necessary
to assure that the assets of the DI Trust Fund do not fell below the level of
20 percent of annual expenditures.

s The Board of Truatees believes that a careful analysis of the DI program, in-
cluding the allocation of the OASDI tax rate between QASI and [ﬁ, should be
undertaken before any legislative recommendations are submitted.

The Social Security Administration has initiated such an analysis. | have ap-
pointed a aspecial SSA work ou‘]’ae to complete the analysis and expect the analysis
will be completed by early October. We anticipate that this schedule will be ade-
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quate to allow the Board of Trustees to review the analysis and submit rec-
ommendations for slatutory adjustments by the deadline of December 31, 1992.

PREPARED STATEMENT OF STAN KRESS

Mr. Chairman, Members of the Committee, I appreciate the oppartunity to appear
before you on behalf of the National Council of Di ability Determination Directors
(NCDDD). We welcome the opportunity to share with you our views on Disability
Insurance (DI) programatir issues.

If you look at the number and rate of disability allowances over the past 12 years
you will find that 494,000 people were allowed disability benefits in 19756 and
215,000 were allowed in 1982. Last year a mid-range of 389,000 were allowed dis-
abilig benefita. If you look at the ali:wance rate, it follows a similar pattern, with
.§7.1% of the applicants being allowed in 1973 and 27.3% being ullowecrin 1981 and
19082. Last year the state operated Disability Determination Services (DD3s) al-
lowed 39.2% of the disability applicants. This is an increase of 3% over the past two
years. Most of this increase can%e attributed to demographic and economic changes
that have occurred nationwide. These changes have been more dramatic in some re-
gions of the country than others.

In 1987 and again in 1988 the Social Security Administration (SSA) conducted
studies on the factors influencing DDS initial allowance rates. A number of demo-

aphic factors were found to have high correlations in explaining the differences
in allowance rates between various state DDSs. Some of the key factors were the
different mix of cases from state-to-state, i.e., the number of Title II only claims vs.
the number of Title XVI only claims vs. the Concurrent Title 1/XVI claims. In other
woxt"(:s, the proportion of low income people who were found disabled in a given
state.

There has been a surge in the filing of new claims over the past two years. The
slump in the economy has definilely been a factor. The fact that we have a higher
percentage of people earning lower incomes has created more Title XVI receipts. An-
other significant factor in the 1987 and 1988 studies was the unemployment rate.
Once again, there has been a rise in the rate of unemployment, as well as a rise
in the number of people who are no longer looking for work or are homeless. This
also brings about fu‘gﬁer filing rates. This is because the first people layed off are
those who are the least productive due to physical or mental impairments. The per-
cent of people filing for Iiaability bistorica.ﬁ impacts on allowance rates by generat-
ing a decreasing allowance rate. However, this t};ctor does not seem to have had the
usual impact over the past two years. However, just as most of the differences in
allowance rates between states could be explained by the differences in demo-
graphics, most of the recent changes in national allowance rates can also be ex-
plained using these same factors.

Key factors not addresaed in the SSA studies, because of a lack of available data,
were the health of state populations and the impact of not having adequate, avail-
able, affordable health care for significant portions of the population. The absence
of adequate access to health care may significantly motivate an individual to file for
disability benefits if the benefits also provide access to health care. We feel these
are important factors that are difficult to measure but important nonetheless. If we
had adequate, reliable data in these areas, there is little doubt it would substantiate
additional portions of the allowance rate. Overall, these demographic and economic
changes would appear to have impacted actuarial projections for the DI program.

The answer to the question, “Why have DI allowance rates risen?” contains sev-
eral facets. I have addreased part of that question while discussing demographic and
economic changes of the recent past. Other factors also influence the allowance
rates. The Courts have mandated changes in the Continuing Diseability Review
{CDR) process, in the psychiatric/mental area and the childhood listings (Zebley
Court Case). The 1984 amendments have been implemented. SSA has in the past
two years responded to the public's wishes and made changes in how widows and
widowers are evaluated, speeded up the disability process for HIV/AIDs claimants,
started an outreach prograimn for the homeless and developed streamlining measures
for obvious allowances to help alleviate the backlog of pending cases. These meas-
ures coupled with the demographic and economic changes, have expedited the re-
ceipt of geneﬁts, helped disabled applicants get the benefits they deserve and in-
creased allowances.

The “adjudicative climate,” is certainly different than it was during the early 70's
and early 80's. During 1973-75, in the rush to implement the SS[_&rogram, people
were put on the rolls with little or no objective medical evidence. There ian’t much
doubt that during that period some people were put on who could have gone to

B
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work. During the '81-'85 time frame the adjudicative climate was one of cutting off
benefits for w.any of the people who were receiving them and keepinf off as many
of the new rpplicants as possible. The climate of that period didn’t hold up in court
or sit well thﬁ the public.

Have the courts and public pressure taken the pendulum too far in the other di-
rection? Is the allowance rate now too high? Qur organization has not taken a posi-
tion on these issues. However, I think it's safe to say that you would get a variety
of answers depending on who you asked. It's also safe to say the allowances being
made today are far more “just” than were the denials and cessations of the early
80’s or the high number of allowances of the early 70's. Let's hope we learned some-
thing from those two periods and don't repeat either one of them.

en you have court meandated liberalizations in CDRs, psychiatric cases and
children's cases, there is, undoubtedly, some spill-over into tge other areas of dis-
ability. However, the DDSs have long been criticized for denying claimants who Ad-
ministrative Law Judges (AL.Js) later allowed. Perhaps we are L\mt getting benefits
more uniformly to worthy applicants at an earlier stage of the process. I would
guess that we are closer to tge “right number” of allowances than we were during
either of the earlier periods discussed.

To the uestion‘ “Is the Social Security Administration conducting an appropriate
number of CDRs?”’ The answer is, “NO!"

There are approximately one million CDRe ai)ast their scheduled review date.
Forty percent of these are cases in which medical improvement is expected. If fund-
ing was available to process these claims, this could produce a consiSerable savings
to the trust fund ans help offset the current imbalance. In a moment I am going
to speak to resource issues and, in case someone asks, “Why are the CDRs not con-
sidered until your last option, since for every $1 you spend doing them you get $4
returned to the trust fund?;” our answer is, our first priority must be to give our
initial claimants adequate service. We don’t believe it is prudent to use our limited
resources to work large numbers of CDRs until this has been accomplished.

While on the subject of CDRs, I would like to briefly address the review standard
used prior to the 1984 amendments and the medical improvement review standard
used after the 1984 amendments. There is little doubt that the standard used dur-
ing the 1981-83 period was overly restrictive and resulted in people with significant
impairments being cut from the rolls. The new medical improvement standard is a

ood one for claimants with severe impairments, with good medical documentation
in their file and/or of advanced age. However, in the instances where younger indi-
viduals were ‘fut on with little medical evidence or for minor impairments it makes
it extremely difficult to remove these people from the rolls even if they are capable
of returning to work. Perhaps Congress should consider some middle ground for
these cases.

If one of the issues to be addressed by this hearing is the question, “Does the
agency have adequate resources to properly administer the DI program?,” the an-
awer 1s simply; “NO!”

A budget of $956 million for the FY '93 administrative costs of the disability pro-
gram of the SSA does not represent a real 10% increase. In reality, duri '92
the DDSs have been funded in the amount of $868 million, plus $78 million from
the multi-year Zebley Supplemental Appropriation and we were allotted another $86
roillion from the contingency fund release. Therefore, in 1992 over $1 billion will be
spent on administering the disability program. The '93 budget request is, in fact,
a budget decrease for the disability program.

In 1986 the pipeline of disability cases was filled with 320,000 Americans. On the
avera%: it took about two months to get them a decigion on whether they would re-
ceive benefits at the initial level. Today, there are nearly 800,000 claimants await-
ing a decision. Recently, clearances have been higher than receipts due to Commis-
sioner King’s implementation of the streamlining initiatives. However, we do not
know how long tgjs can hold. Asswnuing a budget of $956 million for FY '93, these
backlogs will grow to well over a million by September, 1993. SSA “estimates that
the overall processing times for disability claims will increase dramatically in FY
'93.” That means people with disabilities will wait, on the average, five to seven
months to receive an initial disability decision. In some cases it will take over a
year. By the time a claimant who is denied at the initial level pursues his claim
through the Administrative Law Judge (ALJ) level, literally years will have passed.
Thousands of the disabled will die, or find themselves in dire straits, before their
claim for benefits is decided. When all of this is considered, the price tag on human
suffering becomes much more relevant.

In spite of staff and budget cuts, DDSs have tried to give good service. During
the period 1986 through 1990, the DDSs increased their production by over 30%
while the real dollars available to service the claimants decreased by over 20%. The
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years of bu?et cuts, coupled with more than & 30% increase in clairas receipts, has
caused the disability program and it's claimants to suffer. Service at the level pos-
sible with the projected funds for FY '93 is simply not acceptable. Americans with
disabilities deserve better.

I don't think there is much disagreement that Social Security and the DDSe have
been underfunded the past several years. Nor js it debatable that this underfunding
is impacting growinY numbers of disabled and aged persons. With your permission
I would like to detail my projections for adequate financing for the DDSs for FY ’93,
financing that would stop the growth in pending disability cases and the deteriora-
tion of service. I would aleo like to outline what it will take to begin to repair the
damage created by the 1986-1990 reductions. .= . S L .

In order to understand my projections for what I think the budget for disability
cases should be during FY '93, it would be helpful if I apelled out my premises.

1. In FY '91 the DDSs worked 2,556,147 cases at an average cost of $344.52.

2. The FY '92 budgeted coat of $321/case is unreasonable and unrealistic in view
o}f‘l las}_ lear'e costs. (Part of the contingency fund release will go to make up this
short-fall.)

3. An inflationary factor of 4% was used for determining reasonable costs per case
for FY '92 and used again in '93, i.e. $368 and $373.

4. The pending caseload in the DDSs is now approximately 800,000. (This com-
pares with 320,000 pending cases at the end of FY '88.)

5. Even with the contingency fund release, the Zebley Supplemental Appropria-
tion and several SSA streamlining procedures being implemented this year, the
DDSs will close FY '92 with more cases pending than when the year began. The
mdmg will rise significantly under the Administration’s budget during FY ’93.

is will be due to the fact that receipts are far outstripping the budgeted clear-
ances.

G.F'I;'he SSA actuaries projected that 3,281,478 disability cases will be received dur-
i '92.
nig’. Receipts of disability cases during FY '93 will be approximately 3,300,000.
(233,000 fewer Zebley cases will need to be worked in '93 Eut they will likely be
replaced by other court cases. This estimate is based on the FY '92 actuarial fig-
ures.)

8. Reduction of pending cases and working an appropriate number of CDRs needs
to be a hiﬁh riority.

9. The Dgs not yet modernized with up-to-date electronic data processing (EDP)
equipment must be modernized over the next 2-3 years.

10. The President’s budget of $955 million for the DDDSs will create such a tremen-
dous backlog of cases that the disability program will be in danger of sinking from
it's own weight.

11. In response to a question posed by Representative Andy Jacobs as to what she
would do with an additional $600 million, Cpommiaaioner Gwendolyn King responded
that an additional 500,000 cases could be worked, if that amount was made avail-
able. Therefore, I assume the real needs of SSA for FY '93 ia $£.3 billion.

12. Listed below are our projections, first for a status quo budget; second, a plan
f(;rcbgﬁinning to reduce the backlogs; and third, a plan that inc udes the worKing
o .

3,300,000 Cases x $373 per case = $1,231,000,000 + $20,000,000 new EDP =
$1,251,000,000 Total.

If we were to start reducing the backlog of cases (say at the rate of 150,000 per
year).

3,450,000 Cases x $373 per case = $1,287,000,000 + $20,000,000 EDP =
$1,307,000,000 Total

If we were to include an additional 200,000 backlogged CDRs (this would result
in a net savings to the trust fund.

3,650,000 Cases x $373 per case = $1,362,000,000 + $20,000,000 EDP =
$1,381,000,000 Total

In order to make possible this level of funding, it may be necessary to move the
administrative coata of the Social Security Adm:nistration off-budget. The NCDDD
would support such a move since it would mean improved service to millions of
Americans.

Governor Cecil D. Andrus of Idaho, recently wrote to Secretery Sullivan, OMB Di-
rector Darman, the National Governor's Associetion (NGA) and all the other Gov-
ernors about the “diminishing quality of service being provided to our most vulner-
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able citizens.” He went on to eay that lack of proper funding “will result in irrep-
arable harm to this program’s ability to deliver responsive public service.”

Since writing, Governor Andrus has received numerous letters from other Gov-
ernors expreassing concern and offering to support an action by the NGA to encour-
age and/or demand proper funding for the sabilits program. I offer a sample of
their comments: from (fovenwr ;?i)ward Vean, M. D., Vermont, “I agree that dis-
abled citizens deserve better service than they are receiving and that we should de-
mand adequate funding for these programs . . . ;” from Governor Stan Stephens,
Montana, “I agree with you that the disability programs (of SSA) have been severely
underfunded during the past several years . . . Persons with disabilities in our
states deserve the best possible services, . . . ;” from Governor Fife Symington, Ari-
zona, “lack of adequate resources has been a problem in qualifying eligible citizens
... ;" and from Governor Ann Richards, Texas, “Federal funding has lagged farther
and farther behind the need and demand for assistance, leaving growing numbers
of people with disabilities without the support they should be receiving,

n conclusion, demographic changes, the graying of the babyboomers, outreach

ams and It]ile economic recession have brought about a very significant increase
in the DI application rates. The courts, the 1954 amendments and public pressure
have mandated a changed adjudicative climate. There is a backlog in CDRs that
need to be worked and there is insufficient r2sources to adequately address these
concerns. The NCDDD stands ready to help this committee and SSA find answers
in those areas that need to be addressed. We are the ones on the firing line and
we welcome the opportunity to be involved in charting a course of action for the dis-
ability ro’fram.

Th, ou.

Attachments.
ExmBrr 1
DISABILITY CLAIMS, TOTAL CLOSING, FYS 1989-1991 NATIONAL
Yoar initial Recon OHA HR CDR - Tolal
OWBOB8 ..ot e i e e | e | 321,570
(112 70 O ROUORR RPN < [+ - X3 ¥ 4 75,554 8,630 | 478,773
87,872

OFBWB0 ... ssercnrssrensseecamennrees | 384,909 1 81,708 9400 | 52325 538,340
03091 ..... 523,468 | 113260 10,709 45368 692,803
04/10/92 ..... 832,907 | 115578 | 11,511 34,159 784,155
0¥ .. SR SN Approx. 1,000,000
OFBOBB? ... | o Approx. 1,400,000

' Estimates besed on SSA budget document for FY V3. -

TOTAL RECEIPTS, FYS 1988-1991, NATIONAL
Year Intel FRecon OHA HR COR Total

1,589,652 | 472,551 69,181 415,009 | 2,548,393
. .| 1,737,533 525,689 69,702 186,881 | 2,519,805
1991 . . | 2,014,104 £46,294 73447 78,675 | 2,710810

1992:  Total Non-Zebley 3,047,602, Zobley 233,876 .. | ... 2281478
! Estimetes besed on SSA actuarlel projectiors of 010892,
NATIONAL DDS WORKYEARS AND PRODUCTIVITY
FY WYs PPWY
1987 .. 12,502 1949
1968 .. 11,995 2095
1989 .. 11,639 2145
1990 .. 11,168 2204
1991 ... 11,718 2178
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DDS FUNDING LEVELS, FYS 19861992

FY 1988 $706,208,000
FY 1987, oo sinne 741,208,000
FY 1988 . .. §747,088350
FY 1989 ..... - .. $748,000,000
FY 1090 . .. $754,500,000 (12 mifon less han 1
FY 100t ... $841,000,000 (Excludee $24.7 million for
Zobley)
FY 1992 ...t 9868,000,000 (Bacludes Zebley & Contingency
Fund Release)
Medica! c Index
Your price ndex prligey
1986 13 25%
1968 ... 83 41
1989 .. 72 48
Tolals '86-'90 ........ 384 183
Simple addiion, not compounded
ExmiBiT 2
Number of Intel Delsrmietions | Iritel alow-
Calsnder medical delermine- " rorke Substantve
el Hore (n thousands) Suts vorly £ bominte) Arco:.rfs')hou- showance rate
599.9 2,600 231 328 538
7338 3,200 229 375.9 51.2
€87.0 +,400 158 3808 548
727.0 6,300 115 4153 57.1
8436 10,300 8.2 4582 543
030.7 10,100 9.2 494 1 531
9006 9,300 9.7 4314 479
897.1 9,400 8.5 3827 427
7605 9,600 8.0 208.1 40.0
8426 9,600 88 3013 358
7882 9,700 8.1 254.1 32.2
828.7 © 10,800 77 2255 273
7884 12,500 63 2149 13
7827 12,900 8.1 2437 3t.1
809.7 12,778 83 2722 338
T24 4 12,807 57 2555 353
8334 13,379 8.2 2998 358
684 8 12,517 55 245.0 35.8
7708 11,963 6.4 2678 347
828.0 11,634 741 3038 387
8848 11,477 79 3337 377
9933 11,738 85 388.0 39.2
BESURPRRUO IR 400

PREPARED STATEMENT OF SENATOR DANIEL PATRICK MOYNIHAN

We meet this morning for an oversight hearing of the Subcommittee on Social Se-
curity and Family Policy for the purpose of considering iasues and options related
to the depletion of the Social Security Disability Insurance Trust Fund.

Just over three weeks ago, on April 2, the Social Security Board of Trustees sent
to the President of the Senate and the épeaker of the House a special report on the
status of the Disability Insurance Trust Fund. The letter of tranamittal states that
“the Diubiﬁ%lmurance Trust Fund is expected to be exhausted in 1997 and could
possibly be exhausted as early as 1995.” The Trustees urged legislative action.
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This report was submitted to Congress pursuant to Section 709 of the Social Secu-
rity Act. Section 709 provides that if the Board of Trustees determines that the re-
serve in any of the four Social Security and Medicare Trust Funds may fall below
20 percent of annual outlays, then the Trustees shall promptly report the situation
to Congress with recommendations for statutory adjustments. %ection 709 was
added to the Act by the Social Security Amendments of 1983, and this is the first
time the Trustees have had to submit a report in compliance with the provision.

It is hardly necessary to note the importance of the disability insurance program
as a part of our Social Security system. The program provides monthly benefits to
3 mﬂi ;'on disabled workers who have paid contributions to the system but are now
uneble, by reason of physical or mental impairment, to g:rform work of any kind.
The disability insurance program was enacted in 1956, but those who erected our
Social Security system in the 19308 always viewed disability insurance as a desir-
able and important piece of the system to be added later. We act today to ensure
that the disability insurance program will be kept stable and that benefits will be
kept secure.

ere are a number of factors to examine with regard to the deplelion of the Dis-
ability Insurance Trust Fund. It appears that there ie a basic financial imbalance
in the way Social Security taxes are allocated between the Old-Age and Survivors
Insurance trust fund, on the one hand, and the Disability Insurance trust fund on
the other. To some extent, this is a consequence of our actions in 1983, when we,
among other thinqi, shifted a portion of the DI tax over to the then-ailing retire-
ment trust fund. The annual Trustees Reports have noted for some time now that
we could allocate & larger portion of Social Security taxes to the DI trust fund with-
out harm to the retirement trust fund. The overall OASDI tax rate is sufficient to
fund both programs for the next 46 years.

It shouls be noted that in our bill to reduce Social Security contribution rates,
S. 11, we proposed a larger allocation to the DI trust fund, effective this year. We
also proposed future increases in the payroll taxes dedicated to each trust fund, on
a traditional pay-as-you-go basis, in order to ensure the long-term, 76-year sound-
ness of each Kmd separately. Under current law, not even the Old-Age and Survi-
vors Insurance trust fund is adequately financed for the long-term.

But this imbalance in the tax allocation between trust funds ia not the whole
story. Costs for the disability program have risen sharpl¥, as have the Trustees’ es-
timates for the program’s future outlays. Most notably, last year's Trustees Report
estimated the DI trust fund would be exhausted in 2015, but in this year's report
the estimated year of exhaustion is 1997, under the intermediate assumptions.

This dramatic ¢ e in the projected atatus of the program is due to revised as-
sumptions, based on ¢ ing program experience, regar: n% the percentage of alf-
plicants who will be foun disa%l and the length of time they will remain on the
rolls. In general, allowance rates for the DI program—that is, the number of claim-
ants who are alfowed benefits as a percentage of total claimants—have been rising
for the past several years, after fallmg to a low point in the early 1980s. Allowance
rates are now getting back to where t ey were in mid 1970s. This may be an appro-
priate adjustment. But we will have to be watchful if this trend continues.

Risixguallowance rates may also be a result of legislative and judicial changes in
the definition of disability, particularly with respect to mental impairments. The
economic recession may be playing a role as well. We generally expect more disabil-
ity applications in times of recession, and the recession may have pushed up allow-
ance rates too.

We must further consider the future effect of the aging of the Eo ulation. The in-
cidence of disability becomes higher as people reach their 60s, and the baby boomers
will begin reaching this age bracket later in this decade.

Finaily we must consider whether the Administration is committing sufficient re-
sources to the task of properly administering the disability program. Understaffed
offices cannot be expected to make the most reliable disability determinations. Alzo,
it would appear that the Social Security Administration has not been conducting an
appropriate number of continuing disability reviews.

n 1980, we enacted a statute to require the Administration to periodically review
the condition of disability recipients to determine whether they were still eligible.
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The Reagan Administration took this to extremen by removing from the rolls hun-
dreds of thousands of recipients who were still disabled. Finally the Administration
was stopped by the public outcry and Congressivnal intervention. But now it seems
the A stration ne too far the other way, and is practically neglecting to
conduct the reviews at all. So we will hear testimony today on the various economic,
demographic, programmatic, and administrative fac that are contributing to this

. unfavorable trend in disability financing and on how we might best deal with them.

Attachment.
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BACKGROUND INFORMATION ON THE DISABILITY
PROGRAMS OF THE SOCIAL SECURITY ADMINISTRATION

OVERVIEW OF THE SITUATION

The social security Disability Insurance (DI) program is facing financial
problems again. For more than two decades following its enactment in 1956, the
program was plagued by higher than expected costs, and its tax rates were
raised periodically. However, with passage of program reform amendments in
1980 and 1983,' the trend appeared to be broken. The 1983 amendments cut
the long-range tax rate for the program, and for almost a decade, the near- to
intermediate-term outlook remained favorable. Financial difficulties were
projected for the long run, but they had more to do with the looming
demographic shifts in society~the aging of society generally—-than with anything
specific about the DI program itself. The 1992 social security trustees’ report
changed this.?

The trustees now project that, without corrective action, under pessimistic
economic and demographic conditions, the DI trust fund would become
exhausted in 1995. Under their so-called intermediate forecast—the one most
often viewed as the likeliest path--the fund would be exhausted in 1997. Even
under their optimistic scenario, the fund would have a reserve equal to less than
9 'months’ worth of benefits throughout the 1990s.

Supplemental Security Income (SSD)-a means-tested income benefit
program for needy aged, blind, and disabled people—is similarly experiencing
rapid growth. It is not facing a financing dilemma like the DI program, because
it is funded by general revenue rather than payroll taxes, but its rapid growth
contributes to the strain on the Government’s deficit-ridden general fund.

These program: have administrative problems too. Caseloads and backlogs
are rising; the average time it takes to reach disability decisions is lengthening;
and certain tasks to assure quality and ascertain continued eligibility have been
given lower priority. These problems are caused in part by an unexpected
increase in applications and budget limits on s.ministrative resources, but the
basic manner in which the programs operate cannot be ignored. Moreover,
although appearing to be separate and distinet from the programs’ financial
problems, administrative practices may be a contributing factor to the financial
problems.

IThe Social Secunty Disability Amendments of 1980 (P.L. 96-265) and the Social Security
Amendments of 1983 (P.L. 88-21).

2Social Security Adminustration. Office of the Actuary. 1992 Annual Report of the Board of
Trustees of the Federal Old-Age and Survivors Insurance and Disability Insurance Trust Funds.

Apr. 2, 1992,
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Rising Awards and Declining Terminations

The percent of DI claims resulting in an award, or allowance rate, has risen
substantially since 1985. It has risen at all major stages of adjudication: from
36 percent in 1985 to 40 percent in 1991 at the initial application stage, from
14 percent in 1985 to 16 percent in 1991 at the reconsideration stage, and from
56 percent in 1985 to 69 percent in 1991 at the hearing stage.® At the same
time, terminations from the rolls have fallen. These changes are due in part to
the decline in the average age of entry to the DI program and the increase in the
length of time people stay on the rolls. Predictably, the rates of termination per
thousand disabled recipients due to death or conversion to the social security
retirement program (which occurs automatically at age 65) have fallen.
Unpredictably, however, the termination rate for recovery from disability also
has fallen, even though people are coming on at lower ages (and thus
presumably have a greater potential to recover).

Proclivity Toward Appeals

The way the programs work has always been controversial, whether or not
there were imminent financial problems. Under the law, the Social Security
Administration (SSA) is responsible for the programs, but the most important
decisions—those that determine whether or not someone has a disabling
condition~-rest mostly with State government agencies. These agencies work
under "agreements" with SSA, but are responsible to and report to their
respective governors. The claims themselves, if initially denied, may journey
through four (or more) "appeal” layers, and evidence can be introduced at almost
any time, even when it may have little to do with the previous decisions that
were rendered on them. In other words, in many cases appeals are simply "new”
application decisions, not reviews of prior determinations. Moreover, the
heaviest workload stage of decisionmaking, i.e., the initial application stage, is
mostly a “paper review" process where claimants are rarely observed by a
disability decisionmaker. In most instances, claimants do not see a
decisionmaker until they have been denied twice. Hence, the process encourages
"appeals,” and appeals lend themselves to attorney representation.

Variable Standards

The law spells out a national definition of disability—that the impairment
is 80 severe it precludes an individual from doing "substantial® work--but the
inherent difficulty of making disability determinations leaves considerable room
for interpretation. As attorney representation has grown, class action suits
against the agency's interpretations of the law have become routine, with 100
now pending, and SSA has issued a string of so-called "acquiescence” rulings in
which it often abides by circuit court decisions only within the jurisdiction of the
court. The result is that multiple disability standards are now in operation
across the country. There is no national legal standard for disability when
different rules apply to different groups of people depending on whether they are

SAllowance rates on SSi-disability claims have shown a similar pattern.
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party to a class action or in what court circuits they reside. In other words, a
person’s affiliation with a court case or where he or she lives can be the most
important factor in whether he or she will become entitled to disability benefits.

Climate for Decisions

Thus, the disability decisionmaking process has become increasingly
complex, and when coupled with the inherent subjectivity of deciding whether
an impairment prevents someone from working, it is perhaps not surprising that
the system seems, at times, to lean toward allowing people benefits, and, at
other times, toward denying them. It may be described as “laxness" or
*administrative convenience,” but the perspective that adjudicators have about
whether to allow or deny a marginal claim can be influenced by pressures they
feel "from above." Past experience with the program has led many experts to
conclude that this so-called "adjudicative climate” influences program trends, and
may even be the most important factor. With awards and allowance rates rising,
the climate may have shifted again toward "erring on the side of approval.”

The Administration has an obvious and perhaps the largest role in setting
the climate for disability decisionmakers. It does 8o through regulations and
operational policy changes that at times are issued on a daily basis. The
influence of tke changes is often subtle and not easily noticed, even to those who
design them, and may sometimes be observed only after their cumulative impact
has emerged. Workload pressures are thought by many to be the primary
catalyst for changes in the climate. For example, when SSA was given
responsibility in the early 1970s for enrolling former coal miners with
pneumoconiosis into the Black Lung program and a few years later for
launching the SSI program and enrolling State-aid recipients into it, allowance
rates and the accompanying number of DI awards rose significantly. Enrollment
procedures were expedited and reviews of State-agency decisions were curtailed
sharply. At one time, every State-agency decision was reviewed by SSA. In
1972, a sample process was implemented, and the rate of reviews fell to 5
percent. Speaking about the "massive” increases in SSA’s disability workloads
during this period, the social security actuaries commented in a 1977 study:

tremendcus pressure [was placedjon the disability adjudicators to move
claims quickly. As o result the administration reduced their review
procedures to a small sample, limited their continuing disability
investigations on cases which were judged less likely to be terminated,
and adopted certain expedients in the development and documentation
in the claims process. Although all of these moves may have been
necessary in order to avoid an unduly large backlog of disability claims,
it is our opinion that they had an unfortunate effect on the cost of the
program.*

‘us. Dept. of Health, Education, and Welfare. Social Security Administration. Office of the
Actuary. Experience of Disabled Worker Benefits Under OASDI, 1965-1974, by Francisco R. Bayo
and John C. Wilkin. Actuarial Study No. 74, Jan. 1977.
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Conversely, when attention to quality control was intensified in the late
19704, particularly to curtail inaccurate awards, workload pressures may have
led to a much tighter adjudicative climate. Under the quality assurance process
in place then, a State-agency examiner was more likely to have an award
questioned than a denial. When the Reagan Administration initiated a major
review of the disability rolls in 1981, following legislation in 1980 calling for
more examinations, the "tighter" State-agency climate set the stage for a large
number of terminations. The peak occurred in 1982 and 1983, when more than
800,000 reviews of disabled social security recipients were conducted, and almost
45 percent of the cases reviewed were found ineligible at the initial review stage
by the State agencies.

In the last 3 years, circumstances have again changed. DI applications rose
by 23 percent between 1989 and 1991, and in 1991 applications were 14 percent
higher than the annual average number in 1985-1989. The number of decisions
rendered on initial claims, including those for SSI-disability, rose from about 1.4
million in 1985 to more than 1.8 million in 1991-a 30-percent increase, half of
which occurred from 1990 to 1991. However, in the tight budget conditions of
the last 6 years, administrative resources to handle the cases have lagged, and
in turn the backlog of pending claims and hearings has grown. SSA has taken
a number of steps to dea! with the rising claims workload. 1t sharply curtailed
reviews of the eligibility of current recipients (in 1991), and, in a recent major
"action plan® the Commissioner of Social Security transmitted to the field,
numerous changes in decisionmaking policies were adopted to "expedite” awards.
Evidentiary and documentation requirements were loosened, selective reductions
in "consultative” medical exams were permitted, and quality assurance units
were instructed to esse up.® Hence, workload pressures may again be
influencing the adjudicaiive climate, in a manner that, at least on the surface,
resembles the "looser climate” that existed in the early and mid 1970s.

Congressional Actions

If a looser climate is a factor, Congress also may have played a role.
Congress always has reacted when backlogs of ¢laims have built up in SSA’s
disability programs. DI and SSI-disability cases are among the heaviest forms
of congressional constituent casework. As more and more cases enter SSA's
pipeline and the time it takes to process them lengthens, constituent requests
for congressional assistance increase and congressional inquiries to SSA grow.
Committees are eventually asked to investigate, and the pressure builds for the
agency to expedite claims. This kind of pressure appears to be building now.

5Memorandum from Commissioner Gwendolyn King to all Deputy and Regional
Commissioners, Plan for Disability Program Initatives-ACTION, Jan. 8}, 1882, Quality
assurance units were told *to secure additional documentation only in cases when it is likely that
such documentation will change the [State agency’'s] claims decision,” and Federal quality
reviewers were told that they "must avoid mhct.ltutmg theu Judgmonr. for the Judgment of
adjudicating component physicians and examiners.” T
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In addition, the legislation that Congress enacted in 1984 to deal with the
disability termination crisis may now be having a greater than intended
influence on the program.® Strong and continuous criticism was levied against
SSA over the large number of recipients terminated from the disability rolls in
the early 1980s. Numerous instances of wrongfully terminated recipients
received wide publicity, and many of those terminated at the State-agency level
were subsequently reinstated on appeal by SSA’s administrative law judges
(ALJs) and the Federal courts. Thus, congressional concern mounted that
administrative "pressures” to terminate were resulting in many poor decisions.
After 2 years of intensive review of the rolls, the Administration imposed a
moratorium on the process, and in 1984 legislation was enacted changing the
rules for terminating benefits. Under the new rules, a recipient could be
removed from the rolls only if his or her condition had improved since the
previous decision. Simply put, the basic standard for assessing a recipient's
eligibility changed. Whather or not the condition changed became more

important than whether or not the impairment currently precluded an individual .

from working.

Very few social security disability recipients were examined in 1984 and
19856 while the new standard was being implemented, and when the reviews
resumed in 1986, only 5.6 percent of the cases reviewed were terminated.’
Since then, no more than 12 percent have been terminated in any year. This is
much lower than the 40- to 45-percent termination rates that existed in the
1977-1980 period (before the termination crisis emerged). The actual number
of recipients reviewed rose for a couple of years, but was sharply reduced in
1990 and 1991 because of other workload pressures. The result has been that
the number of people dropped from the rolls in the past 5 years as a result of
the reviews is lower than it was in the pre-crisis period, even though the
number of disabled recipients was larger in the more recent period.

Other changes enacted in 1984 also may be contributing to the program’s
recent growth, either directly or through their effects on the adjudicative
climate. The legislation required SSA to revise criteria for claims based on
mental impairments "to realistically evaluate a person's ability” to do
substantive work "in a competitive workplace environment." It further required
that the combined effects of multiple impairments be taken into account when
none of them alone is severe enough to render a decision favorable to the
claimmant (at least one impairment needed to be severe under the regulations
that prevailed before the change). It also codified existing criteria for evaluating
*subjective evidence of pain” (stating more or less that the existence of pain
alone was not sufficient for a finding of disability). None of these provisions
was projected to carry significant cost for the program when enacted, but it is

®The Social Security Disability Benefits Reform Act of 1984 (P.L. 98-460).

~

"Doss not include disabled SSI recipients who only receive SSI payments.

- i
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poesible that their impact may have bcen underestimated.!® Awards based on
mental impairments, in particular, have risen substantially over the past decade,
and mental disorders now represent the largest impairment category for new
awards. In 1982, awards based on mental impairments represented 11 percent
of all DI awards; by 1991, they had risen to 24 percent. The biggest increase
occurred in 1986, the year after the criteria were revised.

The change in evaluating muitiple impairments and the codification of
criteria for evaluating pain both involve relatively “subjective® aspects of
disability decisionmaking. Incrvased attention given to these criteria in
administrative policy issuances following their enactment in 1984 may have
caused a greater degree of "leniency” to enter the equation in reaching decisions
on claims where multiple impairments and pain are alieged.® Although less
obeervable than the impact of revision of the mental impairment criteria, these
changes also may be contributing to the growth in DI awards.

Impact of the Courts

The Federal court system also has to be considered a possible source for the
upturn in enrollment. Since the early 1980s, the courts’ influence over the
program has been growing. Social security disability claimants always have been
permitted to appeal adverse decisions to the courts, and they have and continue
to comprise a major portion of the court system’s caseload. The termination
crisis of the early 19808 greatly increased the number of these cases taken to
court. Although that caseload since has fallen back, attorney representation of
disability cases has grown at all levels of adjudication. With it, the number of
challenges to the agency’s interpretation of the law has risen, and the list of
major class action disputes between the Administration and the courts continues
to grow. Among them are disputes dealing with the weight to be given to
evidence furnished by a claimant’s physician, with how pain is to be evaluated,
and with the extent that functional limitations are to be considered when the
medical condition alone is not severe enough to render a finding of disability.
At its highest level, the number of individual cases pending before the courts
reached 52,000 in 1984. Today, the pending workload stands at 23,000.
However, the number of pending class action suits stands at 100, which matches
the high that was reached during the termination crisis of the early 1980s.
They all seek interpretations that are favorable to claimants. In addition,
although not as far reaching in policy setting as the class action suits, SSA had
issued (as of April 12, 1992) 15 "acquiescence” rulings dealing with disability
issues in which it has changed its policies to abide by circuit court rulings

®Estimates of the legislation's potential impact on the program were provided to Congress by
SSA and the Congreesional Budget Office throughout the period in which legislative remedies were
being debated. The impact of the changes finally agreed to are contained in a September 18, 1884
memorandum by Eli N. Donkar, of SSA's Office of the Actuary, Estimated Additional OASD]
Benefit Payments Under the Conference Agreement on H.R. 3755.

*While the codification of criteria for evaluating pain was not in itsclf a policy change, it may
have caused disability sdjudicators to be more senaitive, and give greater weight, to allegations of
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selectively (it does so by applying them only within the jurisdiction of each
court). Ten of them are stiil in force.

SSA said it was unable to provide data on the number of claimants that
have been allowed into the program as a result of court decisions over the past
few years. However, a possible manifestation of the court’s influence is the
increase in allowance rates occurring at the administrative hearing stage. In
1986, SSA’s ALJs overturned 51 percent of the appeals they heard; by 1991,
they overturned 66 percent of them. This rate had hit 56 percent in the midst
of the termination crisis 10 years ago, but last year's 66-percent rate is far above
the 41- to 49-percent rates that prevailed in the 1970s."° Some in SSA believe
that the influence of court decisions has even pepetrated the lower levels of
adjudication, as the States have become sensitive of the extent to which the
courts are altering SSA’s policies.

Economic Conditions

Changes in the adjudicative "climate” are a likely cause of the program’s
recent growth trends, but the current economic downturn may also be a factor.
The rise in the number of new DI claims, up 23 percent from 1989 to 1991,
coincided with the current recession. The rise in unemployment and layoffs
during this period may have influenced previously employed disabled workers
to file for DI. In addition, SSA’s increase in the maximum amount of earnings
a person could have and still be considered for disability--from $300 a month in
1989 to $600 a month in 1990--may have provided an incentive to apply among
those who were marginally employed.!!

For the 8-year period before 1990, DI applications remained relatively flat,
hovering in a range from 1 million to 1.1 million claims per year. Thus, it does
not appear, at least in the aggregate, that economic conditions influenced the
program’s growth. However, factors that affected certain regions of the country
and sectors of the economy may have caused the overall allowance and award
rates to rise. Mergers and acquisitions displaced many workers in the 1980s,
and, while economic conditions on a national ievel were generally favorable from
late 1983 through 1989, various regions of the country suffered setbacks from
time to time. In other words, "regional recessions” may have played a part.

The idea that regional economic conditions influenced the prograimn’s recent
trends may be reflected in the variances among the Federal regions in allowance
rates over the past few years. From fiscal years 1988 to 1991 the allowance rate

10T hese figures reflect aliowance rates for all forms of cases brought before the agency's
ALJs—including retirement and SSI aged cases. The vast majority of cases brought to a hearing,
however, involve disability disputes.

11This level, technically considersd to be the point at which & person is presumed to be able
to do "substantial gainful activity" (SGA)-and therefore not be eligible for DI-had remained
conatant at $300 throughout the 1980s. Taking inflation into account, the "true” value of the SGA
Jeval had been eroded over the decade, and it is possible that raising it in 1991 may have triggered
a spurt in claimas.

ER
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on initia} DI claims in the San Francisco region rose from 40 to 56 percent, and
in the Seattle region, it rose from 37 to 52 percent.'’? For both regions, this
represents a 40-percent increase in their allowance rates. In the New York,
Philadelphia, and Denver regions, they grew by only 16 percent, and in the
Boston and Atlanta regions, they grew by & percent or leas.

On the other hand, economic conditions may have little to do with these
regional differences. They might be related to how policy changes are perceived
and adapted to within the regions. The rise in the rate of mental impairment
awards represents the largest change in the composition of new awards over the
past 10 years. Perhaps the psychiatric medical communities in some regions
have adapted to SSA's new disability criteria more aggreasively than in others.
They also could be related to the influence of district and circuit court decisions,
particularly in those regions seeing the heaviest class action activity. Another
possibility is that they are due to regional variances in the incidence of certain
impairments. The AIDS epidemic, for instance, is moat pronounced in
California, New York, Texas, Florida, and New Jersey. Still another possibility
is that they are the result of how each State reaches out to the disabled. Some
may be attempting to enroll their disabled populations into Federal programs
more vigorously than others. Finally, they may be related to the operations of
the individual State disability determination agencies. Studies by SSA in the
past have shown wide variances in the effectiveness and efficiency of the State
agencies. Recent changes—in management, turnover of employees, training
practices, and the like—may be at work, ———

In sum, the recent pattern of rising disability applications, awards, and
allowance rates and declining terminations may be the result of many factors.
However, as yet there does not appear to be a clear-cut explanation of what is
happening. The change in the outlook for the DI program provided in the 1992
trustees’ report—from having a program that was potentially solvent until 2015
to being solvent only unti] 1997-i8 an abrupt one. However, on closer
exarnination this change appears simply to be a delayed reaction to patterns that
have been emerging for a number of years. While the trustees offer no
explanation for the underlying causes, they have clearly identified significant
changes in the trend of DI awards and terminations, neither of which would
appear to be temporary.

2The rates cited here do not incorporate the changes that have occurred with "concurrent
claims,” i, DI claims where SSI benefits were sought simultaneously; however, the regional
patterns with them are similar. :
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HOW THE PROGRAM WORKS

What Is Disability Insurance ard What
Isx Supplemental Security Income?

The SSA administers two national disability programs: the social security
DI program and the SSI program. The DI program, the larger of the two,
provides benefits to disabled workers under age 656 (and to their spouses,
surviving disabled spouses, and children) in amounts related to the disabled
worker’s former earnings in covered employment. Funding is provided through
the social security payroll tax, e portion of which is credited to a separate DI
trust fund maintained by the Treasury Department, and from the revenue
derived from the income tax levied on a portion of DI benefits.

The SSI program providee cash assistance to the needy aged as well as to
the needy blind and disabled, many of whom do not have recent attachment to
the labor force. As a needs-based program, SSI provides payments only to
individuals who have very limited income and assets. Unlike DI, SSI is funded
through appropriations from general revenues.

Characteristics of the Programs

The DI program, enacted in 1956, is similar in many ways to the other
social security cash benefit programs, Old-Age and Survivors Insurance (OASD).
Workers receive protection by working in jobs covered by social security and,
like OASI, benefits are meant to replace income from work that is lost by
incurring one of the risks th2 social program insures against. The DI program
has 4.5 million recipients, 3.2 million of whom are disabled workers. There are
about 3.4 million SSI disab:lity recipients, accounting for 69 percent of the
overall SSI population. There are about 80,000 blind SSI recipients. About
three-fourths of new SSI awards are for disabled or blind recipients.

Benefits. Similarly to the way OASI benefits are computed, DI benefita are
based on the worker's past average monthly earnings, indexed to reflect changes
in national wage levels (up to 5 years of low earnings are excluded). The
benefits are adjusted annually for increases in the cost of living, a8 measured by
the index of consumer prices. Benefits are also provided to dependents, subject
to certain maximum family benefit limits. They may be offset if the disabled-
worker recipient is simultaneously receiving workers’ compensation or other
public disability benefit.

As of January 1992, the average monthly benefit for disabled workers was
$609 and, for disabled workers with dependents, it was $1,052. (See table 1
below.) The DI program cost $27.8 billion in fiscal year 1991 and, under current
law, the Administration projects it will cost $30.6 billion in fiscal year 1992.

In addition, Medicare protection is provided to disabled recipients after they
have been entitled to disability benefits for at least 24 months,

< wrendiil @
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TABLE 1. Disabllity Recipients arid Average Benefits, 1991
——Current payment New awurds

Number (in Average Number (in  Average
thousands) payment  thousands) payment

Disablsd workers .. ................ 8,185 $609 536 $616
Wives and husbands of workers ....... 266 168 78 158
Children of disabled workers ......... 1,062 168 318 156

Source: SSA, Office of Ressarch and Statistics, Apr. 1992

Under SSI, there is a flat monthly Federal payment standard of $422 for
an individual and $633 for a married couple with little or no other income
(which is supplemented by many States). As under the DI program, bepefits are
increased autownatically each year to reflect changes in the cost of living. The
actual payment to an individual is determined by the individual’s other income--
the greater his or her income, the lower the SSI payment. As of June 1991, the
average mwonthly benefit of disabled SSI recipients receiving federally
aedministered payments was $353 a month.

Eligibility. To be eligible for DI benefits, a worker must be both “fully”
and "disability” insured--that is, have credit for having worked in covered
employment for & certain period of time. In 1992, a worker receives one
quarter’s credit for each $570 of annual earnings (up to a maximum of four
quarters). To be fully insured for life, a worker must have credit for working
40 calendar quarters in covered employment. If a person has not worked 40
quarters, be is still fully insured if he has at lcast 1 quarter of coverage for each
year after 1950, or if later, after the year in which he reached 21, up to the
onset of disability. To be insured for disability, the worker must have 20
quarters of coverage in the 40 quarters preceding onset of disability. (There are
excepticoans for younger workers and the blind.) Currently 122 million people are
insured for DI benefits.

Under the law, disability is defined as the inability to engage in substantial
gainful activity (SGA) by reason cf a medically determinable physical or mental
impairment expected to result in death or last at least 12 months. Generally,
the worker must be unable to do any kind of work that exists in the national
economy, taking into account age, education, and work experience.

A yerson must be disabled continuously for 5 full months before he or she
can recvive DI benefits. However, benefits may be paid for the first full month
of disability to a worker who becomes disabled within 60 months (for a disabled
widow or widower the period is 84 months) after termination of DI benefits from

an earlier period of disability.

The SSI program generally uses the same criteria for determining disability.
There are no prior work requirements, however, and no waiting perriod for
benefits. Instead, the individual must meet a means test.
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-How the Social Security Administration Operates the Programs

Unlike the OASI program, which is administered solely by Federal
employees in Federal installations, the social security and SSI disability
programs are administered both through Federal social security offices and 654
State disability determination services staffed by State employees. These State
agencies are responsible for inaking the medical determination of disability.
They operate under agreements with SSA and are fully reimbursed for their
administrative expenses from the DI trust fund or, for SSI, general revenues.

The process begins at the local district offices, where claimants apply for
entitiement to disability benefits under either the DI or SSI program. There are
move than 1,300 district offices (including branch offices) throughout the United
States, and they hsndle about 2 million claims. for social security and SSI
disability benefits each year.

Claimants arz interviewed to obtain relevant medical and work history and
to see that requived forms are completed. The case may be denied at that point
because the applicant does not have insured status or is earning too much
money from work to qualify as "disabled,” but otherwise it is forwarded to tb:
State agency for a medical determination,

The medical determination is made on the basis of evidence gathered in the
individual's case file. Ordinarily there is no personal interview with the
applicant on the part of the State personnel who decide the claim. However, the
agency may contact the individual if further medical or vocational information
is needed. If medical evidence is insufficient and can be obtained no other way,
the agency mey request that the individual undergo a consultative medical
examination, which is paid for by the agency.

When all evidence considered necessary to make a decision has been
gatbered, the case is determined by the State disability examiner, in consultation
with a State-agency physician and, if necessary, a vocational specialist. In all
cases, the decision must be rigned by the physician. Although this is largely a
paper review of the file and additional evidence that may have been submitted,
in a few experimental cases a claimant may be given a personal interview with
State-agency representatives.

The claimant is then notified of the decision. The average time for
processing & DI claim--from receipt of application through the initial
determination--was 87 days in fiscal year 1991. The average time for processing
an SSI disability claim was 104 days. If the claim is denied, the formal notice
indicates the reasons and advises the applicant of his or her appeal rights. The
claimant then has 60 days to file an appeal.

If the claiin is appealed, it is first reconsidered by the State agency. If the
claim i8 again denied, it may be appealed to an administrative law judge (ALJ).
At this stage, the claimant can appear at a hearing over which the ALJ presides.
If the ALJ denies the claim, an additional appeal cen be made to SSA’s Appeals
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Council. Finally, if still dissatisfied a claimant may appeal the decision in a
Federal district court (or "higher). Thus, the determination of whether an
individual meets the definition of disability may involve five (or more) different
steps, including four (or more) levels of appeals.

The procedures in SSI disability cases are very similar. Under SSI,
claimants may be able to receive benefits based on a finding of "presumptive
disability” if their impairments, as reported by the applicant or as observed by
the social security district office personnel, are 8o severe that a finding of
disability seems almost certain. Benefits based on presumptive disability can be
paid only if all nondisability eligibility requirements have been met and must
end as soon as the State agency makes its disability determination or after 6
months, whichever comes first. Presumptive disability paymenta allow certain
severely disabled needy individuals to receive assistance while the normal
medical evidence gathering and evaluation procedures described above are under
way in the State disability determinstion service. They are not subject to
repayment, even if the claimant.is ultimately found not to be disabled.

In addition to making the initial determination of whether an individual is
disabled, and reconsidering initial decisions when appealed by the claimant,
State agencies also conduct continuing disability reviews to determine whether
individuals should remain on the disability rolls.

The Federal-State arrangemer:t is unique among government programs.
State laws and practices control most aspects of administration, and the
personnel involved are State employees who are controlled by various
departments of the State government. The State agencies make determinations
on the basis of standards and regulations provided by SSA. The costs of making
the determinations and other aspects of related programs are paid wholly from
the DI trust fund in the case of the DI program, and from general revenues in
the case of the SSI program. No State funds are involved. The major
component of the cost is payroll, with the purchase of medical evidence in the
form of consultative examinations-being the next largest cost.

The Secretary of Health and Human Services may, on his or her own
motion, review any determination by a State agency. The law requires that the
Secretary review 50 percent of the disability allowances and a sufficient number
of other determinations to ensure a high degree of accuracy.

The law also provides that if the Secretary finds that a State agency is
substantially failing to make disability determinations consistent with
regulations, the Secretary shall, not earlier than 180 days following his findings,
terminate State administration. Determinations would then be made at the
Federal level. The law also allows the State to choose w discontinue
administration. The State would be required to continue to make disability
determinations for not leas than 180 days after notifying the Secretary of its
intent to terminate. Thereafter, the Secretary would be required to make the
determinations. No State agency has ever been required to turn its operations
over to SSA under this authority.

j—
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How Disabllity Is Defined Under the Two Programs
Under title IT of the Social Security Act disability is defined as follows:

SCC. 223 L N

(dX1)  The term "disability" means—
(A) inability to engage in any substantial gainful
activity by reason of any medically determinable
physical or mental impairment which can be
expected to result in death or which has lasted or
can be expected to last for a continuous period of not
less than 12 months; or
(B) in the case of an individual who has attained
the age of 65 and is blind (within the meaning of
*blindness" as defined in section 216(i)(1)), inability
by reason of such blindness to engage in substantial
gainful acBivity requiring skills or abilities
comparable to those of any gainful activity in whick
he has previously engaged with some regularity and
over a substantial period of time.

Thus, the determination of disability is based not only on the severity of
the disabling condition, but also on its impact on the individual’s ability to
work. Furthermore, the definition is met only if due to this impairment a
person is unable to engage in any kind substantial gainful work, considering his
age, education, and work experience, that exists in the national economy even
though such work does not exist in the immediate area in which he lives, or
whether a specific job vacancy exists for him, or whether he would be hired if
he applied for work. The determination must be made on the basis of medically
acceptable clinical and laboratory diagnostic techniques.

The 1972 amendments, which established the SSI program, used this same
definition (although some small changes were made for SSI by the 1980
amendments as to what constitutes SGA). Thus, persons applying for disability
benefits must generally meet the same definition of disability under both the
social security DI program and the SSI program.

— e
The State agencies, ALJs, and others involved in disability decisionmaking
are instructed as to how to apply the definition of disability by detailed Federal
regulations, rulings, and administrative policy guidelines.

Medical Improvement Standard

Amendments in the 1984 Disability Benefits Reform Act require that
benefits may be ended for medical reasons only if the Secretary finds that there
has been medical improvement in the person’s condition and that this
improvement enables the person to engage in SGA.

e

1,
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How Disability Is Determined

In making the disability determination, the adjudicator ie required to look
at all the pertinent facts of a particular case. Current work activity, severity of
impairment, and vocational factors are assessed in that order. Detailed
regulations set forth the medical and vocational factors that must be considered,
and state that when a determination can be made at any step, eveluation under
& subsequent step is unnecessary. As a result, a disability determination may
be based on medical considerations alone, or on medical considerations and
vocational factors.

Step 1: 1t is first determined whether the individual is currently engaging
in SGA. Under present administrative practice, if an individual is actually
earning more than $500 per month (gross earnings minus certain impairment-
related expenses), he is considered to be engaging in SGA. Earnings below $300
a month are generally regarded as not constituting SGA. Earnings between
these two amounts must be evaluated further. If it is determined that the
individual is engaging in SGA, a finding is mada that the individual is not
disabled (and benefits are either denied or terminated) without consideration of
medical or vocational factors.

Step 2: If an individual is not engaging in SGA, the second step is to
assess whether the individual has a severe impairment. Under the regulations,
if an individual is found not to have an impairment that significantly limits his
physical or mental capacity to perform basic work-related functions, a finding
must be made that there is not a severe impairinent and that the individual is
not disabled. Vocatiopal factors are not to be considered in such cases.

Siep 3: If the individual is found to have a severe impairment, the next
step is to determine whether the impairment meets or equals the medical
listings that have been developed by the SSA for use in determining whether a
condition constitutes a disability. If the impairment satisfies the 12-month
duration requirement and is included in the medical listings--in which case it
“meets” the listings—or if the impairment is determined to be medically the
equivalent of a listed impairment--it "equals” the listings-—-a finding of disability
must be made without consideration of vocational factors.

Step 4: In cases where a finding of "disability” or "no disability” cannot be
made based on the SGA test or on medical considerations slone, hut the
individual does have a severe impairment, the individual’s residual functional
capacity and the physical and mental demands of his past relevant work must
be ev.luated. If the impairment does not prevent the individual from meeting
the dernands of past relevant work, there must be a finding that the individual
is not disabled.

Step 5: The final step is consideration of whether the individual's
impairment prevents other work. If the individual cannot perform any past
relevant work because of a severe impairment, but is able to meet th> physical
and menta) demands of a significant number of jobs (in one or more occupations)
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in the national economy, and the individual has the vocational capabilities
(considering age, education, and prior work experience) to make an adjustment
to work different from that performed in the past, it must be determined that
the individual is not disabled. If these conditions are not met, there must be a
determination of disability.

How the Appellate Process Works
Reconsideration by State Agencies

Claimanta whose applications are denied, as well as recipients whose
benefits have been terminated, have a right to have their claims reconsidered.
They must file for reconsideretion within 60 days after receiving notice of
denial. There were 502,661 reconsiderations involving DI and SSi-disability in
fiscal year 1991. The reconsideration decision is i\lso made by the State agency.
The reconsideration process is similar to the initial decision process except that
the claim is reviewed by a team different from thst which made the original
denial. New evidence is admissible, as it is at any stage of appeal before
reaching the Appeals Council. If denied again, the claimant is given notice and
advised of further appeal rights.

Hearing Before an Administrative Law Judge

If the State agency reconsideration team upholds the initial denial or
termination, the claimant may request a formal hearing before an ALJ in SSA's
Office of Hearings and Appeals (OHA). A request for the hearing must be filed
within 60 days after receiving notice of the reconsideration determination. This
request is then forwarded to one of SSA’s hearing offices located across the
Nation and is assigned to an ALJ. They made 289,400 DI and SSI-disability
dispositions in fiscal year 1991.

The ALJ is responsible for perfecting the evidentiary record, holding a "face-
to-face” nonadversary hearing, and issuing 8 decision. At the hearing, the
claimdnt appears for the first time before a decisionmaker. The ALJ may
request the appearance of medical and vocational experts at the hearing and can
require a claimant to undergo a consultative medical examination. The claimant
may submit additional evidence, produce witnesses, and be represented by legal
counsel or lay persons. There is no charge for requesting a hearing.

DI recipients whose benefits have been terminated for medical reasons (e.g.,
recovery or improvement in the medical condition that was the basis for the
disability) can elect to continue to receive benefits while their terminations are
being appealed to the ALJ level. These benefits are subject to recovery as an
overpayment, however, in the event that the termination decision is upheld by

the ALJ.

58-218 0 - 93 - 4
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Appeals Council Review

Following an ALJ decision to deny a claim, the claimant may, within 60
days after receiving notice, request the Appeals C_ancil to review the decision.
The Appeals Council is 15-member hody located in OHA. The Appeals Council
may deny or grant a request for review of an ALJ action or it may remand the
case back to an ALJ for further consideration. It may also review any ALJ
action on its own initiative (commonly referred to as "own motion review”)
within 60 days after the date of the ALJ action. The Appeals Council review
represents the Secretary’s final decision and is the claimant’s last administrative
remedy. There were 61,800 Appeals Council decisions in fiscal year 1981.

Federal District Court

If the Appeals Council affirms the denial of benefits or refuses to review the
case, further appeal may be made only through the Federal district courts. Such
appeals have been increasing. Between 1955 and 1970, the total number of
disability appeals filed with Federal district courts was slightly under 10,000
cases. At the end of fiscal year 1991, 23,000 individual disability (DI and SSI)
cases and 100 class action suits were pending in the Federal court system.

Recent Statistics on Appeals

Of the 1,815,646 DI and SSI-disability initial application decisions by State
agencies in fiscal year 1991, 42 percent were allowed. Of the 73,505 Continuing
Disability Reviews (CDRs), 88 percent were continued in benefit status. Of the
58 percent of the initial applications that were denied, almost half (48 percent)
were appealed to the reconsideration level. Of these appeals, 17 percent were
allowed. Of the 289,400 decisions ALJs rendered in 1991, 66 percent awarded
benefits.

Of the 12 percent of the initial CDRs that resulted in DI and SSI-dieability
termination decisions, 73 percent were appealed. Of these, 52 percent were
reversed at the reconsideration level. Of the 3,000 appeals of CDRs decided at
the ALJ ievel, 59 percent reversed the termination decision.

In 1991, 97 percent of ALJ decisions on social security DI (not including
SSI-disability) concerned appeals of initial denial of benefits. Although the
proportion of rulings favorable to those appealing DI initial denials a8 a
percentage of all decisions had fluctuated in the past, it did not exceed 60
percent until 1989. It has continued to rise thereafter. Approximately 62
percent of initial deniale were reversed in 1989 (that is, judged favorable to the
individual), 66 percent were reversed in 1990, and 69 percent were reversed in
1991.
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' How Disability Is Evaluated and Monitored After Enrollment

Vocational Rehabilitation

The law requires that the SSA refer applicants for social security and SSI

disability benefits to State vocational rehabilitation agencies for rehabilitation
sorvices. Benefits must be withheld if an individual refuses, without good cause,
to accept such services. The States are reimbursed from the DI trust funds for
the costs of rehabilitation in cases where the services are found to have resulted
in tht;s recipient’s performance of SGA for a continuous period of at least 9
months,

Continuing Disability Reviews

Unlike the OASI program, where there is finality in the basic condition of
eligibility for the worker (attainment of a certain age or death), the condition
(disability) on which the DI program’s basic eligibility requirement is based can
change. Accordingly, DI and SSI recipients are required to report to SSA if their
condition improves or they increase work effort or earnings. Such reports can
trigger a review of their disability status, as can the appearance of substantial
earnings on the recipient’s earnings record or a report of medical improvement
from a vocational rehabilitation agency. Absent such information, SSA
periodically reviews individuals in cases where medical improvement is thought
to be posaible.

When a recipient has been selected for a CDR, he or she is usually
contacted either by telephone or by mail. The individua! is asked a series of
questions pertaining to such things as medical care and treatment, daily
activities, changes in condition (including ability to return to work), and
participation in vocational rehabilitation. The individual is informed that he or
she has the right to submit medical and other evidence for consideration. If
medical improvement is expected, the State agency seeks medical evidence from
all sources that have treated the individual for at least the preceding 12 months
before making a decision.

Periodic reviews were greatly increased by the 1980 disability amendments,
which required that the SSA reexamire every nonpermanently disabled
individual on the rolls for benefit eligibility at least once every 3 years.
Legislation enacted in late 1982 provided authority for the Secretary to slacken
the rate of CDRs mandated by the 1980 amendments. Following a public outery
that the CDR process was terminating benefits unfairly, the 1984 amendments
required that disability benefits could be terminated only if the Secretary finds
that there has been medical improvement in the person’s condition and that this
improvement has enabled the person to engage in SGA.

Table 60 provides information on the number of CDRs conducted in 1977-
1991. As can be seen, the number of cases rose dramatically in 1982 and 1983
as the 1980 amendments were implemented. While the proportion of cases
terminated at the initial stage of review remained fairly stable, this translated
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into a large number of cessations. The decline in the numbers of reviews in
1984 and 1985 reflects a national moratorium on reviews pending enactment
and implementation of the 1884 amendments. After the revised criteria on
terminations went into effect and CDRs again were conducted on a full scale,
the rate of terminations has been significantly lower. From 1987 through 1991
the termination rate hes ranged from 9.2 to 12.5 percent, compared to the 89-
to 48-percent range in 1977-1984. Furthermore, primarily because of demands
on resources to handle the increase in initial claims, the number of CDRs
dropped substantially in 1990 and to a very low level (45,000) in 1991.'®

Work Incentives

Even if a DI recipient’s medical condition has not improved, benefits can
be terminated if he or she demonstrates, by working, the ability to engage in
SGA. (In SSI, disability does not cease on this basis.) However, the DI program
does have some provisions designed to give some incentives to return to work.
The law provides a 45-month period for disabled recipients to test their ability
to work without losing their entitiement to benefits. The period consists of (1)
a "trial work period” (TWP), which allows disabled recipients to work for up to
a total of Y months'* with no effect on their disability or (if eligible) Medicare
benefits, and (2) a 36-month "extended period of eligibility,” during the last 33
of which disability benefits are susper.ded for any month in which the individual
is engaged in SGA. Medicare coverage continues so long as the individual
remains entitled to disability benefits, and depending on when the last month
of SGA cccurs, may continue for 3 to 24 months after entitlement to disability
benefits ends. When Medicare entitlement ends because of the individual’s work
activity, but he or she is still medically disabled, he or she may purchase
Medicare protection. :

If recipients medically recover io the extent they no longer meet the
definition of disability, disability and Medicare benefits are terminated regardless
of the trial work period or extended period of disability provisions. However,
persons who contest this determination may choose to continue to receive
disability benefits (subject to recovery) and Medicare benefits while their appeal
is being reviewed, until a decision is rendered by an ALJ.

Section 1619(a) of SSI law provides for the continuation of cash benefits for
those SSI recipients who are receiving benefite on the basis of disability even if
they are working at the SGA level, as long as there iz not & medical
improvement in the disabling condition. The amount of their cash benefits is
gradually reduced as their earnings increase until their countable earnings reach

13The number of reviews conductad in 1990 and 1991 are below the numbers required by law,
which states that recipisnts not having permanent disabilities 1x ust be reexamined every 3 years.

“Only one TWP is allowed in any one period of disability. The TWP is completed conly if the
9 months are within a 60-month period. By regulation, earnings of more than $200 a month
constitute "trial work."
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the SSI "brr rkeven point.” In a State with no supplementation this earned
income eligibiiity limit is $929 per month in 1992. People who receive the
special SSI benefits continue to be cligible for Medicaid on the same basis as
regular SSI recipients.-

How Accuracy of Disability Determinations Is Measured

To promote accuracy and consistency in the DI and SSI programs, SSA uses
a three-tiered quality assurance (QA) process. The first is the requirement that
State agencies have internal QA programs. The second is the review of State-
agency decisions by SSA’s regional Disability Quality Branches, and the third
is SSA headquartcrs staff review of samples of the cases examined by the
regional offices.

States may vary their approaches to quality assurance to suit their
particular needs. Some may randomly review all types of decisions. Others may
randomly review all decisions except reconsiderations and cases involving mental
impairments. States usually use their internal QA reviews to give accuracy
ratings to examiners and examiner units.

SSA’s regional branches review decisicns to assign accuracy rates to each
State agency. The reviewers are SSA employees, while SSA contracts with
physiciens to provide medica! consultation to the reviewers. The regional
branches return cases to the State agencies if they believe the decisions are
incorrect or the supporting documentation inadequate. If a State agency
disagrees with SSA’s reasons for returning a case, it may attempt to rebut SSA’s
position. If it agrees that its decision was deficient, it changes the decision or
obtains additional evidence to support its original decision. According to the
General Accounting Office (GAO), in 1990 about one-half of the QA returns
result in a change of the original disability determination.

SSA uses the QA results to determine whether the State agencies are at
least 90-percent accurate in deciding claims and are properly documenting their
decisions. (Many documentational errors can be corrected without changing the
decisions.) If a State agency fails to meet the standards for two consecutive
quarters, SSA may conduct a management review and require corrective actions.
SSA’s Office of Disability Program Quality also monitors consistency among the
regions by reviewing a sample of their QA cases.®

Preeffectuation Review

The disability amendments of 1980 required that SSA review 65 percent of
favorable DI decisions by the State agencies each year before they go into effect.
This "preeffectuation™ review (PER) applies to favorable decisions on initial
claims, on reconsiderations, and on CDRs. In 1990, P.L. 101-508 changed the
percentage of favorable State-agency decisions that must be reviewed from 65

189.S. General Accounting Office. SSA Could Save Millions by Targeting Reviews of State
Disability Decisions. Report GAO/HRD-90-28. Washington, Mar. 1990.
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percent across the board to 50 percent of allowances (both initial allowances and
allowances upon reconsideration).

How the Programs Are Finanoed

Like the OASI and Medicare Hospital Insuran-e (HI) programs, the DI
program is financed by the social security payroll tax on covered workers.
Approximately 95 percent of the workforce is covered by the system. The tax,
which is paid equally by employees and employers, is levied on wages and self-
employment earnings up to a maximum level established each calendar year.
The total social security tax rate levied on the earnings of wage earners is 7.65
percent. This amount is paid by both the employee and employer so that the
total rate on the earnings paid to workers is 16.3 percent. For the self-
employed, the social security tax rate, as credited to the OASDI trust funds, is
15.3 percent, equal to the combined employee-employer rate. However, income
tax credits intended to provide equal treatment between employees and the self-
employed lower the rate the self-employed actually pay. The maximum amount
of earnings subject to tax, referred to as the taxable earnings base, in 1992 is
$55,500 for OASDI, and $130,200 for HI. (These amounts rise each year at the
same rate that the average earnings in the economy rise.) When a worker’s
earnings reach this maximum level during the year, the tax is no longer
withheld. Table 2 shows the social security tax rates and taxable earnings base
under current law and how the overall tax is distributed among the OASI and

DI programs.
TABLE 2. Payroll Tax Rate end Wage Base Levels

Wage base Tax rate (%) employer/femployee each

OASDI H Total OASI DI HI
1992 ..., 55,500 130,200 7.65 6.50 .60 145
199399 ........... . . 7.65 5.60 .60 1.45
2000 and after ...... . . 7.65 549 ) 145

*Subject to automatic increase.

Currently, with a tax of 0.6 percent (employee-einployer, each), the DI
program receives about 8 percent of the overall social eecurity tax receipts.
When the ultimate DI tax rate of 0.71 percent goes into effect in 2000, the DI
program will be allocated about 9 percent of overall receipts.

Like OAS], but not HI, the DI program receives credit for the revenue from
the income taxation of benefits. Up to one-half of benefits may be taxable for
recipients whose adjusted gross income plus one-half their social security
benefits exceed $25,000 (single) and $32,000 (couple). About 22 percent of
OASDI recipients are affected. In calendar year 1991 the DI trust fund was
credited with $190 million from the taxation of DI benefits. It was also credited
with about $1 billion (3 percent of its total income) in the form of interest on
the Treasury securities it holds.
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THE CURRENT FINANCIAL OUTLOOK FOR DISABILITY INSURANCE

The responsibility for monitoring the financial status of the social security
and Medicare programs rests with the social security Board of Trustees
(comprised of the Secretaries of Treasury, Labor, and Health and Human
Services, and two representatives of the public). In their 1992 annual report,
the trustees show that the DI program has deteriorating finances and could
become insolvent in the near future.

The trustees’ report evaluates the financial status of the OASDI] program
under a broad range of possible future conditions by presenting actuarial
estimates under three alternative sets of economic and demographic
assumptions, iabeled as optimistic, intermediate, and pessimistic. = The
"intermediate” set of assumptions represents the trustees’ "best estimates” of
future economic and demographic conditions. The “optimistic® set assumes
relatively rapid economic growth, low inflation, and favorable (from the
standpoint of program financing) demographic conditions. The "pessimistic” set
assumes slower economic growth, more rapid inflation, and financially
disadvantageous demographic conditions.

The trustees prepare both "short-range” and "long-range” estimates of the
financial and actuarial status of the trust funds. Short-range estimates are
prepared for the next 10 years (1992-2001). Long-range estimates cover the next
76 years, in keeping with the long-term financial obligations incurred by the
OASDI program. Specific tests are applied to evaluate the overall actuarial
status of the program. There is a short-range test of financial adequacy and
long-range tesat of close actuarial balance.

Short-Term Outlook

The intermediate projections show that the assets of the DI trust fund are
estimated to decline steadily from $12.9 billion at the beginning of 1992 until
the fund is exhausted in 1997. Under the optimistic projections, the DI trust
fund would grow to $51 billion by 2001. However, under the more pessimistic
projections, the DI trust fund would become exhausted in 1995.

The financial status of the OASDI program during the next 10 years (1992-
2001) is generaliy evaluated by examining the adequacy of the estimated future
level of trust fund assets. The ratio of trust fund assets at the beginning of a
year to expenditures during the year is termed the "trust fund ratio.” The trust
fund ratio servee as the primary measure of the fund’s financial adequacy in the
short range.

At the beginning of calendar year 1991, the assets of the DI trust fund
represented 39 percent of annual expenditures. During 1991, DI income
exceeded DI expenditures by $1.8 billion, resulting in an increase in the trust
fund ratio to 41 percent at the beginning of 1992. Under the intermediate
assumptions, income is estimated to fall ahort of expenditures in 1992 and each
year of the short-range projection period, thereby requiring the redemption of
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Tressury securities beld by the trust fund to cover the shortfalls. The asrets of
the DI trust fund are estimated to decline steadily, and by the beginning of
1997, they would represent only 6 percent of annual expenditures, barely
sufficient to meet the benefit payments due in the first month. Shortly
thereafter, the low level of assets would trigger advance tax transfers under
section 201(a) of the Social Security Act. This posting of each month's tax
income to the trust fund at the beginning of each month would postpone the
depletion of the trust fund for several more months. Before the end of 1997,
however, assets (including advance tax transfers) would become insufficient to
meet benefit payments when due.

Under the more favorable economic and demographic conditions assumed
in the optimistic projections, income to the DI trust fund would exceed
expenditures through the year 2001. The DI trust fund ratio would increase
slowly during 1992-99, reaching 55 percent by the beginning of 2000. Under the
less {avorable conditions assumed for the pessimistic scenario, DI assets would
decline rapidly and would become insufficient to pay benefits when due starting
in 1995.

These DI estimates represent a considerable worsening of the program’s
financial cutlook compared to the estimates shown in the 1991 trustee#’ report.
That report showed that under the optimistic and intermediate assumptions,
assets would increase steadily until 2000, reaching $76.8 billion and $30.56
billion, respectively. Expressed in terms of a contingency reserve, the trust fund
ratios in 2000 were projected to be 174 and 57 percent, respectively. However,
the 1991 report warned that a combination of adverse economic conditions and
rapid growth in the number of DI recipients could cause the DI trust fund to
become depleted. This was reflected in the 1991 pessimistic projections, which
showed the DI trust fund being depleted in 1997.

In terms of the operations of the DI trust fund over the short range,
disbursements are estimated to increase because of automatic benefit increases
and because of projected increases in the amounts of average monthly earnings
on which benefits are based. In addition, on the basis of all three sets of
assumptions, the number of DI recipients is projected to continue increasing
throughout the short-range projection period. The projected growth in the
number of DI recipients is attributed to a number of factors, including (1)
gradual increases in the number of persons estimated to be insured for disability
benefits, (2) assumed increases in the proportion of those insured who apply for
and are awarded disability benefits, and (3) an assumed slight decline in the
proportion of disabled worker recipients whose benefits cease each year as a
result of death, recovery, or attainment of normal retirement age.

Long-Term Outlook

Under the intermediate projections, the DI trust funds continue to have a
negative balance throughout the next 75 years (the trust fund is insolvent). In
long-range projections, income and expenditures are generally expressed as a
percentage of the total amount of earnings subject to taxation under the OASDI
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program (referved to as "taxable payroll*). The cost of the DI program for the
next 75 years under the intermediate assumptions is projected to be 1.89 percent
of taxable payroll, whereas its income is projected to be 1.43 percent of taxable
payroll. The difference—0.46 percent of taxable payroll-is the DI program’s
*actuarial deficit" and represents 24 percent of the cost rate.

This actuarial deficit is sometimes portrayed as the amount of change
which, if made to the payroll tax rates schedule under present law for each year
in the 75-year period, would bring the program into exact actuarial balance. For
example, if the actuarial deficit of 0.46 percent under the intermediate
projections were addressed by raising scheduled tax rates by 0.23 percent for
employees and employers, each, and by 0.46 percent for the self-employed, then
OASDI assets at the beginning of 1992, together with income from payroll taxes,
interest, and other sources, would be just sufficient to meet all expenditures for
the pericd. Of course numerous other changes to tax rates or benefits
provisions could also eliminate the long-range actuarial deficit.

Causes of the Disability Insurance Program’s New Financial Difficulties

The 1992 trustees’ report presents the following discussion of the changes
in the DI program’s financial outiook:

The proportion of insured workers who apply for and are awarded
disability benefits in a given year is referred to as the "disability
incidence rate.” This rate has fluctuated substantially in past years and
the causes for the variation have not been precisely determined.
Incidence rates increased during 1970-75, declined during 1976-82,
increased again during 1983-85, and remained steady during 1986-85.
In 1990 and 1991 the incidence rate resumed increasing, with
unusually rapid increases (on o relative basis) of 8 percent and 13
percent, respectively.

The rapid increase in disability benefit applications and awards during
1990-91 are thought to be attributable, in part, to the rise in
unemployment associated with the recent slowdown in the economy
(although the evidence is somewhat inconclusive). Other explanatory
factors may include changes to the conditions governing receipt of
disability benefits, as introduced through recent legislation, regulations,
and court decisions, and increased awareness of the DI program by the
public. It ie also possible that disability awards have been processed
foster than denial decisions, to minimize the effects of the extremely
heovy workload imposed by the large increase in the number of
applications for disability benefits.

Although an increasing trend in disability incidence rates has been
projected in past annual reports, the actual increases since 1982 have
frequently been larger than expected. In particular, the experience in
1990 and 1991 exceeded the assumptions in prior annual reports by a
wide margin. Due to the extreme variation exhibited by incidence rates
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in the past and the difficulty in determining reliable explanatory factors
for this variation, any projection of future incidence rotes will be
necessarily uncertain. In this report, with the exception of Alternative
I [optimistic], disability incidence rates are assumed to increase
grodually throughout the short-range period but are not assumed to
return to the highest levels experienced during the 1970s. Under
Alternative I, incidence rates are assumed to decline slightly from the
level in 1991,

The proportion of DI recipients whose benefits terminate in a given year
has also fluctuated significantly in the past. Over the last 20 years, the
rates of benefit termination due to death or conversion to retirement
benefits at altainment of normal retirement age have declined very
gradually. This trend is attributable, in part, to the lower average age
of new recipients. The termination rate due to recovery has been much
more volatile. Currently, the proportion of disabled recipients whose
benefits cease because of their recovery from disability is very low in
comparison to past levels.

In this report, termination rates due to attainment of normal retiremeni
age are estimated to continue their downward trend through about
2000; terminations due to death or recovery are sssumed to increase
somewhat from their current level. The aggregate termination rates
projected under Alternatives I and II {intermediaie] are slightly higher
than the most recent actual value for the first few years, decline
gradually thereafier, and are projected to level off by the year 2001.
Under Alternative 111 [pessimistic], termination rates are projected to
continue declining gradually during 1992-99, before leveling off at the
end of the short-range projection period. These termination rote
assumptions represent a substantial downward adjustment from the
assumptions used in the 1991 and prior annual reports.

The continuing spread of Acquired Immunodeficiency Syndrome
(AIDS) has contributed to the recent increases in DI awards.® Due to
the extremely high mortality rates of affected individuals, the total
number of disabled workers currently receiving benefits has increased
greatly as o result of AIDS. Although many aspects of AIDS are well
un-ergtood, there remains considerable uncertainty regarding future
medical advances and future incidence of the disease. To reflect this
uncertainty, the projected numbers of benefit awards to AIDS patients
(and their projected longevity) are varied by alternative. Under the
intermediate set of assumptions, benefit awards to persons with AIDS
are projected to continue to increase through 1998, before beginning to
decline. Under Alternative I the number of new awards begins to

S

*Although the number of disability benefits awards is higher cs a result of AIDS,
this effect has been fully reflected in the projections shown in the last several onnual
reports. Thus the greater number of awards due to AIDS does not account for the
unexpectedly large increases in awords experienced in 1990 and 1991.
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. decline in the near future, while the number projected under Alternative
a IIl increase ot & rapid rate throughout the short-range period.

Thus the trustees’ report summarizes the unfavorable financial outlook for
the DI program by attributing its rising costs to an increasing trend since 1882
in the proportion of workers who are awarded disability benefits and a
decreasing trend since 1970 in the annual proportion of recipients whosee
disability benefits terminate as a result of recovery, death, or attainment of age
65. It emphasizes that the annual number of new disability awards hss
increased rapidly in the last several years (from about 415,000 in 1988 to over
540,000 in 1991). While the adverse financial consequences of these trends
during 1983 through 1988 were offset by favorable economic growth during that
period, the economy has slowed since then, with the result that growth in tax
income has failed to keep pace with growth in benefits.

'
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CHART 1. - Income and Outgo of DI
Trust Fund, 1992-2001
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CHART 2. Projected Balances of the
DI Trust Fund, 1992-2001
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CHART 3. Average Income and Outgo
of DI Trust Fund, 1992-2066
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- CHART 4. Long-Range Income and

Outgo of DI Trust Fund
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CHART 5. DI Recipients Projected in
Past and Current Trustees' Reports
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-CHART 6. DI"Awards and Terminations
1983-1991*
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CHART 7. DI Awards per 1,000 Insured
Workers in Population
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CHART 8. Largest Causes of Total DI Awards,
1982 and 1991
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CHART 9. Average Age of
Newly Awarded DI Recipients
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CHART 10. States with Lkargest Change
in DI Recipients from 1985 to 1990

Increase in Recipients (in thousands)
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-~ CHART 11. DI and SSI-Disability Allowance
Rates on Initial Claims

Percent of Decisions Favorable to Claimants
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CHART 12. DI Terminations
per 1,000 Recipients
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+CHART 16. Number of Disability Decisions
- Made by State Agencies
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TABLE 8. . DI and SSI-Disability Becipients, Number of and as
Percant of Total Population Agse 20-84, 1980-1991

(in thousands)
DI SSI-disability
Recipients as % Recipients as %
Calendar Total of population Total of population

year* recipients ages 20-64 recipients® ages 20-64
1860 687 0.7 . .
1965 1,739 1.7 * *
1970 2,666 24 . *
1976 4,352 3.6 2,026 1.7
1980 4,678 3.6 2,355 1.8
1985 3,907 2.7 2,669 1.9
1986 3,883 2.7 2,839 1.9
1987 4,406 2.7 2,973 2.0
1988 4,047 2.7 3,076 2.1
1989 4,129 2.7 3,200 21
1890 4,266 2.8 3,404 22
1991 4,513 29 3,639 2.3

*End-of-year data. 1991 based on latest month (August) that data are availabls.
*Includes blind recipients.

*SSI wes implemented in 1974

Source: Social Security Bulletin, Annual Statistical Supplement, 1991.

TABLE 4. DI and SSI-Disability. Recipients, by Sex, 1960-1880
(rounded to nearest 1,000 recipients)

End pr SS]-disability
of % of % of % of % of
yesar Men total Women total Men total Women total
1960 356 78 99 22 Awaiting data from SSA
1965 734 74 254 26
1970 1,069 72 424 28
1975* 1,711 69 778 31
1980 1,928 67 931 33
1985 1,785 67 872 33
1990 1,967 65 1,044 36
“Disabled worker recipients.
391 was implemented in 1074.

NOTE: 8SI dissbled includes blind recipients.

Bourve: Social Security Bulletin, Annual Statistical Supplement, 1991, with additiona) data
from SSA.
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TABLE 5. DI Workar Awards and SSI-Disahility Awards, 1060-1891

Calendar
Joar DI awards to disabled workers SSI-disatility awards
(Rounded to the nearest 1,000 awards)
1980 ........cc0nunen . 208 Awnniting data from SSA
lm ....... L] * o LI ] m ............. . e L -
1970 .......... cessees 880 .....ciciectnenencnnn
1975 ........ s e o 00 * e 592 2069 00 00 S ® 6 % 000 20002 e
1980 lllllll LI BN BE BB BN B A ) m ........ L] LI B B B RE BN BN A 2
1981 .. ....cectcnenns 852 ..iiiiciennneanenn cee
1982 .......... * 0 L] m .... * 0 088 0 4 6 0008 80
1988 . .. iivverrnnnanas 312 ........ Ceeressesrans
1984 ......c00cvevnnen 362 ...icieieciinnnnncns
1986 ....... cerasennae 877 ... Cerrrencearons
1986 . . cccovecrcncnnos 'y & ceree
1987 ... ciivennennnne R U S
1988 ...... cesesns oo 409 (..., Ceeesarecncanas
1989 .....cc0u0n ceenen 4286 .....c000nes ceseseonn
1980 ........ ceesceses 468 ........ Ceeerrersanas
1991...... cesesennnns B3B ....cicvvrcnnnannn cee
) Source: Social Security Bulletin, Axaual Statistical Supplement, 1991, with additional data
from SSA.
TABLE 6. DI Recipient Families, 1960-1990
—Worker. spouse, and
Calendar Worker 2 or more Worker
year only 1 child children and spouse
(in thousands)
1960 . . oo 357 22 32 22
19656 .......... T4 54 109 30
1970 ........ .o 1,064 77 164 43
1976 ........ . 1,760 137 250 66
1980 .... . 2,061 154 228 80
1982.....0000 1,969 124 163 78
1983 ........ . 1,961 85 143 80
1984 ...... eees 1,993 83 140 76
- 1886 ........ .. 2089 — 84— 140 76
1986........ . 2,096 82 136 74
1987 ........ . 2,154 ™ 132 4
1988 ........ .o 2194 ™ 125 n
1989 ... ceve 2,262 K] 120 87
1990 ........ .. 2370 75 118 63

Source: Social Security Bullstin, Annual Sikniistioal Supplemant, 1991.
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TABLE 7. Average Benefits in Current and Constant Dollars,
DI and SSI-Disability, 1960-1991

DI

End of current constant current constant
year dollars dollars dollars dollars
1960 .......... . $89.31 $410.95 . .
1961 ........... 89.58 408.10 . .
1962 ........... 89.99 405.85 . .
1963 ........... 90.59 403.21 . i
1964 ........... 91.12 40(-3- . .
1866 ........... 97.76 422.8Y . .
1966 ........... 98.09 412.34 . .
1967 ........... 98.43 401.38 . .
1968 ........... 111.86 437.80 . .
1969 ........... 112.74 418.40 hd d
1970 ........... 131.26 460.76 . g
1971 ........... 146.52 492.74 . .
1972 .......... . 179.32 584.29 . .
1978 ........... 188.00 561.36 . .
1974 ........... 205.70 568.28 * .
1976 ........... 225.90 571.89 $143.07 $362.20
1976 ........... 245.17 586.86 147.21 352.37
1977 .. ovveennn. 265.30 596.27 162.056 341.74
1978 ........... 288.30 602.24 1656.78 327.51
1979 ........... 322.00 604.08 183.80 844.81
1980 ........... 370.70 612.73 200.06 330.68
1981 ........... 413.20 619.1% 216.81 324.86
1982 .......0u 440.80 621.86 231.48 826.71
1983 ........... 456.20 623.84 247.87 3838.96
1984 ........... 470.70 617.03 258.08 338.31
1985 ........... 483.80 612.39 262.71 332.54
1986 .......... . 487.90 606.31 283.08 351.78
1987 ....cvvvnnn 508.20 609.30 288.29 345.64
1988 ........... 529.50 509.65 295.86 340.63
1989 ........... 556.00 610.70 311.20 341.82
1990 ........... 58720 611.91 339.43 353.711
1991 Awvniting data from SSA

*SSI was implemented in 1974.

Scurce: Social Security Bulletin, Anaual Statistical Supplement, 1991, with additional data

from SSA
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TABLE 8. Df Applications axsd Awards, snd Awards asa

Percent of Applications, 1960-1991

Applications

Awards
(in thouzands)

Awards
divided by

|

1960
1965
1970
1971
1972
1973
1974
1975
1976
1977
1978
1979
1880
1981
1982
1883
1984
1985
1988
1987
1988
1589
1990

AR EE R RN NN NN NN
LA R RN R R R RN NN Y
*secssesesvrssse
Tesevsssresevsrese

*sssseccsrenrosense

“sss s vessevesseann
sessevevssesvssnee
*so2c0vsesens oo
*es0rvsssesccccneoe
*sesersssvscsser e
*ss0ssrccesessssree
*®0s0a0eseerscsore
4P 0ccusvesvererace
Svsersssevescscrses
Seasnscecsrssecscnsoey
e sssnesrsvrcesvee
*scssrssesessvsccce

4186
6329
8682
09U4
9478
cesrescsns o seees 10688
LU R R N I ) 1,330.2
teeessesesccsceases 12882
Sesssvsessesssanveve lm
tesesssecscscesses L2362

1991

2078

3504
415.9
4554
491.6
636.0
592.0
851.6
568.9
484.4
416.7
396.6
3453
298.5
Nis

3774
4169
4168
403.5
426.6
468.0
536.4

2535

3571 -

EELSIRRRRBERRBLSSSS0228

Source: Social Semurity Administration, Office of the Actuery, 1992

TABLE 8. Number of

Determinations Mads,
DI and SSI-Disability, FY 1977-1981

lovel

Hearing
lovol

% changs
o total

.......

-------

.......

.......

-------

43,162
233,408
306,274
405,163
437,063
496,426
512,000
403,088
378,963
380,425
450,019
438,251
442218
484499
802,561

182,306
100,042
187,638
207,647
234,359
285,127
307,638
284,178
218,237
170,661
218,918

233,815
251991
348,237
289,400

Bource: CRS, corapiled with data furnished by 8SA, Ape. 1992
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DI Insured Population, Awards, and Awards-per-Thousand
Insured (Incidence Rate), 16680-1991

Workers DI awards
insured per 1,000
Calendar for DI* DI awards® insured
year (in millions) (in thousands) workers
1850 .......0ceeen vee. 464 208 4.5
19656 . .....cc0 e .. b33 254 48
1970 . .....ci e i e 72.4 350 4.8
1976 . ....ccici e 83.3 592 7.1
1980 ......c0iiiininnn 98.0 397 4.1
1981 ......c0000000un.. 1006 352 3.5
1982 ... i ii it 102.4 297 29
1983 ...... eeerenes.s. 1040 312 3.0
1984 .......cciienianen 105.0 362 3.4
1985 ......... i iien., 106.7 377 3.6
1986........ ceevesaes. 1093 417 3.8
1987 .......... [ 1114 416 3.7
1988 ....... i i 113.6 409 3.6
1989 . ....... i 116.1 426 3.7
1990 . ...ttt 118.0 468 4.0
1991 ... . i 119.8 636 45

*Represents workers insured at beginning of each year.
YDisabled worker awards.

Souret Social Secyrity Bulletin, Annual Statistical Supplement, 1991, with additional data
trom SSA

TABLE 11. Average Age of All Recipients and Average Age of
Newly Awarded Recipients (DI and SSI), 1857-1881

pPL__ 8SI
All recipients® All recipients®

Calendar op rolis New awards on rolls New awards
yoar men women D WOoImen men woman men women
1887 .... 504 57.9 502 574 - - - -
1960 .... 678 56.7 54.5 52.5 - - - -
1985 .... b44 65.2 63.0 53.2 - - - -
1970 .... 539 55.0 821 628 - - - -
1976%.... 536 544 516 621 Awalting datz hom BSA

180 .... 529 58.7 612 511
1085 .... b9 52.6 50.1 49.7
1990 .... 504 50.8 48.1 484
1081 .... Awaiting data from S8SA

%At end of year.
*SS1 waa implemented in 1674,

Source £ ciol Security Bulletin, Anaual Statistical Supplement, 1991, with additional data
from 8SA
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TABLE 12. Comparison of New Awards (DI and SSI) to
Total U.S. Employment, Unemployment Rate, and
Gross National Product (GNP) 1861-1991

% change % change % change

in new in Unemployment in
Year DI awards employment rate GNP
1961 .......... 34.6 0.0 6.7 2.7
1862 .......... -10.4 1.6 5.6 6.1
1963 .......... -10.7 1.6 6.7 4.1
1864 .......... <7.2 23 5.2 -4.6
1966 .......... 2211 2.6 4.6 5.6
1966 .......... 9.8 2.6 3.8 6.0
1967 .......... 8.3 2.0 3.8 2.6
1968 .......... 72 2.1 3.6 4.1
1969 .......... 6.7 2.6 3.6 2.7
1970 .......... 1.6 1.0 49 0.0
1971 .......... 18.7 0.9 5.9 3.1
1972 ..., 9.5 3.6 5.6 4.8
1873 .......... 7.9 3.5 4.9 5.2
1974 .......... 9.0 2.0 5.6 -0.6
1976 .......... 10.5 -1.1 8.6 -0.8
1876 .......... -6.9 34 7.7 4.9
1977 ... .. 32 3.7 7.1 4.5
1978 .......... -18.4 44 6.1 4.8
1979 ..., .. -10.3 29 5.8 2.5
1980 .......... 4.8 0.5 7.1 -0.5
1981 .......... -11.3 1.1 7.6 1.8
1982 .......... -15.6 0.9 9.7 -2.2
1983 .......... 4.9 1.3 9.6 3.9
1984 .......... 16.2 4.1 15 6.2
1985 .......... 4.2 20 7.2 3.2
1986 .......... 10.5 2.3 7.0 29
1887 .......... -0.2 2.6 6.2 3.1
1988 .......... -1.5 2.2 5.5 3.9
1989 .......... 3.9 2.1 5.3 2.5
1990 .......... 16.0 0.5 5.6 1.0
1991 .......... 14.5 -0.9 6.7 -0.7

Source: Social Security Bulletin, Annual Statistical Supplement, 1991, with sdditional data
from SSA; and the Economic Report of the President, 1992.

58-216 0 - 93 ~ 5




TABLE 18. Comparison of DI Recipients* to
Total Population of Each State, 1870-1990

% change

in DI share

of State’s

i X i population

1970 1980 1985 1990 1985-1990
US.total ......... 0.73 1.26 111 1.21 8.8
Alabama .......... 1.02 1.68 1.48 1.70 14.7
Alaska ............ 0.20 0.42 0.40 0.56 38.1
Arizona ........... 0.79 1.24 1.08 1.19 9.2
Arkansas .......... 123 1.94 1.70 1.95 144
California ......... 0.76 1.20 0.94 0.94 0.2
Colorado .......... 0.563 0.83 0.77 1.05 36.3
Connecticut ........ 0.62 0.97 0.87 0.94 8.1
Delaware .......... 0.64 1.24 1.16 1.15 -0.1
District of Columbia . 0.70 1.15 0.95 0.94 -1.6
Florida ........... 0.89 1.54 1.22 1.24 2.3
Georgia ........... 0.98 1.68 1.35 1.42 5.2
Hawaii ........... 0.46 0.73 0.67 0.69 3.0
Idabo............. 0.69 0.95 0.84 1.04 23.1
Minois . ........... 0.57 0.96 0.90 1.05 16.7
Indiana ........... 0.59 1.13 1.14 1.26 10.6
Iowa ............. 0.56 0.92 0.94 1.13 20.2
Kansas ........... 0.55 0.87 0.83 0.97 17.2
Kentucky ......... 1.00 1.59 1.57 1.88 19.8
Louisiapa ......... 0.90 1.39 1.19 1.47 23.9
Maire ............ 0.76 1.35 1.28 1.44 12.3
Maryland .......... 0.52 0.95 0.86 0.85 -0.5
Massachusetts .. .... 0.58 1.06 0.98 1.15 16.8
Michigan .......... 0.65 1.22 1.20 1.26 5.4
Minnesota ......... 0.46 0.77 0.76 0.88 14.8
Mississippi ........ 1.10 1.78 1.67 1.95 16.8
Missouri .......... 0.78 1.35 1.23 1.43 15.56
Montapa .........,. 0.72 1.09 1.03 1.46 42.0
Nebraska .......... 0.51 0.85 0.80 0.96 19.7
Nevada ........... 0.56 1.08 1.02 1.08 5.9
New Hampshire .... 0.68 1.00 0.93 0.97 3.6

Continued on next page.



TABLE 13. Comparison of DI Recipients* to
Total Population of Each State, 1970-1880--Continued

% change

in DI share

cf State's

i > i population

1970 1980 1985 1990 19856-1990
NewdJersey ........ 0.62 1.21 1.04 1.03 -0.6
New Mexico........ 0.71 1.13 0.97 1.18 211
NewYork ......... 0.69 1.31 111 1.16 3.6
North Carolina ..... 091 1.563 1.37 1.56 134
North Dakota ...... 0.63 0.75 0.74 0.98 328
Ohio ............. 0.62 122 1.16 1.25 8.0
Okiahoma ......... 0.92 125 0.96 1.19 242
Oregon ........... 0.78 1.14 1.03 111 8.0
Pennsylvania ....... 0.76 1.32 1.17 117 0.0
Rhode Island ....... 0.77 148 1.38 1.28 -6.7
South Carolina . .... 1.05 161 1.47 1.60 9.1
South Dakota ...... 0.58 091 0.89 1.16 30.4
Tennessee ......... 0.92 1.60 1.41 1.62 15.1
Texas ............ 0.63 0.92 0.72 0.86 19.7
Utah ............. 0.44 0.60 0.52 0.61 38.3
Vermont .......... 0.72 1.22 1.10 1.19 8.4
Virginia ........... 0.78 1.24 1.11 113 16
Washington ........ 0.60 1.01 G.92 1.04 12.7
West Virginia ...... 1.49 1.95 1.79 2.05 14.6
Wisconsin ......... 0.69 1.02 1.05 1.20 142
Wyoming .......... 0.59 0.58 0.60 0.99 65.8

*Disabled worker recipients.

Source: Social Security Bulletin, Annual Statistical Supplement, 1991, and the Statistical

Abatract of the United States, 1991.
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TABLE 14. Change in Number of DI Recipients,® by State, 1970-1980
) (in percent)
p 1 in DI recipients from:
1970-1980 1980-1985 1985-1890
US.total ............ 91.6 7.1 13.3
Alabama ............. 755 3.5 163
Alaska .............,. 174.8 22.0 45.6
Arizong .............. 1416 1.8 26.6
Arkansas ............. 87.3 -9.4 14.0
California ............ 88.5 -13.4 13.1
Colorado ............. 105.3 3.0 38.9
Connecticut . .......... 88.9 -8.1 119
Delaware ............. 111.0 -2.0 6.3
District of Columbia ... 38.6 -19.4 -4.3
Florida .............. 1476 -7.8 16.4
Georgia .............. 92.8 -6.8 4.0
Hawaii .............. 98.4 0.0 8.7
Idaho................ 82.4 5.3 23.3
Nlinois .. ............. 74.7 -6.3 15.6
Indians .............. 101.1 0.8 114
ITowa ...........c0uu 67.8 0.4 16.4
Kansas .............. 67.6 -1.6 18.6
Kentucky ............ 81.9 0.3 18.6
Louisiana ............ 77.9 -8.9 16.6
Maine ...........c.... 99.3 -1.4 18.5
Maryland............. 96.5 -6.6 8.2
Massachusetts . ........ 84.0 5.2 20.6
Michigan ............. 94.2 -3.5 7.8
Minnesota ............ 78.6 2.3 19.9
Mississippi ........... 84.3 -2.9 15.0
Missouri ............. 82.3 -6.4 17.4
Montana ............. 713 -0.9 376
Nebraska ............. 74.3 -3.6 17.7
Nevada .............. 216.0 105 35.6
New Hampshive ....... 114.1 0.8 15.1

Continued on next page.



TABLE 14. Change in Number of DI Recipients,*

by State, 1870-1980--Continued

(in percent)
——Percent change in D] recipients from:
1970-1980 1980-1985 1985-1990
Newdersey ............ 99.1 -11.6 16
New Mexico............ 104.6 -4.3 26.6
NewYork .............. 81.7 -13.7 48
North Carolina .......... 946 - -5.0 202
North Dakota ........... 482 3.8 23.8
Ohio ................. 100.6 -5.4 8.7
Okiahoma .............. 60.1 -15.4 17.9
Oregon ................ 85.4 -7.9 141
Pennsylvania ............ 78.4 -11.7 02
RhodelIsland ............ 92.6 -5.4 -3.2
South Carolina .......... 84.3 -2.6 14.1
South Dakota ........... 63.8 -0.3 28.1
Tennessee ............. 102.6 -8.4 17.7
Texss .........c00cnn.. 85.0 -9.9 24.2
Utah ..........c...con.. 88.4 -3.9 45.0
Vermont ............... 96.1 -6.1 14.0
Virginia ................ 82.8 -4.6 10.2
Washington ............ 104.3 -2.5 24.5
West Virginia ........... 46.0 -9.0 6.1
Wisconsin .............. 843 3.5 17.5
Wyoming ............... 40.2 11.2 47.8

*Disabled worker recipients.

Source: Social Security Bulletin, Annual Statistical Supplement, 1991; and the Statistizal
Abstract of the United States, 1991.
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TABLE 15. DI Recipients,” by State, 1885 and 1980

Recipients Recipients Change
1985 1990 1986-1990

US.total ........... 2,656,639 3,011,130 354,491
Alsbama ............. 59,468 68,5640 9,072
Alasks ............... 2,076 3,020 944
Arizona .............. 34,334 43,470 9,136
Arksnsas ............. 40,148 45,750 5,602
California ............ 246,648 279,060 32,412
Colorade ............. 24,827 34,480 9,653
Connecticut ........... 27,626 30,900 3,276
Delaware ............. 7,209 7,660 451
District of Columbia .... 5,933 5,680 -253
Florida .............. 138,170 160,810 22,640
Georgia .............. 80,454 91,710 11,256
Hawaii .............. 7,004 7,610 606
Idaho ..... et 8,467 10,440 1,973
INinois . .............. 104,029 120,230 16,201
Indiana .............. 62,612 69,660 7,148
TIowa ................ 26,884 31,280 4,396
Kansas .............. 20,241 24,010 3,796
Kentucky ............ 58,663 69,420 10,867
Louisiana ............ 63,160 61,980 8,820
Maine ............... 14,935 17,700 2,765
Maryland ............. 37,594 40,690 3,096
Massachusetts ......... 57,364 69,190 11,826
Michigan ............. 109,021 117,650 8,629
Minnesota ............ 31,989 38,350 6,361
Mississippi ........... 43,663 50,100 6,637
Missouri ............. 62,169 72,990 10,821
Montana ............. 8,491 11,680 3,189
Nebraska ............. 12,843 15,110 2,267
Nevada .............. 9,572 12,980 3,408
New Hampshire ....... 9,306 10,710 1,404
NewdJersey ........... 78,764 79,930 1,166
New Mexico . .......... 14,115 17,860 3,745
NewYork ............ 197,761 207,270 9,509
North Carolina ........ 85,642 102,900 17,258
North Dakota ......... 5,079 6,290 1,211
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TABLE 15. DI Recipients.* by State, 1985 and 1990-Continued

f Racipients Change

1985 1980 1885-1980
Ohio ....coov0vvvnns . 124,939 135,840 10,901
Oklahoma ............ 81,848 37,550 5,702
Oregon .............. 27,785 31,650 3,915
Ponnsylvania .......... 138488 138,710 217
Rhode Island .......... 13,297 12,870 427
South Carclina ........ 48,954 85,850 6,896
Bouth Dekots ......... 6282 8,050 1,768
Teanessee ............ 67285 79,220 11,835
Texas .....ccoc0000.0. 117,921 146,440 28,519
Utah ......o00000n ces 8,484 12,300 3,818
Virginia ......c000.... 63,301 69,770 6,469
Washington ........... 40,645 50,580 9,845
West Virginia ......... 34,639 86,750 2,111
Wisconsin ............ 49,740 58,480 8,720
Wyoming ............. 3,037 4,490 1,453

Sowrcs: Social Security Bulletin, Annual Sictistical Suppienent, 1991; and thy: Swatiriical
Abatract of the United Seates, 1991.

TABLE 18. States With Largest Change in DI Recipients®
as Percent of Population, 1885-1990

% change

in DI share

of Stata’s

ipi X ion: population

1970 1980 1985 1990 1985-1990
Alasks ......... .. 020’ 0.42 0.40 0.55 38
Colorado ...... .o. 053 0.83 0.77 1.06 36
Idabo............ 0.69 085 0.84 1.04 23
Iowa ....... cvees 058 0982 0.94 113 20
Kentueky ........ 100 159 1.57 1.88 20
louisians ........ 0980 139 119 1.47 24
Montens ......... 0.72 1.09 103 146 42
Pebraska....... .. 081 0.85 0.80 0.96 20
New Msxieo . ...... 0.71 113 097 118 21
North Dakota ..... 053 0.76 0.74 0.88 3
Oklahoma ........ 092 125 0.96 119 24
South Dakota ..... 0858 0.91 0.89 116 L&)
Texas ........... 063 0.92 0.72 0.86 29
Utah ............ 044 0.60 052 -10.61 38
Wyoming ......... 059 0.58 080 0.99 66

*Dissbled workse recipients.

Source: Sociol Security Bullstin, Annxol Sssistical Supplement, 1991; and the Statistical
Abstract of the Unised Ssases, 1001.




TABLE 17. States With Largest Change in DI Recipients,” 1985-1990

Source: Social Security Bulletin, Annual Statistical Supplement, 1991; and the Statistical

Abstracs of the United States, 1991,

DI recipients DI recipients . Change
1986 1990 1985-1930
© Alsbama ............ 59,468 68,540 9,072 -
Arizona ............. 34,334 43,470 9,136
California ........... 246,648 279,060 3%,412
Colorado ............ 24,827 34,480 9,663
Florida ............. 138,170 160,810 22,640
Georgia ............. 80,454 91,710 11,256
Mlinois ........o00uts 104,029 120,230 16,201
Kentucky ........... 58,653 69,420 10,867
Massachusetts ........ 57,364 69,190 11,826
Missouri ............ 62,169 72,990 10,821
NewYork ........... 197,761 207,270 9,609
North Carolina ....... 85,642 102,900 17,268
Ohio ......cv00venn. 124,939 135,840 10,901
Tennessee ........... 67,285 79,220 11,935
Texas .......coc00.. 117,921 146,440 28,619
Washington .......... 40,645 50,690 9,945
*Disabled worker recipienta.

TABLE 18. Allowance Rates for Initial Claims, Reconsiderations, and

Hearings, for DI and SSI-Disability Combined, FY 1880-1881

&mggt of decisions favorable to clajrpant at:
Fiscal Reconsideration Hearing
year level‘ level level
1980 .....cvii it 33 16 56
1981 .....0vh i e 30 13 6b
1882 ... . it 29 11 63
1983 ... .t h it 32 14 63
1984 ... . iii i 35 16 52
1986 ....civvvivnnronnnnns 36 14 51
1986 .........ciiii, 39 17 48
B . 36 16 b4
1988 ... v iii it 36 i4 56
1989 ... ...ttt 37 15 59
1980 .....ooi i e 39 17 63
1991 ... oo e 42 17 66"

*Include decisions regarding continued eligibility as well as new claims.

‘R. tes for third quarter.

Source: CRS, compiled with data from SSA, Apr. 1992,




TABLE 19. DI and SSI Allowance Rates by Region, 1985-1992
(in percent)

DI 881 Concurrest DUSSI

Region 1985 i 1988 | 1989 ] 1990 I 1991 I 1992 § 1985 [ 1988 l 1989 | 1990] 1991] 1092 | 1985 | 1988 l 1939' mol 1991 I 1992 .
Boston ¢ 53 62 52 656 d . . 38 87 38 38 .
New York 46 49 48 63 36 37 38 43
Philadelphia 38 40 40 43 28 29 31 80
Atlaiita 40 39 39 42 . s1 30 30 30
Chicago 39 40 42 44 27 28 30 80
Dallas 32 31 31 36 21 2 2 27
Kansas City 4 45 47 48 26 26 28 28
Denver 44 45 47 50 29 30 32 3% .
San B
Francisco 40 46 60 66 29 M 38 41
Seattile 37 39 47 62 25 27 38 40

...................................... R

National 40 42 43 46 28 29 31 33

*Awaiting data from SSA
Source: SSA, Dec. 1991.
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TABLE 20. Allowance Rates by State, DI and SSI-Disability, 1880-1982

AWAITING DATA FROM SSA

TABLE 21. Trend in DI Awarde by Cause of Disability, 1875-1891

——_Yeargliowed benefits
Disebling condition and mobility 1976 1978 1982 1985 1089 1900 1891

Total percent .. .......ccci0uvnnen 100 100 100 100 100 100 100
Disabling condition:
Infective and perasitic diseases .. . .. 1 1 1 1 1 8* 8
Neoplasms (cancef) ... ........... 10 4 17 15 18 17 16
Allargic, endocrine system, metabolic
and putritional disease .......... 8 3 4 ] 3 3 4
Maental, psychoneurotic and
perscaality disorders . ........... 11 11 1 18 2 23 u
Diseases of the nervous system
and senoe OrgANS ... ........... 7 8 9 8 ] ] 8
Circulatorysystem .............. 2 28 25 10 17 18 15
Raspiratorysystem .............. 7 8 7 [ 5 [ 5
Digestivesystem ................ ] 2 2 2 2 2 2
Musculoskelotal system . .......... 17 17 16 18 i1 12 13
Accidents, poisonings and violence 6 6 6 4 4 4 4
Otherfunknown ................ 3 8 2 11 9 5 [

*Beginning in 1680, AIDS/HIV cases are coded as infectious diseases.
NOTE: Similar dsta does not exist for SSL
Source: S8SA, Office of Disability, Apr. 1992,

TABLE 22. Trend in DI Awards by Largest Causes of Disability,

1982-1991

Percent of total awards made for:

Impairment group 1982 1991
(in percent)
Neoplasms (cancer) ............ eeneens 17 16
Mental disorders ............ e 11 24
~

Circulatory system ...... N 26 15
Musculoskeletal system ... ... e 16 13

Source: CRS, based on data furnished by 88A, Office of Disability, Apr. 1962
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TABLE 28. Disability Awards by Administrative Grouping: Meets or

Equals the Medical Listings, or Vocational Factors, FY 1875-1891

Medical and
. vocational
Fiscal year Meets list Equals list considerations
. (in percent)
Disability insurance:
1976 . ...oi i 43.9 26.7
1976 . .....o0eiin 45.1 25.9
1977 . oo 41.9 23.9
1978 ... . ..., 31.9 22.5
1979 ... viie ittt 22.7 22.1
1980 . .............. 162 25.9
1981 ............... 12.3 23.8
1882 .........0u 8.6 18.7
1983 ......000hent 8.3 17.7
1984 ............... 8.7 24.6
1985 ............... 9.2 28.1
1986 ............... 8.7 23.1
1987 ... ... i 10.2 23.8
1988 ............... 11.0 24.7
1989 ............... 11.3 26.6
1990 .......... ..., 11.8 29.2
1991 ... ..o i 124 31.7
SSI-disability:
1976 ... o i Awaiting data from SSA
1976 . ... ...
1977 ... o
1978 ..... il
1979 ... oo
1980 ... ....... ...
1981 ........iienn
1982 .......... ...
1983 ....... o
1984 . ... ... ..l
1985 . ... .. 000t
1986 ...............
1987 ... .iiein,
1988 ..........0h. ..
1989 ......... ...t
1990 . ............ .
1991 ... ... el




TABLE 24. Awards With AIDS or HIV-Pogitive Diagnosis,
DI and SSI-Disability, 1885-1891

SSI-disabled SSI.disabled
Calendar DI awards DI awards -awards awards
year with AIDS HIV-positive with AIDS HIV_positive

1986 Awaiting data from SSA

TABLE 25. Tax Rates and Taxable Earnings Bases

Tax rates (percent)
Employses and employers,
each Self-emploved
Taxable

Calendar sarnings

yoars base OASDI  OASI DI OASDI  OASI DI
193749 $ 3,000 1.000 1.000 - - - -
1950 3,000 1.600 1.500 - - - -
1951-63 3,600 ~1:500 1.500 - 22500  2.2500 -
1954 3,600 2.000 2.000 - 8.0000  $.0000 -
1955-56 4,200 ( 2.000 2000 - 8.0000  3.0000 -
1057-58 420077 2.250 2000  .280 3.8760  8.0000 .3750
1059 4,800 2.500 2250 250 87500 33750  .3750
1960-81 4,800 $.000 2750 250 45000 4.1250  .3750
1962 4,800 3.125 2876 250 47000 4.5250  .3730
1963-85 4,800 3.625 33876 250 54000 50250  .3750
1966 6,600 3.850 3500  .350 58000 52750  .5250
1967 6,600 3.900 3650  .350 50000 53750  .5250
1968 7,800 3.800 8325 476 5.8000  5.0875  .7126
1969 7,800 4.200 8725 4T 63000 55876  .7125
1870 7,800 4.200 3.650 850 63000 54750  .8250
197 7,800 4.600 4050  .650 69000 60760  .8250
1972 ¥,000 4.600 4050  550. 6.9000 60760  .8250
1973 10,800 4.850 4300  .550 7.0000 62050  .7950
1074 13,200 4.950 4376 575 7.0000  6.1850 8160
1976 14,100 4.950 4375 675 7.0000 61850  .8150
1976 15,300 4.850 4375 &7 7.0000 61850 8150
1977 16,500 4.950 431 575 7.0000 61850  .8150
1978 17,007 6.050 4218 T8 72000 60100 10800
1979 22,900 5.080 4330 750 7050  6.0100 10400
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TABLE 25. Tax Rates and Taxable Esrnings Basesa-.Continued

Tax rates (porcent)
—sach Seli-emploved

Taxable

Calendar sarnings
yoars base OASDI OAST DI OASDI OASI DI

1081 29,700 5.850 4.700 .650 8.0000 7.0250 9780
1082 32,400 5.400 4.575 825 8.0500 6.8125 17376
1883 35,700 5.400 4.776 625 8.0500 7.1125 83878
1884* 37,800 5.700 5.200 500 114000 10.4000 1.0000
1985* 39,600 5.700 §.200 .500 11.4000 10.4000 1.0000
1886* 42,000 5.700 5.200 500 11.4000 10.4000 1.0000
1887 43,800 5.700 5.200 .500 11.4000 10.4000 1.0000
1588 45,000 6.060 5.530 630 12.1200 11.0600 1.0600
188¢* 48,000 6.060 5.530 530 12.1200 11.0600 1.0600
1890 51,300 6.200 5.600 600 12 4000 11.2000 1.2000
1991 53,400 6.200 5.600 .600 12 4000 11.2000 12000
1992 55,500 6.200 5.600 .600 12,4000 11.2000 1.2000
1983-99 . 6.200 5.600 .600 12.4000 11.2000 12000
2000 and . 6.200 6480 710 124000 10.9800  1.4200

later

‘lnlmm,mMthdo.Spmtﬁwcmmwwwm
OASDI] oty stions paid by employess, resulting in an effective tax rate of 5.4 percent. The
dewbmﬁmm,mhﬂmmmmw
employer rate of 11.4 parcent, as if the credit for employsas did not apply. Simﬂn-a-d:uol‘?.'l
percent, 2.3 peroant, and 2.0 percent were sllowed against the combined OASDI and Hospital
Insurance (HI) taxes on Det eernings from self-employmant in 1884, 1985,fund 1986-83‘,.

ively. inning in 1990, aslf-em persons are al! ‘wed a deduction, for purposes
mmmmp .qmwmmowmbmed' (;.;SDIde]uxu. thatwuld. be
payable without regard to the taxahls earnings base. The tax rate is then applied to net earnings
afisr this deduction, but mibject to the bese.

*Subject to sutomatic adjustment.
NOTE: Table sxcludes HI portion of tax rate.
Source: 1992 OASDI Trustee's Report.
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TABLE 28. DI Expenditures, in Current and Constant Dollars,
and Compared to Gross Domestic Product (GDP), 1960-1897

Constant
Current dollars
Calendar doliars (1991) As percent
year (8s in millions) of GDP
1960 .......0iihiviennns 600 2,761 A2
1966 ........00ivhinenn, 1,687 7,412 24
1970 .. ... e v v et e 3,259 11,440 32
1876 ......c0vviiin e 8,790 22,253 .65
1980 . ....cciivivennnnn, 16,872 26,235 -
1985 ........ccchhinnnn 19,478 24,656 48
1990 ..........ienenen 265,616 26,694 45
1991 ... ..t 28,671 28,5671 50
Projections
1992 ....... v iii e 31,371 30,368 53
1983 .........ciiiient 33,830 31,603 64
1994 ... . iiiiieen,. 36,604 33,016 65
1996 . ... ... . 39,696 34,596 56
1996 ........cciiiiennnn 43,251 36,340 57
1997 .. e e 47,133 38,234 69

Sourcs: 1992 OASDI Trustess’ Raport; projections are from the intermediate foracast.

TABLE 27. 8SI Disability Expenditures, in Current and Co..stant
Dollars, and Compared ‘to Groes Domestic Product (GDP), 1975-19897

Constant
Current Dollars
Calendar dollars (1991) As percent
year ($s in millions) of GDP

1976 Awaiting data from SSA
1880 .
1985

1991

Projections:
1992
1993
1994
1896
1997

Source: SSA, Apr. 1992
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TABLE 28. DI Trust Fund Operations: Income, Outgo,
Surplus or Deficit, and End-of-Year Balance, 1860-2001
(projections based on three sets of trustees’ assumptions)

($ in billions)
Balance of .
Surplus fund, end Raesrve
Calendar yoar Income Cutgo  or deficit of year ratio®
1960 - - - — 804
1870 - - —_ - 126
1880 - - -— — 35
1885 —-— - — —_ 27
1090 - - - - 40
1091 - - - - 39
Optimistic:
1002 s13 30.8 5 134 “©
1998 337 824 18 14.7 41
1994 6.1 34.3 18 16.6 43
1085 384 86.4 2.0 185 45
1996 412 38.8 2.3 20.8 48
1897 43.8 418 25 233 50
1098 46.6 4.2 2.4 251 53
1999 496 472 2.3 28.0 54
2000 61.6 50.6 11.0 9.0 85
2001 68.4 54.2 12.8 51.2 72
Intermediate:
1892 311 314 -8 126 41
1093 33.1 33.8 .8 118 $7
1994 85.0 86.6 -1.6 10.2 32
1995 36.8 89.7 2.9 7.3 26
1895 38.8 433 44 2.9 17
1997 40.9 471 43 3.4 6
1998 43.0 51.4 84 118 b
1999 451 56.0 109 238 b
2000 55.9 61.0 $.0 .27.8 b
2001 59.8 66.8 %5 843 >
Pessimistic:
1992 30.8 319 .11 118 40
1998 32.8 85.2 2.4 9.6 34
1994 35.1 30.4 43 52 24
1895 37.0 4.5 95 2.3 12
1996 $7.8 0.0 122 145
1997 39.5 5.6 -16.1 306 b
— 1998 411 62.1 -21.0 516 b )
1999 424 69.1 -26.7 783 b
2000 52.4 76.7 24.4 -102.7 b
2001 55.0 84.8 298 .1825 .

SRepresents asests at beginning of ysar as a percent of that year's outgo.

WUnder intermediate forecast, the fund would be depleted in 1997. Under the
pessimistic forecast, depletion would occur in 1995.

Source: 1992 OASDI Trustees' Report.
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TABLE 28. Ccmparison of Reserve Ratios of the OASI and
DI Trust Funds, 1860-2001*

(in percent)
OASI trust DI trust OASI and DI trust
Calendar yeer fund fund funds, combined

1960 180 304 186

1970 101 128 108

1676 63 92 66

1980 23 85 26

1985 24 27 24

1889 59 88 57

1990 78 40 %

1991 87 89 82
Optiristic:

1092 103 42 97

1993 117 41 109

1994 134 43 124

1895 154 45 142

1996 176 48 162

1997 201 50 184

1998 229 63 209

1999 259 54 285

2000 291 65 263

2001 323 72 282
Intermediate

1992 103 4 96

1993 115 87 107

1994 129 32 118

1985 144 26 130

1996 169 17 142

1997 176 6 164

1998 192 ] 167

1999 210 ™) 180°

2000 228 ™ 193°

2001 245 ® 206°
Peseimistic:

1992 103 40 96

1993 13 4 104

1984 123 24 112

1995 133 12 118

1996 142 ® 124

1997 150 ] 127

1988 168 *) 129

N 1999 166 * 132

_‘ 2000 174 ®) 134

2001 180 ™ 184

“Represcents assets at beginning of ysar as a percentage of disbursementsduring 7T
the year,
SFund depleted.

“Figurea for D], and for OASI and DI combined, are theoretical because of the
projected depletion of the DI trust fund.

Source: 1992 OASDI Trustees’ Report.
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TABLE 80. Summnry of Long-Range Status of the DI Trust Fund,
* in Percent of Payroll
—m—dnpercent of payroll
) Income Cost Difference
Period of valuation rate rate (surplus or deficit)
Optimistic projections:
next 25 years:
1992-2016 ............ 1.38 1.34 +.04
next 50 years:
1992-2041 ............ 141 1.42 .00
next 75 years:
1992-2066 ............ 1.42 1.46 -02
Intermediate projections:
next 25 years:
19922016 ............ 1.39 1.66 -28
next 50 years:
1992-2041 ............ 1.42 1.81 -39
next 76 years:
1992-2066 ............ 1.43 : 1.89 -.46
Pessimistic projections:
next 25 years:
1992-2016 ............ 1.39 2.12 -73
next 50 years:
1992-2041 ............ 143 2.44 -1.01
next 75 years:
1992-2066 ............ 1.45 2.63 -1.18

Source: 1992 OASDI Trustees’ Report.




TABLE 31. Long-Range Projections of DI Income, Qutgo, and the

Difference (in Percent of Payroll)

Calendar

yoar Income rate Cost rate Difference

Optimistic  Intermediate  Pessimistic | Optimistic Intermediste Pessimistic | Optimistic  Intermediate

projections  projecti projecti projections  projections  projections ] projections  projections
1992 121 121 121 121 124 127 0.00 008 X
1993 121 121 121 120 127 182 0.01 0.06 20.11
1994 121 ;121 121 21.19 1.30 138 0.02 2000 0.17
1995 121 121 121 118 132 146 0.03 011 024
1998 121 121 121 118 1.36 167 0.03 0.15 036
1997 121 121 121 118 139 168 0.03 0.18 042
1998 121 121 121 118 148 1 0.08 02 049
1699 1.21 121 121 119 146 1.78 0.02 025 057
2000 143 143 1.44 1.20 1.50 1.88 0.23 0.07 042
2001 148 143 14 121 153 193 0.22 -0.10 049
2005 14 14 146 125 162 213 0.18 0.18 088
2010 144 145 1.46 187 178 243 0.07 0338 096
2015 145 146 | 147 147 1.90 262 £0.02 045 118
2020 145 146 148 1.61 196 2713 £0.06 0.60 125
2025 145 146 148 1566 204 2.88 0.11 0.58 -1.38
2030 145 147 149 154 203 2.90 009 067 141
2035 145 147 149 150 2.00 260 0.04 058 141
2040 145 147 149 148 20 296 0.03 0.54 -1.48
2045 146 147 149 1.62 2.10 214 0.08 063 -1.65
2050 148 147 1.60 1.64 2.16 3.27 208 068 AT
2055 1.46 147 1.50 1.66 219 3.35 0.09 072 L8
2060 146 147 160 163 217 332 007 070 -1.82
2065 146 147 . 160 162 2.16 329 0.07 068 -1.80
2070 146 147 1.60 163 217 831 0.67 270 -181

Source: 1892 OASDI Trustees’ Report.

(44
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TABLE &2. Long-Range Surplus or Deficiency of
0ASI and DI Financing

Deficit (-) or Surplus (+) as percent
Valuation period OASI DI OASDI
next 10 years: ............ +14% -16% +11%
pext 25 years: ............ +18 -1 +9
nextb0years............. -2 -21 -4
next 75years: ............ -8 -24 -10

Source: 1992 OASDI Trustess’ Report, intermediate projections.

TABLE 33. Comparison of Long-Range Status of the OASI and DI
Trust Funds, in Percent of Payroll

OASI surplus DI surplus OASDI surplus

Valuation period or deficit or deficit or deficit
: (in psroent of payroll)
Opcimistic projections:
next 25 years: . ...... +2.36 +.04 +2.40
next 50 years: ....... +1.32 -0- +1.32
next 76 years: ....... +1.11 -.02 +1.09
Intermediate projections:
next 25 years: ....... +1.39 -28 +1.12
next 50 years: ....... -20 -39 -.59
next 76 years: ....... -1.01 -46 -1.46
Pessimistic projections:
next 25 years: ....... +.40 -.78 -33
next 50 years: ....... -1.83 -1.01 -2.93
next 75 years: ....... 3.71 -1.18 -4.89

Source: 1992 OASD] Trustees’ Report.

T
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TABLE 84. Comparicon of Long-Range OAST and DI Trust Fund Reeerve Ratics
(trust fund balance at begirining of year as s percent of outgo during that year)

Optimistic Intarmediste Pesstmistic

ead )
your OASI DI Combined OASI DI Combined | OASI DI Combined
1992 108 @ 7 108 4 ] 103 4 o8
1903 17 4 109 115 87 107 18 3 104
1004 184 43 124 129 82 18 128 % 1u2
1006 154 44 142 144 26 150 138 12 18
1996 176 < 182 159 17 142 142 . 124
1997 201 50 184 175 [] 154 150 ¢ 127
1998 229 83 209 192 . 167 158 * 129
1999 250 84 238 210 . 1% 166 . 122
2000 291 85 263 228 . 188 17 . 184
2001 823 72 202 245 . 2068 180 . 14
2006 458 187 417 817 . 281 208 . 14
2010 620 178 560 400 . 318 221 . 18
2015 n? 181 645 434 . 334 204 . 2
2020 78 170 863 406 . 300 185 . ¢
2025 7%2 147 663 340 . 230 27 . .
2030 723 18 654 253 . 138 . * *
2035 782 108 662 156 . 84 . . *
m m “ m “ [ ] a [ ] . a
m m 81 .’ “ . - ) a . -
m m “ m [ ] a - a L} a
w : ”‘ & 8“ a L[] a . a L]
2060 1,019 4 895 . . . . * *
2085 1.050 . 46 . a - Fy 'S [
2070 1,148 a 1,002 . ' [y Iy a .
Trust

fund is

estimated
10 be’
exhausted
in... v 2060 i 2042 1997 2038 | 2026 1996 2019

*The trust fund is estimated to have been exhausted by the beginning of this year. The last Line of the table

shows the specific yoar of trust fund exhaustion.

*The fund is not

d to be

h

Bourcs: 1992 OASDI Trustess’ Report.

d within the peojection period.
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TABLE 385. Year in Which OASI and DI Trust Funds Are

Projected io Become Exhausted
OASDI]
o OASI DI trust funds
- Projections trust funds trust funds combined
Optimistic: ceeenne ‘ 2060 *
Intermediate: ......... . 2042 1997 2036
Pessimistic: .............. 2026 1996 2019

“*Trust fund is not projected to become exhausted during the 75-year valuation period.
Source: 1992 OASDI] Trustees’ Report.

TABLE 38. Long-Range Projections of DI Recipients,
Number and as Percent of Total Population Aged 20-64
(in thousands)

Total DI recipisnts

as percant of
Disabled Wife- population ages
Calendar year worker husband Child Total 20-64
1980 455 ki 185 887 0.7
1965 988 188 558 1,739 17
1070 1,499 283 889 2,665 24
1976 2,489 453 L411 4,352 85
1880 2869 482 1,358 4,678 8.6
1886 4,656 808 945 3,007 27
1986 2,727 301 9685 3,893 27
1987 2,786 291 968 4,045 27
1888 2,830 281 963 4,074 27
1988 2,885 2711 962 4,129 27
1990 8,011 266 089 4,265 28
1991 3,185 266 1,052 4,613 29
Projections:
1995 8,908 280 1,234 5,420 384
2000 4,904 306 1,421 6,632 4.0
2005 5,641 366 1,550 7,657 4.3
2010 8,577 380 1,637 8,493 4.6
2016 7,082 374 1,488 8,944 4.8
2020 7,288 817 1,462 9,128 4.9
2025 7,684 404 1,478 9,461 6.1
2030 7,626 405 1,496 9,427 5.1
2085 7,478 402 1619 9,398 5.0
2040 7,609 398 1,530 9,627 5.0
2045 7,882 412 1,638 9,842 52
2050 8,226 422 1,647 10,194 5.3
2058 8,376 436 1,561 10,378 54
2060 8,300 436 1,578 10,309 54
2085 8,203 434 1,684 10,311 53
2070 8,377 436 1,590 10,403 54

Source: Congressional Nesearch Service, derived from data contained in 1982 OASDI
Trustees’ Report, intarmed: it aseumptions.




1991 -8 36 4.0 -4 80 68 4
1902 18 43 29 13 68 71 8
1963 29 45 as 11 63 (X 10
1094 27 48 e 12 6.0 s pu.J
1096 26 62 ae 13 63 [ X} 10
1998 24 84 4.0 14 64 63 £
1997 23 53 49 13 65 62 ]
1998 23 &3 4.0 13 [J] 61 k4
1909 23 54 40 14 65 6.0 9
2000 23 5.5 4.0 14 (2] 59 9
2001 22 54 4.0 4 (X} (X} E
2006 19 5.1 40 11 63 6.0 T
2010

and later 1o 6.1 4.0 11 63 6.0 55

1987

*The real GDP (gross domestic product) is the value of total output of goods and servioss, expressed in

*The C .nsumer Prics Index (CPI) is the annual average value for the calendar year of the C Prics Index
for Urban Wage Earners and Clerical Workees (CP1-W).

®The real-wage differential is the difference betwean the percentage increases, before rounding, in (1) the average
annual wage in covered staployment, and (2) the sverags annual CPL

%twmﬂh“m-huwd&mmﬂhwmvhﬂu.mm“w
semiannually, for special public-dedt obligations issuabls to the trust funds in each of the 12 months of the year.

“Through 2001, the rates shown are unadjusted civilian unemploymant rates. After 2001, the ratas are total
rates (including military pacsonnael), adjusted by age and sex besed on the estimated total labor force on July 1, 1990.

fLabor force is tha total for the U.S. (including military personnal) and rellects the average of the monthly
numbers of persons in the labor force for each yesr.

"This velus is for 2010. The annual percentage incresse in labor forcs and real GDP is assumed to coatinue to
mmmommmmummmmm-umwmmuﬁudm
The in real GDP for 2070 is 1.3 percont. The changes in total labor force for 2070 is 0.0

oy

percent.
Source: 1082 OASDI Trustess’ Report, i diate pti
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TABLE 88. Long-Range Desnographic Assumptions Used
for OASDI Projections
Life expectancy®
Total Ageesx-adjusted death At birth At age 65
fertility rate®
Calendar year Tate® (per 100,000) Male Female Male Femmalo
1906 203 L0 720 ™32 15.1 191
2000 203 7405 726 7.7 16.3 193
3008 190 708.9 s 02 158 95
2010 106 6320 7¢.1 80.5 158 198
2018 19 662.0 s 80.9 160 20.9
02 180 6438 %8 812 162 20.=
2026 190 €28.1 8.1 8LE 164 2.5
2030 190 600.4 76.4 818 18.7 0.7
2035 180 593.5 7.7 821 18.9 no
2040 180 578.4 78.0 824 171 212
2045 190 - 563.9 703 a7 173 214
2080 1.90 550.1 768 83.0 178 21¢
2065 190 587.0 76.9 233 17.7 219
2080 190 524.4 1 838 179 21
2005 190 512.3 TIA 538 181 23
2070 190 500.8 ni 84.1 183 2%

*The total fertility rate for any year is the average number of children who would be born to a woman in her
lifetime if she were to axparisnce the birth rates by ages cbesrved in, or sesumed for, the selected year, and if she
‘were to survive the satire child-bearing period. The ultimate total fertility rete is assumed to be reached in 2¢186.

SThe age-ssx-adjusted death rate is the crude rate that would oocur in the enumerated total population se of
April 1, 1080, if that population were to expers the desth rates by age and sex observed in, or assumad for, the
yoar.

*The life expectancy for any year is the averags number of years of life remaining for & pereon if that pereon were
t0 experience the death rates by age obeerved in, or d for, the selected year.

NOTE: For the intermediate peoj the d ultimats wtal fertility rate of 1.9 children per woman
is attained in 2016 after a gradual decline fromn the esti d 1990 level of 2.08 children per worcan. The age-sex-
adjusted death rate is essumed to dacreass gradually during the entire projection period, with a total reduction of
38 percent rom the 1990 level by 2068. The resulting life expectancies at birth in 2066 are 77.5 yoars for men and
$3.0 years 1.+ women, compared to 71.8 and 78.6 years, respactivaly, in 1990. Life expoctancies at age 65 in 2068
myrqiaeudtobolalm{wmmnimfwmmm»usmll&m,ialm.
The projectod death rates refloct the effects of d cases of Acquired Immunodeficiency Syndrome (AIDS),
using projections through 1962 prepared by the Centars for Dissase Control (CDC) as a starting point. Total net
immigration is the combination of 550,000 net legal immigrants per yssr and 200,000 net other-than-legal
immigrants per year.

Source: 1992 OASDI Trustsss’ Report, intermaediate sssumptions.

TN
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TABLE 89. Long-Range DI Expenditures as Percent of Total

Social Security Expenditures
DI expenditures as a
percent of OASDI expenditures
Calendar year (in percent)
1885 .........vvn Ceebieeeas Cerenns 116
2000 ......0ciiiiiienans Cresseriaasaeens 13.3
2006 ........00000 0 e ersicecea e, 144
2010 .............. e ireeraeeeen ves . 15.3
2020 ... i it e e ces 13.8
2080 ....c0iiiiiiieaae Ceesereseiaeaes 12.2
2080 ... 000 Ceriaeareees chees 12.6
2070 ........ ..., e eaear i 11.8

Source: 1982 OASDI Trustess’ Report, intermaediste projections.

TABLE 40. Long-Range DI Surpluses or Deficits Shown in

Past Trustees’ Reports

Surplus or defici

Year (percent of payroll)
1860 ....... et e aes ety . +0.16
188D .. ... i i ittt e -0.13
1870 e et ta e se e e e 0

B 8 -1.44
1977 ..., et e be et -2.14
1978 ..... I N -0.14
979 ..., Cere e e et eee s +0.21
1980 .......... C e iaareesis e e +0.64
1981 ... ittt N +0.62
1982 it ii ettt +0.66
1883 ........ Ceereeeaenas e resrasteesaaternaan +0.44
1884 ... ..t . . e -0.03
1985 . e i eereer e ra et ae et as -0.07
B . O -0.15
B L . -0.19
1988 ............. . e Ceeraes et -0.13
1889 .. ... ... e, NN e R -0.17
1990 .......... eeraeaen et er et -0.22
B L 1 -0.27
B -0.46

Source: Intermadiate forecast of Trustess’ Reports, 1960-1992.
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TABLE 41. Ultimate Cost of DI Under Intermediste
Assamptions

Shown in Past Trustess’ Reports

Year of report Percent of payroll
1960 ......00000ininnnnnns ferreesiancniaaaenans 0.35
1985 ......... Ceeesesersresranetrecteetatssrnans 0.63
1870 . ..o ciivenenennnenss Cerhesesesaasas D B T
1876 ........ cerestreecas esedestraiicaanannanns 297
B L o 3.68
B L 226
B 8- 1 1 192
1980 ...... et et beeseesaerettatbesbianannes vee. 150
B L P Cesans 1.562
1982.....0000cvnens Ceeeeesetastresta it anns 1.50
B L APt 138
1984 ... ittt enenannn seseeecscarecnnaans 1456
1085.......... catesteeas sesseestannan ceeass 1.49
10B6 . ...ttt it e i ettt eaens 1.59
B L 1.68
B L 158
1989 ...... Ctasetstsssensaseserrer e asrsrannns 1.59
1890 ......... et es e eeresestease e ereeneas 1.64
1991......... Ceesaectiaseescesaatantsenanaans e 1.69
1992............. Ceeeratees seatecencseneaanas 1.89

Soures: Intermediate forecast of Trustess’ Reports, 1960-1992.

TABLE 42. Year in Which the DI Trust Fund was Projected
to Become Exhausted in Past Trustees' Reports

____ Yoear of report Year of exhaustion
1980 ... .. . iiic ittt ra ettt .
1966 . ... cchtinieiinnean Ceercaanaes e eanne 1970
b X {1 .

b R { eheseesestecnrenesnn 1980
B L b i 1979
b L - U 2021
L 1 O .
1880 .....ciivniinetvinrnarnossonasrnnase P .

B 1 3 P .
1882 ... . it ieiectiaranans P, .
1983..... teeettetneeasesevesee e ar e nos .
1884 ....... ceeraans thsetteecseres et raenes 2060
1985 ... .cciihiiiiericenenaas Cessaersenersene 2034
1986 . ...t Cheeseraatan e aas 2026
1987 .....00v0ee s eseecensesece st aner ittt nanas 2023
1988 .........00000 Ceeserecesenaaatasetaaes 2027
1988 ...ttt ittt e nes0aanns 2025
1980 ...... teecesenanns cets e searesssessenns 2020
1991 ... e iiiicire e Seserevesesssastarannnn 2015
1892 ............ Ceeesessearirsasasonr st annns 1997
Bource: Intermediats forecast of Trustess’ Raports, 1960-1982 _

58-218 0 - 93 - 6
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TABLE 43. Number of DI Recipients Projected for the Year 2000
and 2020 in Past Trustees’
(in thousands)

Year of report 2000 2020
1960 .. ...t i it . .
10686 ... .. it ittt . .
1870 ... i it et e . hd
B L 1 5,378 7,448
D8 i 6,917 9,301
B R 7 6,416 8,811
1979 ..t et e e 5,209 1,260
1980 ....... ittt et 4,192 5,899
198l ...ttt i it 3,822 5,369
1982 ...t it it 3,506 5,057
1983 ...ttt it 3,178 5,080
1084 ... ittt ettt 3,316 5,325
1985 ...ttt e ittt 3,689 5,981
1986 ....iiiiiiiii it ettt 3,618 6,263
1987 . iiiiiii ittt e 3,713 6,222
1988 ... i i i et 3,844 5,959
B . L 3,833 6,202
1990 ... et e 3,924 6,271
1991 .. et 4,026 6,606
1992 ..t 4,904 7,288

*Disabled worker recipients.

Source: Intermediate forecast of 'I‘n»ac' Reportas, 1960-1992

TABLE 44. Ultimate DI Rates Set in the Law, Upon Enactment
in 1856 and as Subsequently Amended

Ultimate DI* Year in which
tax rate set ultimate rate was

Year of act in the law to become effective
1966 ... . it ittt 26 1956
1965 . ...t o vttt .35 19656
1067 ..ottt ittt et e 476 1968
b 3 .55 1970
b I 1 Jq 2011
b X i 1 2 .76 2011
b i /- S Cerereneraas .85 2011
b L i v 1.10 1990
1988 ... ittt ittt 0.71° 2000

*Employes/employer rate paid by each.

Soures: Social Security Bulletin, Annual Statistical Supplement, 1889.
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TABLE 45. DI Administrative Resources Requested and Actually

Expended, for Program Overall and State-Agency
Operations, FY 1980-1883
Total DI Administrative costs
iministroti I { Stat .
Fiscal amount amount amount amount
year requested expended requested expended

1980 ........ Awaiting Data From SSA.

TABLZ 48. DI Staffing: SSA Staff Years and State-Agency Staff
Years Expended, FY 1980-1983

Fiscal Staff-years expended Staff years expended
year by SSA by State agencies

1980 ............ Awaiting Data From SSA.
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TABLE 47. DI Administrative Expenditures as 2 Percent of Total
OASDI Administrative Expenditures, ¥Y 1960-1897

DI administrative costs
as % of total OASDI
Fiscal years administrative costs
1960 ... i e i e e e 13.7%
1966 .. ...iii it it ittt 20.8
b 8 1 : 23.9
1976 ... . et eai e 23.0
1980 ... ..t i et et 224
1981 ... i i it et s . 23.8
1982 .. i et ittt e 28.0
1983 ..ttt ittt et et 29.8
1984 ... .ttt it ettt e e 26.9
1985 ...ttt et e . 276
1986 .. ..ttt et e, 272
1987 ........ @ttt st eteas e nteas 324
1988 .. it i et et e e 31.7
D L 31.2
B R 31.4
1991 ... ittt e 31.1
B < 31.1
1898 ... e e e e e 32.1
1994 ... et i i e 33.2
1995 ... e i e i e e 33.9
1996 ... .. it i e i e e 34.6
1997 i e e 35.1

Source: 1982 OASDI Trusteee’ Report. Projections are based on the intermediate forecast.
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TABLE 48. DI Administraiive Expenditures as a Percent of Total
) DI Program Benefits, FY 1860-18897 K

Administrative expenditures
Fiscal year : as % of benefit payments
1880 ... ...t e e e 6.1%
1865 ... . et 5.7
B 6.3
1876 ............ P 3.3
1980 ... .. ittt it s 2.2
1981 ..ot e e e 2.4
1982 ..ttt i e e e 33
D - . 3.8
1984 ... ... e i it e e 33
1985 . e e s iy 3.2
1986 . Ce e e 31
1987 o e e 3.6
1988 ... i it it e 3.8
1989 ... e e 3.3
1990 ... .. e e 2.9
1991 ... et 29
1992 ... e e 2.9
1998 ... e e e e e 2.8
1994 ... .. e 2.8
1995 ... it 2.7
1996 . ... i i et 2.7
1997 L e e 2.6

Source: 1992 OASDI Trustess’ Report. Projections are based on the intermediate forecast.
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TABLE 49. SSI-Disability Administrative Resources
and Actuslly Expended, for Program Overall and
State-Agency Operations, FY 1880-1983

Total SSI-dissbility Administrative costs
iministrat; I A
Fiscal amount amount amount amount
year requested expended requected expended

1980 ........ Awnaiting Data From SSA.

TABLE 50. SSI-Disability Staffing: SSA Staff Years and
State-Agency Staff Years Expended, FY 1880-1883

Fiscal Staff-years expended Staff years expended
year by SSA by State agencies

1980 ........ Awaiting Data From SSA.

MU
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TABLE §1. DI and SSI-Disability Staffing as a
Percent of Total SSA Staffing,
FY 1980-1993

L DY/SSI-disability staffing as
: Fiscal year % of total SSA staffing

TABLE 52. Comparison of Number of Decisions Rendered on Initial
Claims to Level of State-Agency Staffing, FY 1880-1992

Number of decisions State agency
Fiscal rendered on staff years Decisions per
year initial claims expended staff year

1980 ........ Awaiting data from SSA.

Source: CRS, based on data furnished by SSA, Apr. 1882.
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TABLE 83. Number of SSA Administrative Law Judges and Total
Staffing of Office of Hearings and Appeals, FY 1980-1998

" Number Total hearing
Fiscal year of ALJs office staff

1080 ...ttt Awaliting data from SSA.

TABLE 54. DI and SSI-Disabllity Claims and Reconsiderations:

Received, Processed, and Pending Claims,
FY 1980-1892

DI B8Sidisabjlity
Fiscal Number Number Number Number Nuraber Number
yoar reviewed pr d  pending reviewed  processed pending

1980 ...... Awaiting data from B8A.

Source: SSA, Apr. 1982




TABLE 88. D!mdSSIm-bmty(ﬂlhlPMng'nmu!or
Initial Claims and Reconsiderations,
¥Y 1980-1992

DL SSI-disabilit
yeoar claims Reconsiderations claims Reconsiderations

1980 ..... Awaiting data from SSA.

TABLE 56. DI and SSI-Disability Claims Processing
Times for Hearings, FY 1380-1992

Fiscal year DI SSI-disability

(in days)

1980 ..vvveerinineiiinnns, Awaiting data from SSA.
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TABLE 57. Hearings Office Workloads: Decisions Rendered,

Casées Pending at End-of-Year,
FY 1978-1992

Fiscal

year Decisions =~ Unfavorable Favorable Pending
1973 55,442 26,663 28,779 33,412
1974 69,127 87,912 31,216 75,779
1976 107,676 57,769 49,806 110,018
1876 156,895 81,022 75,873 88,805
1977 162,306 76,217 87,088 90,837
1978 190,042 84,671 105,371 72,973
1979 187,633 77,090 110,643 88,637
1980 207,647 78,942 128,605 108,421
1981 234,359 90,378 143,981 127,110
1982 266,127 109,746 155,381 161,173
1983 307,633 128,289 179,244 171,657
1984 284,176 111,415 172,760 106,137
1985 213,237 89,465 123,772 105,588
1986 170,661 66,290 104,371 115,372
1987 216,916 86,084 130,832 143,567
1988 238,815 88,071 150,744 150,173
1989 251,991 84,205 167,786 147,132
1990 248,237 70,666 177,671 160,879
1991 Awaiting data from SSA.

1992 Awaiting data from SSA.

NOTE: Includee all forms of SSA cases, retirement and aged SSI cases in addition to
Jisability.

Source: SSA, Apr. 1992,
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TABLE 88. Trends in ALJ Hearing Decisions, Favorable and
Unfavorable to Claimant or Recipients,

FY 1973-1802

Fiscal year Dismissed Unfavorable Favorable
1978 ......ovl, 10.6% 43.0% 46.4%
1974 ............ 92 49.8 41.0
1976 ............ 9.8 48.6 418
1976 ............ 11.7 45.6 42.7
1877 ...viiiinn 124 40.6 47.0
1978 ............ 10.7 39.8 49.5
1879 ............ 92 373 63.6
1880 ........000 9.5 844 56.1
1881 ............ 9.9 34.7 56.4
1982 ............ 9.6 374 53.0
1983 ..... 000 9.3 378 528
1984 ............ 14.7 334 51.8
1885 .........00 11.8 370 612
1986 ............ 20.8 30.8 48.4
1987 ............ 104 35.6 64.1
1988 ............ 10.9 32.8 662
1089 ............ 114 29.6 59.0 .
1890 ........ ... 12,6 24.9 62.6
1991 ........000 Awaiting data from SSA.
1982 ............
* NOTE: Includes all forms of SSA cases, retirement and aged SSI cases in addition to

disability.

Source: 8SA, Apr. 1092

TABLE 58. DI and SSI-Disability Continuing Disability Reviews:
Number Required by Law, and Actual Number
Conducted, FY 1981-1992

Number required

Fiscal year by law ~Number condusted

1981 ... . it Awaiting data from SSA.
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TABLE 60. . Continuing Disability Reviews of Initial Decisions:
Disabled Workers, Disabled Widows and Widowers, and
Disabled Children Cessations and Continuations,

FY 1977-1891
Toial casee
Cassations Total
Fiscal —Comsgtions  _  _ Continuations and disabled  Percent
yoar Number Percent Number Percent continuations persons® reviewed
1977 ..... 41476 387 65745 613 107,220 8,322,230 32
978 ..... 88,847 484 44004 538 83,651 3447767 24
w9 ..... 46218 481 43868 519 94,08¢ 8,457,837 27
1900 ..... 44278 408 80227 533 94,550 3,454,010 27
1981 ..... 0956 479 87068 521 168,922 3,418,602 49
1982 ..... 19857 448 2135 852 401,182 3263354 123
1088 ..... 182,074 417 254,424 6838 436,488 8,226,888 185
1084 ..... 31927 46 97,762 754 129,679 8,249,387 4.0
1088 ..... 476 146 2785 854 8,260 3,332 870 1
19088 ..... 2,654 56 42805 944 45,359 8,261,768 14
1987 ..... 20,348 124 143,712 816 164,085 8,433,524 48
1988 ..... 83,565 115 257,817 885 290,942 3,492,762 83
1989 ..... 24,102 92 237,722 908 261,824 3,559,840 74
1990° ..... 15,164 105 129,026 895 144,180 38,678,508 3.9

e .. ... 5,697 126 89,749 87.5 45,446 3,866,645 12

*Disabled social security recipients at end of fiscal ysar. Does not inciude disabled 8SI
recipient: who only receive 8S] paymenta.

PThe decline in the number of reviews in 1984 was due to the national moratorium on

reviews pending t and impl tion of the new legislation with revised criteria for
CDRs (snacted in fiscal year 1984, regulations promulgated late fiscal ysar 1085).
*The decline in CDR processing in 1990 was due to the ticipated pr ing of

approximately 40,000 class action court cases.

4The continued decline in CDR processing is due to the increase in the initial claims
workloada.

Sourea: 8SA, Office of Disability, Apr. 1992.

TABLE 61. DI and SSI-Disability Continuing Disability Reviews:
Nur-ber Conducted Under Periodic Review Requirement and
Number Conducted as a Result of Diary, FY 1881-1882

Number of periodic Number of diary

Fiscal year reviews conductec reviews conducted

1881 ....... casieeanans Awaiting data from S8SA.

1990 ..... Ceesiraserees

1992 ..... I
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TABLE 82. DI Terminations s a Percent of

DI Recipients, FY 1860-1990
Terminations
DI DI worker as a % of DI
Calendar year terminations recipients worker recipients
1860.......... 89,090 455,371 19.6
1861 .......... 115,646 618,076 18.7
1962.......... 128,299 740,867 173
1963.......... 137,850 827,014 16.7
1964 .......... 138,676 894,173 16.6
18656 .......... 156,648 988,074 15.9
1966 .......... 168,630 1,097,190 15.4
1967 .......... 208,899 1,193,120 17.6
1868 .......... 222,197 1,295,300 172
1969 .......... 251,269 1,394,291 18.0
1970 .......... 260,444 1,492,948 17.4
1971.......... 266,471 1,647,684 16.2
1972 . ......... 261,739 1,832,916 14.3
1973 . ......... 304,792 2,016,626 15.1
1974 .......... 320,958 2,236,882 14.3
1976 .......... 329,632 2,488,774 13.2
1976 .......... 351,504 2,670,208 13.2
1977 ... ... 401,334 2,837,432 14.1
1978 .......... 413,571 2,879,774 144
1979 .......... 422,503 2,870,590 14.7
1980.......... 408,051 2,858,680 14.3
1981 .......... 434,187 2,776,519 15.6
1982.......... 483,847 2,603,599 18.9
1983 .......... 453,621 2,569,029 17.7
1984 .......... 371,913 2,596,516 143
1985.......... 339,984 2,656,638 12.8
1986 .......... 341,276 2,728,463 12.5
1987 .......... 331,500 2,785,859 11.9
1988.......... 346,300 2,830,284 12.2
1989 .......... 336,300 2,895,364 11.6
1990 .......... 327,800 3,011,294 10.9

Source: Social Security Bulletin, Annual Statistical Supplernent, 1991, with additional data

from SSA
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TABLE 63. Basis for DI Terminations: Conversion to OASI,

Death, and Recovery, FY 1980-1991
. Conversion to 2 Total DI
Fiscal year OAS] Death Recovery terminations

1980....... " 199,691 143,180 61,887 408,051
1981 ....... - - - 434,187
1982 ....... - - - 483,847
1983........ 194,941 134,276 124,403 453,621
1884........ 187,179 133,864 50,879 371,913
1986........ 187,712 136,706 15,664 339,984
1986........ 188,807 134,276 17,694 341,276
1987........ 185,400 135,400 9,800 331,600
1888...... .. 181,500 151,300 13,600 346,300
1989 ....... - - - 336,300
1990........ 179,600 138,000 10,200 327,800

“1991........ Awnalting data from SSA.

*incomplete.

Source: Social Security Bulletin, Annual Statistical Supplements, 1884-1091

TABLE 64. DI Terminations Per Thousand Recipients by Basis
for Termination, FY 1980-1881

Conversion to

Fiscal year OASI Death Recovery Total*
1980.......... 69 50 22 143
1981° ......... - - - 166
1982 ......... - - E— . 186
1683.......... 75 52 48 177
1984 .......... 72 52 20 143
1886.......... 71 51 6 128
1986.......... 69 49 6 126
1887.......... 67 48 4 119
1988.......... 64 63 b 122
1989 ......... - - - 116
1990.......... 60 46 8 109
1991 ....... ‘e Awaliting data from SSA.

“May not add up due to rounding.
"lmnpl‘u

Source: Social Seci ity Bulletin, Annual Statistical Supplements, 1984-1951.
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TABLE 65. Number of DI Recipients Who Have Attempted Trial
Work; Who Have Completed Trial Work; and Who Have Had
Their Entitlement End Because of Engagement in
Substantial Gainful Activity, FY 1980-1692

Number who;
: Attempted Completed Fad entitlement end
Fisca) year trial work trial work because of SGA

TABLE 68. DI and SSI-Disability Rehabilitation Expenditures,
. FY 1980-1892

Amount of rehabilitation
Fiscal year expenditures made




TABLE 67. Number of DI and SSI-Disability Cases Referred for
Rehabilitation and Number Successfully Rehabilitated,
FY 1980-1991

Cases referred Number successfully
Fiscal year for rehabilitation rehabilitated

1980 ......... Fiiiriinnnn Awaiting data from SSA.

TABLE 68. Number of and Percent of Cases Where
Applicant/Recipient is Represented by
Attorney or Other, FY 1880-1882

Number of cases Percent of total case
Fiscal year with representation decisions

1980 ........c0in Awaiting data from SSA.
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TABLE 69. Social Security Cases Pending in
e Federal Courts, FY 1982-1991
Social security
End of year cases pending*
1982 ........... Ceeeeeaes ceenes Cereeseaieeeaas 23,697
1983 ........ i aresasaee s e eeeaeaaae 37,486
1984 ............. e reereaas Ceenenes Ceenees .. 51,657
19856 ........... e s sassaaneenaes 50,837
1986 ... ... it Cetiie e 49,638
R P 42,953
1988 ............. Ceneanen e ht b eeaeaaenanonne 39,480
B - 32,871
1990 ............. Cererseee Ceeseean 26,828
1991 ..... e s et se e 23,271
*Does not include class action suita, which totalled about 100 at the end of 1991
Bource: SSA, Apr. 1992
TABLE 70. Court Decisions in Which the Secretary
Has Acquieeced, States in Which Applicable,
Effective Date, FY 1880-1882
Circuit States in
Calendar year Case court which applicable
1980 ........... Awaiting list of rulings from SSA.
1981 ............
1982 ............
1983 ............
1984 ............
1986 ......... .
1986 ............
1987 ............
1988 ............
1889 ............
1980 ......... .
1991 ............
1992 ............
Source: SSA, Apr. 1992
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TABLE 71. Percent of DI and SSI-Disability Recipients
E timated to Be Insligible for Benefits From
Quality Assurance Sample Reviews,

FY 1080-19982

Percent sample showed
Calendar year Dates sample taken as ineligible

1980 ............. Awaiting data from SSA.

TABLE 72. Number of and Percent of DI and SSI-Disability
Allowances and Deénials In Which Eligibility Determination
Was Found to Be Inaccurate as Result of Initial QA
Review or From Return of the Case to State
- - Agency, FY 1880-1882

DI OS] -disability
Inaccurate Inaccurate Inaccurate Inaccurate
Fiscal year allowances denials allowances denials

1980 ...... Awaiting data from SSA.
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TABLE 73. Own-Motion Review of Hearing Decisions:
Number of and Percent of Hearing Decisions
Reviewed, Returned, and Reversed,

Fiscal year number percent number percent number percent

1880 ...... Awaiting data from SSA.

TABLE 74. Pre-Adjudicative Review of State Agency
Determinations: Number of and Percent of Cases
Reviewed, Returned, and Reversed,

FY 1981-1992

— Reviewed ~~  __Returned =~ __ Reversed
Fiscal year number percent number percent number percent

1881 ...... Awaiting data from SSA.

v m
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PREPARED STATEMENT OF ROBERT J. MYERS

Mr. Chairman and Members of the Subcommittee: My name is Robert J. Myers.
I served in various actuarial capacities with the Social Security Administration &nd
its predecessor agencies during 193470, being Chief Actuary for the last 23 of those

ears. In 1981-82, I was Deputy Commisaioner of Social Security, and in 1982-83,

was Executive Director of &e ational Commission on Social Security Reform. In
1983-85, I was Chairman of the Railroad Unemployment Compensation Committee,
and in 1987-90, I was Chairraan of the Commission on Railroad Retirement Reform.

For the past 57 years, I have been both proud and glad to have participated, in
one way or another, in the operation of the Social Security program. I have been
proud of the role that this progra.m has played in lfn'ovi ing a floor of economic-secu-
rity protection in the event of retirement, disability, or death of the breadwinner.
I have been proud of the operational philosophy of the Social Security Administra-
tion in attempting to give excellent service to the beneficiaries and prospective bene-
ficiaries, who—al with their employers—have been paying contributions to this
social insurance system so as to finance the benefit outgo and the associated admin-
istrative expenses.

Unfortunately, in recent years, the various services provided by the Social Secu-
rity Administration have deteriorated somewhat. This, in my opinion, has been due
to inadequate funds being made available for administrative expenses—and not to
the lack of 7eal or ability on the part of the administrators. Instead, the failure to
have adeq'iate funds for administration has been due-—quite inappropriately—to

eneral budgetary policy—and not to there being insufficient resources in the trust

ds or in the long-range financing of the system.

Proper administration of an insurance system-—whether social insurance or pri-
vate insurance—requiree that administrative expenses should be neither too low nor
too high. In the latter case, the funds available for benefits would ke eroded. In the
former case, inadequate service would be provided. In fact, in some instances weak
agmim'stration cou}d mean improperly excessive benefit payments due to fraud and
abuse.

Similarly, the insurance system should strive to pay all benefits which are right-
fully due to the insured persons. This should be done even if the insurance organiza-
tion has to seek out the prospective beneficiaries and assist them in developing and
substantiating their claims-—and by so doing incurs a reasonable amount of addi-
tional administrative expenses. [ believe that it is fair to say that, within bud%etary
constraints, the Social Security Administration has, at all times, attempted to follow
this procedure.

The administrative expenses of the Social Security program have, over the years,
been amazingly low. I have just completed an extensive study of this subject, the
results of which are being published in a 88 r, “Can the Government Operate Pro-
grama Efficiently and Inexpenasively,” in CO GENCIES for March/April, issued

y the American Academy of Actuanes (copy attached).

People who are not familiar with the operations of the Social Security program
often believe that its administrative expenses use of 16-20% of the contnibution in-
come. Even those who are familiar with the operations of large group insurance
plans guces that such ratio is as high as 4-6%. The actual experience in 1980-89
was a ratio of 1.1%, while in 1990 it was only 0.8% and was about the same in 1991.
If the administrative expenses are expressed relative to benefit outgo, the ratios are
1.2% for 1980-89 and 0.9% for 1990 and 1991.

The administrative-expense ratios for the Disability Insurance portion of Social
Security are, quite naturally, somewhat higher than those for the program as a
whole ause of the greater difficulty of determining disability than retirement
and death). Such ratio relative to beneﬂyt outgo was only 3.3% for 1980-89 and 2.9%
for 1990-91.

A number of adminiatrative problems are currently present in the Social Security

rogram. Among these are slow service in the 800-telephone system (the usual
standard of about 90% of calls being answered within one minute is not nearly met),
continued busy signals for the telephones of district offices, and the difficultien of
meeting face-to-face with the staffs of district offices. On the positive side, aome 40
million benefit checks are sent out on time each month, and the annual budget
statements for income-tax purpoees are distributed each January, as required by the
Internal Revenue Service.

The most significant area of weakneas, however, is the adjudication of claims for
disability benefits. Naturally, because of the imprecise nature of disability in many
cases, it must take longer to carry out this process than the much more clear-cut
situation for determining eligibility for retirement and survivor benefits. However,
the time experience as to disability benefits ia deplorable.
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About 472,000 disabled-worker claims were awarded in 1990. It should be kept
in mind that there is approximately a 6-month period involved between date of dis-
ablement and the payment date of the first benefit check. Only 69 percent of all
such awards were made within 6 months of filing the claim, which really should
generall} be the outside limit for such administrative action in a properly run “in-
surance” system.

Further, 17 percent had periods between filing and the month of award which
were 7 monthas to one yeer, and the remaining 24 percent had periods in excess of
one year (as much as three years in a few cases). It should be recognized that some
of the long delays arose from cases which were first rejected, but were later ap-
groved after appeal. Nonetheless, these figures are indicative of long delays, even
or cases which were approved on initial presentation, without need for appeai after
an initial denial.

As a result, there is cwrrently a large backlog of disability claims awaiting consid-
eration. And, it is stated that, under the current budget proposal of the Administra-
tion, this backlog will rise significantly in FY 1993. Certainly, one would think that
the cure for this problem situation would be more funds to hire and train an aug-
mented staff.

Undoubtedly, some of the increase in the backlog is due to the current recession,
because it is the general situation that poor economic times causes more people to
attempt to get disability benefits. But this cannot be the sole, or even main, factor.
Not only are there increasing numbers of claims, but also the approval rates are
higher. Although I cannot prove it, this may be due to less thorough claims adju-
dication. With shortages o? administrative-expense funds, and with pressures to
work down backlogs, there are incentives to approve claims rather than to dis-
lapprove them, because the former action can be taken much more quickly than the
atter.

So, I believe that, as a result, many claims are being approved that really should
be denied. The inadequate administrative-expense funds thus may well be a good
example of bem% “penny-wise and pound-foolish.

As the recently-issued 1992 OASDI Trustees Report brings out, disability inci-
dence rates in 1989-91 were about 50% higher than in 1982 and 26% higher than
in 1986-88. Moreover, based on the recent experience, the intermediate estimate as-
sumes a 10% increese in the next decade over the present level.

What can be done about the matter? I suggest that, if a dieability-benefit claim
has not been acted upon within six months of when it was filed and if the claimant
L s reasonably cooperated in furnishing the necessary evidence, benefit payments
should then commence. If the claim is later denied, the benefits already paid should
be considered as over-payments, but they would not have to be repaid until later
when some benefit is payable on the worker’s earnings record. Interest would not
be charged for the intervening period, but rather the lesser amount of the cost-of-
living adjustments generally :Yglicabie to benefits would be added. The resulting
accumulated over-payment would not be collected in full as scon as benefit eligibility
occwrred, but rather on an installment basis.

In cases where the claim is initially denied and is then appealed, the 6-month pe-
riod would start over again. Also, safeguards would have to be introduced so that
claimants would not procrastinate in order to “run out” the 6-month period and
begin receipt of benoﬁ&.

e may say that this propcsal is too drastic by “holding a sword” over the head
of the Social Security Administration. I say that it is necessary. Little additional
cost due to making over-payments will actually result, because administrative proce-
dures will be speeded up to prevent this. Certainly, Social Security participants de-
serve prompt adjudication of claims—and they are really paying for this. Insurance
companies and private pension plans process disability claims reasonably promptly.
The Social Security system should not do less!

I believe that another cause of the current problems of the Disability Insurance
program is the excessive number of layers of appeals which are poesible. Thia ia not
only time-consuming and costly, but also it resu&s in some persons getting disability
benefils who are really not qualified. Thia can occur because of the actions of some
“disability lawyera” who both stretch out the process (because their fee is dependent
on the length of the adjudication time) and “coach” their clients to give the “correct”
answers, whether or not true.

My sofution to the forgoing problem is to streamline the process, partially by pro-
hibiting “disability lawyers” before the procees geta to the federal courts. I realize
that some public-cause advocates will exorcise rae for not being sensitive to the
rights of poor or uneducated claimants. However. * would argue that the civil serv-
ants of the Social Security Administration and of tae State Disability Determination
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Units (if they are adequately staffed) will do an objective, non-adversarial job of de-
termining disability ehglbﬂi{y.

Still another problem area in the Disability Insurance program is i connection
with the Continuing Disability Reviews, which are mm& to determine whether
beneficiaries have recovered from their disability, or whether they are engaging in
long-continuing Substantial Gainful Activity (in which cases, benefitas are suspended
after a period of time). Terminations for these reasons have fallen off aignigglntly
in recent years, and I believe that this has been due to insufficient adminiatrative-
expense funds to carry out such review activity sufficiently.

e 1992 OASDI tees Report points out that, currently, the disability termi-
nation rates are relatively low as compared with historical standards (before 1986).
The report assumes, without explaining why, that such rates will increase, on the
average, by 156% in the future.

As a result of the recent adverse disability experience, and the likelihood of its
continuance, the Board of Trustees of the OASDI Trust Funds has invoked (for the
first time) Section 709 of the Social Security Act, which requires a report to Con-
ess making “recommendations for statutory adjustments affecting the receipta and
bureements of such Trust Fund necessary to maintain the balance ratio of such
Trust Fund at not less than 20 percent.” The Trustees pointed out that at least $40
billion of increased income or reduced outgo (or & combination thereof) would be nec-
‘e)eeary over the next 10 years to assure that the “20-percent balance ratio” test will

e met.

The Board of Trustees did not make specific recommendations as to financing or
benefit changes. It is interesting, and important, to determine what would happen
if a mere reallocation of the total OASDI tax rate were made. This could be done
by increasing the DI allocation of the combined employer-employee tax rdte for
1992-99 from the present 1.2% to the ultimate rate of 1.42% (for 2000 and after)
now scheduled in the law. Note that it is quite feasible to do this retroactively to
January 1, 1992, because this can be accomplished by a simple computation by the
Treasury Department, and it would have no effect on any employer or worker; in
fact, this retroactive procedure has been done in the past for allocation of the
OASDI taxes.

This reallocation, which I strongly recommend, would produce increased tax in-
come for the D1 Trust Fund of $566 billion (as well as more interest income), and
#0 the 20% test would readily be met when the next 10 years is considered. It is
important to note that the increase in the combined employer-employee tax rate
which is allocated to DI for 1992-99 from 1.2% to 1.42% brings the atlocation to a
level that is lower that it was in 1982 (1.66%), 1978 (1.66%), and 1979 (1.50%)—
and not much above the levels in 1981 and 1983 (1.3% and 1.26%, respectively).

At the same time, the reduced income to the OASDI Trust Fund in the next 8
years would not threaten its actuarial status.

I believe that a technical flaw in Section 709 should be corrected. As it not stands,
in theory the failure to meet the 20% balance ratio should be reported if this occurs
at any time in the future according to the estimates in the Trustees Reports (pre-
sumably, the intermediate or *best” estimates). Under this interpretation, Section
709 reports should now also be made for the OASI and HI Trust ds (and should
have been so made for the last several crveam as well). | suggest that this flaw should
be remedied by inserting the phrase “during the next 10 calendar years” at the end
of the foregoing quoted material.

Further with regard to Section 709, I suggest that the Board of Trustees should
be required to make a sieciﬁc, precise recommendation for changes in benefit and/
or financing provisions that would be needed to remedy the situation, rather than
merely statirg the dollar amount needed. As previously mentioned, I believe that,
under the present situation, a mere reallocation of the total OASDI tax rate, giving
rore to DI, will suffice.

At some later time, if that action is not adequate because the DI system has fur-
ther financial problems, a benefit change m;'xg;}n be both necessary and desirable.
Such a change might be a further reduction in the Maximum Family Benefit for
Diaability Insurance benefita over what waas done in 1980 legislation would be pos-
sible—or even complete elimination of all auxiliary benefits (for children and
spouses) of disability beneficiaries.

I am constrained to say that, although the foregoing recommendation to reallocate
the OASDI tax rate so as to give a somewhat larger portion to DI is both desirable
and necessary to restore the short-range actuarial status of the DI program, the
long-range status of both programs would continue to be unsatiafactory, both in fact
and under the conditions established by Section 709. Both of the trust funds will,
according to the intermediate estimate, be exhausted within the next five decades—
and be below the 20% level even sooner.
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This entire problem would be solved if the proposal by the distinguished Chair-
man of this subcommittee to change the financing provisions so as to return to a
responsible g:y-as-you-go basis were adopted. Under this approach, other problems
would also be solved, such as the partial masking of the general-budget deficit by
the operations of the OASDI {roqram. And further, then le could no longer be
able to say that, according to the intermediate estimate, “the Social Security system
is a ticking time bomb. the next century, just a fow years away, the United
States will face a potentially devastating crisis: the retirement checks that should
be sent to benefit millions of Americans will not be there”—as did Dorcas R. Hardy,
& former Commissioner of Social Security, in her recent book.

In summary, I believe that the administrative-expense funds of the Social Secu-
rity Administration should be significantly increased, especially so as to make more
available for the Disability Insurance program. There is no shortags of money in the
trust funds for this purpose. Such action should have no effect on the General Budg-
et, because the operations of the Social Security program should be, once and for
all time, off-budget. The effect should be just the same as if the program were ad-
ministered by a consortium of insurance companies (as the Medicare Program is op-
erated). In any event, even with a sizable increase in the administirative funds, the
expense ratio would in my opinion, continue to be extremely low.

Attachment.



Can the
Government
Operate Programs
Efficicntly and
Inexpensively?

by Robert ] M,ers

any people hold the
“conventional wisddom”
view that the federal
BOVCIHIENHL CANNOL O
crate programs cflicicnt-
lyand inexpcnswcly Let's cest this
viewpoint by exarnining the opera-
tions of the Soxial Sceurity pro-
gram. Social Sceurity consists of
four separate programs—two
monthly-cash-benefits programs-—

1990
(Doltar figuics in millions)

(2 \um? [

Administrative lhpemu of Social Sccurity Progran Relative to Benefit Outgo,

Aduinistrative  Benefit

Program lixpenses Qutgo Ratio
Old-Age and Survivors fusurance $1,563 $222987 0.70%
Disability Jusurance 707 24 829 285
Old-Agc, Survivors, and Disability

lasurance 2,270 247816 092
Hospital Insurance 758 66,239 114
Supplementary Medical Insurance 1519 42,468 358
“Fotal Medicare 2,277 108,707 2.09
‘Total Programs 4,547 356,523 1.28

Income, 1990
(Dodiar ligaes in millions)

AL MM AN

Administrative Expenses of Social Security Program Relative to Contribution

Adniinistrative Contrily

Old-Age and Survivors |
and Disability Insurance (OASI and
DI1); and two Mcdicare programs—
Hospital Insurance and Supplemen-
tary Medical Insurance (HI and
SMI). Those who hold this conven-
tional wischom view would, at first
glance, be certam that they are cor-
rect, because the total administra-
tive costs of the entire program
were $4.5 biilian in 1990, and
about 95,000 federal and 10,000
state employces were involved. But
more thorough analysis than this is
necessary.

Administrative expenses for cach
of these tour programs relative to
their benefit ourgo in 1990 arc not-
ctl in Tabic 1. Administrative cx-
penses include all those involved—
salaries and fringe-benefit cnsts for
the employces of the Social *.>curity

Robert J. Myers, of Silver Spring,
Maryland, served as chicf acsuary of
the Secinl Secnrity Administration
Jrom 1947-70.

Program Eapenses Income Ratlo
Okl-Age and Survivors [nsurance $1,563 $270,290 0.58%
Disabulity Insveance 707 27,908 253
Old-Age, Survivors, and Disalulity

Insurance 2,270 298,198 0.76
1lospatal Insurance 758 71922 1.05
Suppteimentary Medical Insurance 1,519 44,355 342
‘Teal Mecheare 2,277 116,277 1.96
T'otal Programs 4,547 414,475 1.10

Administration, the Health Care Fi-
nanang Adomnistration, and the
Department of the Treasury who
deal with these programs; the cost
ol supplics, postage, equipment,
rental of space, travel, ete.; and the
cost of state-government amd pri-
vate-sector agencies that perform
suddy lunctions as determining dis-
abiliy amd adjudicating and paying
Mecdcare claims,

Total administrative expenses of
the entire Suxial Sceurity program
in 1990 were $4.5 billion, of whidh
exacily half was for the OASDI pro-
gram, and the remaincder was tor
the Medicare program. These ad-
minisirative capenses represented

only 1.28% of total benefit outgo—
0.92% for OASDI and 2.09% for
Mecdicare. It is not surprising that
such 2 ratio was higher for DI than
for OAST (2.85% versus 0.70%), be-
cause of the much greater difticulty
of determining disability initially
and its continuanke later than deter-
mining retirement or survivor-bene-
it cligibility. Likewise, the ratios
were higher for Mcdicare than for
OASDI, because of the need 1o
handle many different types of
claims on a non-regular basis, This
was especially the case foe SMI
(3.58%), with its many small, di-
verse claims, as compared with HI
(1. 14%), with its generally large
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claims.
T Chabwe 2 similardy compares ad-
mintistrative cxpenses with contribu-
tion incunie (payroll taxes, uollee
SMI promivms, and matching gov-
_emnent SM contributions). 'to
sonic cxtenl, comparison with con-
tribution income fs not as meaning-
ful, because contribution income
depends on th funding Lasis in cf-
fect at thic 1imce, In 1990, adminis-
trative expeases for the total pro-
gram represented only 1.10% of
contribution inconme—~0.76% for
OASDI and £.96% for Mcdicare. It
shoukl be cinphasized that this ad-
ministrative expense ratio for Acdi-

care is quite low as compared with °

correspondig figures for group
health inswn, .ce, fans in the private
sector, which Hftea are in the neigh-
borbiood of 10-15% in part becanwe
of signilicant sakes cxpenses.

Table 3 shows the ratios ol ad-
ministrative capenses for the Soial
Security program to the benelit

T

Administrative-expense/Benelit Ratios* for Social Securlty Programy, 1940-90

_MAsut Medicare Total
Period 0AS1 m Tinal HE SM| 3 rogram
1940 44 21.9% . 219% . o o le.éi
194549 .4 . v.4 . . . 9.4
1950 54 35 . 35 ' . . 38
1986.689 2.2 85% 23 L . 23
1960 64 20 62 23 . ¢ . 13
968 09 19 [ 13 30%  120%  S4% 27
197074 1.6 42 1y 30 124 55 28
197579 14 29 1.6 23 8.1 4.0 21
1980 84 1.1 al 13 1.5 6.6 28 17
1985 &Y 9 34 1 14 a7 23 1.5
1990 7 18 9 11 36 2] 1.3
14090 1) 34 K 1.7 5.2 2.8 1.7

* oy non by operation

capenscs ps

ge of banctn rutgo.

Administrative-expense/Contnbutions Ratlos for Soclal Security Program,

outgo fur various past quing;
periuds, back to 1940 (when
monthly OASDE benefits were fiist
payable). Quite naturally, the rativs
were relatively high at the inception
of cach of the programs, because
benelit outge tends to buikd up
sbowly (cspecially for OAS] aml
DI}, whercas administrative expens-
e involved in cstablishing a pro-
gram arc neecssarily sizable.

For OASDY, the ratio Jropped
steadily from about 22% in 194044
to a level of 2.3% in 1955-G9 and
decreased thierealter to 0.9% in
1990, averaging 1.4% for the S1-
year period. The ratio for the HI
peogram was initially about 3%, but
tas declined to slightly uver 1% cur-
rently, averaging 1.7% for 1966-90.
At the san time, the ratio for the
SMI progiam began atabout 12%
and dececascd 1o about 3 7% in the

few years, averaging §.2% for
the 25-ycar period. For the Medr-
care program as 8 whoke, the ad-
ministrative -capense fatho was about
§.5% i thie initial y-. =, and gradu-
ally fell 10 alinost 2% weraging
2.8% uver the hifetime of the pro-
gram. 1his i centainly a command-
ably low figin e for 8 compechensine
health-care fenclits prograis.

The administrative-cxpense rato
relative to benefit outgo for the cn-
wre Swcial Security program (OAS-
121 and Medicare combined) was
abeut 2 8% during the 20-year peri-
ot 1955-74, but has subscyuently
decreased Lo about 1.5% in recent
yuars. I he ratio for the etire 51+
year peouxd was oaly £.7%, a quite
Jow figure. It must be recognized
vhat, i thicinstanee (a8 well as in
all other ratios for long time peri-
ous), the result is sigrelicantly i
teveed by die expericnee of the
niost recent years, whidhis relatively

1940-90

nal QASDE Mecdicare ‘Total
Yeriod QASE DL Total Hi SMI Total  Progra.
194044 29% ¢ 19% ¢ * ¢ i
14549y 29 . 29 ¢ * ¢ 19
195054 2.2 . 22 . . . 22
1988-59 2.3 2.5% 23 * * * 23
1960 64 2.0 59 23 . . N 23
196569 1.7 48 20 9% 10.4% 5.0% 24
1970-74 1.6 37 18 15 10.2 46 4
1975-79 1.4 30 Io 23 7.0 az 21
1980-84 11 20 1t 1.4 49 15 1.6
19RS-8y 8 34 X1 1.3 36 2.1 13
1990 6 28 R 1.1 34 .0 1.4
1940-90 11 11 13 1.5 4.7 26 1.6
* Sgram net m operan
A CCRICS 8 | pe of k

Jow. This cllect arises because of
both the declining value of the dul-
lar over the years and the relatively
larger numbers of benelicianies as
the program maturcil.

Fimally, Tablc 4 shows the cutre-
sponding ratios of administrative ex-
penscs 10 contribution mcome for
various past quingquennial perioxs.
For the entire period considered,
and for most periods alter 1985, the
reaulting ratios are about the same
as thase based on benedit ouigo (In
Talde 3), becauwe generafly contri-
hationt income has been about the
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same as beaclit ago, although of-
tea slightly higher; as a result, the
rativs bascd on contribntion in-
coiae teml 1o be slightly fowgr,
Hawvever, for 1940-49, for OASI
the ratio hased on contribution in-
come way only 2.9%, as contrasted
with that bascd on benelic outgo ot
12%.

"The face that administrative ¢x-
penses of the combined Social Sc-
cuity program have represented
only 1.6 cenis per dallar of contni-
bution income over the 50-year pe-
riond 1940-90 (1.3 cents tor the
OASDI portion sl 2.6 cents for
the Medicare podtion), certainly
scems o be com g evidence
that the fude d government oper-
ates this program cfliciently and in-
cxpensively. 1n fact, the gnestion
may well e rased as to whether the
administrative cxpenses are oo low,
with the result that the insured per-
sons are ol receiving adequate ser-
vice. "The latter is diflicult to mea-
sire, but sonte subjective views
(mine) may be of yalue.

Certainly, OASDI is doing its
nmajor job of issuing the monthly
paymients in a timely manner to
some 440 million beneficiaries. Then
ton, the annual stateaents of bene-
fits paid (incduding deductions for
Mudhicare proniums), as necded for
inconie-tax retuns, are issucd
promptly.

Further, the ndividual lifetime
records of carmngs, extending back
10 1937 in some instances, are
maintained reasonably accurately
and completely lor some 200 nul-
lion individuals. And too, persons
can requicst a year-by-year state-
nient of tredited camings for 1951
aad aftee (for 1937-50, an aggee-
gate figure) and receive it within 2-
3 wueks, along with an cstimaie of
current disabeluy and survivor bene-
lits and a projection of luture retire:
nscnt benetis (i current dollars).

Flowever, mus b is Lacking as 1o
chear, written cxp’ ations of bene-
fit actions and amconts and as to
personal amistance in local Social
Sceurity oflices Fhe number of per-
sonnch in sach oflices, and the ex-
1ent o therr tranmng, is on the low
sidc,

“The situation as to the Medicare
progran is i as good. Chims are
not paick as promply as reasonably
could be (in part, beeause of an ob-
seure requirenent in the law that
clains should nor be paid 1o rapid-
Iy!). But what's worse is that face-
to-face intesviews with Medicare
emplayees about specilic imatrers
are nat possible. ‘The forms “cx-
plaining™ how the benetits are paid
(o why they are not paid) are oficn
impossible for most people to un-
dersiamd,

Why do these administrative in-
adequacies cxist? It's not because the
program admivistrators wish it tn e
this way. Rather, the reason 1s cssen-
tally (el ifogeaily) that the proce-
dure appenrsio help to batance the
overall federat budget! e manoer
in whid the budgeteers “keep the
books™ is 1o show a reduction in ad-
Bumsirative cxpenscs as reduamg the
budget dedici. “This is ridsculous Tor
programs that are financially scif-
comained and self-financing. their
operations should be removed from
the federal budget entircly,

In the long run, Jower adininis-
trative expenses mean lower pro-
gram costs, and thus lower contn-
bunon requirements. So, holding
chown admmsistrative expenses has
emly atemporary cllect on the situ-
Aot as 1o the federal Budger Bue
then, indgetcers alway s have had a
Imted vision of the future—-usually
just throwgh the next prosdenual
clection.

In sumpiary, this analysis Jearly
shows 1hat the various podions of
the Social Sceurity program have,
aver the decades, been operated at
very low adminssteative cost. [ fat,
it 15 most hkely that such costs have
been senewhat too low and thar
the benetivanes deserve better ser-
vice and could well be willing to
bear the shight addinonal anouar
needed Signdicant improvemicnts
unthe public understanding of the
Prograns, and public confidenee in
the peogram's linancial hiealih,
couthd undoubtedly be sdneved o
the ratio ol admimistratve cepenses
to contrbution incesne were, sy,

1 25% insteadd of the actual 1 10%
which ocairred in 1990, 8]
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PREPARED JOINT STATEMENT OF STANFORD G. R0oss AND DAvID M. WALKER

Mr. Chairman and members of the subcommittee: It is our privilege to be here
today to testify regarding the financial status of the Disability Insurance (D]) Trust
Fund and our independent role as Public Trustees for that trust fund as well as for
the other Social Security and Medicare trust funds. This is the first occasion we
have had to appear before this Committee since our confirmation hearing, end we
welcome this opportunity to give you a ref{;rt on our role as Public Trustees.

the ;reparation of the Annual Reports of the Boards of Trustees for both
1991 and 1992, we participated in the review of the proposed short-range and long-
range economic and demographic assumptions and in the decisions made on those
assumptions. We met with actuaries and economists from the staffs of all three ex
o?icw members of the Boards, that is, the Secre of the Treasury, the Secretary
of Labor, and the Secretary of Health' and Human ervices; and we considered the
views of outside sources, such as those presented by the technical panels of the 1991
Advisory Council on Sscial Security.

When estimates were developed based on the assumptions that we and the othe.
Board members adopted, it became clear that the financial picture for the DI Trust
Fund would change substantially this year. We want to begin with a discussion of
that information.

THE 1992 ANNUAL REPORT FOR S80OCIAL S8ECURITY

The estimates for the report on the Social Security programs showed that:

¢ The DI Trust Fund would not meet the short-range (10-year) test of financial

adequacy in 1992 based on the intermediate (alternative 1I) assumptions. As

you know, the intermediate assumptions represent the best estimate and, as

i;'uch, are generally used as the basis for reporting to the Congrees and the pub-
ic.
¢ Based on the intermediate assumptions, the ratio of assets at the beginning
of a year to that year's expenditures, called the “balance” or “trust fund,” ratio
was estimated to decline to less than 20 percent at the beginning of 1996; and
the trust fund would be expected to be exhausted in 1997.
e The Old-Age and Survivoras Insurance (OASI) Trust Fund, on the other hand,
was estimated under intermediate assumptions to continue to meet the short-
range test of financial adequacy. On a combined basis, the OASI and DI Trust
Funds passed the s!.ort-range test by a wide margin. However, neither truat
fl:":id was in close actuarial belance over the long-range (76-year) projection pe-
riod.

The Annual Report notes that the marked change in the DI Trust Fund since last
year is attributable to several factors:

¢ A rapid growth in the number of DI beneficiaries; and
o Necessary adjustments in the assumptions relating to future disability inci-
dence and benefit terminations, to better match recent trends.

In particular, the introduction of more refined methodology this year has im-
proved the analysis of recent trends in benefit terminations. These terminations
occur because beneficiaries medically recover, reach the normal retirement age, or
die. The analysis showed a need for substantial downward adjustment in the termi-
nation rates assumed for the short-range projection period.

The change in the financing picture for the DI Trust Fund led the Board of Trust-
ees to take the step of alerting the Congress, as required by section 709 of the Social
Security Act, of the need for corrective action. Although the statutory language is
not precise as to when such a report is required, the Board decided to alert the Con-
gm in view of the fact that the trust fund ratio would fall below 20 percent within

e short-range (10-year) period. This notification should ?rovide ade(};x:te time for
the Congress to examine the situation and take corrective action. the public
members of the Board, we have signed the report and endorse its content.

Legislative changes that improve the short-range financing of the DI Trust Fund
by at least $40 billion over the next 10 years are likely to be necessary to assure
tgat the trust fund ratio stays over the 20-percent level. More importantly, about
$78 billion in legislative changes would be needed to assure that the DI Trust Fund
would meet the short-range (10-year) test of financial adequacy.

The Board believes that a careful analysis of the program, including the allocation
of the OASDI] tax rate, should be undertaken before any legislative recommenda-
tions are submitted. Thus, the Board has asked the Department of Health and
Human Services to conduct an examination of this issue and report back the results
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so that apprt;}priate legislative recommendations can be made to the Congress by De-
cember 31, 1992.

However, as we noted in our appendix to the report, as the Public Trustees we
have serious reservations about becoming ‘participanta in the process of developing
the specific legislative recommendations for the Congress to consider. The other
members of the Board are also members of the Administration, and the proposals
they develop necessarily will be within the context of Administration goals and poli-
cies. To participate in that development would, we believe, be contrary to the inde-
pendent role of the Public Trustees.

We remain ready to consult with the Congress on the financial status of the DI
program and related programs, as may be desired.

THE 1992 ANNUAL REPORTS FOR MEDICARE

The Annual Reports for the two Medicare programs also include important infor-
mation about the financial status of those programs.

Both the Hoepital Insurance (HI) and Supplementary Medical Insurance (SMI)
programs have experienced rapid wth in program costs. These growth rates are
not projected to decline significantly in the near future. As a result, these programs
are projected to r:fresent an increasing percentage of the Federal budget and the
overall economy. Given these alarming trends, the Trustees have urged the Con-
gress to take appropriate action to control costs either through specific program leg-
1slation or as a part of enacting more comprehensive health care reform.

In addition, we have addreesed the certification by the chief actuarial officer of
the Health Care Financing Administration (HCFA) that is required to be included
in the HI report. The law requires this official to certify “that the techniques and
methodologies used are generally accepted within the actuarial profession and that
the assumptions and cost estimates used are reasonable.”

This year, as last year, the ex officio members of the Board of Trustees have
agreed with the Public Trustees that the methods and assumptions used in the HI
report are both generally accepted and reasonable. However, it is perplexing and
disconcerting that an actuarial opinion with uxlxjuatiﬁable qualiﬁcationargas been al-
lowed to be repeated for several years in the HI reports.

We believe the continuation of this controveray is confusing to the public and
serves to distract attention from the essential issue that is of public concern. By any
measure, the HI Trust Fund is severely ont of financial balance, and it is projected
to run out of funds in about 10 years. In an effort to make these facts clear to the
public, we have included an appendix in both the 1991 and the 1992 HI Annual Re-
port explaining our conviction that the report fully and fairlf; presents the financial
condition of the HI Trust Fund and our views as to why the opinion qualification
of the HCFA Chief Actuary exceeds the bounds of the statutory requirement.

THE S8UMMARY OF THE ANNUAL REPORTS

Last year, we initiated and created a summary of the 1991 Annual Reports as an-
other important aid to improving public understanding of the financial status of the
Social Security and Medicare programs. This concise and plain English summary of
the findings contained in the reports quickly proved to be a useful resource both for
members of the public and Congress and others who frequently are called upon to
discues these ’Frograma with the public.

The other Trustees, who endorsed our efforts last year and were enthusiastic
about the results, joined with us this year in issuing the summary. We retained in
the 1992 summary, though, a separate statement from the Public stees as & pub-
lic assurance that we are continuing to maintain our independent role.

Concurrently with the development of the 1991 summary, we created and pro-
vided oversight to a work group of the staffs of the Trustees that was convened to
develop ways of making the Annual Reports themselves more r.. dable and easier
to use. The results of that work can be seen in the 1992 Annual Keports. The 1992
reroru have been reorganized to provide an overview section up front that includes
all the most significant information. The detailed technical infgrmation is retained
in later sections, though, for those readers who have a need for it.

In addition, the type face used has been en]arg:}d, the layout of graphs and tables
has been improved, and a glossary of terms has be:n addeg to eacgrre ort. We hope
that these changes to the Annual Reports, in conjunction with wide distribution of
the 1992 summary, will result in the public having & much better opportunity to
understand what the reports say about the financial status of the Social Security
ard Medicare programs. .

R We will continue our efforts to .improve the public reporting system for the Annual
eports.
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ADDITIONAL INDEPENDENT ACTIVITIES

We have used the summary, as well as other handouts, in a number of presen-
tations and speeches that each of us has made to various groups, including retire-
ment, labor, tax and ERISA professionals and other expert groups. We have used
these discussions as another means of conveying information about the financial sta-
tus of the Social Security and Medicare programs to members of groups with a pro-
fessional interest in the important financial information and analysis contained in
the Annual Reports.

In eddition to speeches made to nongovernmental groups, we both participated in
a “Commissioner's Foruma on the Trust Funds,” hosted g Gwendolyn 8. I'E\ , for
Social Security executives and managers in Wood]awn, aryland. This 90-minute
forum was taped as it was presented, and it was subsequently rebroadcast to Social
Security employees across the country. Our participation in that forum is a good in-
dicator of the excellent spirit of cooperation that has been fostered between the
agency and the Public Trustees.

In addition to the interactions with the other Trustees and their staffs that we
have already mentioned, the departments and agencies have made available to us
executive briefings on a wide range of topica that we, as Public Trustees, believe
are important to our function. We have each devoted about 456 days per year to serve
as Public Trustees. This has enabled us to subsetantively participate in the prepara-
tion of the Annual Reports, to improve those reports, and to engage in seleclive pub-
lic information efforts.

We intend to continue these various outreach efforts, in order to make informa-
g;m alﬁ‘ut the Social Security and Medicare trust funds more widely available to

e public.

LONG-TERM PUBLIC TRUSTEES PROJECT

In addition to the shorter term activities we have just described we plan to con-
tribute to consideration of some of the longer term 1ssues that will need to be ad-
dressed in the future. We are beginning a project, “Measuring Future Income Secu-
rity and Health Care Expenditures for the Aged and Disabled,” that will seek to de-
termine if there are some measures of future income security and health care needs
and burdens that would help policy mekers address key policy issues facing the Na-
tion. This will include examination of existing methodologies and data sources ard
an e?loration to determine what modifications to existing methodologies are ireeded
in order to be able to measure the various components of income security and health
care costs, needs, and resources for the older population.

The project will not address the policy issues involved; it will provide information
that will be useful in ing out analyses needed by those who will make the pol-
icy decisions designed to address the relevanzdpolicy issues. Building on the work
alreadﬁr Performe by an expert panel convened by the Advisory Council last year,
we will first develop a comprehensive inveuntory, including data, analytical studies,
and bibliographies within and outside the Federal government that relate to thir
issue. We plan to publish that inventory for general use by policy makers and re-
searchers.

Later stepe in this project will include the following:

¢ Review, assess, and report on existing methodologies and tools for analyzin
the total public and private sector components of retirement income and healt
care costs;

o Identify and recommend various methodologies and toola for presenting the
future estimated operaticns of the OASI, DI, HI, and SMI Trust Funds in a co-
ordinated manner; and

¢ Preeent the poesibilities for relating the Social Security and Medicare meth-
odologies and tools to the analysis of the total public and private sector compo-
nents of retirement income and heelth care resources, costs, and burdens.

We hope to inform the debate that ie sure to occur in the future among poucy
makers as they attempt to address key issues concerning retirement income, healt
care resources, costs, and burdens by identifying methodologies and tools for more
sound financial analysis of those factors.

CONCLUSBION

In conclusion, Mr. Chairman, we are privileged to take part in the very thorough
and careful proceas by which the Annuag Reports are prepared. We believe that the
Board of Trustees has taken time},v and responsibie action by notifying you of the
expected short-range inadequacy of the DI Trust Fund, and we believe 1t 18 prudent
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tostudgﬂnlmhvolvodmﬁﬂ hfmtmnkingnwmmcndaﬁomutoth
u riate -tuhxtory odj\utmcn forthoCcngnuto consider.
lieve we are hel to establish an important, independent role for the
Pnblic'l\'mhudtboSoci Security nndModicnr- WWoapgnciahym
hu‘;po:ot of our efforts. We believe thnt the institution of the Public tees will
eIp

assure the integrity of the Social Security and Medicare trust funds on a

-term besis.
munk you for the opportunity to share our views with you today.
(o)
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