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B America’s Largest Untapped
3 Market: wno they are, the '
potential they represent
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Americans - |

People with disabilities want
to work for you and fhéy
want to buy your products.
With ;killed and loyal
employees at a premium and
traditional market growth

|
slowing,-can you afford to L . ."' -
‘» $ 176 Billion. W . a3
ignore or stereotype them? :‘z"‘lggsffnigpnsaﬁle_ R -] ; o)
. Income. -l B S

A large type version of this section
can be viewed on WE magazine's
Web

site, www.wemagazine.com.

A vault in Kansas City, Mfssouri,

contains every Hallmark greeting
card ever printed, neatly organized
in chronological order, providing a
history of social change. Only

vision." He's doing his share by
partnering with SAP America fo
launch the SAP/Stevie Wonder
Vision Awards designed to

increase employment for people

They aren't just disabled — they're
CEO:s, secretaries, scientists, artists,
parents, children — all consumers in

to overnight. And they don't just buy

recently has the climate-controlled
room held cards for people with
disabilities. Increasingly, corporate
America is looking to the market
that Hallmark Cards discovered —
as individuals, consumers, and
valued employees.

Stevie Wonder wants companies to
"advance the world through their

with vision impairments. He also
wants to separate fact from fiction
about people with disabilities. “And
the facts are compelling. Stevie
Wonder is one of 859 million
people worldwide who have a
disability. There are 54 million
people with disabilities in the U.S.
alone, making them the single
largest minority group in America.

wheelchairs. They also buy cars,
houses, stocks, and toothpaste. With
a 10% compounded annual growth
rate, aggregate income of people
with disabilities, now $796 billion,
will exceed $1 trillion by the year
2001. Even though their
unemployment remains high, their
discretionary income is $176 billion.
That's a lot of toothpaste.

a market any one of us could belong 2 ‘




Of the millions of people limited in their
" activities due fo long-term disability,
73% are heads of households, 48% are
principal shoppers, 46% are married,
77% have no children in the household
(boosting their disposable income and
free time for travel and leisure
activities), and 58% own their own
homes, according to Simmons Market
Research Bureau. They spent $81.7°
billion on travel in 1995, excluding the
expenditures of their families, friends,
and escorts, says the Society for the-
Advancement of Travel for the
Handicapped. The Hertz Corporation,
tapping this market, began offering
assistance fo travelers with disabilities
as early as 1965.

It is estimated that at least one-half of
all nondisabled adults have a disabled
spouse, child, parent or friend. One in
every five houses in America has a
person with a disability in it.
Companies marketing fo people with
disabilities can reach as many as four
in every 10 consumers. Corporate
America can't afford to ignore or

stereotype this market. These trends will
fuel continued expansion of this
consumer market:
* People with disabilities will work in
greater numbers, in part because of the
Americans with Disabilities Act (ADA).
Between 1991 and 1994, the number
of disabled Americans employed
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increased by more than 1.1 million,
according to the U.S. Census Bureau.
Employment rates for young adults with
severe disabilities is triple that of their
older counterparts.

* Education rates for people with
disabilities are increasing: 75% of them
had finished high school in 1994, up
from 60% in 1986; their college

enrollment leapt from 29% to 44%.

e Technological advances are
eliminating many of the physical and
informational barriers that have long
existed for people with disabilities.

* Public awareness of disability issues is
growing and changing.

» America's population is aging, and
disability increases with age. The
number of Americans aged 65 and
older is projected to increase 135%
between 1995 and 2050, according to
the Census Bureau.

* People with disabilities are codlescing
as an economic and-social power. In
1994, for the first time, a majority of
people with disabilities said they felt
strong sense of idenfity with other
people with disabilities, according fo
the National Organization on
Disability/ Harris Survey on Americans
with Disabilities.

* Customer demands are higher than
ever that corporations "stand for
something." Fifty-six percent of
Americans said they shopped during

the 1997 holiday season at retailers
associated with a cause.

HERTZ
Putting People with
Disabilities in the
Driver's Seat

Few companies have shown as great a
commitment to making their services
available fo people with disabilities as

the Hertz Corporation. In 1965, Hertz

introduced hand controls for disabled
travelers and currently makes -
hand-controlled cars available at
nearly 800 Hertz rental locations in
the U.S. and Canada. With several
different kinds of vehicles offering
hand controls, '
Hertz can kg
automatically 5 B2
confirm a = F
reservation for (i
hand controls  §
with as little
as 24 hours’
advance notice
at most major
[ocations.
%! Blind or

gl physically

|
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Heriz's H2000LF Easy Access Bus.

Hertz's new accesible mini-van.

impaired customers can arrange for
personal drivers to be authorized
drivers under the terms of Hertz's
rental agreement. People with hearing
or speeci impairments can use the
Telephone Device for the Deaf (TDD)
24 hours-a-day fo reach the Hertz
Worldwide Reservations Center at

800-654-2280.

In addition, Heriz has invested heavily
in providing shuttle buses and vans to
transport customers with disabilities.
Hertz has led the way and introduced
lif-equipped shuttle buses that enable
frovijers who use wheelchairs or
scooters fo easily enter and exit the
bus. With a number of lift-equipped
buses already in its fleet, in 1997 the

company introduced its H2000LF

Easy Access bus. Designed with a low 13

floor and an electrically operated
ramp, it rrovides two secure positions
for wheelchairs.

The newest shuttle vehicle fo enhance
Heriz's offerings for customers with
disabilities is an accessible mini-van.

It incorporates an electronic ramp
stored beneath the floor of the van that
is activated by the touch of a bution.
Once on board, wheelchairs can be
secured with specialized safety belts.
The passenger front seat of the van is
removable to allow for an additional
wheelchair to be secured. Now
available at eight major airports, these

vans will be available at 25 locations by  { il

the end of this year.

Through these various inifiatives, Hertz
has positioned itself to serve — and to
benefit from — one of the fastest
growing travel market segments —
people with disabilities.
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‘Merrill Lynch
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on seeing the ability
beyond the disability. " -

At Merrill Lynch, we believe physical disabil‘ity
should not keep investors from pursuing their goals or
employees from putting their ralents to work. We were
the first to provide investor services for the deaf and
hard of hearing. And consistent with our longstanding
principle of Respect for the Individual, we seek to -
recruit and make accommodations for employees with
disabilities. A commitment to those with disabiligies
is not just good citizenship, it’s good\ business. And

that makes a difference.

The difference is Merrill Lynch.
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Awareness and brand loyaity

"It's difficult for a company fo constantly
innovate," says Carol Cone, CEO of

M| Boston-based Cone Communications,

Inc.,a strategic communications firm.
"True product or service differentiation is
tough. Consumers are asking for added
value. They're saying to corporate
America, 'Let me know who you are and
what you stand for.” In a world with so
much choice, consumers are seeking
companies that look like them and are
aligned with their values.” Studies by the
1996 Atlanta Paralympic Games
Committee indicated that even
individuals who don't have disabilities —
and don't live with those who do —
exhibit strong brand loyalty toward
products affiliated with disability-related
causes. ’

Three in four adults say they would likely
switch to a brand associated with a
good cause, according to the 1997
Cone/Roper Cause-Related Marketing
Trends Report. That's up from 66% just
three years ago and is even more
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significant since consumer loyalty in

general has fallen off. Fred Reichheld of
Boston-based Bain and Company, Inc.,
says U.S. corporations now lose half
their customers in five years, half of their
employees in four years, and half of their
investors in a matter of months.

A boom waiting to happen

Unlike other minority markets being
tapped by corporate America, this one is
undervalued and misunderstood, o boom
waiting to happen in a competitive
environment where population growth
and traditional market growth are
slowing. According fo Ken Smikle,
publisher of Target Marketing News, who
has tracked the buying power of black
America for years, "The first one in the
market usually catches the gold." ™

Never before have American
corporations begun fo,so vividly focus
their attention — their "inner vision" as
Stevie Wonder says — on people with
disabilities. As early as 1986,
McDonald's aired a commercial showing

two teens talking about Big Macs in sign
language. In 1990, Citibank aired an ad
starring a woman speaking in sign
language. A Kellogg's Corn Flakes
commercial in 1993 was virtually silent,
with sign language and text subtitles.
These commercials were as memorable

for nondisabled audiences as they were

for viewers with hearing impairments.

In a survey by the National Captioning

" Institute, 57% of hearing-impaired

people said they were more likely to buy
a product advertised in @ captioned

. commercial. Seventy-eight percent

nearly always noticed the funding credit
that appears at the beginning of a
closed-captioned program; 53% make a
special effort to purchase products from
companies that underwrite program
captioning, and 38% actually change
brands as a result of an advertiser's
support. Companies have begun to see
the enormous appeal and impact that
this inexpensive accommodation can
have on the millions of Americans who
are deaf or hearing-impaired.

N\

SAP America

Advancing the World
Through Its Vision

Over the course of his legendary career,
Stevie Wonder has performed thousands
of times in front of millions of people.
However, one performance at a funcfion
hosted by SAP America — a leading
provider of enterprise software solutions
— set Stevie on a new course, one that
morg/ well help millions of people who live
with visual impairments.

Carolin Wahl, daughter of SAP America

| CEO Paul Wahl, had the chance fo meet

one of her long-time heroes. Carolin,
like Stevie, is blind and has been since

[l the age of 12. The ensuing discussion
with the Wakhls sparked a provocative
question: How could they combine their
resources fo get the information
technology industry and corporate
America to focus on innovative solutions
for the visually impaired2

Just six months after that backstage
meefing, the SAP/Stevie Wonder Vision
Awards were launched. Their goal? -
SAP America and Stevie Wonder want

T
Paul Wahl, SAP America CEQ & Stevie Wonder

fo seek out, reward, inspire and
recognize the products, people and
organizations that are furthering the
development of technology and
workplace solutions for the blind and
visuoﬁy impaired. "We want fo lower
the eniry barriers," says Wahl, "o make
full, meaningful employment possible for
the 70% of blind and visually impaired
people who remain unempioyedpin this
country." Continues Wahl, "We are
engaged with many technology
companies and accordingly, have an
insicfer's insight into what technology can

u
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SAP America spokesperson Gina

- Marchese outlines the objectives of the

SAP/Stevie Wonder Vision Awards
program: (1) to promote the -
development and distribution of

information technology to enable the ‘
blind and visually impaired to enter the -
workforce; (2) to recognize pioneers
whose research has helped the cause of
total access and inclusion for the blind;
and (3} to recognize outstanding
organizations, Eusinesses and nonprofit
insfifutions that set role model examples
in their creative use of information
technology to infegrate the blind and i
visually impaired info the workforce. The
first awards — with winners receiving up
to $250,000 in each category — wiﬂ be
presented in the third quarfer of 1998 at
a gala celebration hosted by SAP
America and Stevie Wonder.

- There is no fee for SAP/Stevie Wonder

Vision Awards applications.
The deadline is '
March 31, 1998.

Winners will be

selected in each of

the three award

categories: Product

of the Year, Pioneer -

. of the Year and Role

Model Organization

of the Year,




Disease knows no boundaries. Why should we?

Qur greatest resource is not shown on our financial statements. Instead, it is embodied in the creativity and
energy of our people. That is why, at Merck, we are committed to fostering an environment in which diversity is
not only valued and respected, but also is viewed as.a critical part of who we are. We recognize the importance of
drawing upon the entire range of talent and potential available in our workforce. That means providing all
employees with the opportunity to contribute to their full potential. Our success depends on it.

Join our diverse workforce in discovering, developing, and demonstrating the value of our breakthrough medicines.
Send your qualifications and cover lerrer to: Merck & Co., Inc., WS1F-55 (EZZAFMDIV), One Merck Drive,
P.O. Box 100, Whitehouse Station, NJ 08889-0100. Meick is an equal opportunity employer, M/F/D/V.

€ MERCK

3

" www.merck.com’.,
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TDD service is another good example.
Waterhouse Securities, which launched its
TDD service in 1990, has seen that
segment of its business increase steadily
each year. The 1988 DuPont commercial
featuring Bill Demby playing basketbail
with prosthetic legs made a lasting
impression, not only on the quarter-

B b million amputees in the U.S. — a number

that grows by 60,000 to 70,000 every
year — but also on non disabled viewers.
Toys "R" Us vice chairman and CEO
Michael Goldstein says that his
company's catalog for disabled children
"is something that our customers love,
whether or not they have a child with a
disabitity. It's good for our business
because it improves how we stand with
all our customers." In fact, research
conducted by the Atlanta Paralympic
Games Committee revealed that 52% of
all households pay more atfention to
advertising messages that feature people
with disabilities.

Consumers increasingly look beyond
advertising to question the deeper
commitment of a company to people with

,Specic:| Advertising Section

disabilities. When he fravels, Urban
Miyares likes to stay in Marrioft Hotels, not
because of their ad campaigns but
"because they hire people with
disabilities," he says. Miyares is president
of the San Diego-based Disabled Business
Persons Association. His perception is
correct — Marrioft consistently supports the
inclusion. and employment of pecple with
disabilities. The Marriott Foundation for

"It’'s good for Eﬁu; usiness
because it improyeshow we
. i
stand with all gHr-eastomers,

. Gt
not Just~aur~t:1,1%5s?’“ﬁmers who

have childr_ie?ﬁiv‘i{h-:zdisqbilities. "

—Michael Goldstein,
Ti aysg "R=Us

People with Disabilities facilitates the
employment of young people with -
disabilities; 87% of the students they've
placed with over 900 employers have been
offered continued employment, says Mark

Donovan, executive director of the program. -

According. fo Niki Archambeau, senior
director of diversity at Merck, "We value
a productive workplace that is agile —
not in physical terms, but able to
respond quickly in a changing
marketplace. Merrill Lynch’s interest in
people with disabilities relates directly o
its basic diversity objectives of hiring the
most talented people they can find,
whoever they are.

At UNUM Life Insurance Company of
America, a three-day program, "A Day
in the Life,}ensures that all UNUM
employees — from the president down
— learn about disability issues firsthand.

There is much demand for qualified
personnel in corporate America. Business
solutions may be right in front of us: 74%
of people with severe disabilities are
unemployed; 70% of people who are
blind and visually impaired are under-
or unemployed. Among people with
nonsevere disabilifies, unemployment
hovers around 23%. increasing numbers
of these people believe they can work
and say they want to work.

- Waterhouse
Securities

Join America's #1

‘Discount Broker

You can join over one million investors
who have already discovered what
SmartMoney magazine has
proclaimed: “For the best combination
of price, products and service,
Waterhouse Securities is Amefica’s #1
discount broker.”

Helping Investors

Waterhouse Securities has been
helping investors succeed since 1979
and has more than 1,100 Account
Officers at over 100 branches ready
fo serve you. Customer service is
available 24 hours a day, 7 days a
week by calling (800) 934-4410.

In addifion, TDD services are
available ot (800) 933-0555. "By
offering TDD Services and
Waterhouse webBroker, which lets you
trade through a PC, we put the power

of choice into
our customers’ 0
hands," says, {
Frank Petri?lli, ]
president of -
Waterhouse :
Investor Services. -
"Customers decide :
which channel i
best meets their
needs, and we .
support their
choice with great
customer service and execution."

Frank Petrilli, president of
Waterhouse Investor Services

On-line Trading

In addition to traditional brokerage
services, Waterhouse Securities o%ers
Waterhouse webBroker, an on-line
frading service featuring a flat-fee rate
of $12 for trades of up to 5,000
shares. This rate is good, for market
and limit orders — and you can place
orders either by using the Internet or
our free proprietary software.

WATERHOUSE SECURITIES, INC. [§

Free Information
& Services

Waterhouse Securities was also ranked

#1 in the category "Extra Services."
According fo SmartMoney,
Waterhouse offered all of the 17

"perks" they looked for — everything

from free research materials fo free
check writing. As a Waterhouse
Securities customer, you'll have access
to free investment inK)rmotion, such as:
S&P Stock Guide, S&P Stock Reports,
Top Performing Mutual Fund Report,
Free Tax Planning Guide, Free
Investor's Guide o On-line Investing,
and more. Some of the free services
you can also take advantage of
include Free IRAs, Free Periodic
Investment and Free Dividend
Reinvestment.

Call (800) 421-9700 fo request”

“everything you need fo start saving

today!

.
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1-800-MetLife ... ,

Contact your broker, insurance consultant, or MetLife account
representative and ask about MetLife for business.

International Fixed Income

*#By volume in force as of 12/31/96. BestWeek, Life/Health, 6/30/97. **# Group insurance products and annuities issued by Merropolitan Life Insurance Company.

Auto & Homeowriers Insurance underwritcen by Metropolitan Property and Casualry Insurance Company and Affiliates, Warwick, R1. *** [vestment managemeént

services provided by Metropoalitan Life Insurance Company. State Street Research & Management Company, or affiliated companies. -
H9708SAC-MLIC-LD ©1997 Merropolitan Life Insurance Co. NY, NY' ' PEANUTS ©United Feature Syndicate, Inc.
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NationsBank, headquartered in -~
Charlotte, NC, has earmarked $100,000
in scholarships for students with
disabilities, and it hires scholarship
recipients as interns after they graduate.
A corporate budget of $250,000 is in
place, says Sandy Spoonemore,
manager of corporate resources for the
disabled, to ensure that managers have
what they need fo hire and eliminate
barriers for people with disabilities.

The nation’s largest employer, with over
800,000 employees annually,
Manpower, Inc., uses a "funnel
approach" to skills testing, focusing on
what job candidates can do, not what
they can't do. The company’s proven
ability to accommodate and maximize
the potential of people with disabilifies is
the focus of a nationwide study being

conducted by Peter Blanck, University of

lowa professor and a member of the
President's Committee on Employment of
People with Disabilities. Its aim is to
determine if the staffing industry can
play a role in transitioning people with
disabilities into the workplace.

. / . - - L5
Special Advertising Section

Advantages of hiring
employees with disabilities

The passage of the ADA in 1990,
outlawing discrimination against people
with disabilities, was a turning point.
Companies moving into compliance
quickly learned that the benefits of hiring
workers with disabilities far outweighed
the costs. Many of the participants in
Pizza Hut, Inc.'s Jobs Plus™ Program are
people with mental retardation. Their
turnover rate is only 20%, compared to a
150% turnover rate among nondisabled

employees. After Carolina Fine Snacks in -

Greenshoro, NC, started hiring people
with disabilities in 1988, absenteeism
dropped from 20% to less than 5%, and
tardiness dropped from 30% of staff to
zero.

The cost of accommodating workers with

disabilities is not nearly as burdensome _

as some employers fear, either. Almost
70% of people with disabilities say they
don't need any special equipment fo
perform their jobs. Accommodations that
are needed cost an average of $45 and

almost 75% cost nothing, notes Pefer
Blanck. "The cost of accommodating
qualified workers with disabilities is forty
times less than the cost of training and
replacing workers," he adds.

The role of technology

By the year 2000, it's estimated that $5%
of jobs in the U.S. will require workers
familior with computers and other
information-processing technologies,
advancements that are key to the greater
inclusion of people with disabilities in the ;|
workplace. High-tech companies lead i
the way in providing Internet and World

, Wide Web access for people with
disabilities. Microsoft Corporation will

launch an "accessibility wizard" with

- Windows '98 o help users find all the

accessibility options of their products.
"We have an obligation to our users,"
says accessibility product manager
Luanne Lalonde, "and we also have a
responsibility to the industry."

Apple Computer's Worldwide Disability
Solutions Group has worked with

Metlife

It Pays to Focus
on Abilities

Karen, a 10-year appliance technician

for a major retailer, reﬁulcrly had to lift -

50-pound items to do her job. An
injury at home left Karen unable to do

that lifting, so she had no choice but fo

go on disability. Though Karen was
able to work without heavy lifting, no
such technical positions were available
with her employer.

A Metlife Rehabilitation Specialist,

working with Karen's supervisor and the

company’s human resources director,
completed a thorough vocationdl
assessment, including a fransferable skills
analysis. As a result, Karen was able fo
return fo the same employer, but in a
different capacity — as a customer
service representative. By placing Karen
in her new job, where she received o
commensurate salary, the company
retained a valued, experienced
employee,-and, at the same fime, saved
$63,000 in insurance claim reserves.

Focusing on employees’ abilities can
help provide a win-win situation for
employers and employees. It makes
clear gnanciol sense Rc:r employers and
positively enhances the dignity of
disablecr employees. ,

At Metlife, our disability products go

Focusing on employees’
abilities can help provide a
win-win situation for
employers and employees.

far beyond just financial protection.
We oger comprehensive managed
disability services delivered by a highly
qualified staff, which includes
Registered Nurses, Medical Directors,
and Rehabilitation Specialists. All our
programs are designed to lessen the
imrccf of disability for customers and

elp employees return to work.
Ultimately, this translates into lower
disability costs for our customers —
savings that can directly impact their
bottom line.

In 1997 the National Association of
Rehabilitation Professionals in the

Private Sector (NARPPS) chose Metlife

as Outstanding Insurance Company of . |
the Year. This same year we reported
reserve savings of $51.5 million, or

$21 million for every dollar spent on
rehabilitation. Today, over 1,500
employees are participating in our
rehabilitation programs.

It is because of our capabilities in
areas like rehabilitation, skills
assessment and job accommodations
that we have become-a disability
leader. Metlife now services
approximately 13,000 employers
nationwide for disability insurance,
representing more than four million
employees. Metlife offers a full array

* of disability products, including Group

Short Term Disability, Long Term
Disability, Unified Disability (Integrated
STD/LTD), and Salary Continuance
Plan Management. |

MetLife |
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You can expect to save
more with an IRA from
Waterhouse Securities:

»FREE IRAS—NO ANNUAL FEES,
NO MINIMUM BALANCE

*FREE COMMISSION VOUCHER WHEN
YOU TRANSFER $10,000 10 A
WATERHOUSE IRA

*FREE MUTUAL FUND INVESTING

*FREE DIVIDEND REINVESTMENT

FREE INVESTMENT INFORMATION
IN PRINT:

>FREE S&P Srock GUIDE

»FREE S&P StocK REPORTS

*FREE Stock MARKET LEADERS GUIDE
*FREE S&P “OutLook”

»FREE MonTHLY NEWSLETTER

*FREE MUuTUAL FunD
Top PERFORMERS GUIDE

*FREE MUTUAL FUND COMPARISON GUIDE
»FREE 1998 'iAX‘PLANNING GUIDE

»FREE.INVESTOR!S GUIDE To
ON-LINE INVESTING

ON-LINE:
WATERHOUSE WEBBROKER

> FREE REAL-TIME QUOTES

*FREE HISTORICAL CHARTS

>FREE REAL-TIME NEWS

>FREE PORTFOLIO TRACKING

>FREE S&P StocK REPORTS

~FREE ZACKS EARNINGS ESTIMATES

>FREE MUTUAL FUND PERFORMANCE
& SCREENING

We think you’ll agree,
Waterhouse is where
investors who expect value
feel right at home.

/

Roth IRA
depends on where
you open 1t.

With Roth IRAs, Education IRAs, and COMPARE 200sHs.  500sHs. 1000 sHs.
changes to Traditional IRAs, the OUR PRICE @525 0518 @514
Taxpayer Relief Act of 1997 has made | MERRILLYNGH  $129.50  $22523  $308.28
saving for the future more rewarding SCHwAB 5800 510660 512360
than ever. FIDELITY 58850  $10610  $173.10
But how can you save even more? WATERHOUSE
SECURITIES $35.00 $5762 59033
NO FEES, NO M’NIMUMS- Survey date 12/1/97.*

Many discount brokers, like Schwab
and Fidelity, charge maintenance fees
if your IRA account has less than
$10,000. At Waterhouse, your IRA
account is FREE. This means no annual
fees and no minimum balance.

FREE INVESTMENT INFORMATION,
FREE DIVIDEND REINVESTMENT,
You’ll receive free investment -
information including a Mutual Fund
Comparison Guide, S&P Stock Reports,
and Free Dividend Reinvestment on

MORE WAYS TO INVEST, over 5,000 securities.
MORE WAYS TO SAVE.
: CALL NOW AND START
With an IRA from Waterhouse, you can SAVING TODAY.

invest in over 5,500 mutual funds—
including 900 with no transaction fees—
as well as stocks, bonds, CDs and even
an FDIC-insured money market account.

Is the Roth IRA right for you? Just
call 1-800-421-9700 and we’ll send you
more information on the new tax laws
and the opportunities they’ve created

¢ 70% savings on stock commissions
compared to full-price brokers.

* Waterhouse webBroker: On-line
traders will receive a $12 flat-fee rate
for up to 5,000 shares on market and
limit orders, via the Internet or our
free proprietary software.

for you. If you wouid like to utilize our
TDD services for the hearing-impaired,
call 1-800-933-0555.

And if you open a Waterhouse IRA
now and transfer $10,000 in assets, you'll
receive a free commission voucher—value
up to $35—to use toward your next trade.

1-800-421-9700

(1-800-933-0555 TDD-Hearing Impaired)
www.waterhouse.com

WATERHOUSE SECURITIES, INC.
WHERE INVESTORS WHO EXPECT VALUE FEEL RIGHT AT HOME

Member New York Stock Exchange » SIPC
National Headguarters » 100 Wall Street » New York, NY » Over 120 Branches Nationwide

*Services vary by firm. Rates surveyed are for stocks and may vary for other products. Waterhouse webBroker customers must place the
majority of their trades via a Personal Computer to receive the flat-fee commission schedule. Any trade over 5,000 shares will incur a 1 cent
per share charge for the entire trade. Minimum commission for non-webBroker customers is $35. Mutual funds are neither FDIC-insured
nor guaranteed by the U.S. Government and are not deposits of orguaranteed by, any bank and are subject to market risk including loss of principal,




pariners worldwide since 1985 to ensure
that people with disabilities aren't
overlooked in the computer revolution.
The World Wide Web Consortium
(W3C) recently launched an effort to
achieve Web functionality for people
with disabilities. IBM's new ViaVoice
software that allows users to talk to their
computers in normal conversational
tones is one more sign that the world is
opening up for people with disabilities
— and their employers.

Telecommuting offers even greater oppor-
funities for people with disabilities to enter
the workforce. "The last barrier to telecom-
muting is not the technology," says Burke
Stinson, senior public relations director for
AT&T. "It is managerial attitudes about
people working from home."

Our graying population

With age comes a greater chance of
disability — and we're all living longer.
Though the elderly are just 12% of the
population, they comprise 34% of those
with a disability and 43% of persons

r . l‘ . -
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with a severe disability, according to the
Census Bureau. In the next 10 years, the
number of Americans over 50 will
increase by 40%. With age also comes
the highest income, greatest wealth and
most discretionary time. American

“All of us in:businiess have

miles to go in‘ﬁi_"é”é‘ting the

i

needs of this population.”
—Burke Stinson, AT&T

Demographics reports that the
one-quarter of Americans who are 50 or
older control one half of the nation's
buying power and three-fourths of its .
assets, representing $150 billion in
annual discretionary income.

‘Toward universal design

Many products geared foward the

disability market are now finding wider,
and more imaginative, application. The
Large Type Edition for Easier Reading of

L Temendea T T s 280

Reader's Digest is useful not only to
people with vision impairments, says
spokesperson Lesta Cordil, but also o @
much larger market — it helps 30 million
people learning English as a second
language, 12 million children learning fo
read; and 27 million adults with literacy
problems.

General Motors Corporation's Paragon
Project explores ease of entry into
vehicles, user controls and legibility of
icons, among other items. Improvements

- in these areas not only benefit people

with disabilities, but the driving public as
a whole.

Hiring people with disabilities makes good
economic sense for the nation, as well as
the individual employer. "More than $109
billion annually goes to support people
with disabilities who are unemployed,"
says Blanck. If only one million more
people with disabilities found work, there
would be an annual increase of as much
as $21.2 billion in earned income. There
would be annual decreases of $1.2 billion
in means-tested cash income payments,
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Merck
The Right
Prescription for
Its Employees

Kathy Shifflett was an active young
mother, enjoying biking, skating, lon
nature walks and all kinds of p ysiccﬁ
activities with her four-year-old
daughter, Brittany. She was also active
in her job at Merck's Manufacturing
Division in Elkton, Virginia, as a
chemical operator, where she regularly
went floor-to-floor and had to lift heavy
iterns. .

On Aprit 22,
1993, Kathy's
life took a
terrible turn
as a traffic
accident left
her a
pqrcrlegic,
para {ze
completely

1
 below her chest,

Starting with physical and occupational
therapy, she relearned basic things like
bathing, dressing and cooking. Driving
was next, "which was real important for
independent living in my community,"
says Kathy. She now gets around fown
by herself in her Chevrolet Blazer, using
hand controls.

Since Kathy could not resume her old ~

position, Diane McNeal, personnel
manager at Merck's Elkton site,
suggested Kathy take up computers.
Though Kathy had never used a
computer, within a year she graduated
as a qualified computer operator.

After a few internal interviews, Kathy

was placed in the environmental
compliance department to do
telephone work, conference
administration and filing, among other
things. "What | like most about my
new job is that it keeps me learning,”
says Kathy. Merck's ccc'essibilig/
modifications for Kathy include
building two ramps and re-arranging
her work area. "They dlso proviged
me with a standing wheelchair, which
lets me reach just about anything," she

adds. Kathy also has maintained an
active physical lifestyle. "I do every
walkatnon | can, use a special exercise
bike three times a week, and spend a
lot of time at my neighborhomf park
that has a mile-long paved frack."

As for her colleagues, Kathy says,
"The people at Merck have been
great, not only in providing me with a
new job | can do, but also in treating
me liLe any other employee, which is
what | fhinﬁ most people with
disabilities want." Kathy's prescription
for success was a combination of
tough love, hard work and a chance
to prove herself a capable contributor.

She adds, "t's so wonderful to be able i

to close my eyes at night and say to
myself, 'Hey, | did that today.””
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$286 million in Food Stamps, and $1.8
billion. in Social Security Income payments;
284,000 fewer people would be using
Medicaid, and 166,000 fewer would be
using Medicare, according fo the
projectioris in a recent report by Rutgers
University labor economist Douglas Kruse.

Roll a mile in my chair

Only 15% of people with disabilities in
the U.S. were born with them. One in six
Americans will be disabled sometime in
their lives. Compelling as such statistics
are, it's when nondisabled people
experience disability themselves —
whether short- or long-term — that they
"get it," understanding not only the
potential and rights of people with
disabilities, but also the challenges and
frustrations of living and working in a
wsrld that creates barriers for them..
Arte Nathan, vice president of human
resources for Mirage Resorts in Las
Vegas, must be doing a lot of things
right. The Mirage had already ranked
second on FORTUNE magazine's Most
Admired Companies list. But it wasn't

rSpecic| Adbvertising Section

until Nathan severely fore his achilles
tendon and relied on a motorized cart
for transportation that he experienced
first-hand what it was like for wheelchair
users fo visit the Mirage. "There were
places in the hotel I'just couldn't get to,"
says Nathan. "We changed that."

Experiences like Nathan's can and do
alert executives fo the fact that they need
to provide opportunities — and
eliminate barriers — for people with
disabilities. Other companies have found
their way to good business practices by
more philosophical routes. AT&T
spokesman Stinson echoes their
sentiments: "We're grateful for the
acknowledgment we've received for
employing people with disabilities, but
all of us in business have miles to go in
meeting the needs of this population.”

Smart companies already know that one
key to better bottom-line performance is
empowering workers to do their best for
the organization. Another is making it
easy for customers to buy and use their
products. That's why eliminating barriers

for employees and cusfomers fits solidly
into every forward-looking business
plan. As Stevie Wonder puts it, "The
more you make people independent, the
more money you can make — and that
benefits everyone."

This section also:appears-in the:March-
issue of WE 'maéqzibg;;the.:ﬁrsf_?lifesijlle e
‘magazine. for people:with.disabilifies: - | ‘i
‘WE magazine canbe reachediat 7|
1-800-WEMAG26. The'main-;* -

articleswas written:by-Patticia:Digh,. =
-a Washingion,:DC:based:business -
analyst and writer whose-firm; -
RealWork,:focuses.onglobdlization,
ethics, .anddiversityzissues:-Sheican

1ot

':Anijirégfidﬁ.'b Chd'.r:.'/es.‘Bdrre_ A
foodzon@ix:netéom:.com:. *. AR
‘Conceived:and producedby . 7. ¥ : ¥
World:Communication Works, -=. =] §
-‘Kennefb}Smdlhéis_éc,prééidenf.and o
editor-in-chief,-wcwken@aol.com:

Merrill Lynch
"Diversity” Means
People With
Disabilities, Too

As a world-class company operating -
in the fast-moving, highly competitive
financial services .moﬂ(efplcce, Merrill
Lynch must attract, retain and develop
the best people. In the words-of
Chairman and Chief Executive Officer
David H. Komansky, "We are looking
toward the future. Merrill Lynch must
make sure we are competitive in every
area of the business. To do this, .we
must be an undisputed employer of
choice: hiring, training and retaining

, the best possible peo;ﬂe."

What this means is welcoming and
nurturing people who bring new,
creative ideas and different
perspectives. And this most certainly
includes people with disabilities. That
is one reason Merrill Lynch has
embraced telecommuting, which not
only increases the opportunities to hire

eople with
Sisc%iliﬁes,
but allows us |
to keep current |
employees on
the payroll who !
become
temporarily or
permanently

disabled.

Merrill Lynch Ghvisopher 0,
has always '
aimed to create a culture that is
inclusive and fair in every respect.
Respect for the Individud}lis one of the
company’s five Principles. Reflecting
our increasingly multicultural clients,
diversity fits seamlessly with another of
the company’s Princip(es — Client
Focus. In other words, valuing
diversity makes good business sense.

Our Deaf/Hard-of-Hearing Investor
Services is an outstanding example of
how Merrill Lynch’s diversity approach
benefits clients. This pioneering
program was launched in 1990 by
Christopher D. Sullivan, who is deaf.
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Merrill Lynch has also introduced The !
Principled Value Fund, a unit
investment trust that focuses on ;
companies that pass a variety of
social-invesfing screens, one of which
is inclusion of people with disabilities
in a diverse workforce.

Merrill Lynch supports people with
discbilifii;s in mg’rﬁy other ways. The
National Center for Disabilities
Services (NCDS) is a resource for
recruitment. Merrill Lynch Vice
Chairman, Stephen L. Hammerman,
serves on the board of directors of the
NCDS and the National Organization
on Disability (NOD), and the ¢company
is a member of the Council of CEOs
for the NOD. The NCDS recognized
Merrill Lynch in 1996 with its
Corporate Citizenship Award. The
company also works with Just One
Break {JOB) to further employment
opportunities for people with
disabilities.




Hertz. A commitment fo INnovation
_ and service for everyone,

brief message from Hertz to addressthe  Assistance and our Computerized Driving

things you should expect when you rent a Directions. And Neverlost® our in-car nav-

car from us. Like cars g - . ggEs UL igation system with moving

equipped with hand [ - = " on-screen maps, directions

controls for travelers and voice prompts.

with disabilities. ou could call these ser-
onveniences like vices innovations, That'’s true,

- portable phones to take They are. We just see it as -
on-your travels. Hertz offering all our customers
#1Club Gold® our fast- the best equipped &
est way to rent a car with no lines,no wait- cars on the face of the globe.
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Instant Return, so you can return your Hertz at 1-800-654-3131 for
car right in the lot. No stopping at the details. Or start your trip at
counter. Just go right to your flight, www.hertz.com.
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Hertz 24-Hour Emergency Roadside does it exactly like Hertz,
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i ”“SUSAN M. DANIELS, Ph.D.
SOCIAL SE‘CURlTY ADMINISTRATION

Martch 6, 1998

Dear Colleague:

As we search for new solutions folks like
this have ideas we ought to consider. If
you can’t make yourself read the entire
paper, although I recommend it, at least
read the first section and the conclusions
that begin on page 22. :

As always, thanks for being a partner as .
we search for solutions together.

Cordially,

b

Susan M. Daniels

Enclosure




NBER WORKING PAPER SERIES

TAX RATES AND WORK INCENTIVES -
IN THE SOCIAL SECURITY DISABILITY
INSURANCE PROGRAM: CURRENT
LAW AND ALTERNATIVE REFORMS

Hilary Williamson Hoynes
Robert Moffitt '

Working Paper 6058

-NATIONAL BUREAU OF ECONOMIC RESEARCH
1050 Massachusetts Avenue
Cambridge, MA 02138
June 1997

The authors would like to thank Gary Painter for excellent research assistance and John Bound,
Richard Burkhauser, David Stapleton, Finis Welch, and Irvin Rutman for comments. Financial
. support was received from a National Institute on Aging grant to the National Bureau of Economic
Research. This paper is part of NBER's research programs in Aging and Public Economics. Any
opinions expressed are those of the authors and not those of the National Bureau of Economic
Research. : '

- © 1997 by Hilary Williamson Hoynes and Robert Moffitt. All rights reserved. Short sections of
text, not to exceed two paragraphs, may be quoted without explicit permission provided that full
- credit, including © notice, is given to the source. '



_ Tax Rates and Work Incentives in the Social

Security Disability Insurance Program:
Current. Law and Alternative Reforms

Hilary Williamson Hoynes and Robert Moffitt
NBER Working Paper No. 6058

June 1997

JEL Nos. J3, H2

Aging and Public Econormcs

ABSTRACT
‘The Social Security Disabi]ity Insurance (SSDI) Program bas long been criticized by
economists for its apparent work disincentives stemming from the imposition of 100-percent tax
rates oh earnings. However, the prograﬁ has been m'odiﬁed in recent years to allow recipients to |
keep some of their earnings for fixed periods of time. Moreover, addiﬁonai proposals have been

made for lowering the tax rate further and for providing various additional financial work incentives.

. We use the basic labor supply model to show the expected effect of these reforms on work effort.

In addition, we provide a numerical simulation that shows the magnitude of the monetary incentives
provided by the reforms for different categories of individuals. We find that the proposed reforms
have ambiguous effects on work effoﬁ and could, contrary to perceived wisdom, possibly reduce
work effort and increase the number of SSDI recipients. However, the simulations show that
reforms based on earnings subsidiés for private employers are more likely to increase work effort

and to lower the caseload.

Hilary Williamson Hoynes ' . Robert Moffitt

Department of Economics - Department of Economics
549 Evans Hall : Johns Hopkins University
University of California S Baltimore, MD 21218-2685
Berkeley, CA 94720-3880 and NBER

and NBER ' moffitt@jhu.edu

‘hilary@econ.berkeley.edu




L Introduction

Both academic and policy interest in the disabled ami in disability programs in the U.S. have
increased in the last decads, Public support for greater employment of disabled individuals has increased
and has resulted in a rﬂajor piece of legislation, the Americans with Disabilities Act (1990), encouraging
cmpfoycrs to accommodate the disabled- At thé same tlme, the caseloads of many disability programs have
been growiig, most fotably that of the Social Security Dissbility Insurance (SSDI) program.  For example,
BgtWeen 1985 and 1995, the number of disabled workers receiving SSDI increased by over 50 percent. The
cause of this increase is still only imperfectly understood but it has generated increased interest in the work
“disincentives of the program. Added to the general societal t:;'end of an increased mcpectation that recipients

~ of all welfare programs should worlc; this has léd to considerable discussion of methods by'whiéh work levels
- of the disabled and of disability recipients can be increased.

The SSDI program has long been criticized by economists for its wark disincentives. The progra;n
has &adiﬁonéﬂy attempted to make a sharp categorical Qisﬁnéﬁon between those who are "disabled" and
therefore not expected to work, and those who are "not disabled" and therefore expected to work. But the

- definition of "disability" is based not only on the presence of a disabling condition but also on the level of
+ earnings itself; for'a:} individual to be deemed "disabled" requires that eamings be bt;low a fixed thrcsht;ld

7 (called the ‘substantial gainful activity’ amount of eamings, or SGA, currently set at $500 per moﬁth).

-Earnings above this threshold are taken to imply the absence of disability and therefore ineligibility for

program benefits, thus resulting in a notch in the budget constraint where the tax rate exceeds 100 percent.

_ Since the program was originally introduced, however, the rules have been relaxcd to provide some direct
ﬁnancxal incentives; ﬂ;wc rﬁles allow recipients to work without penalty for a fixed period of ﬁme (ie.,witha
tax rate of zero) and peﬁt a secon& fixed period of ti:_ne during which tax rates return to 100 percent but
fecib_icnt eligibility files are kept "bpen"' to"allo"vv the recipient to easdy come back onto the rolls should their

earnings fall. Those rules are still in place but there continue to be additional proposals for greater reductions

in work disincentives, either by further reductions in the tax rate or by other means. For example, in the last




“provide simulations of the effects of a different type of reform—earnings sﬁbsidics—-which have quite

| governing ehglbrhty and benefits, with a focus on those related to work incentives. We analyze the expected

£

year, at least three bills were brought to the floor of the U.S. Congress outhmng options for refonnmg the
work 1 mccntrves of the SSDI program

In this papcr we analyzc both the rules in the current program that attempt to provide work incentives
as well as many featurts of these recent proposed reforms, both theoretically and cmpmcally Theoretically,

we show the mphcahons for work effort of each rule or reform suggested by the basic economic model of

~ labor supply. Empirically, we report the results of numerical simulations showing how the budget constraint

is affected by each of the reform$~that is, how take-home income maﬁ'ected at different levels of hours of

. work--for different types of individuals. Although we do not provide simtﬂatiox_zs_ of actual changes in work

effort, because that would require information on income and substitution elasticities which are not available

from the literature, our simulations nevertheless show thét, surprisingly, the financial incentives implied by

some of the reforms are not es strong as expected and may even be in the wrong direction. However, we also

dlffercnt, and more favorable, effects.

The outline of the paper is as follows. In Section II, we discuss the rules of the SSDI program

labor supply effects of those rulw and what the exrstmg literature has to say about their magnitudes, in P
Section 11, and also provide numerical srmulatlons of the magnitudes of thc financial incentives. In Section

IV we discuss the expected effects of various reforms and show their simulated financial incentives. We draw .- -

our conclusions in Section V.

IL. Eligibility snd Benefits of SSDI

The SSDI (henceforth simply 'DI') program is part of the Old-Age, Survivors, and Disability.

1These bﬂJ's include the Work Incentive and Self Sufficiency Act of 1996 (Senator Jeffords), the Rehabilitation and
Return to Work Opportunity Act of 1996 (Representative Bunning) and the Transition fo WorkAct of 1997
(Representahve Kennelly).
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Insurance (OASDI), or Social Security, program. Disability benefits were added to the retirement program in
1957 and are designed to provide partiai earnings replacement to all workers under 65 who sustain severe,
long-term (typically career ending) disabilities.2 All workers covered under Social Sectirity (about 95 percent
of the U.S. work force) are also covered for DI benefits and ﬁnar{ciné for the program comes out of employer
and employee paid FICA taxes. In 1995, the DI program provided benefits for about 4.2 miltion disabled,
non-aged individuals and their families for a total cost of 40.9 billion dollars (U.S. House of Representatives,

1996).

"~ - Throughout the program's history, the determination of an individual's disability status has depended

':":-"3";’-'on an assessment of ability to work. Specifically, disability is defined as "the inability to engage in any

" ""substantial gainful activity by reason of 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
) tlﬁn twelve months" (Sbcial Security Administration, 1992). Therefore a medical definition of disability is
not sufficient for benefit receipt. Instcgd, initial and continuing eligibility is tied to the ability to work.
" Substantial gainful activity (SGA) is defined as a threshold level of earnings, which is currently set at $500
per month 3 |
— In addition to meeting the definition of disability, initial eligibility for DI requires having sufficient

“*work history in jobs covered by Social Security.* The DI benefit is equal to 100 percent of the worker's

o~y

* primary insurance amount (PIA), which is a finction of the individual's earnings history in Social Security

* 20ther programs for the disabled include the Supplemental Security Income (SSI) program, several veteran's
compensation programs, worker's compensation, and state-provided temporary disability benefits. o

*The SGA is not indexed for price changes and has been increased nine times in the program's 35 years. The SGA
started in 1957 at $100, and was $300 from 1980-1990 before the latest increese to $500. A deduction is allowed for
impairment-related work expenses.

“‘Applicants must have worked 20 of the last 40 quarters preceding the quarter of application, although the rules differ
somewhet for younger workers. The work history required for DI is virtually the same as that required for social security
retirement benefits.




covered employment.® This benefit can be significant in gizc, vand is typically equal to the full value of the
wqu_cx‘s potmﬁﬂ Somal Secmjty_ rcﬁrcglcﬁt b;n;ﬁg In 1993, DI b_eneﬁts for disabled workers averaged
$642 per m'onth. The PIA calculation is based on a progressive structure under which high wage workers
~ obtain Jower earnmgs rcplac@mcm rates than lower wage workers. The replacement rate in 1994 ranges from
78 percent foryf)rk'ers thh low average mon@y egr?ings ($500) to 23 percent among workers with hjgﬁ
monthly eamnings ($4500) (U.S. House of Representatives 1994).
Current law allows recipients pass through up to‘threc different phases of DI receipt. First, thcrc isa
_:ﬁ\"e month waiting period after disability begins before bcncﬁts can be ;cqéi_vcd (although there is no wdﬁné
penod if tixe mdmdual returns 'go_thc rolls vuthm 5 years of leaving). Ifthe recipient__ never works thereafier,
the subsequent phases are never entered. Second, a trial work period (TWP) aﬁows for up to nine months of
work over a 60-month calendar period. A month is counted as a trial month (an'd therefore toward the limit of
nine months) if the individual eamns over $20Q in the month.” During the TWP, benefits are provided in full -
regardless of the level of eamcd or unearned incqme. This phase, referred to in the Introduction, relaxes thé
strict application of the SGA rule and was introduced in 1960 in order to let recipients test their ability to
work without danger of losing benefits. Third, individuals who accumulate nine months of wo.rk in the TWP
 have their case reviewed; if the work is judged to not be "SGA" (generally meaning that it reflects an ability
to earn more than the SGA monthly threshold), they are allowed to continue on the rolis as before with the
requirement to stay below SGA to retain eligibility. But if the work in wﬂich they have been engaged is

"SGA", benefits are provided in full for a subsequent grace period lasting three months and then a 36-month

$The benefit can be as large as 150 percent of PIA for disabled workers with families.

$The earnings figures refer to the worker's average indexed monthly earnings (ABME) in social security employment.
The DI benefit, equal to the worker's PIA, is a function of the AIME. Benefits are adjusted for changes in the cost of
living. The PIA and AIME are calculated in roughly the same way as they are for social security retirement benefits.

"The earnings limit was set at $50 for much of the history of the program uatil it wes recently increased to $200. Itis
intentionally set at a Jow level in order fo trigger review of recipients who enter work at any level.
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period follows called the extended period of eligibility (EPE).® During this period, benefits are provided in
full if earnings (net of allo'wed deductions) are less than SGA, but are reduced to zero if earnings are over
SGA. Thus a strict SGA rule is applied, but the recipient's file is kept open and eligibility does not have to
be complefely rezstablished if camings fall below SGA. This rule is designed to allow recipients who do not
“succeed in maintaining a steady flow of above-SGA earnings to receive benefit support quickly and easily,
After the EPE is exhausted, the individual is dropped from the folls if he has gchiéved SGA more or less
continually. Ifthe indiviciuai haé achieved SGA oniy. part of the time, he must file a new application to show
: that he is still disabled. If he has never achieved SGA (despite having exceeded it during the TWP), the EPE
5 :'Ei‘fs extended indefinitely but as soon ashe achieves SGA he is dropped from the rolls. The EPE, which is
‘ dwgned to provide insurance to the recipient should he continue to try to estabhsh himself in the private
; ~labor market with steady earnings, was introduced in 1980 ?
This structure leads to a comphcated sequence of marginal tax rates ;wer time. An increase in
camnings will increase income but it ‘ﬁaay be offset by reductions in transfer benefits and othet taxes. During
the TWP, for exami)lc, the marginal tax rate (MTR) is zero implyingvthat there is no change in benefits in
response to a cfxange in earnings or hours. During the EPE, the SGA‘. ruleis réihﬁoduoed and the MTR is
“~Zero for earnings changes beldw_ SGA buf exceeds 100 percent for eamings increases that exceed SGA, thus
- crcatmg a "notch." Howevei;, the EPE 1s best thoughf of as part of the TWP and, as we will show i')elow', the

* more relevant calculation’is the MTR on the combined TWP and EPE periods.

ITL. Effects of DI on Labor Supply

"I'he three month grace period is considered part of the 36 month EPE.

*Medicare benefits are provided to DI recxpxents after a two year waiting period. Once the mdmdm] enters the EPE,
Medicare benefits are available for the next 39 months. Thus Medicare is provided for a three months past the end of
EPE. The availability of Medicare benefits may add substantially to the “insurance” value of DI which is discussed in .
the test. Once a worker reaches age 65, the DI case is automstically transferred to the social security retirement system. (

-5




A. Expected Effects of Work lncerrﬁve Provisions

The DI program is designed to replace (or supplement) eammgs for workcrs who are unable to
engage in "substarntial gainful activity." However, as long as individrmls with a disabling condition can alter
their earnings by exerting drﬁ’ercnt amounts of cﬁ'ort, the 'program will hzrve work disincentives, just like all
income-conditioned transfer programs, because it will induce some mdrvrduals to go onto DI rather than
work. It is generally thought that the§¢ work disincentives can be reduced, though not eliminated, by low tax
rates, and hence the high MTR in the DI program may create larger work disincentives than are nemsary

Thc framework within which work incentives of transfer program tax rates are generally ana]yz.ed is
. the conventional labor-leisure model. That mgdcl uses the assumption of utility maximization to justify the
common-sense presumption that individuals trade off the amount of take-home income they would have for
different levels of hours of work with the desire for and difficulty involved in that rvork As an empirical
matter, the model implies that the choice of hoyv much to work is based parﬁally upon lrow much take-home
: income is éained by woﬂcrrrg various amounts--or by how much is gained by rrorlring less, in the case of some
transfer programs. |

To apply the model, congidcr a populém'oh of disable_d individuals eli giblrs for thé DI program.'® Let
us also initially considrar éach of the DI phases as if work choices were made separately within each. Later we
consider the combined effects of the phasgs of program. In the first phase, the individual decides whether to
go onto the rolls by applying'for DL Eamnings must necessarily be low drrring the application and wéiting
periods which wrll lead to lower work effort.'? Second, during the TWP, benefits are received in full

" regardless of eamnings and the MTR is zero. DI benefits therefore generate a simple income effect, which

10 We assume that the individuals know with complete certainty whether they would qualify were they to apply and
hénce we ignore the uncertainty about ehgﬂnhty which has been heavily discussed in the literature (e.g., Bound (1989);
Halpcm and Hausman, (1986)).

"We of course are xmphcrﬂy referring to averages in the population. Some portion of the. ehgrble populanon wou]d
not work even in the abse.nce of DI, and for them there is no reduction in labor supply.
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reduces labor supply assuming leisure is a normal good. Third, during the EPE, the labor supply effects
illustrated in Figure 1 are generated. The budget constraint ADE (slope equal to the hourly wage rate)
applies in the absﬁncc of the DI program, whereas ABCDE applies during the EPE; the benefit amount is AB,
the SGA level of earnings is noted on the vertical ax1s and the notch at point C is where eligibility cﬁds. The
MTR is over 100 percent at this point. This is also the budget constraint for what might be termed a "strict”
SGA program, with no EPE and no TWP~that is, the c;onstraint that applied before those programs were
introduced. A negative income effect, illustrated by arrow 1, plus a substitution cffect generated by
- reductions in labor supply to obtain benefits, illustrated by arrow 2, both lower labor supply.
LT Instead of exax;ﬁining effects relative to no i)rogram at .all,' as this discussion does, one may also
. .. examine the effects of introducing the TWP and EPE into a prograni with only the strict SGA. As shown in
.- - Figure 2, introdﬁcing the TWP into a strict SGA program extends the budget ¢onstraint BC up to E, as _
illustrated by the dotted line, during the TWP period. However, while this induces some individuals to work
more, as illuslrated. by arrow 1; it lowers labor supply for others, as illustrated by arrow 2. The latter effect |
would occur if some mdmduals come onto DI after the TWP is introduced and thus represents what is
.. sometimes called a program "entry" effect. More accurately, an iﬁdividual initialty working above SGA off
... the rolls would come onto DI to take advantage of the TWP if the advantage of the nine months of TWP
- benefits outweighs the loss of benefits during the eligibility and waiting penods, thus it;. is the relative
advantage of the combined period that is r;:levant' (as our calculations below will shoW). Tﬁis makes the
effect of the TWP on labor supply ambiguous in sign, contrary to the presumption among policy-makers that
it would unambigunously increase labor supply. If the work-increasing effect were small enough, and the
entry effect were large enough, average labor supply could fall. Itis also clear ﬁ'om.the diagram that the DI
caseload would uﬁambiguously rise, at least on average, since the entry effect increases the caseload while the
work-increasing effect does not affect it.

The ambiguous effect of the TWP on labor supply is closely analogous to an ambiguous labor-
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supply effect of lower marginal tax rates in the Aid to Families with Dependent Children (AFDC) program,

the pcga;_ive income tax, and other transfer programs (Levy, 1979; Moffitt, 1992). In those programs, a

. reduction in the MTR raises the "break-even" level and draws some individuals onto thc rolls, thereby

partially or fully :"ﬁ’sctﬁng'whatévcr labor-supply-increasing effects arisc from an increase in work effort
among individuals initially on the rolls.

The introduction of the EPE by itself has no effect in the simple iabor supply model if a strict SGA
program 1s already in place since it is equivalent in that model 0 a strict SGA. To permit it to have an effect,
the model would have to be modified in one of two ways. First, a fixed cost of applying 'fo;)’pgpgﬁt.s could be
introduced. Such a fixcd cost would be incurred on initfal application to DI but would not be incurred during

the EPE, since the DI program keeps individual files "open” during that period even if they work above SGA

and allows them to receive beaefits if their earnings fall below SGA without having to go fhrough the process -

of reestablishing eligibility. Second, uncertainty could be introduced into the model and the EPE could be
modeled as a form of insurance, treating benefits as a source of income that is available if negative shocks to

eamnings are received. However, this effect by itself would not have special relevance to the EPE without the

 fixed costs argument, for, in the absence of fixed costs--that is, costs of establishing eligibility--an individual

could establish cvén initial eligibility instantly and hence the DI program as a whole would ﬁmcﬁoﬁmo’r;:
purely as shiort-term insurance. | |

A modified model which included fixed costs and, possibly, uncertainty, would show the EPE to have
ambiguous effects on labor supply just as the TWP has, This is because, relative to a prograﬁ without the

EPE, the implicit benefit of being on DI is increased, either because certain fixed costs no longer have to be

- incurred or becanse an implicit value (insurance) is added. This would lead some individuals who would

have chosen to stay off DI altogether and to work .abov‘e. SGA to go onto DI and work while on it at lowered

hours, thereby reducing Iabor supply and increasing the caseload. As before, this could partially or fully

offset the work-increasing effect coming from those who, in the absence of EPE, would have worked below




SGA or not at all while on the rolls.

Finﬁlly, it is worth noting that while the ambiguous effects of the TWP and the EPE on average labor
supply hafe becn discﬁssed in terms of possible offsetting entry effects, oﬁ'sotting effects could also show up,
statistically, in th; program exit ratc." "Exit from the DI rolls occurs naturally o'ver time as individuals'
opportunities off the rolls fluctuate and sometimes impro;.'e. The TWP and EPE alter an individual's
incentive to take adVantagé of those dpporttmitiés and to leave the rolls. Introducing the TWP can be

* expested to reduce the exit rate during the TWP period because benefits are now higher than they were under
= strict SGA; and the EPE can be expected to reduce the exit rate durmg the EPE period as individuals are more
““zreluctant to le;cwe the rc.)lls because ﬁmy will have to incur fixed costs of reestablishing eligibility, should they
""" wish to come back on, z;nd will iose the implicit insurance value. Since labor éupply off the rolls is higher
- than on the rolls, labor sgpp}y is reduced in both cases by the fall in the exit rate. Thus the offsetting factors
" from introducing the TWP and EPE, if they are present, may show up in boi increased entry to, and
decreased'eﬁt from, the program. We shall simulate numeriéally the amounts by which the TWP and EPE

increase the income gains from entry and increase the income losses from exit below.

~%.. - B.Evaluating Work Incentive Px"ovisioﬁs Using Existing Research
To evaluate tl;c work incentive provisiéns of the DI program, we need to know thé sensitivity of
N recipient work effort to changes in net wages (or MTRs) and in income opportunities. To estimate the
" magnitudes of possible entry and exit cﬂ'ects, we also need to know how potentially eligible individuals
respond to changes in MTRs and benefit levels and how recipient exit decisions respond to those variables,
‘Unfortunately, the existing empirical rescarch does not provide estimates of the substitution and income

effects needed to make these calculations.

Many cmplncal studies have examined the effect of DI benefits level on program partiqipation (or




caseload size).'? Pérﬁcipaﬁon in DI is typically estimated as a function of fhc potential DI benefit --imputed

for those not on the program-- and individual characteristics such as age and education, and locational

characteristics. The main parameter of interest, the elasticity of DI participation with respect to the DI

benofit, varies widely in the literature, ranging from 006 10 1.80. - B
Thcsc results, whiie important for some applications, fall significantly short of what is needed to |

estimate the effect of the TWP, the EPE, or proposed changes to these wo;k incentive provisions. In the

absence of direct evaluations of the TWP, for example, infe}cnccs. about its effécts could be made only by

_ estimating the mumber of individuals who would prefer to work abave SGA but sillreceive benefits; and

wagé, elast;ciﬁw as well as income elasticities are needed for this prediction. The markcd absence of attempts '

at esﬁrﬁ@ wage elasticities is, in fact, the major defect of this literature for assessing the effectiveness of

work incentive provisions.“‘3 Furthermore, in these studies, ﬁarticipaﬁon inDIis considered equivalc’;nt to

non-’parﬁcipaﬁon in the labor market. | This rules out examining the sort of responses shown by the arrows on .

Figures 1 and 2.

C. Income, Earnings and Tax Rates Under Current Law: Simulationé

Although the cxisting DI literature does not permit us to make reliable predictions for the net work
- effort ;nd caseload effects of the work incentive provi;ions, we can obtain some notion of the incentives to
work and take-up DI benefits by calculating the- income. gain or loss asséciat;d with different work effort

levels and program participation statuses, and the implicit tax rates that result. We shall therefore provide

- 2This hterature is critically rev1ewed in Leonard (1986) and Hoynes and Moffitt (1996), and the exchanges between
Parsons (1984) and Haveman and Wolfe (1984) and Parsons (1991) and Bound (1991).

BSome of the studics (e.g., Parsons 1980a and 1980b) do include wages but only their pre-disability level, and only
in the form of a replacement rate, which resuits in neither an income nor a wage elasticity. Obtaining estimates of wage -
and income elasticities for DI recipients is difficult. For example, the DI benefit itself is endogenous due to its
relationship to previous work experience. Furthermore, DI receipt is uncertain, and it is difficult to impute
DI benefits for non-recipients. These issues and their relevance for the empirical literature are dxscussed in Leonard
{1986), Haveman and Wolfe (1 984), and Bound (1991).
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. niumerical simulations of those variables for individuals with different benefit and wage levels. wac';'cr, the
preceding analysis has made clear that individual decisions are no doubt vm.adc ﬁot within each phase alone,
but taking into account all phases together. Therefore wcl shall be most interested not in the monthly MTRs
within, say, the TWP or the EPE, but rather the implicit MTR which applies to an entire sequence of laborA _
supply values over all phases of DI receipt. This will become clearcr momentarily,

To begin our simulation, we consider an individual at the time of onset of disability. The disabled
individual is assumed to i)e out of labor force for 12 ﬁionths—S months for the waiting period and 7 more

- months for "recuperaﬁ&n"--bcforc the option of reentering the wqufbrce is possible.” We then consider the

e conseqﬁences of entering .the workforce at some specific level of work. We consider five lwork level
alternatives: no ygork, 10 hours per week, 15 hoursu week, 20 hours per week or 40 hours per week. To
simblify fhe caiculations, we assume, for our initial simulations, that the recipient continues with this level of
" work effort indefinitely.

We consider a recipient's time horizon over a period of 57 honths,-rcpféscnﬁﬁg the minimum time an
| individual would need to complete all ﬁhases of DI receipt, all the way to the end of the EPE. In each

month, we calculate a recipiént's earnings and DI benefit given the program rules, his wage, work effort, and

[y

benefit level. .We consider the wage and benefit levels associated with three types of workers. * Low wage"
workers are those who worked at the federal minimum wage for their entire work history; "medium wage"
workers have eamed the average wage over their career; and "high wage" workers have earned 150 percent of

 the average wage for their career. Each of these three types of workers is assigned the appropriate DI benefit

“The 57 month horizon is the sum of the 5 month waiting period, 7 months of recuperation, 9 months of TWP, and
36 months of EPE. This time horizon could be extended but would not change the nature of the tradeoffs we illustrate.
Because we assume that individuals enter the work force after 12 months of recuperation, our DI recipients receive
benefits for a minimum of 19 months (7 months of recuperation, 9 months of TWP, 3 month grace period) and are out of
the labor force for a minimum of 24 months (includes 5 month waiting period before benefit receipt).
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that results from this work hi’;«;tory.‘s Further \.m; assume that the onset of the disability reducc's the wage by
2.5 percent (Bound, 195}9).16 Continuing DI eligibility and applicable .bép_cﬁt payments are then calcﬁlated
each month using the fule;s oﬁth’ned in Section 2. Each period, both wages and bcncﬁté are adjusted for
nominal \;,vage growth at an average annual rate of 5 percent. This is the intermediate assumption used for the
projections of the Social Security Trust Fund (USS. House of Represcntatives, 1994). Finally, we caloulate
the present discounted value of the income and earnings stream for each of the three benefit-wage scenarios
for each of the labor. éupply choices using a discouﬁt rate of seven perceﬁi.” 18

- Appendix Tables A-1 and A-2 summarize out ca!ﬁglﬁﬁpés. and Table 1 and Figure 3 show the main
features. .The Appgndix tables show the actu_al discounted present values of eamings, benefits, and net
income fqr the different types of workers under current law and under a stric.t SGA (that is, without the TWP
and EPE) and these are graphically illustrated in Figure 3 f"or a medium-wagé worker. Under current {aw, as
hours of work for the medium wage worker increase from zero to 10 per week, the presenf discounted value
(PDV) of net income increases beﬁause caming§ stay below SGA (the PDV of benefits therefore rcmams
ul.lghanged); but income then drops drastically with further hours of work because the SGA is exceeded and
bence benefits drop to zero at the point at which the individual passes from the TWP into the EPE. ‘
Additional increases in labor supply increase total income because caniiﬁgs go up and the PDV 6f benefits—~ I

. from the initial 12-month period and the 9-month TWP--are unchanged.

¥These wage/benefit scenarios are used by Social Security Administration (SSA) to illustrate benefits for typical
workers (see Social Security Administration 1995, Table 2.A26).” The "average" worker is the average for the labor
force covered by social security, which may be higher than average among DI recipients (Bound, 1989).

1The low (minimum wage) worker does not incur the 25 percent decrease in wages. The post-disability wage levels
used are $4.90 for low wage, $8.34 for average wage, and $12.51 for high wage workers. Benefits equal $557, $880,
and $1134. , : :

"Since we assume nominal wage growth of five percent per yeer, this implies a real interest rate of approximately 2
percent. , . L
18We do not include deductions for federal, state, or payroll taxes and hence net income includes earnings plus DI

benefits. Including these taxes would lead to higher MTR but would not change the substantive points on the effects of '
DI on earnings possibilities. ' )
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Table 1 shows the marginal and average tax rates corresponding to the figure for all three types of

workers. The MTR is zero for both the low-wage and medium wage workers up to 10 hours per week, but
the SGA s hit between 10 and 20 and hence MTRs exceed 100 percent. The high-wage worker hits the SGA
. between 0 and 10 hours per week instead. Average tax rates, which are more relevant for the nonworking DI
recipient who is considering making a discrete jump to either 10, 20, or 40 hom; per week, are often lower
‘because the notch has less of an effect (since a wider :range of the budget constrmnt is considered).'”

" "Under a strict SGA program, a comparison of tﬁé two panels in Fﬁéui‘e 3 shows that income is lower
than under current law for hours of work greater than 10 per weék because the TWP allows nine months of
. benefits while woﬂdng, which is not- allowed under a strict SGA program. This has two implicaﬁons. First,
it means that a strict SGA program would have higher MTRs and ATRs than under current law, and this is
~ illustrated in Table 1. The difference is offcn large--MTRs often exceed 200 percent--and it could be
expected that some initially non-ﬁodd.ng recipients would increase their labor supply as a result of current
_ lgw (compared to a strict SGA program). Second, hbwever, the higher net income @m& at hours greater
than 10 impliés that the DI prbgram is more aﬁrgcﬁve under cxln'rcnt iaw tﬁan it would be under a strict SGA
progrém; and this can be expected to increase entry and decrease exit, thereby increasing the caseload and
reducing work eﬁort among new entrants, As shown in Appendix Tables A-1 énd A-2, the increase in the
PDV of income is often on the order of 15-30%. To take one example, under current law a medium-wage
worker who leaves a 20-hour-week job to go onto DI to work 15 hours per week during the TWP period and
aﬁer would experience a 27 percent increase in net income, despité the lower work level; whereas under a

strict SGA program he would experience a 6 percent Joss in net income.2 Obviously he would be less likely

"*The low-wage worker experiences a non-zero MTR going from 20 to 40 hours per week because we assume :
nominal wage rates grow at five percent per year but the SGA stays fixed in nominal terms, At 20 hours per week, the
individusl hits the SGA partway through the EPE period; at 40 hours per week, he hits it at the beginning of the EPE
period. We choose to conduct the simulation in this way because it reflects actual, current law—the SGA is not indexed
end is typically held fixed for many years. : ‘

*In Table A-1, .27=($39,688-531,171)/$31,171 and in Table A-2, .06=($31,171-529,447)/$31,171.
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to go onto DI under a strict SGA. This necessarily implies as well that a DI recipient who has chosen to work

15 hours per week during the TWP and who locates a 20-hoﬁr-pcr-Weekjob off DI would lose income under
current law if he leaves tﬁe rolls to take that job but would gain income under the strict SGA program.

| IV. Reforming Work Incentiyes in the DI Prﬁgram

As we noted in the Introduction, methods for increasing work incentives in the DI program continue

to be discussed. In this section we will consider several of the reforms that have been proposed, 'including a

simple reduction in the MTR akin to a negative income tax. We will consider both the theoretically expected |

effects and then conduct numerical simulations for their effects on tax rates and income.
A. Alternative Work Incentive Provisions

To stick close to reforms actually being proposed, we examine five changes to the DI program:

(D index the SGA amount to keep pace with wage growth;
(2)  provide a partial offset (MTR) of 50 f)crccnt on earnings above the monthly SGA, to be
imposed after the TWP;

3) provide a partial offset ('MTR) of 50 percent on earnings above $83 a month, tobe 1mposed
after the TWP; - .
4 extend the TWP by 12 months; and

(5) provide an earnings subsidy for disabled individuals.

The first four proposals were proposed by a panel of experts (National Academy of Social Insurance, 1994)
and the fifth was proposed by Burkhauser and Daly (1996). Some of these proposals have made their way
into recent congressional bills. In particular, the Jeffords bill (Work Incentive and Self Sufficiency Act of

1996) proposes to turn DI program into a strict SGA program enhanced with a MTR of 50% over SGA. The

T ran.sz’ﬁon t0 Work Act of 1997 includes 2 refundsble tax credit modeled after the EITC which is available to

those whc; lose DI benefits because of increases in earnings. No further congressional action has been taken
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on these proposals,

The ﬁrst reform srmply Increases the SGA and hence has 2 clear work-moentwe ratlona]e The

.- e -

second and tthd reforms lower the MT R, asina negatwe income tax, below 100 percent, and therefore
eliminate the notch in the budget constraint: In one case the lower tax rate begms only above SGA whereas
in the other case it begms at $85 per month, an &etrmate of average work expenses. Since the SGA is
. cm'rently $500 per month, thls latter change would actually increase the MTR over some low ranges of hours
worked. The fourth reform sxmply extends the TWP for twelve months on top of the current nine,
L The ﬁﬁh reform drﬁ'ers substantral.ly from the ﬁrst four in that it isa reform that, in general, operatw
- 0uts1de the DI system. We assume that the earnings subsidy is made available to the same population of
| disabled individuals as is cmrentty eligible for DI. In our simulations, we consider an earnings subsidy equal
in magnitude to the 1995 Eamed Incorne Tax Credlt (EITC). The Earned Income Tax Credit (EITC) is an
earnings substdy in the form of a refindable tax credit and it typically only available to families with
children.z‘- Our simulation therefore can be thought as extending the EITC to all disabled workers, regardless
of whether_ they have a child.;"2 The amount of the EITC depends on whether earnings fall in the subsidy, flat,
or phaseout range of the credit. The subsidy range COVErs earnings up to $6,160, over which. the subsidy ‘
_equals 34 percent of earnings generating a maximum credit of $2,694. In the flat range, covering earnings
 between $6,160 and §1 1,290, the worker receives the maximum credit. In the phaseout range, the subsidy is
reduced by 15.98 cents for each additional doilar in earnings such that the credit is fully phased out at

eamnings of $24,396.” Workers earning more than $24,396 are not eligible.

21'Ihe credit wes introduced in 1975 to offset the social security tax but has been expanded significantly since the mid
1980s. Starting in 1994, a small EITC was made available to childless workers with earnings up to $9,000.

In particular, we provide the EITC which is extended to fmmh&e with one child. Since 1991, a more generous
EITC has been made available to families with two or more children.

BWe use the parameters of the current EITC program for convenience. In practtce an carmngs subsidy for disabled
workers could also take the form of subsidies to the employer. At the level of generality of our simulation program,
these are equivalent.
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B. Expected Effects of Changes to DI Work Incentives
An increase in the SGA increases the notch point in the budget constraint and hence leads to

increases m work effort among current I‘OClplentS However it mcremes the DI caseload by drawing some of

the ehglble populanon onto the rolls and hence has amblguous 1mpacts on average work effort among the
- dxsabled. These eﬁ'ects would mamfest themselvw in both the_ appheahon phase and the EPE phase. In the
application phase,thehlgher lei'el 'of"-SGA wouldﬂ"perrnit workers tb ~v‘.'oric-niichare whxlewamng for benefits to
begin, but would for that same reason lower the costs (or raise the benefits) of ‘g’oing: onto DI among disabled
mdmduals who are workmg off DL Dunng the EPE, as ﬂlustrated in Flgure 4, an increase in the notch point
| cncourages addmonal work among those mltxally at the notch (arrow 1), but lowers labor supply among those
abovethe mmal level of SGA. Some of the latter mdmduals (arrow 2) ¢ are made ehglble by the Increase in
SGA and some (arrow 3) are encouraged to reduce eannngs.to be at or below the new SGA, but in either case
work effort falls and the caseload rises. | |

Sl.mdarly, adding a partial benefit or MTR on eammgs during the EPE will tend to increase work

levels among current DI recxplents but the 1mpact on overall work effort among the chsabled 15 mdctermmate
in direction. Flgure 5 shows this change. The budget constraint under current law during the EPE is
ABCDE. Adding a MTR of 50% ebove SGA gets rid of the notch and phases out benefits at a rate of 50
ceats for each dollar earned over SGA, shown by the segment CE with a elope of one halfthe wage. This
reform has some positive work incentives for those initially at the notch (arrow 1) but work disincentives for
those who come onto the rolls (arrows 2 and 3). The caseload unambiguously rises. The potential increase
in the caseload is quite large under this expa.n;ion: usmg the average benent mn 1993 of $642, the break-even
earnings level increases from $500 per nlonth (current SGA) to about $1800 per month or $22,000 per

year.2

%The benefit formula becomes DIBEN - 0. 5*(EARNINGS- 500), which using a DIBEN of $642 equels zero when
carnings equal 2*642+500 or $1784.
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-’Im;.)o'sing» a 50 percent MTR on earmngs over an $85 exclusion during the EPE differs from the other

reforms because benefits would be lower than they are under current law for some ranges of earnings, for the
385 exclusion is below the SGA level of $500. By increasing the tax rate (from 0 to 50 percent) in ranges
less than $500, wé may see a reduction in work effort for current recipients. However, byclimiﬁating the
notch (and its high MTR) and extending benefits pést the SGA, we may see an increase in work levels among
some recipients. For this program change, the caseload as well as the net work effects are ambiguous. The

direction of the change in entry and exit rates is not determinant since for some hour§ ranges the program has

. been expanded while for others, the program is less generous.

Increasing the length of the TWP allows recipients to work for more months before being taxed (e.g. |

before entering the EPE); hence the effective MTIR (in present value terms) decreases. This can be expected

to increase work levels, and to increase the length of time spent on the program for current participants.
However, it can also be expected to attmct new participants and to reduce exit rates, both of which Qill
reduce work effort l‘cvels and increase the size of the caseload..

The earnings subsidy differs from the other policy changés because it affects income off the DI
program instead of on it. For th:s reason, we call it “non-DI" reform. Unlike the other policy simulations, the

introduction of a i)ui'e earnings subsidy unambiguously increases labor supply and reduces the size of the DI

" caseload. Labor supply increases because the return to an hour of work increases at all levels of hours of

work. Program participation decreases, at m1mmum, because increases in labor supply will often lead

individuals off the DI rolls. For those who stay on the DI roH;, the effect of an eamnings subsidy on labor
supply depends on how the subsidy is treated by the program. If it is ignored by the program altogether,
labor supply will incrcas; while on DI; but if it is included as eamings for purpose of SGA calculation, it will
zmply t.hat the SGA Is h1t at an earhcr hours pomt and thls w111 havc scparate eﬁ'ects In our smmlauons
below, we assume the Iatter treatment. However the EIT C, upon whxch we model our earnings subsidy, has

2 'flat' and ‘phassout' range which are well-known to induce reductions in labor supply for those already
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working (Eissa and Liebman'1996). Therefore, on net, the effect of this type of earnings subsidy on labor

supply is ambiguous as well.?

C Incqxge, Earniggs, and Tax Rates Under Alternative Work _chentives _

" In his section we apply the same simulation model we usod prviously t0 simulate the effects of the
five reforms under discussion. For the four DI refo;'ms; Appendix Tables A-3 to A-6 present the PDVS of
carninés, benefits, and net income at different hours éf work for ﬁxc. three wage levels. The results are
summarized in Table 2. | o e

N The ﬁrstreform, ind;xing the SGA, pushes?‘thg S'GA. up to a higher hours ;ev;al. This affects MTRs |
aﬁd ATRs at the hours points we show (;nly for the low-wage worker, who now does not hit the notéh until 40:
hours per week. The medium-wage and high-wage workers hit the notch at the same discrete hours point asl
before. Therefore, at least for the low-wage recipient, there is reason to expect iﬁcreased work incentives

ﬁém this ;'eform.

Reducing the MjR eliminates the notch entirely during the EPE and hence there are no more
e‘y.cccssivcly high MTRs facing DI recipients (simulations 3 and 4). The MTRs fall from their current-law
levels of as high 'as 174 perccnt,lfor the medium-wage worker, to 23 or 36 percent, for example. However,
the magnitude of this decline is somewhat exaggerated because, while the high MTR at the notch point s
eliminated, the MTR over hours of work beyond that is_increased. Thus, for e:_:mnplc,‘for both medium-wage

| and high-wage workers, the MTR abovg the (old) SGA level rises from 0 to 36 percent. This is a necessary
consequence of having to phas out l')engﬁts,, and illustrates the general principle that the elimination of a

| notch is akin to taking a very high MTR at one point and spreading it out over other points, raising the MTRs

*Because the EITC is available to workers only, it unambiguously leads to higher rates of labor force participation.
Empirical studies have shown that the added worker effect seems to dominate the potential reduction in labor supply
among current workers to lead to a net increase in labor effort for single mothers (Eissa and Liebman 1996) but not
necessarily among married couples who, typically, have larger initial labor force participation rates (Eissa and Hoynes
1997). : .
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at many of those other points. ThJs can also be seen in Table 2 inasmuch as the reduction in ATRs is
considerably less than the reduction in MTRs (see also Figure 5). The labor supﬁly effects of the change are
therefore ambiguous.®
Extcndmg thé TWP by twelve montﬁs gcncrally lowersMTRs and ATRs because a larger fraction of
the simulation periéd the individual faces a tax rate c’)f zero. This has little eﬁ'ect .OI-l the high-wage worker but
lowers tax rates for the low-wage worker by a considerable amount, suggesting that posit:ive effects on labor
supply could result.
~ Table 3 and Figure 6 illustrate the effects of an eammgs sub51dy oxitax rat&e and income. The first
earnings subsidy we illustrate assumes that the DI program ignores the subsidy amount cntlrely except when
~comparmg earnings to SGA ("cammgs subsidy for all disabled workers"). The second cammgs subsxdy we
examine is one that does not allow the subsxdy to be received by workers who are on the DI rolls. Much of
the employment obtained by DI recipients come from sheltered work environments outside the regular labor
market, and it is not clear that the eaim'ngs from thoscj'dbs would be treated as .availaBIe for subsidy.
Alternatively, the DI program could treat the earnings subsidy asa fonﬁ. of nonlabor income and subject it to
100-percent tax, which would also effectively make it unavailable to DI récipicnts. A earnings subsidy not |
“available to DI reciﬁier;ts should give the individual a somewhat 1aréer incentive fo increase labor supply and
“to leave the DI rolls than the univefsal earnings subsidy available to both recipients a.nd non-recipients.
Figure 6 'shows that, under the e'ilmings subsidy for all disabled workers, net income levels
monotonically rise (except for the initial SGA point). This is reflected in Table 3, which shows ﬁe MTR to
change from positive to negative for the low-wage worker at two of the hours points. The inclusion of the
earnings subsidy in the SGA determination implies a higher MTR when going from 10 to 20 hours, but the
more relevant ATRs show a reduction throughout the entire range from the reform. MTRs and ATRs

generally fall at the 20 and 40 hours points for the medium-wage and high-wage workers, although little for

% The BRR reduction over $85 also increases the MTR at very low-hours ranges, as noted previously in the text.
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. the latter, who receiv&c‘on}y a small subsidy.‘ |
Under the. earmngs subsidy available only to nén-Dl recipients, Figure 6 shows that income amounts
are the same as m Fiéme 1 except for the addition of tﬁc earnings subsidy at hours of work of 15 or more,
when the individual 1s off DL In Table 3 it can be scen that thxs carnings subsidy has a mixed set of effects
on the MTRs and ATRs “rclativc to the universal s}{bsjdy, so_;netim§c ingrcasipg them and sometimes
decreasing them dgpcndipg on the hoqr§ point and the mdmdual wage }cvql.” | |
The fesults ;)-;esented"thus far show, for the mc;st' part, the pé)ssil'-ﬂe labor supply incrc#s&c and

casel_oad rcd'uctions. ﬁr::m; many of the ;eforms.. They 510_ ;pot_ shox;(,_ at least.direc,tly,- the Qﬁ'setﬁng changes in
inc;,cnﬁves for entry and exit that wouid be associated w1th many of thqscv reforms. Tables 4 and 5 illugtrate
those effects by showing the perceht gains and losses in net income that would result ﬂ'om movemcn;s off, or
onto, the rolls at different hours points under current law and under the reforms for a medium-wage
individual. Thus, Table 4 shows exit-rate incentives by illustrating the changes in net income that would
result from being initially on &c rolls (when net income includes the PDV of benefits) but then moving off
the rolls (when net income only includes the PDV of t;arnings)'at the end of the TWP. Under current law and
the strict SGA, for example, the medium wage worker is above SGA at 20 hours per week and at 40 hours

. per week; hence leaving the rolls and continuing to work at these hours would nof affect net income- Colum
three shows that increasing hours of work from 0 to 20 when going off would result in nct-_income losses
because earnings would not bc_ eﬁough to make up for the benefit loss (implying presumably that this action
would never be taken) but increasing hours from 20 to 40 would result in eamnings increases exceeding
benefit losses and hence increases in net income (and thér:fore_ would be undertaken if the. value of lost

| leisure were exceeded by the value of the additional income).

As for the reforms, an indexation of the SGA would have no effect on the monetary incentives or

TEarnings subsidies are most effective for encouraging work among low wage workers. The subsidy could easily be
expanded to provide greater incentives for higher wage workers.
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disincentives to leave the rolls because it would ot affect income at the particular hours points we have

_ chosen. However, the other three DI reforms significantly reduce the financial incentive to leave the rolls.

Reducing the MTR would imply net income losses of 7 to 33 percent among workers who did not increase

“their work effort when exiting, In addition, individials who; in the abssnce of the MTR reduction would have

experienced a 48 percent increase in net income by working 40 hours off the rolls instead of 20 while on,
would experience either much smaller increasx (9 percent) or actual reductions (-i percent) in net income. It

is in this range that the MTR reduction has the largest impact on increasing income while on the rolls and

. tis rciube the inéentives fo éxit.” Extending the TW by 1 months also reducés iicéntives 1 Kave,

* * because benefits are higher while on the rolls, but not by as large an amount as the MTR reductions. The

effects of the earnings subsidies on exit incentives are rather small because the largést effect of those

" subsidies are in hours-worked ranges where the individual is alfcady effectively off DI and working above the

SGA. However, while the carmngs subsidies do not greatly increase the leaving incentives for medium wage
workers, they at least do not reduce them significantly, unlike the DI reforms.' "
© “Tables shows the percent change in income from moving from off the rolls (only cammgs) to the

rolls (eammgs plus benefits), and by either working the same amount or reducmg work effort in the process.

" Under current law, 2 medium wage recipient has large income gains of 52 or 26 percent, depending-on

whether he works part-time or full-time, if he goes onto DI (benefits are always received during the
apblicatioﬁ period and the TWP).‘ If the individual quits a p.an-tim'c job to go onto the rolls and not work,
income still increases by a large amount (39 percent) although not by as much as it would if he were to
copﬁnuc wdﬂdng while on the rolls; this wodd'ther,efore seemtobea mility-rr':aximizing move. However,
going onto the rolls and reducing hours from 40 to 20 does not increase benefits by very much and therefore
results in a net income loss (to be balanced againsf the increased value of leisure).

Except for the indexed SGA, which again has no effect, the DI reforms always increase the net

income gain from going onto the rolls without changes in hours worked, often by large amounts (107 percent
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and 128 percent, for example, in the part-time' range where the MTR reduction has its biggest effect). More
important, while the mcennves for quitting work ennrely are unaffected by the reforms, since none of them
alter benefits at zero hours, the income losses attendant upon reducing from full-time to part-time work are

either greatly attenuated (for the TWP extension ) or reversed in sign (MTR reductions). In the latter case,

therefore, net income can be increased by reduc_ing hours and going onto the rolls, whxch again would appear

tobea uﬁhty—maxrmrmg chome

The earnings subsxdles have the opposrte effects as the reforms 1f hours are unchanged, for they

reduce the ﬁnancral mcenhves to go onto, the rolls, even though those net, mcome gams are still positive (23 to- |

42 perccnt in the table) Net income gams from qmttmg work ﬁ'om a part-ume Job are also lower under the
earnings subsxd1es for those subsidies increase net income for workers off the rolls but not nonworkers,
However, income losses from leaving a full-time jobto work part-time on the rolls entail slightly smaller
income penalties than under current law, but this is because net income losses and gains from changes in
earnings in the phaseout range of an eamings st:bsidy are reduced even for thos_e who are off the rolls. In the
20-t0-40 hours range for medium-wage workers, earnings are above ,SGA regardless and hence there isno

additional benefit gain from going onto the rolls.

V. Conclusions and Policy Implications

,;A‘_s the issue of increasing work incentives in the DI program becomes of greater policy interest, it is
important to understand the implications of changing financial inducements through changes in benefit
formulas. Our discussion of the expected effects of such changes suggest that they are not as likely to be as
efiective as they first appear. Lyiné behind this potential ineffectiveness are a set of possible explanations
which mvolve new entry onto the programs as well as decreased exrt Changes in labor supply for these
groups may offset the increase in labor supply among those that stay on the program. Unfortunately, the

available empirical research on DI does not allow us to reach any conclusions on the magnitude of the
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reéponsc. But the dircctior.l of the different types of responses that result from financial inducements, both
the intended increases in work effort and the unintended reductions, should be present. This leads us to urge-
caution in using financial inducements as a means of work-incentive reform in DI without further, concrete
evidence of their effectiveness.

Asan alternative, inéreasing work effort among the disabled may be achieved by the use of work,
employment and training programs and/or wage subsidies. Both of these policies have been advanced in
recent years for the AFDC program, in part due to the perceived failure of within-program financial
inducéments. This shift also reflects a society-wide change in aftitudes toward work among women with

* children, as it becomes increasingly the norm for such women to work rather than stay at home. A similar
change in attitudes toward the disabled appears to have ocourred, with many arguing that all recipients should
work to the degree they can. Howéver, the use of program based financial inducements is still more favorably |
viewed in policy discussions of DI (and SSI) than in th;: AFDC and other welfare programs, which is not -

~ necessarily justified by the evidence.

| The attractiveness of an earnings subsidy sﬁch as the EITC is that it has the potential to increase
work and earnings and to reduce the DI caseload at the same time. The philosophy behind the EITC and
similar private-sector earnings subsidy programs is diainctrically opposite to that lying behind the use of
within-program financial inducements 0 work more while on DI, for th;: latter has the potentially deleterions
consequences of increasing the caseload and possibly reducing work effort which we have discussed at length
in our paper, These deleterious effects would not be present 1f financial inducements were offered only for
off-DI (or both on- and off-DI) work. Policy discussions of disability progi‘ams might fruitfully tumn to such
programs, perhaps by investigating special private-sector earnings subsidy programs fc.)r the disabled or
modifications in the EITC to make more disabled individuals eligible for its benefits.

To determine the effectiveness of any of these policies in ipcrcasing work effort and reducing

cascloads in the DI program, major research gaps need to be filled. Secondary analysis of existing data sets -
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~ using econometric techniques _musi be pursuqci_ with more of an eye toward estimating wage and substitution

. clasticities, for example, although we recognize the difficulties in doing so. Alternatively, microsimulation
models either large-scale or small-scale could be constructed and the effects of different work-incentive
provisions could be predicted based upon a range of assumed responsiveness levels and elasticities; this
would provide at least some indication of how large of small responsiveness needs to be for work-incentive
provisions to have a gcnuipc positive effect. Finaliy, dlrect experiments or Qcmonstrations on the caseload

| would be helpful in obtaining %st:i‘matcs of the rcsponée‘to specific program initiatives, although it needs to be
emphasized that program evaluations need to be designed to capture both the exit and entry effects of

financial inducements as well.
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. Table1 .
Tax Rates in the DI Program Under Current Law and Strict SGA programs,
By Wage Level and Hours of Work !

(Percent) -
Marginal Tax Rate (%) * Average Tax Rate (%) *
10hrs 20hrs ~ 40hrs 10hrs  20hrs  40hrs
Low Wage Worker :
Current Law 0 124 . 32 0 62 47
Strict SGA 0 124 67 @ . 0 .62 65
- Mediux;n Wage Worker .
Current Law 0 174 0 . 0 . 87 44
Strict SGA. 0 240 0 ‘ 0 120 60
: Higl_l' Wage Worker . )
Current Law 150 0 ) .150 75 37
-Strict SGA 206 0 0 206 103 52

Notes:

1. Results of simulation over 57 month period. See text for details.

2. Marginal tax rates are calculated as one minus the change in income over the change in earnings resulting
from increasing hours of work from the prior level. ‘

3. Average tax rates are calculated as one minus the change in income over the change in eamnings resulting
from increasing hours of work from the no work choice.




Table 2
Tax Rates in the DI Program Under Current Law and Proposed DI Reforms,
By Wage Level and Hours of Work ! '

(Pement)
Marginal Tax Rate (%) 2 Average Tax Rate (%) *
10hrs  20hrs 40 hrs 10hrs  20hrs 40 hrs
Low Wage Worke
" 1. Cumentlaw - 0 124 .32 0 62 . 47
2. Index SGA 0 0 94 0 0 47
3. 50% MIR overSGA 0 0 31 -0 -0 15
4. 50% MTR over $85 : 24 36 36 24 30 33
5. Extend TWP 12 months 0 118 0 4 0 59 - 30
Medium Wage Worker : h
1. Current Law- 0 174 0 0 87 44
2, Index SGA 0 174 0 0 87 44
3. 50% MTR over SGA 0 23 36 .0 12 24
4. 50% MTR over $85 29 36 . 36 29 33 35
5.  Extend TWP 12 months - 0 10 0 ' 0 55 27
High Wage Worker . .
1. Current Law 150 0 0 " 150 75 37
2. Index SGA 150 0 0 150 75 37
3. 50% MTR over SGA 3 36 36 3 20 28
4. 50% MTR over $85 32 36 36 32 34 35
5. Extend TWP 12 months - 94 . 0 -0 . " 94 47 24

Notes :
1. Results of simulation over 57 month period. See text for details.

2. Marginal tax rates are calculated as one minus the change in income over the change in eamings resulting
from increasing hours of work from the prior level.

Average tax rates are calculated as one minus the change in income over the change in earnings resulting
from increasing hours of work from the no work choice.
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Table 3
Tax Rates in the DI Program Under Current Law and Non-DI Reforms,

By Wage Level and Hours of Work
(Percent)
Marginal Tax Rate (%) ? Average Tax Rate (%) *
_10 hrs 20 hrs 40 hrs 10 hrs 20hrs 40 hrs

Low Wage Worker

.1.  Current Law : 0 124 32 0 62 47
2. Eamings Subsidy for All -34 154 -5 -34 60 27
3. Earnings Subsidy for Non-DI 0 91 20 0 46 33
Recipients Only ’
Medium Wage Worker
1. Current Law 0 174 0_ 0 87 . 44
2. Earnings Subsidy for All 140 -12 12 140 64 38
3. Eamnings Subsidy for Non-DI 0 140 9 0 70 39
Recipients Only ‘
High Wage Worker
1. CumentLaw - 150 0 0 | 150 75 37
2. Eamings Subsidy. for All 120 5 13 120 62 37
3. Earnings Subsidy for Non-DI 127 4 9 127 66 37
Recipients Only

Notes:

1. Results of simulation over 57 month period. See text for detaﬂs

2. Marginal tax rates are calculated as one minus the change in income over the change in earnings resulting

- from increasing hours of work from the prior level:

3. Average tax rates are calculated as one minus the change in income over the change in earnings resulting
from increasing hours of work from the no work choice. .




" Table4
Percent Change in Income from Leaving DI under Current Law and Alternat:ve Policies
Medium Wage Recipient !

Percent Change in Income by hours worked: 2

20 hrs. 40 hrs. 0-20 hrs. 20-40 hrs.
Current Law .0 0 © 10 48
Strict SGA , 0 0 -10 61
DI Reforms; :
Index SGA 0 0 -10 48
50% MTR over SGA =33 ‘ -13 -10 -1
50% MTR over $85 26 : -7 -10 9
| Extend TWP by 12 months 17 -11 -10 22
Reforms outside DI
Earnings Subsidy ‘ 0 ‘ 0 -2 36
Earnings Subsidy, non-DI ‘ 0 - 0 2 38

Recipients Only

Notes:

1. The rec1p1ent is assumed to leave DI after two years on the program Under current law (and glven our
one year recuperation period) this occurs at the end of the trial work period (TWP). For comparability, when
we simulated extending the TWP we still consider an exit from the program after two years. All simulations
cover a 57 month period.

2. The scenarios in the first two columns assume that the worker does not change their hours of work when
they leave DL In the last two columns, the worker is assumed to increase hours worked when they leave the -
program, to the levels given.




: Table 5 A
Percent Change in Income from Entering DI under Current Law and Alternative Policies
Medium Wage Recipient !

!

Percent Change in Income by hours worked: *

e RS 20Ws.. . 40hss. 20-0hrs,  40-20 hrs.
Current Law - 52 26 39 .24
Strict SGA 19 10 _ 39 40
DI Reforms:

- _Index SGA . | 52 .26 .39 -24
- 50% MTR over SGA 128 46 39 14
50% MTR over $85 107 35 .39 3
Extend TWP by 12 months 85 42. 39 8
Reforms outside DI: |
Earnings Subsidy 42 25 13 -17
Eamnings Subsidy, non-DI 37 .23 13 =20
Recipients Only :
Notes:

- 1. These calculations compare total income over the five year simulation period with and without DI benefits.
The DI reforms only affect income opportunities on DI, but the non-DI reforms may affect both income on and
‘off DL : ' .
. 2. The scenarios i the first two colummns assume that the worker does not change their hours of work when they
- enter DL In the last two columns, the worker is assumed to decrease hours worked when they enter the program,
to the levels given.




: Table A-1
Earnings, Income and Tax Rates in the DI Program *

Current Law.
it e e Marginal Average
- -7~ Eamings "~ - Benefits:*:-*~ Net Income .. Tax Rate (%) --- Tax rate (%)
Low Wage Worker
"0 hours "$0 $27,498 $27,498 :

10 hours $9,157 $27,498 $36,655 0% 0%

15 hours $13,736 $27,498 $41,234 - 0% 0%

20 hours $18,314 $16,153 $34,467 248% 62%

40 hours $36,628 $10,323° = $46,951 32% 7 47%
Medium Wage Worker '

0 hours $0 $43,444 $43,444

10 hours $15,586 $43,444 $59,030 0% 0%

15 hours $23,378 $16,310 $39,688 348% 116%

20 hours $31,171 $16,310 $47,481 0% 87%

40 hours ' $62,342 $16,310 $78,652 0% : 44%
High Wage Worker -

0 hours : $0 $55,984  $55,984

10 hours . $23,378 $21,018 $44,396 150% 150%

15 hours $35,068 $21,018 $56,085 0% ' 100%

20 hours _ $46,757 $21,018 $67,774 0% - 75%

40 hours $93,514 $21,018 $114,531 0% ‘ 37% -

Notes:

1. Results of simulation over 57 month period starting in 1994. Eamings, income and benefits are the .
present discounted value of the stream over the simulation period. See text for details.




. ... . TableA-2
Earnings, Income and Tax Rates in the DI Program !
- Strict SGA Program

Siey b
siex¥) b,

LR R . - Marginal Average
Eamings Benefits Net Income Tax Rate (%) Tax rate (%)

Low Wage Worker

0 hours $0. $27,498 $27,498

10 hours $9,157 $27,498 $36,655 0% 0%

15 bours - $13,736 $27,498 $41,234 0% 0%

20 hours $18,314 $16,153 - - $34,467 - 248% 62%

40 hours $36,628 $3,841 $40,469 - 67% 65%
Medium Wage Worker :

0 hours $0 . $43,444 $43,444

10 hours $15,586 $43,444 $59,030 0% 0%

15 hours $23,378 $6,069 $29,447 480% 160%

20 hours - $31,171 $6,069 - $37,240 0% 120%

40 hours $62,342 $6,069 $68,411 0% 60%
High Wage Worker A :

0 hours $0 $55,984 $55,984

10 hours $23,378 $7,820 $31,199 206% 206%

15 hours $35,068 $7,820 $42,888 0% 137%

20 hours $46,757 $7,820 $54,577 0% 103%

40 hours $93,514 $7,820 $101,334 0% - 52%

Notes:

1. Results of simulation over 57 month period starting in 1994. Earnings, income and benefits are the

present discounted value of the stream over the simulation period. See text for details.




"Table A-3
'Earnings, Income and Tax Rates in the DI Program
DI Reform: Index SGA

Seedgs T Marginal Average

" Eamnings Benefits NetIncome  Tax Rate (%)  Tax rate (%)
Low Wage Worker
0 hours . $0 . $27,498  $27,498
10hours - $9,157 $27,498 - - $36,655 0% 0%
15 hours $13,736 - $27,498 . $41,234 0% 0%
20 hours . $18,314 . $27,498 $45,812 0% 0%
40 hours $36,628 . $10,323 $46,951 94% 47%
Medium Wage Worker .
0 hours $0 $43,444 - $43,444
10 hours $15,586 .  $43,444 - $59,030 0% 0%
15 hours $23,378 $16,310 $39,688  348% 116%
20 hours - $31,171 $16,310 $47,481 0% 87%
40 hours $62,342 $16,310 $78,652 - 0% 44%
High Wage Worker _
" Qhours $0 $55,984 $55,984 - _
10 hours $23,378 $21,018 $44,396 150% - 150% .
15 hours $35,068  $21,018 $56,085 - 0% 100%
20 hours 346,757 $21,018 $67,774 0% 75%
40 hours $93,514 $21,018 $114,531 0% 37%
Notes:

1. Results of simulation over 57 month period starting in 1994. Eamnings, income and benefits are the
present discounted value of the stream over the simulation period. See text for details.




: Table A4
Earnings, Income and Tax Rates in the DI Program *
DI Reform: 50% MTR over SGA

. Marginal Average

o e Eamings  Benefits NetIncome  TaxRate (%)  Tax rate (%)
Low Wage Worker :
Q hours $0. $27,498 . $27,498
10 hours - $9,157 ~  $27,498 $36,655 = 0% ' 0%
15 hours $13,736 $27,498 $41,234 0% 0%
20 hours $18,314 $27,498 . $45,812 0% 0%
40 hours $36,628 $21,911 $58,539 - 31% 15%
Medium Wage Worker
0 hours : $0 $43,444 $43,444 . - _
10 hours $15,586 $43,444 $59,030 0% 0%
15 hours $23,378  ° $42,667 $66,045 10% 3%
20 hours $31,171 $39,838  $71,009 36% 12%
40 hours $62,342 $28,523 $90,865 36% 24%
High Wage Worker X ) o
0 hours $0 . $55.984 $55,984
10 hours $23,378  $55,206 $78,585 3% , 3%
15 hours $35,068  $50,963 $86,031 36% C14%
20 hours $46,757 $46,720 $93,477 36% . 20%
40 hours $93,514 $29,747 '$123,261 . 36% 28%
Notes:

~1.  Results of simulation over 57 month period starting in 1994. Eamings, income and benefits are the
present discounted value of the stream over the simulation period. See text for details.




' Table A-5
Earmngs, Income and Tax Rates in the DI Program ’
DI Reform: 50% MTR over $85

e . Marginal - Average
=-~i Eamnings Benefits NetIncome  Tax Rate (%)  Tax rate (%)
Low Wage Worker
0 hours $0 $27,498 = $27,498
10 hours $9,157 $25,281 $34,438 24% ' 24%
15 hours $13,736 $23,619 $37355 = 36% 28%
. 20 hours $18,314 $21,957 $40,271 36% 30%
40 hours $36,628°  $15309 . $51,937 36% - 33%
Medium Wage Worker : :
0 hours $0 $43,444 $43,444 .
10 hours $15,586 $38,893 $54,479 . 29% . 29%
15 hours $23,378 $36,065 $59,443 36% 32%
20 hours $31,171 $33,236 564,407 36% . 0 33%
40 hours ' $62,342 © $21,921 . $84,263 36% 35%
High Wage Worker : g .
0 hours $0 $55,984 $55,984
10 hours $23,378 $48,604 $71,983 32% 32%
15 hours $35,068 $44,361 $79,429 36% - 33%
* 20 hours $46,757 $40,118 .  $86,875 36% 34%
40 hours $93,514 $23,145 $116,659 36% 35% -
Notes:

1. Results of simulation over 57 month period starting in 1994 Eammgs income and benefits are the
present discounted value of the stream over the simulation period. See text for details.




Table A-6

" Earnings, Inconie and Tax Ratés in the DI Program !

I. Results of simulation over 57 month period starting in 1994. Eamings, income and benefits are the
~~ present discounted value of the stream over the simulation period. See text for details.

DI Reform: Extend TWP
e E e DT _Marginal Average |
o T Earmnings” Benefits’ NetIncome  TaxRate (%)  Tax rate (%) |
Low Wage Worker '
0 hours - $0 $27,498 $27,498 .
10 hours $9,157  $27,498 . $36,655 0% 0%
15 hours $13,736 $27,498 $41,234 . 0% 0%
20 hours . -- . $18314 .. $16,678 .. $34,992 236% 59%
40 hours - - -$36,628 $16,678 . $53,306 .- 0% 30%
Medium Wage Worker
0 hours - 80 $43,444 $43,444
10 hours - $15,586 $43,444 © $59,030 0% 0%
15 hours $23,378 $26,349 $49,728 219% 73%
20 hours $31,171 $26,349 $57,520 0% 55%
40 hours $62,342  $26,349 $88,692 0% 21%
High Wage Worker _ ,
0 hours $0 © $55,984 $55,984
10 hours $23,378 $33,955 $57,333 94% 94%
15 hours $35,068 $33,955 $69,022 0% 63%
20 hours $46,757 $33,955 '$80,711 0% 47%
40 hours $93,514 $33,955 $127,468 0% 24%
Notes:




' "Table A-7
_ Earnings, Income and Tax Rates in the DI Program ’
~ Non-DI Reform: Earnings Subsidy for All Disabled Workers

- e , Earnings . Marginal- = Average
' 7" Eamings . Benefits Subsidy ~ NetIncome TaxRate  Taxrate
5 e e e e el e o (Fp) - (%)
Low Wage Worker
0 hours $0 " $27,498  $0 - $27,498
10 hours . $9,157 - $27498 $3,113 $39,769  -34% -34%
15 hours $13,736 . $15,628 $4,670  $34,033 225% 52%
20hours  $18314 °  $10,323.  $6,227 . $34,864 82%  60%
40 hours - " $36,628 $10,323 ~ §7,220 - $54,172 5% 27%
: , :
Medium Wage Worker
0 hours S0 $43444 %0 $43,444
10 hours $15,586 $16,310 $5,299 $37,195 140% 140%
15 hours $23,378  $16,310 $7,220 $46,909  -25% 85%
20 hours '$31,171 $16,310 . $7,220 $54,701 . 0% 64%
40hours -  $62,342  $16,310 $3.479 $82,132  12% 38%
High Wage Worker _
0 hours - $0 $55,984 - $0 $55,984 _
10 hours $23,378 $21,018 $7,220 $51,616 119% 119%
15 hours $35,068 $21,018 $7,220 $63,305 0% 79%
20 hours " $46,757 $21,018 = $5,970 $73,744 11% 62% -
40 hours $93,514 $21,018 $0 $114,531 13% . 37%
Notes:

1. Results of simulation over 57 month period starting in 1994. Earnings, income and benefits are the
present discounted value of the stream over the simulation period. See text for details.




Table A-7
Earnings, Income and Tax Rates in the DI Program *
Non-DI Reform: Earnings Subsidy for All Disabled Workers

: Earnings Marginal-  Average
Eamings Benefits Subsidy NetIncome TaxRate  Taxrate
' (%) (%)

Low Wage Worker :

0 hours $0 $27,498 - S0 $27,498 :

10 hours $9,157  $27,498 $3,113 . $39,769  -34% -34%

15 hours $13,736 $15,628 ~ $4,670 '$34,033  225% 52%

20hours - $18,314 $10,323 $6,227 $34,864 82% 60%

40 hours $36,628 $10,323 $7,220 $54,172 - 5% 27%
Medium Wage Worker »

0 hours $0 $43,444 - $0 $43,444 _

10 hours $15,586 $16,310 $5.299 $37,195  140% 140%

15 hours . $23,378 $16,310 $7,220 346,909  -25% 85%

20 hours $31,171 $16,310 $7,220 $54,701 0% 64%

40 hours . $62,342 $16,310 . $3479  $82,132 12% 38%
High Wage Worker '

0 hours $0 $55,984 $0 $55,984

10 hours $23,378 $21,018 $7,220 7 $51,616 119% 119%

15 hours  $35,068 $21,018 $7,220 "$63,305 0% 79%

20 hours $46,757 $21,018 $5,970 $73,744 11% . 62%

40 hours $93,514 $21,018 $0 $114,531 13% . 37%

Notes:

1. Results of simulation over 57 month period starting in 1994. Earnings, income and benefits are the
present discounted value of the stream over the simulation period. See text for details.




Table A-8

- Earnings, Income and Tax Rates in the DI Program
- Non-DI Reform: Earnings Subsidy for non-DI Recipients

mie . - Earnings. Marginal = Average
. - Eamnings Benefits Subsidy NetIncome TaxRate . Tax rate
‘ ~ ) (%) (%)
Low Wage Worker
0 hours $0  $27,498 $0 $27,498 ,
10 hours $9,157 - $27,498 $0 $36,655 0% 0%
15 hours $13,736  $27,498 $0 $41,234 0% 0%
" 20 hours $18,314 ~  $16,153 $2,986 $37,453  183%  46%
40 hours 1 $36,628  $10,323 $5,242 $52,193  20% = 33%
Medium Wage Worker ‘
0 hours . %0 $43,444 $0 $43,444
10 hours $15,586  $43,444 $0 $59,030 0% 0%
15hours - $23378  $16,310 $5,242 $44,930 281% 94%
20 hours $31,171  $16,310 '$5,242 $52,723 0% 70% .
40 hours $62,342 . - $16,310. . . $2,526 . - $81,178 9% - 39% -
High Wage ng’o:}ker ~
0 hours** 30 $55984 $0 - $55984
" 10 hours $23,378  $21,018 - $5,242 $49,638  127% 127%
15 hours $35,068  $21,018 $5,242 $61,327 0% 85%
20 hours $46,757  $21,018 $4,334 $72,109 8% 66% -
40 hours $93,514 - $21,018 $0  $114,531 . 9% 37%
~ Notes: .

"1. Results of simulation over 57 month period starting in 1994. Earnings, income and benefits are the
present discounted value of the stream over the simulation period. See text for details.




