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ABSTRACT

A STUDY OF THE IMPACT OF VOCATIONAL REHABILITATION
SERVICES ON WORK DISINCENTIVES:
A CLIENT, COUNSELOR,
ADVOCATE PERSPECTIVE

By

Burt J. Danovitz

In recent years, vocational rehabilitation as
administered through the state vocational rehabilitation
agency has greatly expanded services. This expansion has
allowed for the eligibility for wvocational rehabilitation
services to persons with severe disabling characteristics.
Prior to this legislative change, many severely handicapped
persons applied for and received Social Security Disability
Insurance (SSDI) and/or Supplemental Security Income (SSI)
and remained in a beneficiary status for life. With the
increase of services, SSI/SSDI beneficiaries have a greater
opportunity to become rehabilitated and participate in
gainful employment, yet many still choose not to work. For
them, the basis of this decision is closely tied to rules
and regulations in the Social Security Act which terminate
cash and in-kind benefits to recipients when they partici-
pate in employment. This phenomenon is referred to as

work disincentives.
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The intent of this study was to respond to the need
for further investigation into the work disincentives
problem. Intending to complement previous findings, which
primarily focused on Social Security legislation and/or the
demographic or psychological characteristics of bene-
ficiaries, this study researched the Federal-State Vocational
Rehabilitation Program's activities which affect SSI and
SSDI recipients. Additionally, the intent of this study
was to acknowledge and support the spirit of recent
rehabilitation legislation which encourages and mandates
substantial consumer involvement in all aspects of the
rehabilitation program.

The primary purpose of this research was to investigate
the questions:

1. To what extent do the activities of the state
vocational rehabilitation program assist SSI and SSDI
beneficiaries in overcoming existing work disincentives?

2. Are there certain rehabilitation activities, such
as diagnostic services, vocational counseling, rehabilita-
tion services, the agency-client relationship, and follow-up
and placement services that have a greater impact on
assisting beneficiaries to overcome work disincentives than
other activities?

3. 1Is there a difference of perceptions among
counselors, clients, and advocates as related to the extent
that the state vocational rehabilitation agency assists bene-

ficiaries in overcoming existing work disincentives?



Burt J. Danovitz

4. Do vocational rehabilitation counselors, clients,
and advocates, in fact, perceive certain provisions of the

Social Security Act as disincentives to work?

To examine these questions, vocational rehabilitation
counselors employed by the Michigan Bureau of Rehabilitation,
advocates working in Michigan, and former clients of voca-
tional rehabilitation services who were receiving SSI and/or
SSDI at the time of their rehabilitation activities were
selected as subjects for the research. Each subject was
administered the Structured Telephone Interview Protocol
(STIP), a questionnaire developed specifically for this
study.

The STIP was designed to examine the major activities
of the state vocational rehabilitation agency as they relate
to assisting beneficiaries overcome work disincentives. To
do this, the STIP consisted of six subscales, five of which
related to major vocational rehabiliation activities, and
one subscale comprised of questions concerned with benefits
and their importance to SSI/SSDI recipients.

As a result of the analyses performed, the following
was found:

1. Vocational rehabilitation counselors, clients, and
advocates do differ in their perceptions of facts and
activities as related to the extent that vocational
rehabilitation services assist clients in overcoming work

disincentives.
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2. The differences in perceotions of facts and
activities generally were due to counselors viewing
rehabilitation services as more helpful in assisting bene-
ficiaries to overcome work disincentives than was viewed by
clients and advocates.

3. Overall, the subjects believed that rehabilitation
services has a negligible effect on assisting beneficiaries
to overcome disincentives to work.

4. Of all the activities commonly conducted by the
state vocational rehabilitation agency, the working rela-
tionship between the agency (primarily the counselor) and
the client was perceived as being more helpful than other
activities in assisting beneficiaries in overcoming existing
work disincentives.

5. Benefits provided by Social Security, especially
the financial payments and medical insurance, are very
important to beneficiaries. The importance of these
benefits is so paramount that some beneficiaries do not work
in order to continue receiving them. The conclusion is that

disincentives to work do exist.
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Dedicated to all the people whose lives

are made worse by a political economy
that de-emphasizes the maximization of
human growth and development.
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CHAPTER I

INTRODUCTION

Introductory Statement

The Rehabilitation Act of 1973 (Public Law 93-112)
comprised a total legislative revamping of the Federal-
State Rehabilitation Program. The Act and accompanying
1978 amendments (Public Law 95-602, Rehabilitation, Compre-
hensive Services and Developmental Disabilities Legislation)
mandated that individuals with ''severe handicaps' be given
special emphasis and priority for rehabilitation services.
Despite the broadening of the scope of rehabilitation
programs as exemplified by Title VII -.Comprehensive
Services for Independent Living, the major purpose of the
act remained the ''comprehensive and coordinated programs of
vocational rehabilitation' (Fublic Law 95-602, p. 3).

A rethinking of the appropriateness and feasibility
of employment for an increased number of severely handi-
capped persons has been stimulated by the expansion of
vocational rehabilitation services. One potential group
of severely disabled vocational rehabilitation clients who
have received increased attention as a result of legislative
prioritization in rehabilitation is Social Security
Disability Insurance (SSDI) and Supolemental Security
Income (SSI) beneficiaries. Severely disabled candidates

1



for vocational rehabilitation face the prospect of losing
their benefits upon successful completion of a rehabilita-
tion program. The anticipation of being terminated from
a beneficiary status is what constitutes the work dis-
incentives problem (Berkowitz, 1979). A person receiving
Social Security Disability Insurance and/or Supplemental
Security Income may choose to avoid or prematurely terminate
a vocational rehabilitation program in order to maintain
their current level of economic or ''social security."
Masters and Garfinkel (1977) stated, "almost everyone
agrees that the structure of economic incentives to work
is affected by a variety of policies--income taxes, social
insurance, food stamps, housing subsidies, etc.--in
addition to the public assistance categories that fall under

the rubric of 'welfare'." Resulting from this assistance
system, a myriad of ramifications arise.

Rather than losing benefits, many individuals with
disabling conditions choose to remain unemployed. This
results in a reduction of labor supply which increases the
financial burden to the employed. With some programs, if
beneficiaries do work, they may limit their earnings and
pay less taxes. In order to maintain the same level of all
governmental services, not to mention service expansion,
nonbeneficiaries' taxes must increase. In addition to

placing a greater financial strain on workers who already

feel the effects of an inflationary economy, this crisis



in taxation intensifies feelings of resentment toward
noncontributors.

The Federal/State Vocational Rehabilitation Program's
efficacy is also affected by these benefit programs that
transferAincome from one segment of the population to
another. Section 1615 of the Social Security Act makes
provisions for vocational rehabilitation services to blind
and disabled persons who receive Supplemental Security
Income payments. Section 222 of the Social Security Act
authorizes payments from the trust fund to cover the costs
of these rehabilitation services. A Government Accounting
Officé (GAO) report issued on May 13, 1976, emphasized
the need for improved program effectiveness. Subsequently,
Health, Education, and Welfare Secretary Califano requested
Rehabilitation Services Administration Commissioner
Robert R. Humphreys and the Social Security Administration
Bureau of Disability Insurance Director, William Rivers,
to identify problems, and recommend solutions which would
improve the performance of the SSDI and SSI vocational
rehabilitation programs (Annual Report to the President and
Congress, 1978).

Their investigation took place during the period from
August to November, 1978. One of their major findings was
that, '"Certain provisions in Titles II and VII of the Social
Security Act regarding SSDI and SSI programs, intended to
be incentives for vocational rehabilitation, have become

disincentives'" (Annual Report, 1978, p. 40). These



provisions have resulted in a reduced cost effectiveness
for the vocational rehabiliation program, a discouragement
of recipients from returning to gainful employment, and a
growth in the frustration of the vocational rehabilitation
counselor.

There is a fundamental problem resulting from the work
disincentives issue that impacts directly on the SSI/SSDI
recipient. Being immersed in the bureaucracies of income
transfer programs, the person with a disabling condition
is forced to make decisions regarding his/her life which
prohibits the maximization of potential, isolates himself/
herself from the mainstream of sdciety, and creates an
environment that is alienating and humiliating (Lasch,
1979). Optimization of human development may be possible,
but, as Jochheim stated (1978), it is very difficult to be
rehabilitated to an economic disadvantage.

The severity of this crisis was poignantly exemplified
in 1978. A young California woman with the characteristic
of quadraplegia desperately wanted to live a life of
independence and self-sufficiency. Confronted with rules
and regulations that would reduce her benefits in excess of
what she could ever hope to earn in the labor market, she
became frustrated and despondent. Prior to her death, she
made a tape-recorded message recounting her problems with
the assistance programs and expressing her rationale for
suicide. Rather than being trapped in a dependency

situation, she chose to end her life (60 Minutes, CBS: 1979).



This destruction of life is an extreme example of
what the work disincentives issue causes, for certainly not
all beneficiaries are at this end of the continuum;
nevertheless, it is a reasonable premise that, in varying
degrees,>the structure of certain benefit programs has a
negative effect on the quality of human growth and

development.

Need for the Study

The need for increased attention and research regard-
ing the problem of work disincentives recently has been
cited by several highly reputable groups. The most notable
sources stating this need are the Urban Institute in the
Report of the Comprehensive Service Needs Study (1975), the
White House Conference on Handicapped Individuals, and the
Rehabilitation, Comprehensive Services and Developmental
Disabilities Legislation (1978).

The Report of the Comprehensive Service Needs Study
(1975) in a discussion of benefit programs, cited the need
for greater flexibility in the Social Security system for
persons who have intermittent or recurring problems. The
report further asserted that without basic reform in
Medicaid, or the establishment of a truly comprehensive
public health service, disabled people with excessively high
medical expenses are penalized from becoming employed.

The study summarized its discussion on this issue by calling
for research that would examine strategies for lessening

the disincentives effect.



The Report of The White House Conference on Handicapped
Individuals (1977) also addressed the problem of work
disincentives. Included in the list of recommendations
were suggestions for amendments to the Social Security
Income legislation for the removal of current work dis-
incentives. The Report also advised that a task force of
consumers and relevant agency representatives be created
for the purpose of reviewing and recommending necessary
actions to reduce and eventually eliminate disincentives to
employment.

Members of the United States Congress also demonstrated
their cognizance of the disincentives problem by authoriz-
ing a "Special Study Concerning Disincentives to Employment"
(Section 403, the Rehabilitation Act, 1978):

Sec. 403. 1In consultation with appropriate

Federal departments and agencies, the Secretary

shall conduct a study of possible ways to structure

Federal programs providing benefits to handicapped

individuals in order to eliminate any disincentives

for individuals receiving benefits under such
programs to obtain and continue employment.

Accompanying each of the three documents' discussion
of work disincentives, and the need for further study, were
a series of policy statements either emphasizing or
mandating the active participation of consumers; that is,
persons with disabling characteristics, in the reviewing
and recommending of policies affecting handicapped persons.
This was expressed in several ways. The Report of the
Comprehensive Service Needs Study (1975) called for further

research to determine the benefit and impact of consumer



involvement in the areas of: (1) technology, (2) rehabili-
tation delivery systems, and (3) policy analysis (p. 577).
The report which summarized the White House Conference on
Handicapped Individuals recommended that it should be
"ensured that all agencies affecting handicapped individuals
have at least 507 consumer and/or parent/guardian membership
elected to agency advisory or governing boards" (p. 65,
Volume 2, Final Report, Part A). The 1978 Rehabilitation
Act, along with the proposed Regulations for implementing
the Act (November 29, 1979), provided for ''substantial
consumer involvement in policy planning and development' in
the Federal/State Rehabilitation Programs.

The intent of this study was to respond to the need
for further investigation into the work disincentives
problem. The plan was to enhance existing research, which
will be discussed in the Review of the Literature,
Chapter II. Intending to complement previous findings,
which primarily focus on Social Security legislation and
characteristics of beneficiaries, this study researched the
Federal/State Vocational Rehabilitation Program's activities
which affect Supplemental Security Income and Social
Security Disability Insurance beneficiaries. In keeping
with the intent and spirit of consumer involvement, this
study included substantial consumer input.

The focus of this investigation was significant in view
of the fact that under Social Security legislation

individuals receiving either Supplemental Security Income



and/or Social Security Disability Insurance are automati-
cally referred to the State Vocational Rehabilitation
Agency. The purpose of this referral is to determine
eligibility for rehabilitation services. Once eligibility
is determined, the provision of rehabilitation services
for the purpose of placement into gainful employment begins.
Since previous research on work disincentives has been
directed towards Social Security legislation and bene-
ficiary characteristics, resulting policy changes have
taken place primarily within the Social Security Administra-
tion. For the most part, these changes have been minor
adjustments to the Social Security system. An example of
this would be a change in the amount of earnings allowed
before benefits would be terminated. It is important,
though, to realize the potential that the vocational
rehabilitation program has in aiding beneficiaries in over-
coming work disincentives. Through careful study of the
vocational rehabilitation program, data was generated
that identified activities which aid beneficiaries in
overcoming work disincentives. It is anticipated that the
results of this study may be useful in the analysis and
promulgation of future policies geared towards combating

disincentives to employment.

Purpose
The purpose of this study was to examine the activities
of the vocational rehabilitation program as they relate

to assisting beneficiaries in overcoming existing work



disincentives. As a result of the automatic referral
process of Supplemental Security Income and Social Security
Disability Insurance recipients for vocational rehabilita-
tion services, the state rehabilitation agency is an
important variable in aiding people to ultimately overcome
the fear of losing benefits. This reduction or elimination
of apprehension allows for the successful completion of a
rehabilitation program and return to gainful employment.

This study examined the activities of the Michigan
Bureau of Rehabilitation program by partitioning the flow
of rehabilitation services into five distinct components.
These categories were as foliows:

1. Diagnostic services

2. Vocational counseling

3. Rehabilitation services provided after acceptance
and prior to job placement

4. Placement and follow-up services

5. The agency-client relationship

Furthermore, a sixth category identified as
"miscellaneous'" was studied. This category consisted of
questions related to benefits received by SSI and SSDI
beneficiaries.

Five of the areas follow the flow of services commonly
provided by the state rehabilitation agency. Diagnostic
services and establishing a vocational goal are part of the
eligibility process which takes place after referral and

prior to acceptance. Upon acceptance to the rehabilitation
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program, a rehabilitation plan is developed and rehabilita-
tion services are provided to attain the goal of the plan.
Examples of services provided during this phase of the
program are vocational training, maintenance, education,
counseling, and physical/mental restoration. When the
services are completed, the job placement process is initi-
ated. Upon satisfactory placement, follow-up and
post-employment services are provided to the client to
assist with any problems that may arise during the
beginning phases of employment. Encompassing all rehabili-
tation activities is the agency-client relationship.
Subjects from three different groups were inter-
viewed. The first group was vocational rehabilitation
counselors whose primary responsibility is to provide
services to Supplemental Security Income and Social
Security Disability Insurance beneficiaries. The second
group was SSI and/or SSDI beneficiaries who had received
rehabilitation services. This group was divided into two
sections according to whether the beneficiary had been
either successfully rehabilitated to a wage-earning job, or
closed unsuccessfully by the state vocational rehabilita-
tion agency. The third group consisted of representatives
from organizations whose primary purpose is to provide
advocacy services for individuals with disabling
characteristics. The use of clients and advocacy organiza-
tions, which in many cases are consumer controlled, provided

an opportunity for consumer involvement in reviewing programs
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which affect their lives. The interviewing of all three
groups provided for a multidimensional perspective.

The subjects were administered one of three parallel
interviews designed for this studyl Each interview
elicited comments relating to the subjects' experience with
the rehabilitation program and Social Security benefits.
There was a client interview, a counselor interview, and
an advocate interview. These interviews were developed
through a rational process reflecting the vocational
rehabilitation system and the research literature. The
validity and reliability of the interview, the research
instrument, also was examined as part of the study.

In addition to providing information regarding the
perceptions of counselors, clients, and advocacy organiza-
tions, this study generated data that may be useful in
the future evaluation, planning, and development of new
policies to increase the general effectiveness of the state
rehabilitation agency. Also, the study has provided
information that may be beneficial in the analysis of
Social Security legislation and its role in creating and

maintaining work disincentives.

Research Questions

The major research questions answered by this study
were as follows:
1. To what extent do the activities of the State

Vocational Rehabilitation Program assist Supplemental
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Security Income and/or Social Security Disability
Insurance beneficiaries in overcoming existing work
disincentives?

2. Are there certain rehabilitation activities, such
as diagnostic services, vocational counseling, and follow-up
services, that have a greater impact on assisting
beneficiaries to overcome work disincentives, than other
activities?

3. 1Is there a difference of perceptions among
counselors, clients, and advocates as related to the extent
that the activities of the state rehabilitation agency
assists beneficiaries in overcoming existing work
disincentives?

4. Do vocational rehabilitation counselors, SSI/SSDI
beneficiaries and advocates, in fact, perceive certain
provisions of the Society Security Act as disincentives

to work?

Definition of Terms

Beneficiary: An individual with a disabling

characteristic(s) receiving assistance from Social Security
Disability Insurance (SSDI) or Supplemental Security
Income (SSI).

Cash benefits: Monthly cash payments provided to

SSI and SSDI beneficiaries.

In-kind benefits: Non-financial assistance provided

to beneficiaries. !Medicare and ledicaid are the major



13

in-kind benefits, that is, a government-subsidized health
insurance.

Rehabilitation client: An individual with a disabling

characteristic(s) receiving services from the state voca-
tional rehabilitation agency.

Work disincentives: Certain provisions of the Social

Security Act that terminate SSI and SSDI benefits when a

beneficiary participates in paid employment.

Overview

Presented in the following chapters is a detailed
explanation of this study. A review of the theories,
research, and existing policies pertinent to work dis-
incentives and the rehabilitation process is incorporated
in Chapter II. Contained in Chapter III is the method-
ology that was used for conducting this study. A discussion
of the selection of research participants, research agree-
ments, instrumentation, research questions in testable
form, and the statistical models used for the data
analysis are included in Chapter III. After the methodology
for the study is presented, the focus of this report turns
to data analysis and the interpretation of the results.
This is detailed in Chapter IV. The final chapter,
Chapter V, is the conclusion of the research report. This
chapter contains a discussion of the research results, a
macro view of work disincentives, implications of the

research, recommendations for future study, and conclusions.
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With the need for and purpose of this study explained in
the first chapter, research relevant to this area of

investigation provides the content for the next chapter.




CHAPTER II

SURVEY OF THE LITERATURE

Introductory Statement

The purpose of this study was to investigate the
impact of the state vocational rehabilitation agency on
assisting rehabilitation beneficiary clients in over-
coming existing work disincentives. This study expands
the available knowledge in the area of work disincentives.
Such knowledge may be useful in the analysis and change
of rehabilitation policy and practice in assisting persons
with disabling conditions who receive Social Security
Disability (SSDI) or Supplemental Security Income (SSI) to
obtain paid employment. In accord with this purpose,
literature relevant to five topics was reviewed. The topics
presented include: income transfer programs, medical
insurahce, recent disincentives research, economic theory,
and rehabilitation philosophy and practice. The survey of
the literature provides the knowledge and theoretical base

for this study.

Income Transfer Programs

To understand work disincentives it is necessary to
understand Social Security legislation. It is within the

legislation that the laws and regulations are found which

15
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reflect compromises between ideologies that believe in
providing assistance to individuals in need, and a
Darwinian approach which subscribes to a '"'survival-of-the-
fittest'" position. Noble (1979) aptly pointed out:
Rehabilitation takes place within a matrix of
disability policies and is, in fact, one subset of
the whole. Thus, variations in the structure of the
set of disability policies can influence the out-
comes of rehabilitation service technologies.
Some combinations of policies and politico-
economic conditions may be mutually reinforcing
and prove productive; other combinations may simply

cancel each other out; still others may be positively
harmful to individuals and society. (p. 229)

Ih 1935, Social Security legislation was enacted. This
law provided coverage to insured workers only upon retire-
ment. Although meager by today's standards, it was landmark
legislation establishing a national policy to provide for
the elderly. 1In 1939, the law changed, allowing the payment
of benefits to families of deceased workers. The 1939
legislation also extended coverage to certain dependents of
retired workers. Disability insurance became part of Social
Security legislation for the first time in 1954. This
insurance was intended to protect workers against a loss
of earnings due to total disability (Goldenson, 1978). The
1954 legislation laid the groundwork for disability
insurance as it now exists.

The two types of public assistance that are of primary
concern in this study are Supplemental Security Income
(SSI) and Social Security Disability Insurance (SSDI).

This in no way exhausts the scope of available benefits



17
allowed to a vocational rehabilitation client. In fact,
Walls (1977) listed 76 Federal programs in which an indi-
vidual with a disability may participate, a few of which are
represented by such programs as Aid to Families with
Dependent Children, Food Stamps, Workers Compensation, and
rent supplements.

Walls (1977) classified these programs into four cate-
gories. The first category has no income rules. That is,
the person receives benefits with a disregard for their
current financial status. An example of this type of
assistance is found in the Veterans Administration. If while
serving in the armed forces persons become disabled, they
are entitled to lifetime benefits. The second category pro-
vides benefits contingent upon the amount of wages an
individual earns. Social Security programs such as 0ld Age,
Survivors, and Disability Insurance are examples of benefits
limited by an individual's income. In the third category
are programs which are limited not only by wages but also by
public benefits. 1In this category Walls (1977) included
Railroad Retirement, Disability and Survivors' benefits,
Unemployment Insurance, and Black Lung benefits for miners,
dependents and survivors. The fourth category consists of
programs with limits on wages, certain public benefits, and
unearned private income. This is a very broad category in
which people are subjected to a general means test
(Berkowitz, 1930). Examples of these programs are Food
stamps, Aid to Families with Dependent Children, and

Supplemental Security Income (SSI).
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The SSI and SSDI programs mandate that a referral be
made to the state vocational rehabilitation agency. Rehabil-
itation services provided by the state agency are totally
financed by the Social Security Administration. The purpose
of this funding is to reduce the number of individuals
receiving benefits. An in-depth understanding of the SSI/
SSDI programs helps to provide a clearer understanding of
the disincentives problem. Two major components of each
program are financial and medical benefits. Following is an

explanation of these programs.

Supplemental Security Income (SSI). As its name implies,

SSI is available as a supplement to income from other
sources, including other Social Security benefits (A Guide
to SSI, 1977). It is designed to provide a floor of income
for the aged, blind, or disabled; therefore, it is based

on economic need (Burton, 1979). SSI is a Federal program,
and each state has the option to supplement the Federal
payments. Administered through the Social Security
Administration, the Federal government makes payments to
eligible recipients; determines eligibility; and maintains
a ""master record" (A Guide toc SSI, 1277). The funding for

the SSI program is generated from the coffers of the

United States Treasury, e.g., personal income taxes,

corporation taxes, and other taxes. This differs from
Social Security, which is funded by workers, employers, and
the self-employed. 1In addition to Federal participation,

each state provides Medicaid, Food Stamps, and various
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social services. Also, some states provide interim
assistance while eligibility is being determined at the
federal level. It should be noted that SSI is the first
federal-administered cash assistance program in this
country available to the general public (Social Security
Handbook, 1978).

There are two factors which affect eligibility for
SSI benefits. The first is related to income. In order
to qualify for SSI, the disabled person must have an income
below $282.30 a month, and for a couple the total income
must be below $413.40 a month (Social Security Amendments,
1972, Section 301, as amended Section 1612A).* In the
initial financial determination, a person can retain owner-
ship of his/her house and may own a car worth less than
$1,200. They may have life insurance with a total face
value less than $1,500 and savings less than $1,500
(Goldenson, 1978).

The second criterion is that a person be disabled. The
definition of disability as used in determining eligibility
states that, "A person 18 or older is considered 'disabled'
if a physical or mental impairment prevents him or her

from doing substantial, gainful work, and is expected to

*These figures reflect the Congressional increase which
became effective on July 1, 1980. Prior to this date,

the amounts were $242.29 a month for an individual and
$363.44 for a couple (SSI for the aged, blind, and disabled
in Michigan, 1979). It should be noted that data for this
study was collected while the reduced rate was in effect.
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last at least twelve months.'" (A Guide to SSI, 1977,

p. 6) Also mandated as a criterion of eligibility is that
a disabled person must accept vocational rehabilitation
services if offered. If the disability is that of drug
addiction or alcoholism, the individual also must accept
treatment if offered.

Once the claimant has been allowed benefits, his/her
earned income becomes subject to certain guidelines. The
first $20 a month of any income, regardless of source, is
disregarded. In addition, if the beneficiary works, the
first $65 a month of all earnings does not count against the
SSI payment. After $65 a month is earned, though, one
half of any monthly income is not counted. This continues
until the beneficiary earns a net amount of $300 a month.
When this level is reached, the individual is considered to
be engaged in '"'substantial gainful activity' (SGA) and
benefits are terminated. In essence, the person 1s no
longer considered disabled.

Table 2.1 shows the number of persons receiving SSI

and the average monthly amount of their payment.

Social Security Disability Insurance (SSDI). Where SSI

has an economic needs test, SSDI is awarded to individuals
who are insured and then become disabled. A person is
insured if he or she has a sufficient number of work
quarters credited to his/her Social Security earnings

record (Social Security Handbook, 1978). The amount of
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Table 2.1.--NMumber of SSI Recipients and Average Monthly Income

Type of

Payment Total* Aged Blind Disabled
Number of

Persons 4,156,812 1,889,736 76,974 2,190,102

Average lMonthly
Income $142.31 $109.03 $179.75 $169.72

*
This includes Federal SSI payments and State supplementation.
Monthly Benefit Statistics, Nov. 13, 1978

work needed depends on the age of the claimant when the
disability occurs. If the disability occurs before age 24,
1% years of work in the three-year period before the
disability is needed. From age 24 through 30, the claimant
needs credit for having worked half the time between 21 and
the time of disability. All workers disabled at 31 or
older, except the blind, need the amount of credit shown
in Table 2.2.

In order to receive SSDI a person must be disabled.*
In defining disability, the Social Security Handbook
(1978) states that 'a person must be not only unable to do
his or her previous work, or work cormensurate with the

previous work in amount of earnings and utilization of

ots

"It should be noted that Worker's Compensation is another
form of disability insurance. A worker injured while per-
forming activities related to the job is eligible. SSDI
differs in that the disability does not have to be work-
related. Since there is not a national policy for
mandatory referral to vocational rehabilitation by Worker's
Compensation, this type of insurance was not included in
this study.
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Table 2.2.--Work Credits Needed to Qualify for SSDI Benefits

Born after Born before 1930, Years of
1929, become become disabled work credit
disabled at age before 62 in you need
42 or younger 1971 5

44 1973 5%

46 1975 6

48 1977 6%

50 1979 7

52 1981 7%

54 1983 8

56 1985 8%

58 1987 9

60 1989 9%

62 or older 1991 or later 710

If you become disabled, August, 1979

capacities, but cannot, considering age, education, and work
experience, engage in any other kind of substantial, gain-
ful work which exists in the national economy. It is
immaterial whether such work exists in the immediate area,
or whether a specific job vacancy exists, or whether the
worker would be hired if he or she applied for work"

(p. 95), The Social Security Handbook (1978) also states
that "A medically determinable physical or mental impair-

ment is one that results from anatomical, physiological,
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or psychological abnormalities which are demonstrated by
medically acceptable clinical and laboratory diagnostic
techniques” (p. 102). The furnishing of this information
to the Social Security Administration is the claimant's
responsibility.

In addition to becoming unemployed due to the
occurrence of a disability, the claimant must demonstrate
that the disability is expected to last for a period of not
less than twelve months. During this twelve-month period,
the person must be unable to perform any substantial
gainful work. SSDI is also made available for individuals
with disabilities who are unmarried and disabled before the
age of 22, and who are likely to continue with a severe
disability. Also, disabled widows or widowers are eligible
for disability benefits upon the death of an insured worker
(Goldenson, 1978).

Unlike SSI, the SSDI progranm requires a five-month
waiting period before benefits can be received. And if the
beneficiary returns to work, he/she has a nine-month trial
work period (TWP). 1If the individual is successful during
this trial work period, benefits can be received for three
more months before SSDI is terminated. This allows for a
total of twelve months in trial work.

For the disabled worker, the average monthly award
under SSDI is $321.27 (Monthly Benefit Statistics, 1978).

Provided in Table 2.3 is a comparison of the SSI

and SSDI programs. It should be understood that a person
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Table 2.3.--A comparison of the SSI and SSDI Programs

Variables for

Comparison SSI SSDL
Administrative Social Security Social Security
headquarters Administration Administration
Funding source General Funds of Contributions of

Requirement for
financial need

Requirement for
work history

Disability
requirements

Waiting period
before benefits

are payable

State contributions

Limit on ownership
of personal property

Effect of work on
benefits

Health insurance

the U.S. Treasury

Yes

No

Aged, blind, or
unable to engage
in substantial,
gainful activity

Yes

Yes

Immediately reduced

or terminated

Medicaid

workers, employers,
and self-employed
people

No

Yes

Unable to perform
substantial, gainful
work and disability
is expected to last
(or has lasted) at
least 12 months, or
is expected to result
in death

5 full calendar months

No

Benefits continue for
a 9-month trial work
period

Medicare
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may qualify for both, but being a beneficiary of one
program does not provide for automatic entitlement to the

other.

Medical Insurance

For many individuals who receive either SSI or SSDI,
the financial part of the benefits are not as important
as the accompanying medical insurance. Individuals with
disabilities often require ongoing medical supervision.
Clearly, with skyrocketing health care costs, the loss of
medical benefits becomes an important consideration when
an individual is faced with the prospects of returning to
substantial, gainful work. The two primary medical pro-
grams that have a significant effect on the clients of this
study are Medicare and Medicaid.

Medicare is an insurance program that is financed by
monthly premiums paid joinfly by the insured person and
the federal government. Practically everyone 65 or older
is eligible. Individuals with disabilities qualify if they
have received SSDI for two or more consecutive years, or if
they need dialysis treatment and/or a kidney transplant.
Special attention should be given to the requirement for
the two-year waiting period prior to receiving Medicare.
If an individual returns to substantial gainful activity,
he/she is no longer considered disabled and benefits,
including medical ones, are terminated. If for any reason
the individual terminates employment, the two-year waiting

period must be reestablished.
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The types of coverage available under Medicare are

categorized in two parts:

Part A

1. Up to 90 days of inpatient care per each eligible
benefit period

2. Up to 100 days of care in a nursing home or
rehabilitation facility.

3. Home health care benefits, such as nurses and/or
physical therapists

Part B (this covers outpatient treatment)

1. Physician services.

2. Outpatient hospital services

3. Various medical and health services, e.g., X-rays,

braces, artificial limbs, wheelchairs, and
ambulance services (Goldenson, 1978)

The claimant is responsible for paying the first $60 of
bills incurred each year. After this is paid, Medicare will
pay for 807 of the rest of the bills. Medicare does not
pay for routine physical examinations, prescriptions, glasses,
hearing aids, immunizations, dentures, dental care, and
orthopedic shoes. Medicare also does not provide coverage
for strictly custodial care.

For individuals unable to meet the cost of medical
services not covered by lledicare, iledicaid is available.
Persons receiving SSI are automatically eligible for Medicaid.
Services covered by Medicaid are:

1. Necessary services provided by physicians,

optometrists, podiatrists, chiropractors, and
other professional personnel

[§S]

Dental services
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3. Home health care services
4. Drugs, sickroom supplies such as bedpans,

bandages, etc., eyeglasses, and prosthetic
appliances (Goldenson, 1978)

Again, it should be noted, that as in the case of
Medicare, coverage is only available as part of the total
benefit package allowable to individuals not involved in
substantial, gainful activity.

Given the overview of the rules and regulations govern-
ing SSI/SSDI and the accompanying medical programs, an
illustration of a specific case study will highlight the
disincentives issue. This example comes from a study con-
ducted by Rehabilitation Facilities of Wisconsin (1978).

Larry, needing to use a wheelchair as a result of
bruising his spinal cord in an automobile accident, has been
a recipient of SSDI since 1973. He and his daughter received
$705 each month in SSDI payments. As a result of receiving
rehabilitation services, he was hired by an electronics
company to assemble computer boards. After only one month
on the job, his employer gave Larry a very positive evalua-
tion. The electronics company also said that they would like
to have Larry work more than 19 hours a week, which had been
his work level, and increase his hourly wage from $2.65
to $2.85. Larry was quite pleased with this until he learned
that as a result of increasing his wages and gross income
earned, he would experience a decrease of $484 in his total

net monthly income.
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Larry's wage was $215 a month. After Social Security
taxes were deducted, he took home $202. With the $705
received from SSDI, none of which was taxable, the total
cash income each month was $907. In addition, Larry was
covered by Medicare.

Working full time at the proposed $2.85 per hour level
would have given Larry $490. After FICA, federal, and
state withholding taxes, his take-home pay would have been
$423. And as a result of the Social Security Administra-
tion's earning test, Larry and his daughter would have no
longer been eligible for SSDI, for his earned income would
have exceeded the $280 a month limit. Larry, as a result
of earning $423 a month take-home pay, would no longer be
considered disabled; therefore, all benefits would have
been terminated. 1In order to maintain his current cash
income, disregarding medical insurance, Larry would need to
obtain employment yielding $1230 in gross monthly wages,
and $907 in take-home pay. Given his capabilities at that
time and work history, Larry encountered a considerable

disincentive and obstacle to work and independence.

Disincentives Research Studies

In this section research studies related to work
disincentives are reviewed. As stated in Chapter I, the
previous research has as its primary focus Social Security
legislation and characteristics of beneficiaries. There

have been several short narratives attesting to the reduced



29

motivation towards successfully completing a rehabilitation
program for persons in a beneficiary status (Comptroller
General, 1976; Walls, Mason, and Werner, 1977; Wise,
1974) . A number of investigators reported individuals with
disabilities, who were SSI/SSDI recipients, as having a
below average rehabilitation rate (Fowler, 1969; Greenblum,
1976; Grigg, Holtman, and Martin, 1969; Micek and Bitter,
1974; Nagi, 1969; Walls, Stewart, and Tseng, 1974). Recently,
Better et. al., (1979) in examining a 15% random sample of
nationwide fiscal year 1975 vocational rehabilitation case
closures, found that disabled individuals receiving SSDI or
SSI were rehabilitated less frequently than nonbeneficiaries.
Although often found in sheltered employment, rehabilitated
beneficiaries were less often self-employed or working in
the competitive.labor market. Their findings suggested
that reduced work motivation attributable to SSDI/SSI
programs contributed to this situation.

The Indiana Rehabilitation Services (1976) conducted
a study which had rehabilitation counselors in the state
agency rank six factors, in order of importance, that were
disincentives to the rehabilitation of SSI and SSDI
beneficiaries. The major problems listed by the counselors
were: fear of returning to work because of the loss of
benefits, and decreased income. Fear of losing Medicare was
perceived as less of a disincentive to complete a rehabili-

tation program.
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The Alabama Counselor Perceptions Study

With a variety of proposals for lessening or
eliminating the disincentives effect, the Department of
Rehabilitation Medicine at the University of Alabama (1979)
believed that it ". . . would be enlightening to systemati-
cally examine one group's view on rehabiliation dis-
incentives. Rehabilitation counselors, by virtue of their
relationship with clients, are in a unique position to
comment upon the various proposals for modifying the SSDI
system and indicate those most likely to achieve the
desired outcome'" (Better, Fine, Simison, and Doss, 1979,

p. 646).

Counselors within the Alabama Division of Rehabilita-
tion and Crippled Children Services, assigned to serve
clients in North Central Alabama, were the subject of the
study. Thirty-four counselors were randomly selected to
participate in a personal interview to evaluate the absolute
and relative efficacy of several proposals for reducing
disincentives to the rehabilitation of beneficiaries,
including:

1. Continuation of Medicare coverage after the trial
work period

2. Immediate renewal of Medicare coverage for former
beneficiaries who terminate employment

3. Deductions for work-related expenses in deciding
whether a beneficiary is able to engage in
substantial, gainful activity

4. Raising the amount of money a beneficiary may earn
before benefits are terminated
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Permitting partial payments of benefits
Extending the trial work period to 24 months

Renewing benefit eligibility every two years

0o N O Wu»n

Lowering disability benefits

The researchers found that 917% of the counselors
believed changes relating to Medicare coverage would be
effective. Eighty percent reacted positively to the pro-
posals that work-related expenses be considered in
determining whether a client is performing at the sub-
stantial, gainful activity level; partial benefits be
granted to beneficiaries with limited earnings; and SGA
be increased to $500 from the current $230 a month. The
most effective changes perceived by the counselors were
related to the continuation of Medicare coverage after the
trial work period is completed, increasing the substantial
gainful activity level, followed by the continuation of
partial benefits to be granted beneficiaries with limited
earnings.

The findings suggested a moderate degree of counselor
consensus on proposed changes in the SSDI programs intended
to reduce or eliminate disincentives to vocational rehabili-
tation. A major criticism of the beneficiary programs was
that benefits are completely terminated, even when a
beneficiary's earnings are quite modest. Three of the
proposals mentioned received considerable counselor support

and would partially rectify this situation.
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There was some counselor support for attacking the
perceived.attitude of some beneficiaries, that benefits
have been awarded for life. Counselors felt that by
reviewing cases every two years, beneficiaries would not
settle in to an "out-of-work-for-life'" mind set.

In summary, the counselors' perceptions implied that
both the benefit programs and the attitude of the bene-
ficiaries contributed to the low level of vocational
rehabilitation clients returning to work. As a result,
their recommendations included proposals for dealing with
provisions within the Social Security Administration along
with the establishment of a more comprehensive system for

auditing the health and activities of beneficiaries.

The West Virginia Study

The University of West Virginia Research and Train-
ing Center initiated a research project, ''Negative
Incentives: Contingencies which Discourage Disabled
Individuals from Seeking or Completing Rehabilitation
Services and Subsequent Employment" (Project R-34, 1976).
Although the project has not yet been completed, some
findings were made available in an interim progress report.

The objectives of the West Virginia study were to
" determine which types and amounts of cash and
in-kind benefits discourage eligible individuals from
engaging in and completing VR services. Further, to what

extent is this a problem in VR, and, if it is a substantial

problem, what are some possible remediating actions'" (p. 168).
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The investigators used 76 different programs to cover
the range of benefits that eligible vocational rehabilita-
tion clients may receive. The project leaders recognized
that the disincentives problem becomes increasingly complex
when an individual receives more than one type of benefit:
"A particularly insidious arrangement may occur if workers
receiving multiple benefits actually reduce the total
income when they work; that is, they may lose more than
they gain' (p. 173).

The plan in the West Virginia study was similar to
the Better et. al., (1979) study--to compare beneficiaries
to nonbeneficiaries, both of whom were eligible clients for
vocational rehabilitafion services. The dependent variable
was the closure status of the individuals, and factors
associated with it, such as: whether the person was in
competitive employment or homemaker employment, and the
earnings received. Unlike the Better (1979) study, which
reviewed R-300s (a federal reporting form used by the state
vocational rehabilitation agencies), this study assigned
full-time interviewers to collect data in the Charleston-
Huntington, West Virginia and the Baltimore, Maryland area.

During the intake process of the state agency, the
potential clients were interviewed by the ''disincentives"
interviewer. During the interviews the investigators
attempted to report the person's motivation for work, since
it was felt that this variable was significant in terms

of obtaining gainful employment. Similar to a study
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reported by Cain and Watts (1977), which attempted to
assess a person's desire to work by examining how assets
were accumulated in the past, West Virginia accomplished
this by classifying people as having either an internal or
external orientation. Of the 304 potential clients, 647
had an external orientation in that they agreed or strongly

agreed that a great deal that happened to you is
probably just a matter of luck, fate, breaks, or other
more powerful people.'" Thirty-six percent had an internal
orientation inasmuch as they disagreed or strongly dis-
agreed with the same statement. It seems reasonable to
assume that the researchers were inferring that individuals
with an "internal orientation'" were more ''self-directed"
and hence more ''motivated' to secure employment.

The person's progress in vocational rehabilitation
was then monitored through agency records. At the time of
vocational rehabilitation closure, regardless of outcome,
the investigators noted the pattern of benefits received
and their relationship to vocational rehabilitation
outcome.

In the interim report (1979), five specific objectives
were listed:

1. To determine the amount of benefits vocational

rehabilitation clients were receiving at

referral

2. To determine benefit reductions that occur if the
person is rehabilitated

3. To examine the relationship between a person's
progress in vocational rehabilitation and their
benefit reductions
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4. To specify the scope of disincentives
5. To generate legislative and programmatic

recommendations increasing rehabilitation
incentives

The interim report showed that the most important
program, as viewed by the clients, was the SSDI, followed
by SSI. After these programs, the category of benefits
providing medical care was determined to be significant.
The only other in-kind program that was quantitatively

important was the Food Stamp program..

The Recovery of Disabled Beneficiaries--The Treitel Study

Treitel (1979) reported the results of his examina-
tion of the recovery, that is, the termination from
beneficiary status, by individuals who were allowed
benefits in 1972. Treitel then studied the same bene-
ficiaries in 1975. Stimulating his research was the rapid
increase of new claimants. New benefits were awarded to
350,000 claimants in 1970, and in 1975 the number of new
claimants rose to 592,000. This occurred while the number
of recoveries remained at approximately 40,000 annually.
Treitel's study involved the tracing of 413,000
beneficiaries.

He found that only 7% of the 413,000 beneficiaries
who were awarded benefits in 1972 had recovered. Around
42% were still receiving benefits, and the remainder had

either died or attained the age of 65.
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Treitel further analyzed the characteristics of the
7% who left the rolls and those who stayed in a beneficiary
status. He found that the significant variables related
to recovery were fairly predictable. Twenty-three percent
of those who were under 40 years of age recovered, as
compared to 47 of those aged 50 or older. Ten percent of
the men and 6% of the women recovered. Beneficiaries with
more dependents recovered at a greater rate than those
with fewer dependents. With certain primary diagnoses,
the recovery rate was greater than for others: fractures,
33%; disc displacement, 16%; tuberculosis, 34%; blindness,
10%; heart disease or osteoarthritis, 3%; emphysema, less
than 1%; neoplasms, 1%. Education was significant. With
more schooling, there was an increased recovery rate.
Predisability earnings were also significant, with higher
earnings prior to disability showing the greater recovery
rate. Interestingly, it was found that beneficiaries with
larger amounts of benefits ($300 or more) recovered more
often than individuals with lesser benefits. However,
when this last finding was analyzed with other character-
istics, such as age, education, and primary disability, it
was considered to be of less importance than when con-
sidered individually.

Treitel believed that for most beneficiaries recovery
was not possible. 1In order to be allowed benefits, a

claimant must have a severe disabling condition that is
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long-term; therefore, program changes creating incentives
would have a minimal effect on 'most' beneficiaries.

To determine the factors related to recovery and to
determine the extent of existing disincentives, Treitel
employed the Automatic Interaction Detector program
(AID 3). As explained by Sonquist et al. (1971), this
involved an analysis of variance technique which identi-
fies those variables with the greatest variance. The
AID 3 was used for all persons who recovered by 1975 and
an equivalent group randomly selected from those who
remained in a beneficiary status.

In analyzing the data, Treitel maintained his find-
ings suggested that some workers who had a great potential
for medical improvement may have exercised manipulation
over their medical history in order to maintain a bene-
ficiary status. Nevertheless, Treitel concluded that most
beneficiaries apply for assistance and remain on the rolls
due to the traumatic effects of their disabling conditioms,
and that frequently these disabling characteristics lead to
premature death. Treitel further postulated that the
younger beneficiaries with a potential for improvement,
i.e., recovery was possible, could be engaged in sub-
stantial, gainful activity if it were not for the dis-

incentives in the benefit program.



38

A Study of the Beneficiary Rehabilitation Program--the
Rutgers Study

A study conducted by Berkowitz, Horning, McConnell,
Rubin, and Worrall (1979) attempted to determine whether
the Beneficiary Rehabilitation Program was cost beneficial.
Further, the study suggested alternative methods for
financing the program.

The Beneficiary Rehabilitation Program is funded
from the payments of the prior year's total Social Security
Disability insurance payments. For fiscal year 1976, that
amount was $102.6 million. The amount of available money
reflects the sigﬁificance of the program, for in 1976
the $102.6 million represented 9.2% of the total vocational
rehabilitation expenditures (Berkowitz, 1980). Also, in
1976, the Beneficiary Rehabilitation Program served
88,449 clients, or 7% of the total number of clients served
by the vocational rehabilitation agencies.

In studying 8,286 beneficiaries who were rehabilitated
during fiscal year 1973, it was found that 35% of those
rehabilitated left the SSDI rolls at least once by
January, 1977. In agreement with Treitel, Berkowitz, et al.
(1979) found that age was one of the factors associated with
termination, that is, the likelihood of termination from
SSDI decreased as the rehabilitant became older: ''Over
40% of the rehabilitants in the prime age group 25-34
terminate, and more than one-third of those in the 35-44

years age group also leave the rolls. In contrast,
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only 147 of those age 55-66 terminate' (Berkowitz,
1980, p. 89).

Berkowitz, et al. (1979), in looking at the wage
that a rehabilitant was earning at successful closure,
found the expected. When the wage increased, the termina-
tion or recovery rate also increased. Once the benefit
ratio equaled or exceeded 1, the rate of termination
from beneficiary status increased dramatically.* This was
further illustrated by an example from the 'Wage/Benefit

Ratio and the Rate of Termination Table.' When a wage/
benefit ratio was somewhere between 0.51-0.75, the rate of
termination was 22.2%. However, when the ratio increased
to between 1.51-1.75, the rate of termination rose sharply
to over 617%.

The study also focused on the SGA limit of the
Social Security Act. In examining SGA, the researchers
paid special interest to the 24.47 of the Beneficiary
Rehabilitation Program's rehabilitants who had not
terminated from SSDI in 1977, but had some participation in
the labor market. This group, whose 'double status"
consisted of wage earners and beneficiaries, was studied to

see why they were not terminated. The researchers hypothe-

sized two explanations for the lack of termination:

“To arrive at the wage-benefit ratio, the reported wage is
divided by the actual benefit. Therefore, when the ratio
is equal to 1, the wages and benefits are equal. As the
wage increases, the ratio increases.
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(1) the extent of this group's impairment made them
incapable of earning more than the SGA amount; or (2) the
prospects of losing benefits stopped these individuals
from working more. The second explanation serves as the
basis for the disincentives issue.

The researchers maintained that for some rehabili-
tants, the data suggested that the SGA limit acted as a
disincentive; that is, some individuals were capable of
earning enough income to be terminated from SSDI, but
instead chose to use the SGA provision to limit their
income and remain in a benefit status.

The conclusions of the study provided recommendations
for reducing the disincentives problem. The researchers
suggested that the provisions governing the trial work
period should be liberalized, along with improving the
overall performance of rehabilitation counselors. These
two changes would lead to an increase in the wages earned,
raising the wage/benefit ratio, therefore increasing the
probability of recovery. Other recommendations included
reforms in the program management, financing, and monitor-
ing of the Beneficiary Rehabilitation Program. Although
none of the recommendations provided for an elimination
of disincentives, the researchers felt that their proposals
would greatly reduce the desire of some rehabilitants to

limit their earnings.
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Economic Theory and Disincentives: A Theory of Labor Supply

Public policies which involve a transfer of income
from one group to another group require considerable
consultation from economists (or, at least, economists
are normally solicited for their input). The overall goal
of this study was to gain a better understanding of the
work disincentives problems related to income transfer
programs. Therefore, a brief overview of an economic
theory of labor supply, as viewed by the economists directly
involved in work related to the disincentives issue,
provides a helpful background.

In 1930, Lord Robbin simplified a theory of labor
supply. He saw a worker as having a finite amount of time
which could either be spent at work or in pursuing leisure
activities. The purpose of work was to earn a wage so that
goods could be purchased. 1In the process of working, the
amount of leisure time is reduced. Robbin believed that,
given the opportunity, people preferred to be involved in
nonwork activities. <ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>