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I. Introduction 
Over the last several decades, there has been a movement toward the inclusion of people with 
disabilities in mainstream social institutions. The 1990 Americans with Disabilities Act (ADA), 
which supports the full participation of people with disabilities in society and mainstream 
institutions, illustrates the shift in attitudes toward people with disabilities. Rather than being 
perceived as having a social or medical problem, individuals with disabilities are increasingly 
viewed as people with challenges that can be solved if appropriate policies and supports are 
available for addressing them.  

One important activity to which people with disabilities have sought greater access is 
competitive employment. Increased employment and better jobs for people with disabilities, as 
for all people, can lead to greater economic well-being, improved emotional and physical well- 
being, and greater self-sufficiency.  Market work is the principal source of income in all modern 
societies and is key to financial independence. For many, employment and contributing to family 
and societal productivity is an important component of self-worth and self-esteem.  For all of 
these reasons, people with disabilities, like most individuals, desire the opportunity to work.  
According to one study, among working-age people with disabilities who were not working,  
72 % indicated that they would prefer to work (Louis Harris, 1998). 

People with minor or major disabilities represent a significant proportion of the U.S. working-
age population. Based on the 1993 Survey of Income and Program Participation (SIPP), 
approximately 30 million (19%) of men and women age 18 to 64 report some type of physical or 
mental limitation. For approximately 55% of these individuals (about 10% of those age 18 to 
64), the limitations are severe (Stapleton et al., 1998).  

Despite the potential benefits of employment and an apparent desire to work on the part of 
people with disabilities, the employment and earnings of people with disabilities, as a group, 
have remained low. People with disabilities are less likely to be employed than people without 
disabilities (Stoddard et al., 1998), and when employed, are likely to have less job experience 
than people without disabilities (Yelin and Katz, 1994b). In addition, individuals with disabilities 
might be more likely to encounter employment discrimination than persons without disabilities 
(Louis Harris, 1987). For these and other reasons, the incomes of persons with disabilities tend to 
be lower than the incomes of those without physical or mental impairments (Acemoglu and 
Angrist, 1998). Even during times of economic expansion, people with disabilities remain at a 
disadvantage relative to the general population. Between 1989 and 1997, while the median 
incomes (in 1998 dollars) of both men and women without disabilities increased, the median 
incomes of both men and women with disabilities declined (Burkhauser, Daly, and Houtenville, 
1999). 

Because people with disabilities have disproportionately low incomes, many rely heavily on two 
major income support programs—Social Security Disability Insurance (DI) and Supplemental 
Security Income (SSI). Over the last decade, the number of people with disabilities participating 
in these programs has been rising. During the period from 1990 to 1999, the number of workers 
with disabilities receiving monthly DI payments increased from 3.01 million to 4.78 million, and 
benefits paid to these individuals increased from $1.77 billion to $3.51 billion monthly. During 
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this same period, the number of persons receiving SSI payments rose from 4.81 million to 6.61 
million, with State and Federal benefits totaling $1.44 billion to $2.34 billion (SSA, 1999a).  

There is substantial interest in identifying and implementing policies and programs that will 
facilitate the commencement of and/or return to employment for persons with disabilities. In 
1998, a Presidential Executive Order created the National Task Force on Employment of Adults 
with Disabilities (Task Force). The Task Force was established to create a coordinated and 
aggressive national policy to bring adults with disabilities into gainful employment at a rate that 
is as close as possible to that of the general population. 

Both independently and in connection with the Task Force, a number of recent efforts and 
policies have been initiated to assist persons with disabilities to secure and retain employment. 
Many of these new policies and initiatives are modifications to existing programs and policies 
that have historically created disincentives for employment among people with disabilities. A 
myriad of programs and policies currently exists that creates, as well as reduces, barriers to 
employment for people with disabilities. The purpose of this paper is to describe the many 
factors that affect employment decisions, focusing on the public programs and government 
policies that influence the employment of people with disabilities. A second purpose of this 
paper is to assess the likely impact of important recent policies and initiatives on the work 
behavior of people with disabilities.  

In describing the factors that affect the employment behavior of people with disabilities and 
assessing the likely effects of recent policies, we apply a general model of the labor market. 
Specifically, we: 

• Describe an economic model of the employment decisions of people with disabilities (labor 
supply) and the hiring decisions of employers (labor demand) with respect to job candidates 
with disabilities; 

• In the context of the economic model, briefly describe the major factors affecting work 
behavior and employment decisions, what is known about the importance of each factor, and 
the existing public programs and policies of relevance to each factor; 

• Describe recent policies and new initiatives designed to promote employment and their 
potential effect on the employment of people with disabilities; and 

• Discuss several key public policy issues identified in our review of programs and policies 
affecting the employment of people with disabilities. 

There are numerous public programs and policies that are likely to affect the labor supply of and 
demand for people with disabilities, both positively and negatively. In Exhibit 1, we provide an 
overview of the specific government programs and policies that are described in this review. 
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Exhibit 1 
Public Programs and Policies Affecting the Employment of People with Disabilities 

PROGRAM / POLICY / INITIATIVE DESCRIPTION   TARGET POPULATION
Labor Supply   
Public Income Support Programs   
 
Social Security Disability Insurance (DI) 

Program to insure workers against loss of income because of disability.  Payments are based 
on individuals’ lifetime average earnings covered by Social Security. 

Disabled adults with sufficient DI-
covered earnings history. 

 
Supplemental Security Income (SSI) 

 
Means-tested program to provide monthly cash income to people age 65 and older and those 
under 65 who are blind and disabled. 

People age 65 and older, blind, 
and people with disabilities of any 
age with limited income. 

 
Workers’ Compensation 

Cash payments, rehabilitation services, and medical benefits provided by employers to 
workers who suffer work-related injuries or diseases. 

People who suffer work-related 
injuries and diseases. 

 
Veterans Administration Programs 

Programs including disability compensation payments and veterans pensions that provide 
payments to people aged 65 or older or under 65 and disabled who served in the military. 

Veterans of military service who 
are over 65 or disabled. 

Temporary Assistance for Needy Families Program that provides time-limited cash benefits to needy families with children. Low-income families with children. 
In-Kind Benefits   
 
Medicare 

Public health insurance program for individuals age 65 and over and persons with disabilities 
participating in the DI program. The program provides both hospital coverage (Part A) and 
supplementary medical insurance (Part B). 

People age 65 and older, DI 
beneficiaries, and former 
beneficiaries who are working. 

 
 
Medicaid 

 
Federal-State matching entitlement program that provides medical assistance primarily to 
low-income and otherwise needy individuals, including persons with disabilities. Eligibility 
might be linked to SSI or TANF. 

Low-income children and pregnant 
women, adults in families with 
dependent children, people with 
disabilities, and the elderly. 

 
Assistive Technology Act of 1998 

Provides grants to states that may be used to provide AT devices to individuals as well as to 
increase public awareness of available AT. 

Disabled people in need of AT 
devices.  

 
Food Stamps 

Increase the food purchasing power of low-income households by subsidizing food purchases 
through coupons that can be used like cash at the grocery store. 

 
Low-income households. 

Low-Income Home Energy Assistance 
Program (LIHEAP) 

Makes grants available to states and other jurisdictions to assist eligible households to meet 
the costs of home energy. 

 
Low-income households. 

 
The Housing Choice Voucher Program 

Combines the Section 8 Voucher and Section 8 Certificate programs, providing housing 
assistance payments to participating owners on behalf of eligible tenants. 

 
Low-income households. 

Supportive Housing for Persons with 
Disabilities 

Provides interest-free capital advances to nonprofit organizations to build, rehabilitate, or 
purchase rental housing to be used as supportive housing for persons with disabilities. 

Persons with physical or mental 
disabilities. 
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Exhibit 1—continued 
Public Programs and Policies Affecting the Employment of People with Disabilities 

PROGRAM / POLICY / INITIATIVE DESCRIPTION   TARGET POPULATION
Labor Supply    
Human Capital Development   
 
Individuals with Disabilities Education Act 

Requires states to provide free and appropriate public education for students with disabilities 
at the elementary and secondary level. 

Children and young adults with 
disabilities. 

 
State Vocational Rehabilitation 

A Federal-State program intended to help people with physical and mental impairments to 
work by providing services including medical and therapeutic services, counseling, education, 
training, and job placement assistance. 

Adults with physical or mental 
impairments who are able to 
benefit from VR services. 

 
Veteran Vocational Rehabilitation 

 
A program similar to the state VR program that provides services exclusively to veterans. 

Veterans with service-related 
disabilities. 

State Workforce Development Systems 
(Workforce Investment Act of 1998) 

Program mandated by the Workforce Investment Act of 1998 that requires states to integrate 
job training, adult education and literacy, and VR programs into a one-stop delivery system. 

All adults, youth who meet state-
determined criteria. 

 
Independent Living Programs 

Provides grants to states and nonprofit organizations to establish and support centers for 
independent living, which provide independent living skills training, peer counseling, 
community outreach, and employment services. 

 
People with significant disabilities. 

 
Projects with Industry Program 

Program that facilitates job placement for people with disabilities emphasizing job training in 
work settings. Encourages partnerships among business, industry, labor, and the 
rehabilitation community.  

 
Adults with disabilities. 

Tax Policies   
Income Exemption of Flexible Healthcare 
Spending Accounts 

A benefit that employers might offer and that allows employees to exclude up to $3,600 per 
year of their healthcare expenses from their taxable income. 

All employees of firms that offer the 
benefit. 

 
Itemized Deduction of IRWEs 

Allows people with disabilities who work to deduct the cost of impairment-related work 
expenses (IRWE) from their taxable income.  

Persons with physical or mental 
disabilities that limit ability to work. 

 
Earned Income Tax Credit 

Supplements the earnings of low-income workers by providing them with a refundable income 
tax credit.  

 
Low-income individuals. 

Labor Demand   
 
Americans with Disabilities Act of 1990 

Prohibits job-related discrimination against people with disabilities and requires employers to 
provide “reasonable accommodations” which might include personal assistance services or 
AT devices. 

 
All people with disabilities. 

Tax Policies   
 
Section 190 Tax Deduction 

Allows businesses to deduct expenses related to removing impediments to persons with 
disabilities from their place of business. 

 
All businesses. 

 
Section 44 Tax Credit 

Tax credit intended to help cover the expenses incurred by small businesses to provide 
access to people with disabilities. 

 
Small businesses. 

 
Work Opportunity Tax Credit 

Provides employers a tax credit equal to 35% of the wages of certain groups, including 
people with disabilities. 

Employers of targeted groups 
including people with disabilities. 
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Exhibit 1—continued 
Public Programs and Policies Affecting the Employment of People with Disabilities 

PROGRAM / POLICY / INITIATIVE DESCRIPTION   TARGET POPULATION
Job – Employee Matching   
Americans with Disabilities Act See above. See above. 
 
Unemployment Insurance 

Provides temporary benefits to workers, based on their earnings before unemployment, who 
have recently lost their jobs. 

 
Recently unemployed workers. 

Temporary Assistance for Needy Families See above. See above. 
Social Security Disability Insurance See above. See above. 
Supplemental Security Income See above. See above. 
Workforce Investment Act See above. See above. 
 
Project ABLE 

Resume bank established specifically to match jobs to appropriately qualified people with 
disabilities. 

Adults with disabilities who are 
“job-ready.” 

Recent Policies and Initiatives to Promote the Employment of People with Disabilities 
Task Force on Employment of Adults with 
Disabilities 

Task force instituted to create a coordinated national policy to increase the employment of 
people with disabilities. 

 
All people with disabilities. 

Department of Labor Office on Disability 
Policy, Evaluation and Technical 
Assistance 

Office charged with increasing the employment rate of people with disabilities. The Office will 
be headed by an assistant secretary and will absorb the President's Committee on the 
Employment of People with Disabilities. 

 
All people with disabilities. 

 
Balanced Budget Act of 1997 

Gives states the option of allowing people with disabilities with incomes of up to 250% of the 
Federal poverty guideline to buy-in to Medicaid if they are not otherwise eligible. 

Low-income workers with 
disabilities. 

 
 
 
Ticket to Work and Work Incentives 
Improvement Act of 1999 

This recently passed Act is intended to decrease disincentives to work related to the SSI and 
DI programs.  Provisions include the Ticket to Work program, which provides vouchers for 
rehabilitation and employment services, expanded Medicaid and extended Medicare 
eligibility, improved work incentives outreach to disseminate accurate information to 
beneficiaries, a demonstration to study the effect of changing the DI benefits schedule, and 
the elimination of other work disincentives. 

 
Primarily DI and SSI beneficiaries 
with disabilities and other low-
income people with disabilities. 

 
SGA Increase to $700 

The change in the definition of substantial gainful activity from $500 to $700 is intended to 
facilitate meaningful work among beneficiaries by reducing the chance that return-to-work 
efforts will cause the immediate loss of cash benefits. 

 
SSI and DI beneficiaries. 

 
SSA and RSA State Partnership Initiatives 

Grants to states to improve coordination of services and programming for people with 
disabilities preparing to enter (or reenter) the workforce.  

Adults with disabilities (primarily 
SSI and DI recipients). 

 
SSA Affective Disorders Demonstration 

Demonstration project to study the effectiveness of providing improved access to quality 
treatment for affective disorders to DI beneficiaries who receive DI because of affective 
disorders. 

 
DI beneficiaries with a primary 
diagnosis of affective disorder. 

 
SSA National Study of Health and Activity 

SSA-sponsored study to better understand the relationship between disability and work, 
family, community, and access to healthcare.  Approximately 10,000 people with impairments 
will be interviewed. 

 
All people with disabilities. 
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Exhibit 1—continued 
Public Programs and Policies Affecting the Employment of People with Disabilities 

PROGRAM/ POLICY/INITIATIVE DESCRIPTION TARGET POPULATION 
Recent Policies and Initiatives to Promote the Employment of People with Disabilities  
 
NIDRR Rehabilitation Research and 
Training Centers on Employment 

The National Institute of Disability Rehabilitation and Research sponsors a number of 
research and training centers that conduct research and training in areas related to improving 
the employment outcomes of people with disabilities. 

All people with disabilities (the 
specific population focused on 
varies by center). 

 
SSA Disability Research Institute 

SSA will fund an institute to conduct research on how different factors affect the employment, 
rehabilitation, and disability program participation behavior of people with disabilities. 

 
All people with disabilities. 

ASPE Study of Employment Supports 
Used by Working People with Disabilities 

This study will collect qualitative data about the supports and other factors that contribute to 
the employment of successfully employed people with disabilities. 

People with disabilities who are 
successfully employed. 

 

The Job Accommodation Network (JAN) 

A service of the President's Committee on Employment of People with Disabilities, JAN is a 
toll-free information and referral service that provides information on job accommodation, 
employers' responsibilities under the ADA, and on technical assistance, funding, education, 
and services related to the employment of people with disabilities.   

 
All interested persons and 
employers. 
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II. An Economic Model of Labor Force Participation 
A. The Basic Theory 

In studying and describing work behavior among persons with disabilities—that is, the factors 
that promote and discourage labor force participation—it is useful to define a framework in 
which these factors can be organized, analyzed, and evaluated as to their ability to be addressed 
by public policy. In this paper, we present a discussion of the policies and programs affecting the 
employment of people with disabilities from an economic perspective. That perspective 
emphasizes the role of individuals making choices between various alternatives as key to 
understanding behaviors such as labor force participation. A well-developed theory of the labor 
market exists in the economics literature. It is this theory that forms the conceptual framework 
and perspective we use to present information on various factors that act as either barriers to or 
incentives for work among persons with disabilities and to discuss the likely impacts of policies 
and initiatives designed to promote the employment of people with disabilities. The economic 
theory of the labor market can be broken into three major components: factors affecting labor 
supply, factors affecting labor demand, and factors affecting the process of matching jobs to 
workers.  

The economic theory of labor markets posits that the amount of labor individuals are willing to 
supply (i.e., the number of hours an individual is willing to work) will depend on their 
preferences and an hours/earnings tradeoff. Individuals must choose how to allocate their limited 
time between (market) work activities and all other activities. Non-work activities are 
euphemistically called “leisure” but include all forms of unpaid work and self-care. Market work 
is necessary to obtain earnings, which are used to purchase goods and services. Therefore, the 
allocation of hours to market work and other activities represents a choice based on the 
individual’s preferences and the tradeoff between the consumption of goods and services and the 
consumption of leisure. 

Economic theory also posits that the amount of labor firms demand will depend on the demand 
for the firm’s product, the productivity of labor (and other inputs), the wage rate and other costs 
firms must incur to hire labor, and the costs associated with other inputs that are substitutes or 
complements to labor. The textbook profit-maximizing firm will demand the amount of labor at 
which the value of the additional output produced by the last worker hired is just equal to the 
cost of hiring that worker. 

Finally, economic theory provides a framework for analyzing job and employee search behavior. 
Individuals vary in their abilities, education, work experiences, and demographic characteristics, 
and jobs vary in their skill and knowledge requirements. Economists often describe the labor 
market as a matching process in which workers with varying characteristics are matched with 
appropriate jobs. The economic framework for this process is useful for understanding how 
environmental factors affect an individual’s job search (and ultimately, employment). According 
to job search theory, individuals entering the job market are constrained by their available 
resources to accept an offer of employment within a specified timeframe. Initial assets available 
and access to income during the search period will determine resource availability. While 
searching, individuals must weigh the risk of continuing to search for a job offering their 
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“reservation wage” (the wage that must be received to accept an offer of employment) against 
the risk of exhausting their resources and being forced to accept the next offer of employment. 
Other factors also affect the matching process, such as employer perceptions of the qualifications 
of potential employees, potential employee perceptions of job characteristics, and the amount 
and nature of other information available to both parties in making their respective employment 
decisions. 

B. Applying the Basic Theory to People with Disabilities 

The economic view of how individuals decide how much labor to supply and how firms decide 
how much labor to demand is simple, but it forms a basic framework in which predictions can be 
made, hypotheses can be tested, and policies can be analyzed. This basic framework might also 
be modified and enhanced with details specific to the issues under study—in this case, to the 
labor market for people with disabilities. 

For people with disabilities, the tradeoff between work and leisure is likely to be influenced by 
the availability of other sources of income in the absence of work (disability benefits or spousal 
earnings, for example); availability of health insurance, which is often contingent on 
employment or public program participation; and the wage rate. Wage rates for people with 
disabilities might be affected by the disability itself, because impairment can reduce productivity, 
influence employer perceptions of productivity, and/or be a source of discrimination by 
employers.  

To participate in the labor market, people with disabilities might also be required to incur 
additional expenses, such as the costs of rehabilitation, special transportation, equipment, or 
personal assistance services. All else being equal, these additional work-related expenses will 
make labor force participation less attractive or even render the net gains to working negative, 
unless paid by a third party. 

In addition, the labor/leisure tradeoff and decision to work for persons with disabilities might be 
affected if disability reduces the number of hours available for work and leisure. Disability has 
been characterized as a condition that “steals time” (Oi, 1991). Persons with disabilities might 
require more time for personal care or medical care activities and, thus, have less time available 
for work. Assistance that helps reduce the time required for non-work activities, such as 
housework, might increase the time available for work and, hence, increase labor force 
participation. 

The labor supply of persons with disabilities is also determined by individual preferences, which 
are themselves likely to be influenced in a variety of ways by the presence of a physical or 
mental impairment. For example, impairments often steal time by reducing life expectancy. 
Other things remaining constant, it seems likely that the shorter an individual’s life expectancy, 
the less the individual will want to work today. 

The demand for workers with disabilities by firms will depend on the productivity of these 
workers (both perceived and actual) and the costs firms must incur (or believe they must incur) 
to hire them. If workers with disabilities require special accommodations to work, the costs of 
these accommodations will be taken into account when deciding whether or not to hire workers 
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with disabilities. In theory, if firms do not believe that a worker’s compensation plus the costs of 
accommodations and support for developing the worker’s capabilities will be entirely offset by 
the worker’s productivity, accommodation will not occur and workers with disabilities will not 
be hired. For people with disabilities, employer access to accurate information plays a 
particularly critical role in the employment process. Employers who lack good information about 
productivity or costs of accommodations can make inefficient, or even discriminatory, 
employment decisions. 

Economic theory predicts that, in a competitive labor market, if the government imposes labor 
regulations or a benefit mandate on employers, workers will bear the burden through lower 
wages and employment in the long run. Regulations, including the 1990 Americans with 
Disabilities Act (ADA), might reduce the ability of employers to shift costs onto workers, but if 
the cost of a regulation to employers is high, enforcement of the regulation is likely to be 
difficult. 

Institutional policies and practices associated with the labor market will also affect the demand 
for workers with disabilities. A forty-hour workweek, wage scales that do not adjust for 
productivity, and other occupational rigidities might reduce the likelihood that persons with 
disabilities are hired. Some regulations might have a positive impact on employment and wages 
by reducing or eliminating such rigidities. 

In addition to the principal players in this labor market (individuals and firms), third parties 
might have a direct or indirect interest in whether or not those with disabilities participate in the 
labor force and might create incentives accordingly. For example, public and private disability 
insurers might encourage their beneficiaries to return to work to reduce payments to these 
individuals. Healthcare providers might encourage individuals with disabilities to apply for 
Supplemental Security Income (SSI) so that their services will be reimbursed by Medicaid, and 
states might also encourage persons with disabilities to apply for Federal SSI benefits to reduce 
State and local support for these individuals; such encouragement might reduce the likelihood 
that persons with disabilities will participate in the labor force. Families and peers represent 
other third parties also likely to influence the employment decisions and outcomes of those with 
disabilities. 

In the search for employment, persons with disabilities are likely to face higher costs than 
persons without disabilities, which might decrease the likelihood that a person with a disability 
will be matched with an appropriate job and might also reduce the likelihood that the individual 
will enter the job market. Higher search costs might partly be related to the physical 
characteristics of the disability, which could make communicating and interviewing with 
employers more expensive.  In addition, an individual with a disability requiring expensive care 
technologies has greater resource needs during the search process than a person without 
disabilities who is otherwise identical. This might significantly reduce the amount of time that 
the individual is able to search before accepting a job, resulting in a job of lower quality than for 
the individual who has the resources to search for a longer period. If, however, the individual has 
significant support from other sources during the search process, search costs are lower and the 
need to accept an offer at any given wage is reduced—potentially to the point where no offer is 
ever accepted. This could be true even if the support during the search period were not 
contingent on work. 
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III. Factors Affecting Labor Supply 
A. Overview 

Economists generally view the supply of labor and the demand for leisure as two sides of the 
same coin: for each hour of labor supplied, an individual has one fewer hour of leisure to 
consume. It is possible, then, to model labor supply decisions as leisure demand decisions. An 
individual’s demand for leisure will be determined by three factors: the opportunity cost of 
leisure (i.e., the wages lost by not working), the individual’s level of wealth (including income 
from work and non-work sources), and the individual’s preferences.  

Other things being equal, the higher the opportunity cost of leisure (i.e., the higher a person’s 
compensation), the more hours a person will work. The lower the opportunity cost of leisure, the 
fewer hours a person will work. A low opportunity cost of leisure can result from a low wage 
level or from receipt of non-work–related income, such as income from assets, public income 
support, or spousal earnings. The effect of non-work income on the opportunity cost of leisure is 
especially large if the income is contingent on not working, as in the case of income support 
programs. Public in-kind goods and services that depend on income (and, indirectly, work effort 
because most income is derived from earnings), such as healthcare and food stamps, also lower 
the opportunity cost of work by providing goods and services in the absence of adequate 
earnings that would otherwise be purchased with earnings. Each person’s individual preferences 
for work and leisure will have some effect on the decision to supply labor. Preferences are 
considered fixed by economists and are unaffected (at least in the short term) by changes in 
wages or wealth.  

The supply of labor among people with disabilities is affected by availability of public income 
support programs, availability of in-kind support programs, access to programs that develop 
human capital, and tax policies that affect wages and income.  

B. Public Income Support Programs 

Public income and in-kind support programs create work disincentives to individuals with 
disabilities whenever eligibility or the level of benefits is tied to the individual’s earnings, 
directly or indirectly. Below, we discuss several public income support programs used by people 
with disabilities: the Social Security Disability Insurance (DI) program; the Supplemental 
Security Income (SSI) program; Workers’ Compensation; the Veterans Administration 
programs; Temporary Assistance for Needy Families (TANF)1; Food Stamps; and energy and 
housing assistance.  For each program, we provide a brief description of the program and its 
potential impact on the labor supply of persons with disabilities, and then note any evidence 
regarding its effects on the employment and earnings of people with disabilities. 

                                                 
1 Formerly the Aid to Families with Dependent Children (AFDC) program. 
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1. Social Security Disability Insurance  

The Federal DI program was created to insure workers against loss of income because of a 
disabling physical or mental health condition. Disability determinations are generally made by 
State agencies that are funded to perform this function by the Social Security Administration 
(SSA). The payment amount for a worker is based on his or her lifetime average earnings 
covered by Social Security. DI benefits replace a portion of the worker’s prior earnings. DI 
benefits are designed to be “progressive;” that is, the proportion of earnings that DI replaces is 
higher for lower-wage workers than for higher-wage workers.2 As of October 1999, 4.85 million 
workers with disabilities received DI benefits. The average monthly benefit for a worker with a 
disability is $775 (SSA, 1999a). A person must have worked and paid Social Security taxes 
(FICA) for enough years to be covered by DI.3  If DI recipients qualify for other Federal, State, 
or local government disability or Workers’ Compensation programs, DI benefits will be reduced 
if total benefits exceed 80% of average earnings before the onset of disability. However, means-
tested benefits are exempt (Burkhauser and Wittenburg, 1996). 

Disability under the DI program is defined as the inability to engage in substantial gainful 
activity (SGA) because of physical or mental impairment. SGA is currently defined as the 
equivalent of working at job that pays $700 a month. The physical or mental impairment must be 
medically determinable and expected to last for not fewer than 12 months or to result in death. 
To receive DI benefits, an applicant must first demonstrate that he or she has been earning below 
the SGA threshold for at least five consecutive months.4 This, along with proof of an impairment 
and consistent and recent work history, allows an individual to become eligible for benefits 
(Committee on Ways and Means, 1998). Medicare coverage begins for DI beneficiaries after 
they have been on the DI rolls for 24 months.  

Since eligibility for DI is contingent on the inability to work, the strict guidelines create work 
disincentives for individuals wishing to become eligible for DI and discourage the efforts of 
those already receiving DI to return to work. The loss of Medicare benefits for those on the rolls 
longer than 24 months adds to the disincentive. To counter this effect, several “work incentive” 
programs have been added to the DI program over the years (SSA, 1999e). The primary work 
incentive programs are: 

• A Trial Work Period of at least nine months that permits beneficiaries to test their ability to 
work without affecting their disability benefits. 

                                                 
2 Benefits are calculated identically to retirement benefits and are based on the worker’s average indexed monthly 
earnings (AIME).  
3 An individual must have worked in employment subject to Social Security contributions for about one-fourth of 
the time elapsing after age 21 and up to the year of disability. In addition, he or she must have recent covered work 
equivalent to five of the preceding 10 years. A worker who has worked in employment subject to Social Security 
contributions for 10 years or more is fully insured for life (Ways and Means, 1998). 
4 Under current regulations, in most cases if a person is earning more than $700 a month (net of impairment-related 
work expenses), he or she will be considered to be engaging in SGA. The SGA earnings guideline was increased 
from $500 to $700 on July 1, 1999. 
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• An Extended Period of Eligibility (EPE) and Medicare Coverage, which allows 
beneficiaries to work and earn as much as they want over the course of a consecutive 36-
month period without jeopardizing their eligibility for benefits.  DI cash benefits are reduced 
to zero when earnings reach the SGA level, but during the EPE, beneficiaries can receive DI 
benefits in any month in which their earnings are below the SGA level and receive at least 39 
months of Medicare coverage after the end of the trial work period. The extended period of 
Medicare coverage has been lengthened by an additional four and one-half years with the 
enactment of the 1999 Ticket to Work and Work Incentives Improvement Act (WIIA), which 
goes into effect on October 1, 2000 (discussed further in Section VI). 

• Impairment-Related Work Expenses, which allow the costs of certain impairment-related 
items and services that a person needs to work to be excluded from earnings in the DI benefit 
and eligibility calculation.  

a.  Impact of DI on the Employment of People with Disabilities 

From an economic perspective, the availability of DI income unambiguously decreases the 
incentive to work by lowering the opportunity cost of leisure. The disincentives to work are 
manifested in several ways: 

• Initial eligibility for benefits contingent on five months of no substantial work activity; 

• High wage replacement rates of benefits for some individuals; and 

• Continued eligibility for benefits contingent on no substantial work activity. 

Unemployed individuals wanting to become eligible for DI are discouraged from seeking 
employment, primarily because receipt of DI is contingent on having earnings below the SGA 
threshold for a minimum of five months. Because a single month of earnings above the SGA 
threshold resets the five-month waiting period, there is a high cost to individuals not yet on the 
DI rolls who “try out” employment, through the delay in receipt of DI benefits should their work 
attempt fail. This cost associated with the application for DI encourages jobless individuals with 
disabilities to choose a path—disability benefits or work—and to stay on the chosen path 
(Burkhauser and Daly, 1995). A person who wants to work, for example, might still choose the 
path to DI benefits because he or she might be unsure about his or her ability to work indefinitely 
because of the impairment. Even if work is attractive in the short term, he or she might choose to 
stay out of the labor force because of a fear of failing to qualify for future benefits.  

The rate at which DI replaces earnings also affects the extent to which the receipt of DI serves as 
a disincentive to work.5  As described previously, prior work history and earnings determine the 
level of DI benefits. Lower-wage workers receive smaller benefits than higher-wage workers, but 
the replacement rate for lower-wage workers is higher than for higher-wage workers (Exhibit 2).  

                                                 
5 The DI replacement rate is the extent to which DI benefits replace earned income. For example, if a DI beneficiary 
receiving $600 a month in benefits previously earned $1,000 in wages, the DI replacement rate for that individual 
would be 60% (600/1000). 
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Exhibit 2 

Social Security Disabled Worker Benefit Wage Replacement Rates, 1995 

 Monthly Disability Benefit 
Prior Annual Earnings Amount Replacement Rate  

$10,000 $507 61% 
$15,000 $636 51% 
$20,000 $766 46% 
$25,000 $896 43% 
$30,000 $1,026 41% 
$40,000 $1,170 35% 
$60,000 $1,332 26% 

Source:  National Academy of Social Insurance, 1996b, Table 2-1. The figures are from 
SSA data (Office of the Actuary). 

Some have argued that the receipt of DI benefits does not serve as a disincentive to work because 
of the low absolute amount for low-wage workers and the low replacement rate for higher-wage 
workers. The relevant replacement rate, however, for assessing the incentive effect of DI is the 
rate at which DI benefits replace future, not prior, earnings. This is because the relevant choice 
for the worker with a disability is between receiving benefits or returning to work at a future 
wage, not at the previous wage (which might or might not be equivalent).  

In Exhibit 3, we illustrate this concept. The second column contains the replacement rate (from 
Exhibit 2) for a worker earning $25,000 a year (pre-disability earnings). The first column 
contains values for potential post-disability earnings as a percentage of pre-disability earnings. 
For example, the first row represents post-disability earnings of $7,500 (30% of $25,000). The 
third column contains the replacement rate of potential post-disability earnings. In the first row, 
this figure is equal to $10,752 (annual benefits available to an individual with previous annual 
earnings of $25,000 (see Exhibit 2)) divided by $7,500 (earnings from column one), or 143%. In 
every case in which the post-disability earnings for a worker are smaller than his or her pre-
disability earnings, the post-disability earnings replacement rate is higher than the pre-disability 
earnings replacement rate. We see that the work incentive associated with post-disability 
replacement rates is potentially different from the work incentive associated with pre-disability 
replacement rates. 
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Exhibit 3 

Hypothetical Replacement Rates for Pre-Disability and Post-Disability Earnings for a 
Worker with Pre-Disability Earnings of $25,000 in 1994–1995 

 Replacement Rate for 
Potential Post-

Disability Earnings as 
a Percentage of Pre-
Disability Earnings 

 
Pre-

Disability 
Earnings 

 
Potential Post-

Disability Earnings 

30% 43% 143% 
40% 43% 108% 
50% 43% 86% 
60% 43% 72% 
70% 43% 61% 
80% 43% 54% 
90% 43% 48% 

100% 43% 43% 
 

It seems likely that DI beneficiaries who would like to return to work are often discouraged from 
doing so by the earnings restrictions associated with eligibility. Because earnings above SGA 
result in the termination of benefits after the EPE, the loss of DI benefits (including non-cash 
benefits like Medicare) can substantially offset the gains from working. For individuals who are 
unable to obtain sufficient earnings (such as those who are able to work part-time but not full-
time), the lost benefits might well outweigh the financial gains from working, especially if the 
individual must bear other significant costs associated with returning to work, such as 
transportation, childcare, or assistive technology (AT) costs.  

Finally, SSA has historically used work activity as one of several criteria for initiating a 
continuing disability review (CDR). With some exceptions, CDRs are supposed to be conducted 
at least every three years to determine if there has been a change in the beneficiary’s status that 
would render him or her no longer eligible for DI benefits. CDRs can happen more or less 
frequently for specific beneficiaries depending on the health condition causing disability and 
other factors such as work. The triggering of CDRs by work activity created a disincentive to 
work among beneficiaries who feared that scrutiny by SSA would jeopardize their continued 
eligibility for benefits. A recent policy change has, however, eliminated this work disincentive. 
A WIIA provision stipulates that work activity cannot be used to trigger the review process or to 
end medical eligibility.  

The work disincentives created by the DI program apply only to earnings above the SGA level. 
Below $700 a month, a beneficiary can retain his or her earnings without affecting his or her DI 
benefit level, and, therefore, has an opportunity to increase total income through work. Once the 
trial work period and the EPE expire, a beneficiary who earns more than the SGA level is no 
longer eligible for cash benefits. Thus, the SGA level represents a “cliff,” where earnings beyond 
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this level will result in a significant drop in total income. This creates a substantial incentive for 
DI beneficiaries to work up to the SGA level itself, but no higher.6  

The DI work incentive provisions described previously are designed to reduce some of the work 
disincentives associated with the receipt of DI. The trial work period reduces the cost of entering 
the labor force and encourages beneficiaries to try out employment without a loss in benefits. 
Although the anticipated short-term effect of the trial work period is to increase short-term 
employment, in theory the provision could result in increases in long-term employment, as well, 
because successful employment in the short term could lead to a long-term success. 

The EPE also reduces the risk and cost of returning to work by providing benefits in those 
months that earnings fall below the SGA level. The provision is likely to be effective in moving 
persons with disabilities into work only if the circumstances that it provides for—periods of 
variable and low earnings—eventually lead to long-term gainful employment. There is some 
incentive, however, for individuals to engage in short-term employment under the EPE and to 
cease employment activities before the EPE expires. 

The Impairment-Related Work Expenses (IRWE) and Extended Period of Medicare Eligibility 
are intended to reduce the costs a person with a disability faces in returning to work, thereby 
increasing the net benefits from working. The availability of IRWE deductions, however, might 
have only a small impact on the employment of people with disabilities, for two reasons. First, 
the provision affects only those for whom total earnings, when reduced by the amount of their 
work-related expenses, are still below SGA. Individuals with earnings (minus IRWEs) above the 
SGA, the population most likely to leave the DI rolls for work, are not affected by the policy. 
Second, the size of the incentive created by the presence of an IRWE is proportional to the size 
of the IRWE; most IRWEs, however, are small.7  

Healthcare, in contrast, can be prohibitively expensive for many individuals with disabilities. For 
those individuals unable to hold a job that offers healthcare benefits, Medicare coverage is a 
significant incentive to participate in the DI program. The Extended Period of Medicare 
Eligibility allows a person with a disability to return to work for up to four years without losing 
access to healthcare coverage under Medicare, which can remove a substantial disincentive to 
work, particularly for persons with impairments associated with high healthcare costs. The extent 
to which this provision will encourage work activity depends, in part, on the timeframe in which 
the individuals with disabilities view their employment opportunities and the risk preferences of 
those individuals. If most individuals returning to work believe that they will be able to find 
work that provides health insurance within the four-year timeframe and if they have a reasonably 
high tolerance for risk, this provision is likely to increase employment. However, if most 
beneficiaries believe they will likely be without private health insurance at the end of the term of 

                                                 
6 Economists refer to the loss of benefits at earnings above the SGA threshold as a “tax” on earnings, because 
earnings above the SGA threshold result in a loss in benefits, reducing total income. 
7IRWE data on SSI recipients show that in September 1999, 93 percent of IRWE deductions were for expenses 
totaling less than $200. IRWE deductions of $1,000 or more were taken by only 0.2 percent of SSI recipients (SSA, 
1999b). Although we have found no data specific to DI beneficiaries, we can think of few reasons why the 
distribution of IRWE deduction might be substantially different for DI beneficiaries. 
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extended eligibility and if they are risk averse regarding long-term loss of health insurance 
coverage, the likely impact on employment will be small.  

Although the DI work incentive provisions described above are designed to reduce the work 
disincentives associated with the receipt of DI, none directly addresses the disincentives 
associated with the total loss of cash benefits when earnings exceed SGA beyond the EPE. 
Provisions of the WIIA require SSA to test, via demonstration, specific policies that will directly 
address the earnings cliff faced by DI beneficiaries who desire to increase their work and 
earnings levels (described further in Section VI). 

Although the work incentive programs do reduce the return-to-work disincentives for 
beneficiaries that are associated with the basic features of the DI program, they might at the same 
time encourage workers with disabilities who are not DI beneficiaries to leave the labor force 
and apply for benefits (“induced demand”). Thus, for instance, a worker with high medical costs 
and limited health insurance might find it attractive to leave work and seek DI benefits as a way 
to obtain eligibility for Medicare. In theory, the individual could return to work after the 24-
month Medicare waiting period is over and maintain Medicare eligibility for nine and one-half 
years. Concerns about induced demand for DI and Medicare are a major reason that the 
numerous proposals to reduce the disincentive associated with the earnings cliff have not been 
enacted into law. 

One important feature of the DI program that often is overlooked in considering its work 
incentive effects is the program’s interaction with private disability insurance (PDI).  Forty-three 
percent of full-time workers in medium and large establishments and 22% of full-time workers in 
small establishments are covered by employer-provided private disability insurance (Bureau of 
Labor Statistics, 1996, 1997).  

Most PDI policies are “wrapped around” DI. That is, long-term PDI beneficiaries are required to 
apply for DI, and DI benefits they receive are offset, dollar for dollar, by reductions in the PDI 
benefit. PDI benefits generally are more substantial than DI benefits, usually requiring only that 
the worker is unable to perform his or her past work (rather than any work), and typically replace 
60% of lost earnings.  

For DI beneficiaries who also receive PDI benefits, the DI replacement rate is irrelevant to the 
work incentives they face. The relevant replacement rate is the PDI benefit as a percentage of 
post-disability earnings. To illustrate, consider again the worker earning $25,000. That worker’s 
DI replacement rate for pre-disability earnings was 43% from 1994–95, but 61% of post-
disability earnings if disability reduced the worker’s earning capacity by 30%.  If the same 
worker were covered by a PDI policy with a 60% replacement rate, the replacement rate for post-
disability earnings would be 86%. 

Although DI income benefits are not relevant to work disincentives for those who also are PDI 
beneficiaries, the DI program contributes indirectly to the disincentives associated with PDI 
benefits because it, in effect, subsidizes PDI. That is, insurers can offer a given level of PDI 
replacement earnings at a premium that is substantially lower than what it would be if PDI were 
not wrapped around DI. 
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Less information is available about the relationship between PDI and private health insurance 
benefits. Workers might lose their employer-provided health benefits when they become long-
term PDI beneficiaries but have the option under Federal law to extend those benefits for 18 
months by paying the full premium themselves (COBRA benefits). Some might also receive 
benefits similar to early retiree health benefits. These benefits might also discourage return to 
work.  

Other features of PDI or related disability management (DM) programs encourage, rather than 
discourage, return to work. DM programs promote return to work through incentives or services. 
These include aggressive early intervention to prevent loss of work capacity as well as early 
support for rehabilitation and return to work. Some PDI policies, for instance, increase the 
amount of the monthly disability benefit for beneficiaries who enroll in vocational rehabilitation 
programs. 

Although the Federal government clearly subsidizes PDI income replacement benefits via DI, as 
discussed above, the Federal government’s role in supporting the return-to-work efforts 
associated with PDI and DM is less clear, but perhaps substantial. Presumably such programs 
take advantage of government-supported rehabilitation and other services available to those with 
disabilities when cost-effective to do so, but we have no information on how extensively these 
programs use government-supported services. Many have argued that prevention and early 
intervention are keys to reducing job loss from disability and that employers and their employees 
are in the best position to take timely action. Hence, public policies that promote such actions are 
of considerable interest.  

b. Evidence 

Several studies have investigated the relationship between DI benefits and the decision to 
withdraw from the labor force. Most have involved an analysis of the relationship between the 
DI replacement rate (a ratio of average DI awards to average earnings) and the labor force 
participation rate or number of disability applications. In general, these studies have supported 
the theoretically logical supposition that an increase in the level of disability benefits available is 
associated with an increase in disability applications (Lando, Coate, and Kraus, 1979) and a 
decrease in labor force participation (Parsons, 1980; Haveman and Wolfe, 1984; Haveman, 
Wolfe, and Warlick, 1987; Kreider, 1994). These studies vary widely, however, in their findings 
on the size of these effects. 

At one extreme, Parsons (1980) found that a 1.0% increase in the replacement rate increases the 
percentage of men age 48–62 who are not in the labor force by 0.62%. Several other studies, 
however, suggest that the effect of the same increase is no more than a 0.03% reduction in male 
labor force participation. (Haveman and Wolfe, 1984; Haveman, Wolfe, and Warlick, 1987; 
Kreider, 1994). Examining data from Canada following a change in some provincial disability 
benefit levels, Gruber (1999) estimated that a 1.0% increase in the replacement rate reduced 
labor force participation of men age 45–59 by 0.28% to 0.36%. These findings stand in contrast 
to Bound (1989), who, using data from 1972 and 1978 SSA surveys of people with disabilities, 
found that only about 45% of men age 45–64 whose disability application had been rejected 
worked in the year before the survey. For this reason, Bound argues that in the absence of DI 
many recipients would continue to remain out of the labor force and concludes that the DI 
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program is responsible for only a small fraction of the decline in the labor force participation of 
older men.  

A significant shortcoming of all the empirical work on replacement rates is that translation of 
programmatic replacement rates on pre-disability earnings into actual replacement rates for post-
disability earnings is problematic. Post-disability earnings potential is not observed, and PDI and 
other benefits also contingent on earnings are seldom known. The effect of a change in an actual 
replacement rate on work might be considerably greater than the effect of an equal change in a 
program’s replacement rate because other programs (e.g., PDI) mitigate the impact of the latter 
on the former. Put differently, the findings described above might substantially understate the 
importance of financial incentives to work effort by people with disabilities.  

Empirical research also suggests that the work incentives built into the DI program are 
ineffective in returning recipients to work. Typically, not more than one in 500 DI beneficiaries 
leaves a disability program to return to work (GAO, 1997). Perhaps the most compelling 
evidence of the failure or inadequacy of the existing work incentives is that many of those who 
did return to work were actually unaware of the incentives and believed that SSA was 
unresponsive to their desire to return to work (Hennessey and Muller, 1994; GAO, 1998).  

Building on the preliminary analysis presented in the authors’ 1994 article, Hennessey and 
Muller (1995) explore the effect of the three major DI work incentives (trial work period, 
extended period of eligibility, and extended Medicare coverage) and the receipt of vocational 
rehabilitation (VR) on the decision to return to work. They find that receipt of VR and 
knowledge of the trial work period increase the tendency of a DI beneficiary to return to work. 
Dykcacz’s (1998) finding that former recipients who receive VR are less likely to return to the 
DI rolls support this result. In contrast, Hennessey and Muller found that knowledge of extended 
Medicare coverage actually reduces effort to pursue employment. Although this result is 
unexpected and counterintuitive, Hennessey and Muller postulate that beneficiaries might see the 
combination of the EPE, where the person receives no cash benefits, and the extended Medicare 
coverage as events leading to termination from the program. The authors hypothesize that the 
fear of future financial insecurity created by the potential loss of the EPE/Medicare safety net 
might, in practice, override work incentives these benefits might create. The results of this study 
should be interpreted with caution, however. The authors had no access to information about 
beneficiary health status, which is likely to substantially influence a decision to return to work, 
independent of beneficiary knowledge about work incentives. 

2. Supplemental Security Income 

The Federal SSI program provides basic monthly income to people age 65 and older and to the 
blind and people with disabilities of any age who have limited income. Administered by SSA 
this means-tested program replaced the former Federal-State programs of Old-Age Assistance 
(OAA), Aid to the Blind (AB), and Aid to the Permanently and Totally Disabled (APTD) in 50 
states and the District of Columbia (SSA, 1998a). As of January 2000, individuals eligible for 
SSI can receive a maximum monthly Federal cash payment of $512 ($769 for a couple if both 
members are eligible) (Federal Register, 1999). Legislation that created the SSI program allows 
individual states to supplement the Federal payment. Some of these supplements are mandatory 

209864 18



 

under the maintenance-of-effort provisions of the original SSI legislation, although others are 
voluntary. Beneficiaries turning 18 years of age are subject to disability re-determination. 

In September 1999, there were 342,680 SSI disability recipients working. This represented 6.4% 
of the total SSI disabled caseload (SSA, 1999b). Included in this count are 70,580 Section 
1619(b) participants who were not receiving an SSI payment but who had special SSI status for 
Medicaid eligibility purposes. Approximately 83% of these workers had amounts of earned 
income below the SGA level of $700 per month; 28% earned $65 or less (SSA, 1999b).  

Aside from a $65 labor earnings disregard, plus possible other disregards described below, an 
SSI recipient loses $.50 in benefits for every dollar earned. Thus, SSI recipients face an implicit 
50% tax rate on all labor earnings up to more than twice the maximum SSI benefit in that state, 
at which point the SSI benefit is zero (referred to as the “break even point”). Unlike DI 
beneficiaries, SSI recipients do not face an earnings cliff that causes a tax rate of more than 
100% on earnings in a certain range.  

As with DI beneficiaries, many SSI disability recipients would like to work but are afraid they 
will lose their SSI cash benefits and Medicaid coverage if they do (National Academy of Social 
Insurance, 1996a). In contrast to the DI program, SSI has been structured to provide stronger 
work incentives. As long as a person’s disability remains, the work incentives do not allow work 
activity to stop SSI medical coverage. Even if a person cannot receive SSI cash benefits because 
of the amount of his or her earnings, eligibility for Medicaid can continue indefinitely under 
some circumstances. The primary SSI work incentive provisions include: 

• Section 1619(a) of the Social Security Act of 1980, which provides continued Medicaid 
coverage and reduced SSI payments to recipients who earn more than the SGA amount ($700 
a month) but whose overall income is below their state’s SSI break-even point; 

• Section 1619(b) of the Social Security Act of 1980, which provides continued Medicaid 
coverage and SSI eligibility but with no monthly payments to recipients whose income, after 
certain disregards, exceeds the state’s break-even point by the mean of Medicaid spending 
for SSI disability recipients in the state. The 1619(b) income limit varies substantially across 
states because of variation in Medicaid spending and State SSI supplements. In many states it 
is high. In 1996, the threshold was above 250% of the poverty line for individuals in 21 states 
(Stapleton et al., 1998); 

• Plans for Achieving Self-Support (PASS), which allows a recipient to set aside income 
and/or resources, for such things as education, vocational training, or starting a business, and 
not have the income and/or resources included in the SSI income and resource eligibility 
tests; 

• Impairment-Related Work Expenses, which allows exclusion of the cost of the 
impairment-related items and services that the recipient needs to work when considering 
SGA in the eligibility determination process; 
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• Blind Work Expenses (BWE), which allows expenses attributed to working to be deducted 
from earnings for purposes of eligibility determination and countable income of blind SSI 
recipients. The expenses need not be impairment related;8 and 

• Student Earned Income (SEI), which allows a student under age 22 who regularly attends 
school to exclude up to $400 of earned income a month. 

a.  Impact of SSI on the Employment of People with Disabilities 

There are a number of similarities between the incentives created by the SSI program and those 
created by the DI program discussed above. Like the DI program, the SSI program 
unambiguously decreases the incentive to work. SSI benefits are taxed at a lower rate than DI 
benefits, however (rather than the total loss of benefits occurring under DI when SGA has been 
attained, SSI benefits are reduced by $.50 for every dollar earned above the eligibility threshold); 
there is no SSI earnings cliff. The continued Medicaid eligibility available under Section 1619(b) 
also reduces the major work disincentive created by the fear of losing health insurance coverage, 
at least up to the 1619(b) income threshold. At this point there is a Medicaid earnings cliff. BWE 
reduce the costs of working and therefore encourage work, but only for a small subset of the SSI 
population. Likewise, the SEI exclusion creates an incentive to work and attend school but only 
for the small subset of recipients who both meet the age restriction and are enrolled in school. 

PASS, in theory, creates an incentive for SSI recipients to earn and invest in training or business 
development to increase earnings in the long run. There is reason to believe that a program that 
allows higher earnings for purposes of investment in training would have an impact on short- and 
long-run employment.  However, the success of such a program depends on recipients’ having a 
strong desire to return to work as well as the ability to earn enough in the short run to make the 
funding of training or development in this way worthwhile—requirements that might be difficult 
to meet for the majority of SSI recipients.   

A 1996 General Accounting Office (GAO) study of PASS found that the program was small but 
growing, with about 10,300 participants (or 1% of the SSI population) in December 1994, a 
number that had increased more than five-fold in the five years before the study. Three-quarters 
of these participants also were receiving DI payments, and 40% had income that exceeded the 
income eligibility threshold for Federal SSI payments, meaning that PASS allowed them to 
qualify for SSI (GAO, 1996c). 

There might well be a significant number of other SSI recipients who qualify for SSI only 
because of their use of PASS or other work incentive disregards, especially IRWEs. This means 
that some individuals who otherwise might be ineligible for Medicaid (through section 1619[b], 
for example) can qualify via use of these work incentives. Thus, some persons with disabilities 
who highly value Medicaid eligibility might have a strong incentive to use the SSI work 
incentive programs for reasons other than work. This includes some DI beneficiaries who have 

                                                 
8 These expenses can include payroll taxes, income taxes, union dues, transportation, visual and sensory aids, and 
translation of material into Braille. 
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Medicare coverage because Medicare doesn’t pay for outpatient drugs or for many other services 
that some people with disabilities need.  

More generally, it is possible that the SSI work incentive programs, like the DI work incentive 
programs, induce at least some demand for SSI. The fact that almost all SSI recipients obtain 
Medicaid benefits immediately on award of SSI and continue to be eligible for Medicaid as long 
as they have earnings below the 1619(b) limit seems likely to make this an attractive way to 
obtain health benefits for some people with disabilities. Induced demand for SSI seems 
especially likely in the states where the 1619(b) threshold is high. 

b.  Evidence 

Yelowitz (1998) is one of the few studies to specifically examine the value of SSI benefits and 
their effect on the program participation of people with disabilities. The study finds only 
marginally significant evidence indicating that increasing the SSI benefit increases program 
participation. Yelowitz concludes that, although the size of the cash benefit might increase the 
probability of participation, it cannot explain recent growth in participation.  

In contrast to return-to-work research on DI beneficiaries, relatively little has been written on 
SSI recipients who leave the program and return to work. Several studies have examined the 
work activity and earnings of SSI recipients while they were participating in the SSI program. 
One finding of these studies is that a relatively high percentage of SSI recipients work while on 
the rolls, especially when compared with DI beneficiaries. For example, one study finds that 
nearly one-quarter of SSI recipients who entered the program after 1976 and had spent at least 
one full calendar year in benefit status had earnings in at least one year while on the rolls 
(Muller, Scott, and Bye, 1996). This figure compares to an estimated employment rate of 10% 
among DI beneficiaries. There are several possible explanations for this difference in work 
participation rates. One is that there are differences between the two populations that make SSI 
recipients more inclined to work regardless of program rules. Another is that the SSI means test 
and the low level of SSI benefits make work more critical for SSI recipients than for DI 
recipients as a way of meeting basic needs. A third is that implicit tax rates on earnings are lower 
for SSI, although this does not explain why DI recipients are less likely to work below the SGA 
threshold. A final one is that the SSI work incentive programs induce greater demand for SSI 
than do the DI work incentive programs. 

The findings of several studies have suggested that, although many SSI recipients do at some 
point participate in 1619(a) or 1619(b), this employment tends to be sporadic. Rupp and Scott 
(1998) find no evidence that the introduction of the 1619 provisions in 1980 corresponded with a 
significant increase in income-related suspensions, suggesting that the 1619 provisions have not 
led to increases in earnings sufficient in both level and duration to result in benefit suspensions. 
This conclusion is consistent with the finding presented in Stapleton et al. (1998) that some SSI 
recipients actually restrain their earnings to stay below the cut-off threshold for the section 1619 
work incentive program. Stapleton et al. (1998) also found that the portion of 1990 SSI recipients 
with earnings in that year who participated in 1619(b) for at least one month between 1990 and 
1996 (44%) was substantially higher than the percentage that participated for at least one month 
during 1990 alone (26%). 
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A 1996 GAO report on PASS suggested that its impact on employment of people with 
disabilities was minimal. Those participating in the PASS program were more likely to work 
than other SSI recipients and often had earnings high enough to reduce their SSI payments, but 
the majority had also worked prior to participating in PASS. The report pointed out that a 
number of internal control weaknesses compromised the integrity of the PASS program, 
including minimal or nonexistent program participation requirements, such as no penalties for 
willful noncompliance and no limits on the number of PASSes a person may have approved; 
broad and nonstandardized PASS guidance and compliance reviews leading to inconsistent 
program administration; and a lack of SSA policy to guide their PASS preparers. The provisions 
of PASS create an incentive to apply for and stay on PASS, to secure receipt of SSI and/or 
Medicaid. GAO was unable to determine the degree to which this might occur because data were 
not available on the length of PASSes or the number of PASSes per recipient. However, in 
interviews with regional and field office staff, some staff said they believed that, unless 
prohibited from doing so, PASS program participants might stay out of work indefinitely and 
continue to receive Medicaid and SSI (GAO, 1996c).  

3. Workers’ Compensation  

There is a workers’ compensation (WC) act for each of the 50 states and the District of Columbia 
as well as two Federal programs covering Federal employees and shipping employees working 
on navigable waters. States began passing WC acts as early as 1911, and by 1920, all but seven 
states had enacted some form of WC legislation. The last state to pass a WC law was Mississippi 
in 1948. In 1970, the Occupational Safety and Health Act (OSHA) created the National 
Commission on State Workmen’s Compensation Laws, to study workers' compensation systems 
across the country and to recommend improvements designed to enhance worker protections. 
The Commission published 19 recommendations essential to ensuring minimum protection for 
workers, and states have adopted these recommendations to various degrees since their 
publication. In 1972, states on average complied with 7 of the 19 essential recommendations. 
Today, compliance levels range from 7.25 in Mississippi to 18.75 in New Hampshire (Illinois 
Industrial Commission, 2000).  

Although the specifics of the acts differ, most have similar basic features. WC provides cash 
benefits, medical care, and rehabilitation services for workers who suffer work-related injuries 
and diseases. Benefits are extended also to dependents of workers whose deaths resulted from 
the same type of injury or illness. WC programs vary widely among the states with regard to the 
number of weeks for which benefits may be paid and the amount of benefits payable.  Despite 
the role of the states in WC, the program is largely administered and funded by employers. Costs 
are determined by the hazards of the industry and the method used to ensure eligibility (SSA, 
1998d).  

Benefits provided under workers’ compensation include periodic cash payments and medical 
services to the worker during a period of disablement and death and funeral benefits to the 
worker’s survivors.  Cash benefits for temporary total disability, permanent total disability, and 
death of a worker usually are calculated as a percentage of weekly earnings at the time of 
accident or death—most commonly 66.67 % (SSA, 1998d). 
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People receiving WC who might improve via medical treatment will have benefits provided to 
them temporarily for the duration of the disability.  Three-quarters of all compensatory claims 
for WC benefits and one-quarter of all cash benefits involve temporary disability (National 
Academy of Social Insurance, 1994).  If the injury appears to be permanent and totally disabling, 
the majority of programs provide for the payment of weekly benefits for life or the entire period 
of disability.  However, some programs reduce the benefits after a specified period.  Still, if the 
worker’s permanent disability is determined to be only partial (i.e., the loss of a body part or 
hearing or injury to the head, back, or nervous system) and unlikely to impede his or her work 
ability, permanent partial disability benefits are payable because of the specified injury and the 
potential for reduction in earning capacity (SSA, 1998d). 

Work disincentives are associated with WC benefits for varying reasons.  For instance, WC 
payments are discontinued for beneficiaries with temporary and permanent disabilities when they 
return to work.  Because workers with permanent partial benefits usually receive payments equal 
to two-thirds of their demonstrated wage loss, there is a relatively small incentive to increase 
earnings unless the increase significantly exceeds the demonstrated loss of wages.  Even more of 
a disincentive exists for workers qualified to receive WC and DI payments simultaneously.  
Combined income benefits can be as high as 80% of the former average earnings of a worker 
with disabilities, as calculated by the SSA (Burkhauser and Wittenburg, 1996). 

The literature on WC programs finds conclusive evidence of a negative effect of WC benefits on 
work effort (see, for example, Butler and Worall, 1985; Johnson and Ondrich, 1990; Kreuger, 
1990; Meyer, Viscusi, and Durbin, 1991; and Currington, 1993). The strength of the estimated 
effect depends on the nature of the program and the methodology used to estimate it.  We have 
not found a study that carefully reviews all of the WC literature and examines the relationships 
between the findings, the nature of the program, and the methodology. The findings of the 
studies reviewed for this report suggest that the substantial increases in generosity of WC that 
occurred following Federal legislation in 1972 might have contributed significantly to the decline 
in labor force participation of older men, but we have not identified studies that have attempted 
to estimate the magnitude of this effect. 

4. U.S. Department of Veterans Affairs Programs9 

Men and women discharged from active military service under other than dishonorable 
conditions are eligible to receive benefits distributed by the U.S. Department of Veterans Affairs 
(VA).10  Disability compensation (i.e., monetary benefits) is available to those veterans who have 
experienced, or who have had aggravated, a disabling injury or disease during active military 
service.  The amount received through disability compensation depends on the severity of the 
disability(ies) and the number of dependents.  If the veteran’s service-connected disabilities are 
evaluated at 30% or more, the veteran is entitled to additional allowances for dependents. Even 
though the benefits are untaxed at the Federal or State levels, military retirement pay, disability 

                                                 
9 This section is based on information found in the U.S. Department of Veterans Affairs (1998). 
10 Active military service means full-time service as a member of the Army, Navy, Air Force, Marines, or Coast 
Guard or as a commissioned officer of the Public Health Service, the Environmental Services Administration, or the 
National Oceanic and Atmospheric Administration. 
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severance pay, and separation incentives known as Special Separation Benefits (SSB) and 
Voluntary Separation Incentives (VSI) affect the amount of benefits received by a veteran with 
disabilities. 

Veterans who have non-service related disabilities, or who are age 65 or older, are eligible to 
receive a veteran’s pension. Qualified low-income veterans with disabilities with 90 days or 
more of active military service, one day of which occurred during a period of war, can be 
monetarily supported through the pension program. Payments are made to this population of 
veterans with disabilities to bring their total income, including other retirement or Social Security 
income, to a level set by Congress.  Benefits from the pension program are not payable to those 
possessing assets that allow them to maintain an adequate standard of living.  

In addition to military disability benefits, veterans are also entitled to Social Security retirement, 
disability, and survivor benefits. When calculating Average Indexed Monthly Earnings (AIME) 
for determining Social Security benefits, veterans are credited $300 for each calendar quarter as 
an allowance for basic living expenses. Veterans eligible for both military and Social Security 
disability may select the higher of the two amounts, but not both. Social Security disability 
benefits are unreduced by the amount of service-connected disability compensation received 
from the VA (National Underwriter Company, 1994). 

Because veterans’ disability compensation is paid regardless of work activity, there are no real 
incentives or disincentives to acquire employment. The veterans pension program, however, is 
means tested and might discourage work because of its asset guidelines. We are aware of no 
studies that have evaluated the impact of the VA disability compensation programs on 
employment.  

5. Temporary Assistance for Needy Families  

The TANF program, which replaced the Aid to Families with Dependent Children (AFDC) 
program, was established in 1996 with the passage of the Personal Responsibility Work 
Opportunity Reconciliation Act (PRWORA). Before PRWORA, the AFDC program provided 
cash benefits to needy families with children when a parent was absent from the home, 
incapacitated, deceased, or unemployed. Each state determined eligibility requirements and 
benefit levels (within Federal guidelines). A combination of State and Federal funds was used to 
finance the program, with Federal funds covering between 50% and 80% of benefit costs and 
50% of administrative costs. In all states, AFDC recipients were automatically eligible for 
Medicaid insurance coverage. In 1988, the passage of the Family Support Act established the Job 
Opportunity and Basic Skills (JOBS) program. JOBS provided education, training, and job 
placement for AFDC recipients; and it defined target groups who were to be given priority in 
participating in the JOBS program and set quotas for participation. (Committee on Ways and 
Means, 1998). 

Under PRWORA, Congress eliminated AFDC’s open-ended entitlement and replaced it with 
TANF’s State Block Grants. Although states still have flexibility to determine eligibility 
requirements and benefit levels under TANF, those benefits are subject to Federal time limits 
and work requirements. The Federal time limit is five years, though states can choose a shorter 
limit. In general, states must place adult TANF recipients in work no later than their twenty-
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fourth month of assistance. TANF recipients who do not satisfy the work requirements are 
subject to either reduced benefits or benefit termination, and states whose caseloads do not meet 
certain participation requirements are subject to financial penalties.  

Finally, unlike under AFDC, TANF recipients are not automatically eligible for Medicaid but 
must qualify for Medicaid separately. To determine Medicaid eligibility, states may not use a 
standard more restrictive than the July 1996 AFDC income and resource standard eligibility 
criteria. States have the flexibility to lower this standard to those in effect in May 1988. States 
may also raise the standard annually but by no more than the percentage point increase in the 
Consumer Price Index (CPI). The median monthly cash benefit for a family of four receiving 
TANF assistance in 1998 was $463 (Committee on Ways and Means, 1998). 

Although TANF was not designed primarily to serve people with disabilities, we discuss the 
program here because a large percentage of those receiving benefits from TANF (and AFDC) 
have disabilities, although estimates vary widely depending on the definition of disability used. 
One source estimated that approximately 50% of adult AFDC recipients have disabilities or have 
a child with a disability (National Council on Disability, 1997). Another study found that, among 
female welfare recipients, 10% to 19% have a physical disability (Johnson and Meckstoth, 
1998). A study of California TANF recipients found that almost 40% of the recipient households 
had some member with a disability (Brady, Meyers, and Luks, 1998). Finally, an analysis of data 
from the March 1989 Current Population Survey found that prevalence of disability among 
mothers age 18 to 60 was more than twice as high among AFDC recipients (11%) than among 
non-recipients (5%) (Wolfe and Hill, 1993).  

The prevalence of mental health disabilities among welfare recipients is substantial and might be 
relevant to the fact that the number and proportion of individuals applying for DI and SSI on the 
basis of a mental impairment are increasing (Stapleton and Livermore, 1996). Estimates of the 
prevalence of mental health disorders among the welfare population—that is, the presence of a 
mental health impairment that might or might not constitute a disability—vary widely. Among 
three studies conducted by the Urban Institute (1996a, 1996b, 1997) evaluating the prevalence of 
mental disorders in the AFDC population, the low estimate was 11.1% of the AFDC population 
reporting depression between three and five days per week (from the National Longitudinal 
Survey of Youth). The high estimate was 42.0% of mothers in a Georgia demonstration reporting 
high levels of depressive symptoms. 

Although many of TANF’s work incentive and work requirement provisions vary by state, the 
law establishes two minimum requirements: 

• Forty percent of a state’s TANF caseload must participate in work activities. States are 
given the flexibility to determine, within Federal guidelines, what qualifies as work activities. 
The work requirement will increase to 50% in 2002. 

• TANF recipients can receive no more than 60 cumulative months of benefits over their 
lifetime. States are permitted to continue assistance past this time limit for up to 20% of their 
monthly average caseload. Many states have adopted shorter lifetime benefit limits. 
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Under AFDC, the JOBS program categorically exempted welfare recipients defined as “ill or 
incapacitated” or “caring for an ill or incapacitated household member.”11  Under TANF, states 
may require all recipients, including those with disabilities, to participate in welfare-to-work 
program activities. As of October 1998, 30 states had opted to create new work requirements for 
TANF recipients with disabilities. Eighteen states were continuing to use the same rules 
established under JOBS (Thompson et al., 1998).12 

Some states have adopted, to varying degrees,  “diversion” efforts in the application process. 
Under these efforts, states provide applicants one-time payments or referral to other programs 
and services, such as SSI or job search services to avoid TANF enrollment. Little is known about 
the states’ various application processes or their effect on people with disabilities.  

Finally, before welfare reform, people with disabilities were eligible for unlimited assistance as 
long as they met the income requirements and had a dependent child living in the household.  
The introduction of time limits under TANF now subjects these individuals in most states to time 
limits, although polices vary by state.  Individuals with disabilities are 1) subject to time limits in 
26 states; 2) exempt from time limits in 16 states; and 3) subject to time limits if required to 
participate in welfare-to-work services in 8 states. Because the experience under welfare reform 
is still new, many of the states that impose time limits on their recipients with disabilities expect 
to revisit their policies (Thompson et. al., 1998). 

b.  Impact of TANF on the Employment of People with Disabilities 

As do DI and SSI, TANF unambiguously decreases the incentive to work by lowering the 
opportunity cost of leisure. However, a number of program characteristics specific to TANF 
produce incentive effects that are not present in either DI or SSI. First, unlike DI and SSI, TANF 
recipients must engage in work or work-related activities (such as job training). Second, TANF 
receipt is limited to 60 months over the course of a lifetime. These provisions make TANF 
substantially less attractive than either SSI or DI relative to employment. In addition, under 
TANF, recipients are not automatically eligible for Medicaid (as was the case under AFDC). 
This “de-linking” of TANF from Medicaid eliminates the incentive present under AFDC to 
apply for welfare to become eligible for public health insurance, which might be particularly 
important for people with disabilities. In sum, although TANF receipt serves as a disincentive to 
employment because it reduces the opportunity cost of leisure, both the work requirement and 
time limit provisions under TANF are likely to simultaneously discourage new applications to 
TANF and to encourage shifting from TANF to SSI. 

Although most TANF recipients face important barriers to employment (e.g., low education 
and/or skill levels, lack of job experience, need for childcare), those with disabilities face 
additional challenges (e.g., special work-related expenses such as rehabilitation or special 
transportation, need for work accommodations, and discrimination in hiring). People with mental 

                                                 
11 Individuals considered “ill or incapacitated” under the JOBS program, faced issues ranging from short-term 
illnesses to permanent disabilities.  Many of the most severely disabled individuals traditionally have been referred 
to the SSI program (Thompson et al., 1998). 
12 States using JOBS criteria are California, Alaska, New Mexico, Nebraska, Kansas, Texas, Minnesota, Tennessee, 
Louisiana, Mississippi, Virginia, Pennsylvania, Vermont, Connecticut, Maryland, Delaware, and Massachusetts. 
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impairments might face the additional barrier of stigma that is associated with their disorder, 
which might contribute to a reluctance to seek employment. These challenges make them among 
the least likely recipients to find and maintain employment.  

States have been implementing important changes under TANF, primarily aimed at improving 
the skills and employability of recipients given the now temporary nature of the income 
assistance provided. State welfare agencies, however, have limited experience in moving people 
with disabilities into work, principally because most people with disabilities were exempt from 
JOBS participation under AFDC. Because little is known about the needs of people with 
disabilities when returning to work, many of the strategies being employed might not be tailored 
to, or particularly effective in, addressing the needs of recipients with disabilities. If this is the 
case, people with disabilities represent a potentially large group of recipients whose TANF 
payments will be terminated because of the expiration of the time limit for benefit receipt.  Given 
the prevalence statistics cited above, it is possible that the size of this group will exceed the 20% 
caseload exemption, and over time, as only the “hard core” unemployable cases remain on the 
TANF rolls, the percentage of the caseload with disabilities is likely to increase.   

c.  Evidence 

The labor supply effects of welfare have been examined in numerous studies, most of which rely 
on data analyzed under AFDC. The general finding is that the program does have a significant 
negative impact on labor supply, although the estimates of this effect vary greatly from study to 
study (Danziger et al., 1981). In short, the presence of welfare is expected to decrease the 
attractiveness of work.  A set of studies designed to measure the labor supply impact of welfare 
receipt studied how benefit levels affected exit rates from the AFDC program. These studies 
show a significant negative relationship between benefit levels and the probability of leaving 
AFDC.13 

There are few studies that examine specifically the impact of welfare on the labor supply of 
people with disabilities. One such study, conducted using 1984 Survey pf Income and Program 
Participation (SIPP) data, evaluates the effects of then-proposed welfare reforms on the 
likelihood of employment of single mothers (Wolfe and Hill, 1995). The authors use a model to 
simulate policy changes designed to affect the labor force participation of single mothers. The 
policies considered include a wage subsidy, a decrease in AFDC benefits, and the provision of 
health insurance independent of AFDC participation. Among their results were the findings that 
decreasing AFDC benefits by 50% would increase employment among health-compromised 
AFDC recipients by 8.2 percentage points compared to an increase of 14.3 percentage points 
among healthy recipients.14 With respect to the impact of a 50% wage subsidy,15 the labor force 
participation of health-compromised recipients would increase by 19.3 percentage points 
compared to a 32.1 percentage point increase among healthy recipients.   

                                                 
13 Moffit (1992) provides an extensive review of studies that examine the employment effects of the AFDC 
program.   
14 In this study, “health compromised” refers to those mothers with difficulty performing one or more activities of 
daily living (ADL) or who report poor or fair health. 
15 The wage subsidy in these policy simulations is phased out at an hourly wage rate of $7.00. 
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Thus, the findings suggest that the employment of AFDC recipients with disabilities is less 
responsive than that of recipients without disabilities to strategies that create work incentives by 
changing AFDC benefits or increasing wage earnings. The findings also indicate that the 
provision of health insurance independent of AFDC participation might reduce the work 
disincentives associated with the program for both recipients with and without disabilities.  
Simulations under a plan where all persons working 15 or more hours per week are covered by 
health insurance indicate that the labor force participation of AFDC recipients would increase by 
approximately 20 percentage points.16   

Although little is known about the success of ongoing State efforts under TANF to provide 
employment services to people with disabilities, findings from studies examining the success of 
people with disabilities in the JOBS program are instructive.  

Two studies of the JOBS program provide some evidence that AFDC recipients with disabilities 
might either perceive or encounter barriers to participating in the program.  A survey of JOBS 
enrollees conducted at seven sites found that nearly one in five enrollees believed he or she was 
unable to engage in education or training activities because of a health or emotional problem.  
The percentage who reported his or her health as a barrier to participation was much higher 
among respondents who had been on the AFDC rolls for two years or more compared with those 
receiving benefits for fewer than two years—22% versus 14% (Manpower Demonstration 
Research Corporation, 1994).  

As part of another study of JOBS programs, AFDC and JOBS administrators were interviewed to 
obtain information on AFDC recipients with disabilities.  Nearly all interviewees mentioned that 
clients with functional impairments experienced difficulty in finding and retaining employment.  
Many also stated that full-time JOBS participation might be difficult or impossible for 
participants with disabilities (Office of the Inspector General, 1992).17  

Several studies have examined the interaction between AFDC/TANF and SSI. Using 
administrative data from California, Brady, Meyers, and Luks (1998) found that recipients with 
disabilities had a significantly higher probability of leaving AFDC/TANF for SSI than those 
without disabilities.  The General Accounting Office (1997) found that approximately 12% of 
households in Iowa, Massachusetts, and Wisconsin that lost AFDC benefits subsequently began 
receiving SSI.  Finally, Stapleton et al. (2000) found a large increase in the number of former 
AFDC recipients applying for SSI from 1990 through 1996 at the national level.  They estimated 
that the number of first applications filed on behalf of young female and child AFDC recipients 
from 1990 to 1996 was equivalent to 57.5% and 140.0% of the respective mean caseload sizes of 
young female and child SSI recipients in the early 1990s.  They noted that the replacement of 

                                                 
16 Two other studies (Moffit and Wolfe, 1992, and Yelowitz, 1994) also found the provision of Medicaid to have a 
significant negative effect on the labor force participation of AFDC recipients.  Two other studies, however, did not 
find a strong relationship between Medicaid and work effort among AFDC recipients (Winkler, 1990, and Blank, 
1988).   
17 The Federal regulations for the JOBS program require that states average 20 hours per week of participation in 
JOBS activities per enrollee. 
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AFDC with TANF in 1996 would likely increase SSI participation as TANF recipients with 
disabilities sought SSI benefits to avoid TANF work requirements and time limits.   

C. In-Kind Benefits 

In-kind benefits consists of goods and services provided free of charge. Examples of public in-
kind benefits include food stamps, housing subsidies, and health insurance. Within an economic 
framework, in-kind benefits function as income because absent the benfit, recipients would need 
to purchase the goods or services on their own. Of particular importance to people with 
disabilities are health-related benefits, including public health insurance, assistive devices and 
technologies, and personal assistance services.  

1. Public Health Insurance 

Health insurance coverage is especially important for many people with disabilities because their 
need for medical services can be much greater than that of people without physical or mental 
impairments. Because of their medical conditions, however, people with disabilities often have 
difficulty obtaining affordable private health insurance. Those who are able to obtain private 
health insurance frequently face restrictions concerning the types of services their insurance will 
cover (Friedland and Evans, 1996). A 1998 survey of 1,000 Americans with disabilities age 16 
and older revealed that although 90% of adults with disabilities are covered by health insurance, 
32% reported that their health insurance did not cover a special need related to their disability 
(e.g., certain therapies, equipment, or medicine). Moreover, 20% of adults with disabilities had 
been unable to get medical care that they needed on at least one occasion during the past year, 
compared to 11% of adults without a disability. Similarly, 18% of adults with disabilities 
indicated that they were unable to obtain insurance because of a disability or preexisting health 
condition (Louis Harris and Associates, 1998).  

a. Medicare, Medicaid, and the Link to Income Support Programs  

Medicare provides health insurance coverage for individuals age 65 and over as well as for 
persons with disabilities participating in the DI program. The program provides both hospital 
coverage (Part A) and supplementary medical insurance (Part B). Although nearly all persons 
age 65 and over are automatically eligible for Part A, individuals receiving DI benefits become 
eligible for Medicare coverage only after a 24-month waiting period. On returning to work, a 
former DI recipient can continue to receive Medicare benefits for up to four years, a period that 
will be extended to eight and one-half years in October 2000 when the healthcare provisions of 
the WIIA go into effect. Approximately 4.5 million persons with disabilities are estimated to 
have received Medicare benefits during fiscal 1996, with an average annual benefit of $4,741 
(Health Care Financing Administration, 1998). 

Medicaid is a Federal-State matching entitlement program that provides medical assistance 
primarily to low-income and otherwise needy individuals, including persons with disabilities. In 
most states, persons receiving SSI are also eligible to receive Medicaid; in a few, a small share of 
SSI recipients is ineligible because the Medicaid means test is more restrictive. As discussed 
previously, SSI recipients who return to work and lose their SSI payments as a result of 
employment earnings might, in some cases, continue to receive Medicaid under section 1619(b) 
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of the Social Security Act. In 1995, 5.8 million individuals with disabilities received Medicaid 
benefits totaling $49 billion—approximately $8,448 per recipient (Committee on Ways and 
Means, 1998). Two pieces of Federal legislation have recently given states the option of de-
linking Medicaid receipt from SSI participation.  Section 4733 of the 1997 Balanced Budget Act 
allows states to extend Medicaid eligibility to working individuals with disabilities even if they 
have never received SSI benefits. Those buying must meet all SSI eligibility criteria other than 
the earned income requirements and have family income (after certain deductions) below 250% 
of the poverty level.18 States can require Medicaid recipients to pay for their benefits, under a 
sliding scale. In 21 states, however, this income limit was lower than the 1619(b) income 
threshold. The WIIA expanded this option by allowing states to eliminate all income and asset 
restrictions on the Medicaid Buy-in for persons with disabilities. 

b. Impact of Health Insurance on the Employment of People with 
Disabilities 

The availability of health insurance has the potential to affect the employment decisions of 
people with disabilities. High potential healthcare costs combined with an inability to obtain 
private health insurance might influence a person’s decision to exit the labor force and apply for 
DI and/or SSI to obtain medical benefits through Medicare and/or Medicaid. Likewise, DI and 
SSI disability program participants face a strong disincentive to leave these programs and return 
to work because their receipt of public health insurance is largely contingent on disability 
program participation. A survey of 1,200 leaders of major disability constituencies conducted by 
the President’s Committee on Employment of People with Disabilities identified the fear of 
losing Medicaid or Medicare as the greatest barrier to the employment of SSI and DI program 
participants (GAO, 1996a).  

Policymakers and advocates for people with disabilities have generally agreed that the Medicare 
and Medicaid programs create substantial work disincentives for people with disabilities because 
of the programs’ links to DI and SSI, where eligibility is contingent on insubstantial work 
activity. In recent years, the disability community as well as Federal and State policymakers have 
developed a variety of options for de-linking health insurance benefits from disability benefits by 
extending Medicare and Medicaid coverage to working people with disabilities. This was the 
motivation behind several of the provisions of the WIIA, including the extension of Medicare 
benefits for an additional four and a half years for former DI recipients and the State option to 
eliminate income and asset restrictions on the Medicaid Buy-in.  

Although many suggest that de-linking health insurance from DI and SSI would unambiguously 
increase employment of people with disabilities, the issue is complex. The effect on an 
individual will depend on a variety of factors, including:  

• the means of de-linking;  

                                                 
18 As of January 2000, Oregon, Minnesota, Mississippi, and South Carolina were the only states that had extended 
Medicaid eligibility to working individuals with disabilities, with Wisconsin and Alaska planning to implement such 
a program.   
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• the availability of insurance from other sources;  

• the variation in benefits provided by various types of insurance; 

• the individual’s  current employment or disability program participation status; 

• the individual’s eligibility for other programs that provide medical assistance (e.g., TANF, 
veterans benefits, general assistance); 

• the individual’s healthcare needs; and 

• the individual’s other characteristics, such as age, skills, work experience, and education. 

Benefit variation by type of health insurance is likely to be particularly important for some 
people with disabilities. Medicaid, which was designed as a last resort for people with disabilities 
and other vulnerable groups, can provide the most comprehensive benefits, including long-term 
care, pharmaceutical, personal assistance services, and assistive device coverage but often has 
severe limits on payments that can result in restricted access to providers. In contrast, private 
health insurance and Medicare often do not provide coverage for services that some people with 
disabilities use intensively (for example, Medicare does not cover prescription drugs) but 
generally reimburse at higher rates than Medicaid for covered services. Further, Medicare does 
not cover most physician and outpatient services unless the beneficiary pays the premium for 
Part B coverage.19  

When considering the effect of public health insurance on the employment of people with 
disabilities, it is useful to differentiate between the decision to seek (or increase) employment 
and the decision to leave (or decrease) employment.  

The Decision to Seek Employment: The potential loss of public health insurance might well 
discourage DI and SSI program participants from seeking employment or increasing their 
earnings to a level that would jeopardize their public health insurance. It is this group of 
individuals who are most often considered in discussions of health insurance access and the 
employment of people with disabilities. Public health insurance also likely serves as a 
disincentive to work for non-workers with disabilities who are not DI or SSI recipients and are 
not privately insured. One incentive for a non-employed individual with a disability to obtain 
employment, for instance, is to receive employer-provided insurance or generate income to pay 
for healthcare directly. Public health insurance coverage reduces this incentive. The number of 
non-working people with disabilities for whom employment is a realistic route to insurance or 
health services is probably small, however. For those who are privately insured (e.g., as a spouse 
or dependent), public health insurance has little effect on the incentive to work unless the public 
insurance covers important services that are not covered by private insurers. Public coverage of 
such additional services would reduce the incentive to work because in the absence of insurance 
coverage the individual might view earnings from work as a means to obtain those services.  

                                                 
19 Individuals who meet certain earnings requirements are eligible to participate in the Qualified Medicare 
Beneficiary Program (QMB), in which Medicare premiums are paid by state Medicaid programs. We discuss 
evidence regarding the effects of this program below. 
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The Decision to Leave Employment: Many workers with new or progressive impairments have 
little choice but to leave their jobs because of their health status. Others have a choice, and health 
insurance might be critical to that choice. Among these workers, it is helpful to distinguish 
between those in jobs with employer-provided health insurance and jobs without such insurance. 

If the individual has health insurance through his or her employer and experiences a change in 
circumstances that causes him or her to consider leaving employment, the effect of public health 
insurance eligibility will depend, in part, on the continued availability of private insurance as the 
individual leaves employment. Insured workers who leave jobs might obtain coverage 
immediately in several ways: through paying premiums to continue employer coverage for up to 
18 months (COBRA20 continuation coverage); through the employer’s disability or workers’ 
compensation plan; through retiree health benefits; through a spouse’s employer; from the VA; 
and through Medicaid if they meet the SSI means and disability tests or qualify by other means. 
Medicare can be obtained only after 29 months (five months of no SGA before applying, plus the 
24-month waiting period for Medicare once eligible for DI) and only if the worker is DI eligible.  

Medicare presumably would have little effect on the decision to leave employment of an insured 
worker who could obtain post-job insurance in some other way but could have a substantial 
effect if other options were unavailable. Medicaid would have similar effects, except that 
coverage of certain services by Medicaid might be an attractive reason to leave work for an 
individual who would otherwise have to pay for these services out of pocket. Public provision of 
these same services to those who continue employment would presumably reduce the incentive 
to leave work, but even so, providing these services would remove an important incentive to 
work. 

The situation is different for workers with disabilities who are not insured. Faced with high 
healthcare costs, some such workers—particularly those with low earnings—might decide to 
leave work to obtain eligibility for public health insurance via DI and/or SSI. If, instead, the 
same worker could obtain public health insurance and continue to work, he or she might choose 
continued employment. Thus, uninsured workers with disabilities would be more likely to 
continue working if they could do so and obtain public health insurance. Note that the 29-month 
waiting period for Medicare eligibility under DI reduces this incentive considerably for those 
who would be eligible for DI only.   

c.  Evidence  

A substantial amount of anecdotal evidence exists on the importance of health insurance in the 
employment and program participation decision of people with disabilities. In addition to the 
study cited above, another survey found that 79% of SSI applicants rated continued medical 
coverage as a major work incentive (GAO, 1996a). A survey of 359 chronic dialysis patients 
reported that 79% of non-employed and 78% of employed respondents viewed the loss of health 
insurance as a barrier to employment (Medical Education Institute, undated). 

                                                 
20 The Consolidated Omnibus Reconciliation Act, passed in 1986. 
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Despite this growing body of anecdotal evidence, policymakers and analysts are reluctant to rely 
on it because people’s statements about the factors behind their own behavior often are 
inconsistent with their actual responses to changes in those factors. Further, people with 
disabilities often report multiple reasons for limiting employment, and removal of one of the 
reported deterrents will not remove the others.  

No studies have been conducted to determine the extent to which Medicare and Medicaid 
availability and the high costs of private health insurance might induce individuals with 
disabilities to leave the labor force to obtain health insurance coverage. Several studies, however, 
have examined the relationship between availability of health insurance and labor force 
participation in other populations:  

• Three studies have found evidence supporting the hypothesis that expansions of Medicaid 
benefits to coverage of former AFDC and other low-income families (without the link to 
AFDC program participation) increase labor force participation by mothers and decrease 
AFDC program participation (Moffitt and Wolfe, 1992; Yelowitz, 1995; and Wolfe and Hill, 
1995).   

• A study of the effect of the Qualified Medicare Beneficiary (QMB) program 21 on SSI 
participation by the elderly found that SSI participation would have been 25% to 40% higher 
in 1992 than it actually was if there had been no QMB program (Yelowitz, 1996). 

One recent study has demonstrated a relationship between section 1619(b) income thresholds 
(for purposes of eligibility) and the earnings levels of working SSI recipients that suggests the 
importance of health insurance. As previously discussed, section 1619 of the Social Security Act 
allows SSI disability recipients who work to receive Medicaid and remain SSI eligible but with 
reduced or zero payments, even if their earnings exceed the SGA level, provided their medical 
condition does not improve and their “chargeable income” (income after certain reductions) 
remains below the 1619(b) income threshold. Although recognizing the work incentive created 
by section 1619, GAO (1996a) suggests the effectiveness of this incentive is limited. GAO 
(1996a) argues that SSI recipients who lose their Medicaid benefits because their earnings 
exceed the threshold amount are apt to be uninsurable or face prohibitively high insurance 
premiums. Thus, SSI recipients who can work have a strong incentive to work up to the section 
1619(b) threshold, but a much weaker, if any, incentive to work beyond the threshold.  

Using SSA administrative data on SSI recipients who had reported earned income in 1990, 
Stapleton et al. (1998) examined whether some SSI recipients restrain earnings and employment 
to stay below the threshold. Controlling for other factors, the authors assess whether increases in 
the earnings of some SSI recipients are associated with recent increases in the 1619(b) threshold. 
The authors find strong evidence that some SSI recipients who work substantially increase their 
earnings as the threshold increases. This suggests that they restrain their employment earnings to 
stay below the 1619(b) threshold. The study found little evidence of an effect of threshold 

                                                 
21 The Qualified Medicare Beneficiary (QMB) program, implemented in 1986, is available to Medicare beneficiaries 
with incomes at or below 100% of the Federal poverty level. Under the QMB program, Medicare premiums, 
deductibles, and coinsurance of QMB beneficiaries are paid by state Medicaid programs (OMB, 1999). 
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increases on either the likelihood of employment or SSI participation. Significant effects were 
limited to impacts on the earnings levels of SSI recipients who were already working. The 
authors state that it appears recipients generally make marginal adjustments to their earnings in 
response to 1619(b) threshold changes and tend not to make wholesale changes to their SSI 
participation or employment status. Although the main reason for restraining earnings seems 
likely to be retention of Medicaid benefits, there is a second benefit of doing so—retaining 
automatic reinstatement of SSI payments should earnings fall. 

2. Assistive Devices and Technologies 

The Assistive Technology Act of 1998 defines an AT device as “any item, piece of equipment, 
or product system, whether acquired commercially, modified, or customized, that is used to 
increase, maintain, or improve functional capabilities of individuals with disabilities.” Most AT 
devices are designed to help persons with physical or sensory impairments, although some 
assistive devices assist workers with mental impairments by helping these workers process 
information or by simplifying necessary work routines, such as using a magnetic scanning card 
to eliminate the need to manually clock in and out by computer (DeWitt, 1991; President’s 
Committee on Mental Retardation, 1998).  

In theory, access to AT should increase the labor force participation of people with disabilities by 
decreasing the barriers that prevent such individuals from working. These barriers might include 
difficulty completing work-related tasks, difficulty in traveling to and from work, and the 
increased time and effort necessary for persons with disabilities to complete non-work activities 
like housework and personal care. Devices such as specialized computer equipment allow people 
with disabilities to function more efficiently on the job. Other AT devices, like wheelchair lifts, 
make traveling easier for people with disabilities, allowing them to commute to and from work. 
Computers and the Internet have increased the opportunities for telecommuting. In addition, AT 
that is not used directly for work might make it easier and less time consuming to complete non-
work activities, allowing more time for work-related activities.22   

A number of public policies exist regarding the provision of AT to persons with disabilities. 
These can be categorized as relating to either 1) public accessibility or 2) individual use of AT 
devices. Public accessibility policies promote or require increased access to buildings, services, 
or information for persons with a disability (or persons with a specific type of disability) through 
the use of AT. Policies regarding individual use of AT devices are intended to increase such use 
through either funding or promotion mechanisms. 

a.  Policies Related to Public Accessibility 

Many potential physical barriers exist that might make it difficult or impossible for people who 
have disabilities to work. For instance, without accessible buildings and public transportation, a 
person who has an AT device such as a wheelchair will still face significant obstacles to 
working. The passage of the American with Disabilities Act (ADA) in 1990 requires that public 

                                                 
22 This point is often overlooked for people with disabilities, but at the same time economists often cite advances in 
household technologies and the reduced time necessary to perform household tasks as a major explanation of the 
increased labor force participation of married women.  
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transportation and “public accommodations”23 be accessible to people with disabilities. All new 
buildings and renovations must comply with accessibility criteria, and existing architectural 
barriers must be removed (if the removal is readily achievable).   

The Telecommunications Act of 1996 also promotes accessibility for people with disabilities. 
This act requires that manufacturers and providers of telecommunications equipment and 
services make the equipment and services they provide usable by people with disabilities or 
compatible with AT devices commonly used by people with disabilities (such as audio amplifiers 
and ring signal lights). Mandating that all telecommunications equipment be made this way 
ensures that people with disabilities will have equal access to telephones and other devices 
(manufactured subsequent to the Act). In addition, the Act decreases the expense and difficulty 
an employer likely would incur in providing an employee with a disability access to a telephone. 

In addition to difficulties with physical accessibility, people with disabilities might also have 
difficulty gaining access to information. The Workforce Investment Act of 1998 requires that 
Federal departments and agencies use electronic and information technology that individuals 
with disabilities can access or provide information by an alternative means if providing access 
would impose an undue burden on the agency. 

b.  Policies Related to Individual AT Devices 

Individual AT devices have the potential to make it possible for some people with disabilities to 
work. A number of government policies exist to improve access to AT for people with 
disabilities. Some policies provide funding for AT devices, while others are intended to promote 
awareness of AT or increase the level of coordination between the systems that provide AT.  

Policies Related to AT Funding:  One of the most important barriers preventing people with 
disabilities from using AT is lack of funding. Data from a national survey on the use of AT, the 
1990 National Health Interview Survey on Assistive Devices (NHIS-AD), indicates that 48% of 
all AT devices were funded solely out of pocket by individuals, while another 18% were funded 
through a combination of out-of-pocket and other payment sources. The cost for some types of 
AT can be large, especially given the relatively low income of many workers and potential 
workers with disabilities (NCD, 1993). Tabulations from the 1990 NHIS-AD show that 22% of 
respondents age 18 to 64 who indicated a need for AT either did not use an AT device or needed 
additional devices (Adler, 1995). These data also indicate that more than 60% of people with 
unmet AT needs cite lack of affordability as the reason for their unmet needs (LaPlante, 
Hendershot, and Moss, 1994).24 

A variety of government programs provide funding for AT. Medicaid, Medicare, and State VR 
programs all provide direct funding for some AT. Medicare provides coverage for durable 
medical equipment (DME) to people who have received DI for two years or more or are over age 

                                                 
23 “Public accommodations” include a wide variety of businesses and public gathering places such as restaurants, 
hotels, theatres, stores, museums, schools, and service establishments. 
24 People with unmet needs include those who use AT but indicate that they require additional AT and those who 
indicate that they need to, but do not, use AT.  
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65. Medicare beneficiaries seeking coverage for DME must receive a certificate of medical need 
from a physician to be eligible. State Medicaid programs have the option of providing AT 
services, including prosthetic devices; speech, hearing, and language disorder services and 
devices; and eyeglasses. Most states provide these services, but some states restrict these services 
to the categorically needy only (those who are eligible for Medicaid through SSI) and exclude 
Medicaid recipients who are medically needy but do not take part in these programs. State VR 
programs are another potential source of funding for AT. In fiscal year 1991, $1.6 billion in 
Federal funds provided benefits to 945,000 people served by VR programs, which was 
approximately 5% to 7% of individuals who were eligible. The Assistive Technology Act of 
1998 provides continuity grants for AT to states that have received fewer than 10 years of 
funding under the Technology-Related Assistance for Individuals with Disabilities Act of 1988. 
This act allows states the option of using grant money to increase funding for AT through state-
financed systems. 

Employers are another potential source of funding for AT for people with disabilities who work. 
The 1990 ADA requires employers of 15 or more workers to provide “reasonable 
accommodations” to current or potential workers with disabilities. These accommodations might 
include the provision of special devices or the modification of existing equipment to enable 
people with disabilities to work. As an employer mandate, the ADA devotes no Federal, State, or 
local funds directly to the provision of AT. However, indirect funding is available through small 
business tax credits for up to 50% of the cost of accommodations; eligible businesses are those 
with 30 or fewer employees and less than $1 million in gross receipts. 

DI and SSI do not provide direct funding for AT, but certain program features intended to 
encourage beneficiaries to return to work can help defray the cost of AT. IRWEs can be 
deducted from income when determining initial program eligibility and when testing earnings 
against the SGA standard. IRWEs include the expenses of purchasing, using, and maintaining 
AT for use on the job or the commute to work. The cost of AT might also be included in a 
beneficiary’s PASS program, and those funds are not counted toward SGA or earnings under the 
SSI work incentive programs. 

Policies Related to AT Information Dissemination: Information about AT availability 
generally is limited, meaning that many workers with disabilities remain unaware of products 
now available that could suit their needs. One focus-group study of working-age people with 
disabilities asked the interviewees for a “wish list” of AT yet unavailable. In many cases, the 
researchers informed participants that the desired items were available, including some at low 
cost (Ward, 1992).  

The Assistive Technology Act of 1998 requires that states receiving grants promote greater 
public awareness of available AT. Many state programs have developed directories of AT 
resources and information about available funding (Seelman, 1998). The Center for 
Rehabilitation Technology at the Georgia Institute of Technology, through a grant from the 
National Institute on Disability and Rehabilitation Research (NIDRR), is developing an Internet 
site designed to provide information on a wide range of disability-related resources, including 
links to public and private AT resources and public and private programs of excellence. 
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Policies Addressing the Fragmentation of AT Services:  There is no national policy that 
determines who may or may not receive AT. Instead, there are a number of systems (including 
the special education and rehabilitation systems and public health insurance) that meet some of 
the AT needs of the special populations they serve. Often, AT devices purchased by the 
education system or the rehabilitation system are owned by the respective system, not by the 
user. Hence, when a person moves between systems (for example, when a student moves from 
one state to another or graduates from high school), he or she likely will lose access to an AT 
device he or she is already successfully using and must begin the process of eligibility 
determination and service planning again (Seelman, 1998). For individuals transitioning into the 
workforce, the loss of AT might serve as a substantial obstacle to successful employment.  

Several policies have attempted to address the problem of coordination of services. The 1997 
amendments to the Individuals with Disabilities Education Act and the Vocational Rehabilitation 
Act make transition planning a required service in both special education programs and State 
vocational rehabilitation agencies, respectively. As a part of transition planning, it is possible to 
arrange for the transfer of ownership of AT devices between the school system the student is 
leaving and the VR system he or she are entering. However, Mendelsohn and Goodman (1999) 
report that school districts might not have the authority to transfer ownership of AT devices, and 
this has prevented many administrators from allowing such transfers to take place. The Office of 
Special Education and Rehabilitative Services (OSERS) in the Department of Education recently 
issued a statement clarifying its policy on transition and expressly permitted schools to transfer 
ownership of AT devices to the State rehabilitation agency serving the former students 
(Mendelsohn and Goodman, 1999). 

b.  Impact of AT-Related Policies on the Employment of People with 
Disabilities  

The policies described above have a number of potential implications for the employment of 
people with disabilities. State VR programs that provide information about and funding for AT 
devices mean that more people will have access to AT devices that could help them work. 
Increased access to public buildings and to telecommunications equipment is likely to make it 
easier for people with disabilities to enter and remain in the labor force. However, these policies 
also could create disincentives or other barriers to employment. For example, reliance on AT 
devices could actually discourage people with disabilities from returning to work. Access to 
devices purchased with the help of Medicare or Medicaid might be lost if a person loses 
eligibility for this coverage because of return to work. Because they do not own their AT devices 
themselves, potential clients of the VR system might also be concerned about losing access to 
AT after successful completion of the VR program, which could discourage them from accessing 
AT and employment-related services through the VR system. 

Because AT devices, AT users, the circumstances under which AT devices are needed (i.e., for 
performing specific functions of daily living, for specific work-related functions, or both), and 
the means by which funding for these devices is obtained are so diverse, it is difficult to 
generalize about the likely impact on employment of public policies designed to improve access 
to AT in the same way we have for public assistance and health insurance programs. This might 
be one reason for the lack of empirical evidence on the effect of AT on employment. 
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Although it is a logical assumption that, all else being equal, access to appropriate AT increases 
the ability of some people with disabilities to work, we have found little empirical evidence of 
the effect of AT on the employment of people with disabilities. We are aware of one study 
showing how the use of computers played an important role for many people with spinal cord 
injuries (SCI) who were working. Krueger and Kruse (1995) showed that individuals who used 
computers at work before they were injured were more likely to have been employed since their 
injuries than those who had never used a computer (before their injury) and were more likely to 
be employed at the time of the study. Those who became re-employed after injury were much 
more likely to use computers at work after their injury than they were before. Holding other 
characteristics constant, the authors found that SCI individuals with computer skills had higher 
weekly and quarterly earnings, longer work hours, and a quicker return to work following injury 
than SCI individuals without computer skills (Krueger and Kruse, 1995). The results of this 
study suggest that developing computer skills and the use of computers might be an especially 
effective AT for people with physical disabilities. However, a recent study found that although 
employed people with disabilities are more likely to have access to a computer at home and to 
use the Internet than their unemployed counterparts, they were considerably less likely to have 
access to a computer or use the Internet than employed people without disabilities (Kaye, 2000).  

3. Personal Assistance Services  

Personal Assistance Services (PAS) can be characterized as help from another person to 
accomplish the basic activities of daily living (ADL), including mobility, eating, dressing, 
bathing, toileting, and the instrumental activities of daily living (IADL), such as cleaning, 
preparing meals, and shopping. Other PAS might include assistance with communication, 
transportation, and completing job-related tasks.  

Only a small minority of employed individuals with disabilities use personal assistance for ADLs 
or IADLs.  Using data from the 1991/1992 SIPP, McNeil (1993) estimated that about 0.7% of all 
workers with disabilities, 5.4% of all people with disabilities, and more than 25% of people with 
severe disabilities needed personal assistance with an ADL and/or an IADL. Among working-
age adults with ADL assistance needs, more than 80% are not in the workforce (Kennedy, 1998). 
The vast majority of people who receive assistance with an ADL receive it from a family 
member (83%), most often a spouse or daughter. According to the 1991/1992 SIPP, only 9.2% of 
people receiving personal assistance use paid providers as the primary source (Kennedy, 
LaPlante, and Kaye, 1997). 

PAS can affect the ability of people with disabilities to participate in the labor force in two ways: 
It can be used directly to help the person with a disability to meet job requirements, and it can be 
used to help individuals with disabilities to work by giving them more time. Disabilities increase 
the time needed to perform many everyday tasks, leaving less time available for activities like 
working. With the help of a personal assistant to complete some of these tasks, a person with a 
disability could have more time available to engage in employment-related activities.  

a.  Impact of PAS on the Employment of People with Disabilities 

The employment incentives facing an individual needing PAS depend greatly on the funding 
sources available to the individual. PAS is primarily financed through public programs and by 
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recipients’ own resources. Few public PAS programs cover work-related PAS or competitively 
employed PAS users, and private insurance programs do not cover PAS (Litvak, 1991b and 
1991c). This suggests that the cost of PAS is a key determinant of whether competitively 
employed individuals can gain access to PAS and, ultimately, whether PAS users can afford to 
work. The discussion of the incentives and their impact on employment is divided into those 
privately funded PAS created and those public PAS programs created.   

Incentives Associated with the Private Funding of PAS: There are two possible private 
sources of PAS funding for workers with disabilities: the individual and his or her employer. 
Employer funding of PAS is likely to make work more attractive to the person with disabilities, 
but the cost of providing PAS, like the cost of any employer accommodation, increases the cost 
of hiring a worker with disabilities. It is likely, therefore, to have an impact on employer demand 
for such workers (discussed further in Section IV). In the absence of employer- or publicly-
funded PAS, the need for PAS might be a barrier to work. Some individuals might need 
assistance with tasks specifically related to work, such as help on the job or help with 
transportation to and from work. For these people, the costs of PAS will rise with work activity, 
thereby reducing the net gains from working and making work less attractive. Others might need 
PAS regardless of whether they are working but might need assistance for more hours a day or 
with more varied tasks if they work. For those who need PAS virtually full-time regardless of 
work activity, PAS is not a work-related cost. These individuals are likely to have the most 
severe disabilities and probably are the least likely to have the ability to work regardless of their 
circumstances. Therefore, unless some other party funds PAS or the earnings obtained through 
work substantially offset the costs of PAS, individuals with disabilities needing PAS to work will 
not have a strong incentive to seek employment.  

The Federal tax code provides limited subsidies to individuals who bear the costs of their own 
PAS at work (Litvak, 1994). Under Section 67(d) of the internal revenue code, impairment-
related work expenses, including attendant care services at or in connection with the place of 
work, are tax deductible without regard to the threshold levels that ordinarily apply to the 
deduction for employee business expenses. Although this deduction might offset some of the 
costs of PAS, it provides greater relief for upper income workers (via their higher marginal tax 
rates), who are already more likely able to afford PAS, and less relief to people with disabilities 
who have low or middle income. 

Incentives Associated with the Public Funding of PAS: Publicly-financed programs that 
deliver PAS typically are designed and implemented at the State level, so there is a good deal of 
variation, and it is difficult to examine specific programs. A recurrent theme in the literature 
related to the public financing of PAS, however, is the restrictions that some programs place on 
participants and how these restrictions act as disincentives to employment. Features of public 
PAS programs that create access problems for workers with PAS needs, and often act as 
disincentives for employment, generally fall into two categories: eligibility criteria and service 
limitations.  

Eligibility restrictions might be based on income and resources, age, documented need for 
services, functional limitations, risk of institutionalization, presence or absence of a caregiver, or 
whether the disability is physical or mental, and often are imposed by the funding sources that 
support PAS programs. These funding sources, which include Medicaid, Social Service Block 
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Grants (Title XX), Title III of the Older Americans Act, State funds, VA Aid and Attendants 
Allowance, and Medicare, often have eligibility criteria related to age and income that preclude 
much of the working-age population (Litvak, undated; Litvak, 1991c; Kennedy, 1993; WID and 
Rutgers University, undated; Egley, 1994; Litvak and Kennedy, 1991). Income-based eligibility 
requirements might be particularly restrictive for PAS users who are competitively employed and 
might induce some users to restrict work and earnings to remain eligible for PAS.   

For people with disabilities who need PAS to work, service limitations in their PAS delivery 
might make working unfeasible. These restrictions include limits on the types of services and 
number of hours, times when services are available, and types of caregivers available through 
these programs.  

A study by Kimmich and Godfrey (1991) found that PAS users cited as barriers to employment 
both eligibility restrictions and service limitations. Enrollees of 10 public PAS programs noted 
the need for transportation (22%), the need for personal assistance on the job complicated by the 
limited hours of paid assistance and agency rules (22%), and fear of losing benefits (18%) as 
important barriers.  

Some states have attempted to minimize the extent to which their public PAS program eligibility 
requirements function as work disincentives, usually by having no income limit, setting the 
income limit high enough that most working people are covered, or allowing a state-subsidized 
buy-in arrangement for programs subsidized by Federal sources (Litvak, 1991a; Litvak, 1991c; 
Kennedy, 1993; Kimmich and Godfrey, 1991; Degener, 1992). Also, some states, such as 
Massachusetts and Pennsylvania, provide work-oriented PAS programs, which structure their 
service limitations to minimize work disincentives. These programs generally allow recipients to 
employ their own assistants, encourage people to obtain management training through local 
Independent Living Programs, and allow service 24 hours a day (Litvak, 1991a). Work-oriented 
PAS programs tend to be small (fewer than 100 recipients) and usually are administered by State 
VR agencies using State funds. 

In recent years, four states have introduced acts that provide funding for PAS for people with 
disabilities, usually by reallocating funds from nursing home expenditures (Vermont’s Personal 
Assistance Services Act of 1996, the Ohio Community Assistance Services Act of 1996, 
Georgia’s Long Term Care Choice Act of 1997, and the Community Attendant Services Act of 
Texas of 1997). Although these laws do not specifically target employed people with disabilities, 
they all share common features that might make it easier for users to become employed. These 
features include the chance for those whose income is more than 225% of the poverty level to 
“buy in” to the program; eligibility based on functional need rather than diagnosis; and service 
provision in a variety of environments, including work and school (ADAPT, 1998). Similar 
legislation, the Medicaid Community Attendant Services Act (MiCASA), was introduced in 
Congress in 1998 but was not passed. 

c.  Evidence 

Several studies have investigated the relationship between access to PAS, employment, and 
productivity. A study by Louis Harris & Associates (1994) reported that 93% of full-time 
workers with disabilities did not attribute their employment status to having an interpreter or 
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personal care attendant but that nearly one-quarter of people with disabilities who were not 
working full-time reported that they needed the help of a personal assistant to get to work or 
maintain full-time employment. This suggests that although PAS might not be the deciding 
factor determining which people with disabilities work in many instances, the lack of availability 
of these services might be keeping many out of the workforce. The study is limited, however, in 
that it addresses only attitudes and beliefs and does not examine the actual effect of PAS use on 
workforce participation. 

Several studies have focused on consumer-directed PAS and its effect on productivity and 
employment using data from a longitudinal evaluation of these services conducted in Virginia. In 
one such study comparing the productivity of people receiving consumer-directed PAS to the 
productivity of individuals still on a waiting list for the program, the authors found that, with 
controls for health status, level of disability, age, and sex, those receiving PAS demonstrated 
significantly higher levels of productivity. Productivity was measured using the occupation 
subscale of the Craig Handicap Assessment and Reporting Technique (CHART), which is based 
on the number of hours per week spent in paid work, school, active homemaking, home 
maintenance, volunteer work, recreation, and self-improvement activities (Richmond et al., 
1997). 

Using data from a different wave of the same evaluation, a study focused on people with spinal 
cord injuries (who made up 29% of all participants in the PAS program studied) found that those 
receiving PAS were more than twice as likely to be employed than those on the waiting list and 
had significantly higher levels of productivity, suggesting that PAS might be particularly helpful 
for people with spinal cord injuries in seeking and maintaining employment (Adams and Beatty, 
1998). Results of both of these Virginia studies were limited, however, by small sample sizes. 
Their findings might also be affected by the fact that approximately half of those on the waiting 
list (the comparison group) received some type of PAS outside of the consumer-directed 
program studied, which might have led to underestimates of the impact of PAS on productivity 
and employment.  

4.   Other In-Kind Benefits 
Employment decisions of people with disabilities can be influenced by the receipt of in-kind 
benefits from other programs available to low-income individuals, regardless of disability status.  
 

a.  Food Stamps 
Food stamps are designed to increase the food purchasing power of low-income households by 
subsidizing food purchases through coupons that can be used like cash at the grocery store. To 
qualify for food stamps, a household's gross income must be less than 130% of the federal 
poverty guideline based on household size. In addition, the household's income net of deductions 
(which include a standard deduction, $134 in 1997, a deduction of 20% of earned income, and 
deductions for some dependent care, medical and housing costs, and child support payments) 
must be below 100% of the Federal poverty guideline. A household is exempt from these income 
requirements if all members of the household receive AFDC/TANF, general assistance, or SSI.   
 
Food stamp recipients also must pass an asset test, having less than $2,000 in countable assets 
(including cash, assets that can easily be converted to cash, and non-liquid resources). Vehicles 
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used to transport a person with a disability do not count as assets, nor do family homes, tools of a 
trade, or business property used to earn income. There also is a work requirement for most food 
stamp recipients without dependents, but the requirement does not apply to people with 
disabilities. When eligibility is established, the food stamp benefit amount is determined by the 
difference between the calculated necessary food expenses for a household of a given size (as 
defined by the Thrifty Food Plan) and 30% of net household income. Benefits are reduced by 30 
cents for each dollar of additional net household income.  
 
In fiscal year 1997, 2.1 million households having members with disabilities received food 
stamps, representing 22% of all food stamp households. These households received an average 
monthly benefit of $104 (Cody and Castner, 1999). 
 
In theory, the Food Stamp program creates a disincentive to work, because food stamps increase 
the income available for other purchases and decrease the need for work. However, a small work 
incentive is built into the calculation used to determine benefit levels. The program counts all 
income from SSI and DI toward eligibility and excludes 20% of earned income toward 
eligibility, making work slightly more attractive than receipt of DI or SSI benefits when expected 
earnings are small. The small size of the average food stamp benefit, however, would result in a 
small marginal difference in benefit size. For this reason, the disincentive effect of the food 
stamp program would likely outweigh its incentive effect on employment. 

b.  Energy and Housing Assistance 

The Low-Income Home Energy Assistance Program (LIHEAP) makes grants available to states 
and other jurisdictions to help eligible households meet the costs of home energy. Although 
eligibility requirements vary by state, generally households are eligible for assistance if total 
household income does not exceed 150% of the Federal poverty guideline or if a member of the 
household receives SSI, TANF, food stamps or certain means-tested veterans benefits 
(Administration for Children and Families, undated). 

The Housing Choice Voucher program, which combines the Section 8 Voucher and Section 8 
Certificate programs, provides housing assistance payments to participating owners on behalf of 
eligible tenants. Housing assistance payments are generally the difference between the local 
payment standard and 30% of the family’s adjusted income. Typically, a family pays a minimum 
of 10% of gross income.  

A program specifically for people with disabilities, Supportive Housing for Persons with 
Disabilities, provides interest-free capital advances to nonprofit organizations that build, 
rehabilitate, or purchase rental housing to be used as supportive housing for persons with 
disabilities. The advance is interest free and does not have to be repaid as long as the housing 
remains available for low-income persons with disabilities for at least 40 years (Catalog of 
Federal Domestic Assistance, undated). 

The Independent Living program provides services to individuals with disabilities to maximize 
their independence and productivity. Formula grants are awarded to states to provide 
independent living services and to support centers for independent living. The Centers for 
Independent Living (CIL) program provides funds to nonprofit organizations that establish such 
centers and provide independent living services to people with significant disabilities. Such 
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services include independent living skills training, peer counseling, community outreach, and 
employment services. The CIL program supports approximately 250 CILs nationally, with at 
least one CIL in each state. Approximately 100,000 individuals nationally receive direct services 
from a CIL (Catalog of Federal Domestic Assistance, undated). 

The work disincentives created by these programs apply only to earnings above the level at 
which benefits are terminated. Below the eligible earnings ceiling, a recipient can retain his or 
her earnings without affecting benefits, thereby allowing recipients to increase total income 
through work. When a recipient has earnings above the eligibility ceiling, he or she is no longer 
eligible for in-kind benefits. Thus, the eligibility level represents a cliff, where earnings beyond 
this level result in a significant drop in total income. This creates a strong incentive for recipients 
to work up to the earnings level itself, but no higher. 

D. Multiple Program Participation 

Among working-age persons with disabilities who receive government transfers, a substantial 
percent receive benefits from more than one program. For instance, data from the 1990 SIPP 
show that, among the approximately 13% of the working-age population with disabilities 
receiving SSI payments, about one in four were also receiving DI. In addition, all were eligible 
for Medicaid and 29% were eligible for Medicare (Burkhauser and Wittenburg, 1996). In 1997, 
of the 4.5 million workers under age 65 receiving DI benefits, about 16% (707,310) also were 
receiving SSI (SSA, 1998a). Where work disincentives associated with individual programs 
exist, participation in multiple programs can compound these disincentives, making work even 
less attractive.  

For example, all SSI and DI recipients are eventually eligible to receive either Medicare or 
Medicaid. When beneficiaries of these two programs attempt to work or increase their earnings 
from employment, they will face three work disincentives: 1) They will be subject to implicit 
taxes in the form of reduced cash benefits from these programs and other transfer programs in 
which they participate (e.g., Food Stamps); 2) they will be subject to the regular assortment of 
Federal, State, and local taxes; and 3) they will be subject to the potential loss of their public 
health insurance and other public in-kind benefits (such as food stamps and PAS).  

Thus, the implicit net tax on labor earnings–assessed participants in multiple public programs 
serving individuals with disabilities can be prohibitive, reaching as high as 74% according to one 
study (Burkhauser and Wittenburg, 1996). Using 1990 data, the authors estimate that the 
combined value of monthly DI and Medicare insurance for a single working-age male with a 
disability and with no labor income was $1,083. The consequence of earning $1 more than the 
SGA threshold (then $500) for this worker was the loss of $1,083 in benefits. To reach the same 
net income level he would have received while earning $500, he would have to make $1,918 in 
pre-tax labor earnings. Given these findings, it is not surprising, then, that few DI recipients 
return to work. 

E. Human Capital Development  

The lifetime investments that a person makes in his or her abilities and skills, which economists 
generally refer to as human capital, will have a major affect on their employment decisions.  
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People can accumulate a larger stock of human capital by making (human capital) investments 
that enhance their skills and abilities, such as formal education and training. Individuals with 
more human capital will be able to command a higher wage rate in the labor market. For 
example, on average, high school graduates earn higher wages relative to those who drop out of 
school (Haveman and Wolfe, 1995). 

Individuals make human capital investment decisions based on the costs associated with 
developing a particular skill set and the expected benefit of the future returns to the investment 
through (presumably) higher wages and increased job satisfaction.25  For example, when making 
a determination about attending college, an individual must weigh the opportunity costs of 
attending college (e.g., tuition, time, lost wages) against the future benefits of a college degree 
(e.g., higher paying future job).  

Disability onset can have a major effect on a person’s stock of human capital.  For some, the 
onset of the disability might completely limit their ability to work or perform certain activities.  
For example, a hand injury might end the human capital development of a pianist. For others, 
disability onset might have limited effects. A severe hand injury might have no impact on a 
singer’s career.  

The timing of the disability onset strongly influences human capital development.  An individual 
who experiences onset as a child likely will make different types of human capital investments 
throughout his or her life than an individual who experiences onset as an adult. 

It is important to note that participation in several of the government transfer programs described 
above (particularly SSI) can also have a major effect on a person’s human capital investment 
decisions.26 

1. Education Programs and Policies 

Empirical evidence suggests that youth with disabilities develop less human capital relative to 
other groups.  In comparison to other youth, youth with disabilities are significantly less likely to 
graduate from high school or college, become employed, or enroll in post-secondary education 
(Horn, 1999; Wagner, et al., 1996).  Hence, it is important to identify programs that influence 
human capital development of youth with disabilities because these programs likely will have a 
major effect on later adult outcomes. 

                                                 
25 Future benefits are “discounted” by the interest rate and by the individual’s preferences for current consumption. 
26 There are several potential effects of program participation on human capital decisions.  First, some individuals 
might plan to stay in these programs permanently and, hence, choose to invest less in human capital because of 
smaller perceived gains in the labor market.  For example, child SSI recipients might choose to avoid work-like 
activities for fear of losing benefits as an adult.  Second, the eligibility requirements that place restrictions on work 
in many of these programs will distort an individual’s labor market decision.  Consequently, some participants might 
not gain valuable labor force experience that aids in their human capital development.  Third, stakeholders (e.g., 
family members) might influence program participants to pursue activities that will ensure their eligibility for the 
programs.  For example, parents of SSI children might not encourage their child to enter the labor force in fear that 
the child could permanently lose important income and health supports. Fourth, SSI benefits can help finance an 
individual’s education.  
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Under the Individuals with Disabilities Education Act (IDEA), states are required to provide free 
appropriate public education for students with disabilities at the elementary and secondary levels.  
The Department of Education (2000) defines a child with a disability as any child “(i) with 
mental retardation, hearing impairments (including deafness), speech or language impairments, 
visual impairments (including blindness), serious emotional disturbance (hereinafter referred to 
as ‘emotional disturbance'), orthopedic impairments, autism, traumatic brain injury, other health 
impairments, or specific learning disabilities; and (ii) who, by reason thereof, needs special 
education and related services.” 

Schools are required to create Individual Education Programs (IEP) to help youth with 
disabilities obtain important services at no extra cost to their families.  IEPs provide a central 
guide to available services and a plan for post-secondary transitions from school to work for all 
youth with disabilities during secondary school. Examples of IEP services include physical 
therapy, personal counseling, speech therapy, life skills, and reader and interpreter services. 
Students may receive special education services from schools at no addition costs to their 
families.  Services are provided in the classrooms, home, hospitals, institutions, and other 
settings.  

The Department of Education Office of Special Education (OSEP) provides grants to assist states 
in providing services. In 1998, the activities included three formula grant programs, totaling 
more than $4.5 billion for special education services (Department of Education OSEP, 1998).27 

Previous studies find that special education programs and vocational classes can affect other 
school activities and future career decisions. In a study of the effect of special education 
programs on academic achievement, Hanushek, Kain, and Rivkin (1998) found initial evidence 
that such programs do raise their level of achievement in other core courses, such as math.  
Blackorby and Wagner (1996) found that a concentration of courses in one vocational area and 
taking unrelated survey courses increased the probability of competitive employment by youth in 
special education programs.   

Youths with disabilities might also receive support from other support systems while in school.  
Some service systems, such as Mental Retardation (i.e., Mental Retardation/Developmental 
Disabilities system), serve youth with specific limitations, although others (e.g., transfer 
program, training services, assistive devices)28 provide services based on need. 

Wittenburg et al. (2000) note that the interaction of these school-based services with other 
outside services has important implications for post-school transition decisions (including 
employment) of youth with disabilities. They also point out that there is a potentially large 
disconnect for some youth with disabilities between the services provided in school and the 
services available to them immediately following school.  For example, although youth with 

                                                 
27 The remaining activities were funded under discretionary grant programs that provided grants on a competitive 
basis to universities, state and local educational agencies, and other private and public profit and nonprofit 
organizations to conduct research, training, technical assistance, and evaluation aimed at supporting the 
implementation of IDEA. 
 
28 We provide a more detailed description of these training services below.   

209864 45



 

mental retardation can continue to access the Mental Retardation/Developmental Disability 
program after they leave school, youth with other disabilities, such as learning disabilities, 
cannot necessarily access the same universal system of services. 

2. Vocational Rehabilitation Programs  

Two public programs that provide VR services are the Federal-State VR system and VR services 
provided by the VA. 

a. State VR  

VR is a nationwide Federal-State program that provides medical, therapeutic, counseling, 
education, training, work-related placement assistance, and other services.29  The VR system is 
intended to cover everything that a person needs to overcome a barrier to employment.  People 
are eligible for VR services if they 1) have a physical or mental impairment that results in a 
substantial barrier to employment, 2) are able to benefit from VR services in terms of 
employment, and 3) require VR services to prepare for, enter, engage in, or retain employment 
(U.S. Department of Education, 1996b). 

Social Security disability beneficiaries represent 65% to 75% of those served by the VR system. 
Historically, VR has had minimal success in assisting SSA beneficiaries to both obtain 
employment and exiting the benefit rolls. In the past, SSA referred these individuals to VR after 
a determination that the individual was an appropriate candidate. Relatively few DI or SSI 
beneficiaries, however, were referred; many of those referred were never accepted for services; 
and only a small fraction of those accepted obtained sufficient employment to enable them to 
leave the disability rolls.  

Recently, a number of reforms have been initiated to increase access to and the effectiveness of 
the VR program. The most recent reauthorization of the VR program in 1998 loosened eligibility 
requirements for SSI and DI beneficiaries, promoted collaboration with One-Stop Career Centers 
and other programs funded through the Workforce Improvement Act, and provided for the 
awarding of competitive one-time, time-limited grants, contracts or cooperative agreements to 
eligible entities to establish self-employment projects for individuals with disabilities. Beginning 
in April 1999, DI and SSI disability recipients have the option of self referring to rehabilitation 
services (SSA, 1999d). The WIIA established a Ticket to Work program (described in Section V) 
to increase service capacity and promote competition among public and private service 
providers. 

State VR agencies provide services to individuals with disabilities through field counselors, who 
work from offices located throughout each state. States provide a comprehensive array of VR 
services, including assessment of client eligibility and rehabilitation needs, counseling, 
vocational and other training services, guidance and work-related placement services, and 

                                                 
29 In addition to the basic VR services program, the VR system includes a number of special programs that provide 
more than $100 million in additional grant funds to enhance services for specific populations including services for: 
migratory agricultural and seasonal farmworkers with disabilities, American Indians with disabilities, people who 
are blind or blind-deaf, and other groups with severe disabilities (Stapleton et al., 1999b).  
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rehabilitation technology services. VR agencies contract with community-based organizations to 
provide many of these services.  Rehabilitation services are provided based on economic need, 
except for diagnostic, counseling, and placement services. Other services, such as medical 
therapies and educational services, might require some cost sharing by the client. The SSA pays 
for vocational rehabilitation services provided to DI and SSI beneficiaries contingent on the 
beneficiary’s return to work for at least nine continuous months at a substantial earnings level. 

VR programs are required to give priority to people with severe disabilities. Because of limited 
resources, individuals with less severe disabilities might be forced to wait for services or might 
leave VR without receiving services. The Rehabilitation Act of 1992 stipulated, however, that all 
individuals with disabilities are presumed to benefit from VR services, unless the agency can 
show evidence to the contrary. This change has resulted in a decrease in the number of applicants 
determined to be ineligible for services because of a severe disability and has increased the 
acceptance rate for applicants from 57% in 1992 to 72% in 1996 (O’Shaughnessy and Butler, 
1998).  

On average, consumers receive services for approximately two years. Most receive some form of 
training. Clients are considered to be rehabilitated if, after receiving VR services, they maintain a 
rehabilitation objective—usually employment—for at least 60 days. In fiscal year 1995, 25% 
received personal or vocational adjustment training, 17% attended business or vocational classes, 
16% attended college, and 8% received on-the-job training (Kaye, 1998).  

The VR program received Federal funding of $2.2 billion for fiscal year 1998 (O’Shaughnessy 
and Butler, 1998), matched by approximately $645 million in State and local funds (Kaye, 1998). 
In fiscal year 1995, the program served more than 1.25 million individuals with disabilities, of 
whom 209,500 were considered to have been rehabilitated (O’Shaughnessy and Butler, 1998). 
The number of rehabilitated clients represents 46% of all people exiting the VR system and 60% 
of those exiting after receiving services. On average, VR spent about $13,000 per rehabilitated 
client. The majority (76%) of people rehabilitated in 1995 were those with severe disabilities 
(Kaye, 1998). 

There are concerns that the 60% success rate of those receiving services might reflect the fact 
that only selective portions of the population with disabilities are receiving the services. GAO 
(1993) estimated that VR served only between five percent and seven percent of the total eligible 
population. Further, GAO found that gains in employment and earnings faded by about two years 
after case closure, and the proportion of consumers who were working steadily declined.30  Some 
have also raised the concern that the VR system does not adequately address the needs of people 
with certain health conditions. For example, the National Alliance for the Mentally Ill (NAMI) 
concluded that VR has failed as a source of vocational rehabilitation services for the mentally ill 
population (Noble et al., undated).  Although there are some limitations of this study, it raises 
concern that not all people with disabilities receive the same access to VR.31 

                                                 
30 Participants, however, did fare better than program dropouts on all measure of work and earnings, even after 
statistical analyses controlled for some pre-program differences between the groups. 
31 Several of the reasons cited for this failure were specific to the mentally ill population. For example, NAMI 
pointed out that there was a lack of counselor training about the characteristics of individuals with severe mental 
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The Longitudinal Study of the Vocational Rehabilitation Service Program, initiated in the fall of 
1992, has examined characteristics of those taking advantage of VR.  Interim findings show that 
at least 75% of all VR customers have disabilities classified as severe and that nearly half 
received some form of financial assistance during VR, including 16% who received SSI and 12% 
who received DI.  Ninety-two percent of VR customers had some amount of employment 
experience before applying for VR services, and 25% were working at the time they applied.  Of 
those with employment histories, 87% were most recently employed in the competitive labor 
market, with a mean wage of $7.43 per hour and a median wage of $5.85.  Approximately 35% 
received health insurance through their employer, substantially less than the national norm of 
52% (Hayward and Tashjian, 1996). 

The study also provides information on the employment outcomes of those who became 
employed after leaving VR services. Of those who obtained a competitive job through VR 
services, the mean wage was $7.35 an hour, but 60% made $7.00 an hour or less and held jobs 
that were less likely to provide medical benefits. Those with relatively more education earned 
higher salaries, and those with low reading and mathematics achievement earned lower hourly 
wages. The study also found that 85% of those who had achieved a competitive job through VR 
were still working, 64 % in the job they had obtained through VR. Over the course of the year, 
average hourly wages increased to $7.94 (median of $6.67), and nearly half reported receipt of 
medical benefits.  More than 50% reported satisfaction with their earnings, benefits, and 
opportunity for advancement, and 88% were satisfied with their sense of belonging to the 
workplace. (Hayward, 1998.) 

b. Veteran Vocational Rehabilitation Programs 

The VA provides separate VR services to veterans. VA VR services are available to veterans 
who incurred a service-connected disability during or after 1940.  Veterans with disabilities are 
eligible for program services if their disability reduces their earning capacity by 20% or more, 
and VA determines that they have an employment handicap (GAO, 1996b). The services 
provided by veteran VR programs are similar to those provided by State VR agencies.  

Veteran VR programs have had limited success in placing clients in employment, particularly 
when compared with State VR programs.32 GAO (1996b) reported that during the previous five 
years, VA “rehabilitated” only 8% of the 74,000 veterans who were eligible for vocational 

                                                                                                                                                             
illness and their service needs. However, a number of other problems cited in the study might be viewed as general 
weaknesses of the program, particularly in serving more severely disabled populations. The study pointed to the 
system of performance standards that rewards counselors for placing clients quickly into employment and at low 
cost, creating a disincentive to serving people with more long-term needs, and the disproportionate amount of 
resources put into determining client eligibility as serious problems. It also pointed out that the time-limited nature 
of VR services, which is not well suited to individuals with many psychiatric disabilities or other disabilities that 
tend to be episodic in nature. 
32 In the face of these and other criticisms, the VA has taken steps to address what it considers to be the causes of 
some of these problems (Thompson et al., 1998). Efforts have included investigating the high dropout rate among 
vocational rehabilitation program participants, improving communications with veterans and other stakeholders 
about the purposes of the program, and examining the effectiveness of contracting with non-government service 
providers. 
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rehabilitation program services (GAO, 1996b). By comparison, State VR agencies rehabilitated 
37% of their eligible population, most of whom had severe disabilities. The VA vocational 
rehabilitation program also spent significantly more ($20,000) than the State VR agencies 
($3,000) on successful participants, in part because the VA program includes veteran living 
expenses. In the face of this and other criticism, VA has taken steps to address what it considers 
to be the causes of some of these problems. Efforts have included investigating the high dropout 
rate among vocational rehabilitation program participants, improving communications with 
veterans and other stakeholders about the purposes of the program, and examining the 
effectiveness of contracting with non-government service providers. 

3. Training Programs 

People with disabilities who do not immediately contact the VR, SSI, or TANF systems might 
access work and other support services through the State Workforce Development system or the 
Projects with Industry Program.  

a. State Workforce Development Systems 

The Workforce Investment Act of 1998 (WIA) organized Federal statutes governing the job 
training, adult education and literacy, and VR programs into a one-stop delivery system.33  
(Section VI describes the WIA in more detail.) Under this system, states are required to develop 
workforce development plans that describe how the state will meet the needs of major customer 
groups, including individuals with disabilities, and show how the plans will ensure 
nondiscrimination and equal opportunity. Title IV of the WIA specifically targets people with 
disabilities with amendments to the Rehabilitation Act. In this section, State and local boards are 
required to 1) link the State vocational rehabilitation systems to the developing State workforce 
investment systems, 2) streamline the current State vocational rehabilitation systems, and 3) 
improve delivery of services by providing more consumer choice, facilitating self-employment 
for individuals with disabilities, ensuring certain core services are available to all eligible 
individuals, and improving the clients' dispute resolution process. 

The WIA mandates that one-stop systems be readily accessible to all Americans. Some of the 
partners in this system include employment services, adult education, post-secondary vocational 
education, VR, Welfare-to-Work, and Community Services Block Grant.  All adults are eligible 
for core services and youth enrolled in school are eligible for certain services if they meet certain 
State criteria for employment, income, and/or disability. In many states, these systems are 
directly linked to VR and/or TANF services. 

b.  Projects with Industry Program 

The Projects with Industry program (PWI), created as part of the Rehabilitation Act of 1973, 
creates partnerships among business, industry, labor, and the rehabilitation community to assist 
in providing employment opportunities for people with disabilities. The U.S. Department of 

                                                 
33 WIA replaced the Job Training Partnership Act (JTPA).  
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Education provides approximately $22 million annually to fund 125 national, State, and local 
projects.   

PWI services generally include intake and evaluation, prevocational counseling, training to 
enhance job-seeking skills, vocational training, job development, and job placement. The 
program emphasizes job training in work settings, generally within commercial or industrial 
establishments. For example, some projects arrange for clients to participate in the same training 
programs businesses provide to their own employees.  

In fiscal year 1993, PWI successfully placed 11,486 individuals with disabilities in jobs, at an 
average cost of $1,726 (U.S. Department of Education, undated).  According to the International 
Association of Business, Industry and Rehabilitation (I-NABIR), an advocacy organization for 
PWI projects, for every dollar spent on services, PWI clients return $3.00 in the first year after 
placement in FICA (Social Security taxes), income tax, and reductions in public income supports 
(I-NABIR, undated). This might significantly overstate the returns to the program, however, 
because some clients might have successfully entered the workforce without participating in 
PWI.  

F. Tax Policies 

Two provisions in the U.S. tax code have the potential to affect the employment incentives faced 
by individuals with disabilities, although not developed specifically for that purpose. Two tax 
benefits that might affect the decision to work among those with disabilities are the income 
exemption of flexible healthcare spending accounts and the deduction for impairment-related 
work expenses. 

Income Exemption of Flexible Healthcare Spending Accounts: Benefits from a flexible 
healthcare spending account must be received from a qualified, employer-based plan. This 
benefit allows individuals to exclude healthcare expenses from taxable income, up to a maximum 
benefit of $3,600 per year. Flexible healthcare spending accounts may be used to pay for most 
healthcare expenditures, including prostheses, assistive devices, and other technologies of 
importance to persons with disabilities.  

Flexible spending accounts might act as a work incentive for people with disabilities because the 
benefit is available only through employer-based plans, although people with disabilities might 
have indirect access to these plans through the employer of a spouse or other family member (if 
they are a dependent of that family member). The benefit is likely to have only a small effect on 
the employment decisions of persons with disabilities for two reasons. First, the benefit must be 
offered by the individual’s employer, and not all employers offer it. Second, its value is likely to 
be small for most people with disabilities. On average, a male full-time worker age 21 to 64 with 
a severe disability earns $22,560 a year (McNeill, 1997). A person earning this amount and 
taking advantage of the full benefit available under the flexible healthcare plan would reduce his 
tax burden by $540 dollars. Thus, the tax savings is fairly small and represents a small 
percentage of the medical expenditure ($3,600) associated with the receipt of the deduction. 
Individuals in higher marginal tax brackets will receive a greater benefit (up to $1,188), but the 
tax benefit is likely to have little impact on their employment because of their high income. 
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Individuals who are self employed may deduct 60% of the costs of health insurance premiums. 
For those not covered by Medicare or Medicaid, this provision would serve as an incentive to 
work; however, the incentive is restricted to the relatively small proportion of people with 
disabilities who are self employed. 

Itemized Deduction of Impairment-Related Work Expenses: An employee who has a 
physical or mental disability that functionally limits his or her employment may deduct the 
impairment-related work expenses from his or her taxable income. Impairment-related expenses 
that may be deducted include those necessary for the satisfactory completion of work, those for 
goods and services not required or used in personal activities, and those not specifically covered 
by other tax laws. These might include the expenses associated with the services of a personal 
assistant. 

The IRWE deduction reduces the costs a person with a disability faces in returning to work.  In 
theory, this will increase the net benefits from working and increase the likelihood that an 
individual with a disability will work. In actuality, however, the effect of this provision on the 
decision to work is likely to be small for two reasons.  First, if the impairment-related work 
expenses of SSI recipients who participate in the SSA IRWE program are indicative of these 
expenses for people with disabilities in general, then the expenses are generally small (less than 
$200 per month for more than 90% of individuals), thus, the tax benefit will generally be small.  
Second, the deduction is taken only when the individual has itemized deductions totaling a value 
that exceeds the amount of the standard deduction ($4,300 for a single individual and $6,350 for 
a head of household in 1999).  Individuals who do not itemize deductions will not benefit from 
the provision. 

Earned Income Tax Credit:  The Earned Income Tax Credit (EITC) supplements the earnings 
of low-income workers by providing them with a refundable income tax credit. The income 
limits that determine eligibility for this credit are more generous for persons with children.  In 
addition, the EITC includes income from long-term disability benefits received before minimum 
retirement age in the computation of the credit. Generally, an individual qualifies for this credit if 
he or she works and earns income less than: 

• $10,200 with no qualifying child; 

• $26,928 with one qualifying child; or 

• $30,580 with more than one qualifying child (IRS, 1999). 

The incentive effect of the EITC is likely to be substantial for some individuals, particularly 
those with one or more qualifying children. For example, on average, a male full-time worker 
age 21 to 64 with a severe disability earns $22,560 a year (McNeill, 1997). Such an individual 
faces a tax burden of $3,386. With one qualifying child, this individual would receive a $688 tax 
credit. With two children, the value of the credit would rise to $1,675.  In the first case, the EITC 
reduces the recipient’s tax burden by 20%, and in the second case by 49%.  

Although the EITC serves as an incentive to work, it is targeted to low-wage earners, not low-
wage earners with disabilities. A panel of experts convened by the National Academy of Social 
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Insurance (NASI) has recommended supplementing the earnings of people with disabilities 
directly through a Disabled Worker Tax Credit (DWTC). The DWTC would not begin to pay 
benefits to those receiving DI until they had income above the SGA level. Beginning the DWTC 
at this level would reduce the cliff effect of lost DI benefits to some degree. The DWTC would 
also help reduce the implicit SSI tax for SSI beneficiaries (Burkhauser and Wittenburg, 1996). 

IV. Factors Affecting Employer Demand and Use of Human 
Resources 

A. Overview 

In deciding on the types and amounts of labor (and capital) to use for producing a given level of 
output, firms will consider the contribution, or productivity, of each input relative to its cost. The 
firm’s objective is to minimize the cost of producing its chosen level of output.  Thus, in making 
hiring decisions, employers will weigh the potential costs of hiring an individual (wages, non-
wage compensation, and training or other investments) against the potential benefits (the value of 
their productivity) and compare this to the relative costs and benefits of hiring alternative 
candidates for a given position. If the presence of a disability affects the costs or productivity of 
labor, or the employer’s perception of costs and productivity of labor, the demand for that labor 
will be affected.   

In the case of job candidates with disabilities, employers might perceive persons with disabilities 
as less productive than equally qualified individuals without disabilities, making them less likely 
to hire people with disabilities relative to others. Employers might also perceive persons with 
disabilities to be more costly than others because accommodations or other investments might be 
necessary to achieve the desired level of productivity. As individuals with disabilities experience 
higher-than-average medical care expenditures and use, firms providing health benefits and 
whose insurance costs are sensitive to the healthcare costs of a few employees might believe the 
high costs of healthcare for workers with disabilities constitutes a reason not to employ them. 

B. Productivity and Availability of Substitute Labor 

Assessing the likely level of productivity of a potential employee is a critical process for an 
employer when making a hiring decision. Hiring an employee who under-performs can be 
expensive for an employer. For small firms, the consequences of making a poor hiring decision 
can be particularly severe because the workload is divided among a relatively small pool of 
workers. 

When considering hiring an individual with a disability, an employer might face a great deal of 
uncertainty about assessing the candidate’s potential productivity, thereby increasing the 
perceived risk associated with hiring the individual. Several factors can affect this level of 
perceived risk, which can subsequently affect the hiring decision. 

First, the potential employer’s level of knowledge regarding the impairment might play an 
important role in assessing potential productivity. For instance, an employer with reasonably 
good knowledge of the individual’s functional limitations because of his or her impairment and 
how that is likely to affect work performance given the requirements of the job, might be able to 
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make a more accurate assessment of an individual’s potential productivity. Employers with less 
information are likely to make less accurate assessments. 

Second, the degree to which the impairment is relevant to the work required can have a 
significant effect on perceived risk. For instance, an employer considering hiring as a 
telemarketer an individual who uses a wheelchair might expect the impairment to have no effect 
on job performance. However, the same employer looking to hire an individual suffering from 
chronic back pain might anticipate that the candidate will require frequent breaks and experience 
high absenteeism.  

There are numerous studies that document the negative effect of poor health and disability on 
productivity, as measured via earnings, hours of work, and wage rates.34  The problem is that it is 
difficult to determine how much of the differentials observed are because of the health condition 
or disability and how much is because of a variety of other factors that affect the observed 
productivity (as measured by hours of work and wage levels). Wage rates, in theory, should be a 
strong indicator of productivity. As a rule, we do not expect employers to pay individuals more 
than the value of what they produce, and we do not expect individuals to work for a wage that is 
lower than their labor is valued by the market. The problem is that wages do not adjust quickly to 
changes in productivity, and individuals and employers do not always have good information 
about the value of labor’s output. 

Although clearly there exist concerns about productivity differentials between individuals with 
and without disabilities, there is little information on which employers can rely in assessing the 
potential consequences of a specific impairment for productivity. Even where evidence is 
available, measures of productivity differentials between individuals with and without 
disabilities lack precision because of the difficulty in separating productivity differences due to 
the impairment from productivity differences due to other unobserved factors. In addition, the 
managers making the hiring decisions might lack experience working with persons with 
particular disabilities and, thus, have no basis for determining the potential effect of the 
impairment on performance in the context of the job for which the individual is being 
considered.   

Given the potential uncertainty that some employers might face in considering whether or not to 
hire persons with disabilities, the availability of substitute or alternative sources of labor will 
affect the demand for the labor of people with disabilities. Equally qualified persons without 
disabilities will be substitutes for those with disabilities, and all else being equal, when available, 
these individuals will be preferred to those with disabilities in hiring situations where employers 
perceive greater uncertainty about the productivity of individuals with disabilities. The 
implication is that the demand for the labor of people with disabilities will be greater when 
substitute labor is scarce (during an economic boom) and lower when substitute labor is in 
abundance (during a recession). Put another way, people with disabilities might be among the 
last hired and first fired over the ups and downs of the business cycle. 

                                                 
34 See, for example, Bartel and Taubman (1979), Chirikos and Nestel (1981), and Baldwin, Zeager, and Flacco, 
(1994). 
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Studies of the labor force participation of people with disabilities over the business cycle provide 
some evidence of the “last hired, first fired” phenomenon. For example, Yelin and Katz (1994a) 
examined labor force trends among persons with and without disabilities using National Health 
Interview Survey (NHIS) data from 1970 to 1992 and CPS data from 1981 to 1992. They found 
that in periods of economic downturn, persons with disabilities suffer more pronounced losses in 
labor force participation than persons without disabilities; and in periods of economic growth, 
they experience less pronounced gains than persons without disabilities.   

Another more recent study showed that, although there were large employment and earnings 
gains by people without disabilities from 1989 to 1997, employment and earnings of people with 
disabilities actually fell (Burkhauser, Daly, and Houtenville, 1999). From 1989 to 1997 (two 
periods of similar macroeconomic conditions), the employment rates and real median family 
income levels of men with disabilities fell by 15% and 8%, respectively. Over the same period, 
the employment rates of men without disabilities remained unchanged, although their median 
family incomes increased by more than 40%. The patterns are similar for women, though less 
negative for women with disabilities. These patterns suggest that people with disabilities actually 
lost ground during one of the most vigorous economic expansions in U.S. history. 

There are certainly other factors contributing to the observed trends in the employment and 
earnings of people with disabilities over the business cycle. As discussed further in Section VI, 
the Social Security Disability Insurance (DI) and Supplemental Security Income (SSI) programs 
might contribute to the greater sensitivity of people with disabilities to economic downturns and 
slower recovery during economic expansions. Nonetheless, the actual and perceived productivity 
of people with disabilities, and the availability of substitute (non-disabled) labor will certainly 
affect the employment opportunities of those with disabilities.   

Public policies that make the labor of people with disabilities more productive, reduce employer 
uncertainty about productivity, or reduce the costs of hiring people with disabilities will promote 
their employment relative to substitute labor (i.e., those without disabilities). The programs and 
policies that encourage human capital development of people with disabilities discussed 
previously might have an effect. Employment programs that provide wage subsidies to 
employers that hire people with disabilities, thereby reducing the cost of that labor, might also 
increase the employment of people with disabilities. Other policies, such as the Americans with 
Disabilities Act (ADA) and certain tax policies (discussed further below), also address these 
issues to some degree. 

C. Wage Discrimination  

Wage discrimination occurs when two individuals with equal productivity are offered unequal 
compensation. In the case of a worker with a disability, this discrimination could result from 
prejudice or from an incorrect perception about the productivity of workers with disabilities. 
Because people with disabilities do have impairments that can affect productivity, it can be 
difficult to differentiate between the wage effects that are because of health limitations and those 
that are because of discrimination. To the extent that wage discrimination does occur, it might 
discourage people with disabilities from participating in the labor market. 
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A number of studies have attempted to measure wage differentials between persons with and 
without disabilities, separated by discriminatory and non-discriminatory components. As noted 
above, productivity is difficult, if not impossible, to measure accurately. Hence, wage 
differentials that are found to be because of discrimination might actually be because of 
unmeasured productivity differences, and it is important to interpret the results of these studies 
with caution. 

A study of wage offer differentials in 1972 found that, after controlling for measured 
productivity differences, men with disabilities received wage offers that were approximately 
84% of the offers to men without disabilities, and women with disabilities received offers that 
were 40% of the offers to women without disabilities (Baldwin and Johnson, 1992). The authors 
also examined how wage differentials are affected by issues such as intensity of prejudice or 
employer uncertainty, finding that individuals with disabilities subject to increasingly intense 
prejudice experienced greater wage differentials.  

Baldwin, Flacco, and Zeager (1991) used data from the 1984 Survey of Income and Program 
Participation to investigate the effect of employer uncertainty on discriminatory wage 
differentials, positing that employer uncertainty could result in “statistical discrimination.” This 
occurs when employers make assumptions about the productivity of an individual with a 
disability based on the average productivity of workers with disabilities. Most employers do not 
have the experience or the information necessary to judge the potential productivity of an 
individual with a disability. Baldwin, Flacco, and Zeager found that increased employer 
uncertainty about the capabilities of workers with disabilities does result in lower wages.  

Acemoglu and Angrist (1998) looked at the potential effect of the ADA on hiring decisions. 
Their findings—that medium-size firms were less likely than other firms to hire people with 
disabilities following the implementation of the ADA—support the hypothesis that firms large 
enough to be subject to the ADA but small enough to be vulnerable to an increase in costs might 
reduce potential exposure by hiring fewer people with disabilities. 

Although none of these findings are conclusive, they support the assertion that employers’ 
perceptions of lower productivity of individuals with disabilities can create an incentive to pass 
over such individuals or to offer a lower wage than would be offered to a similarly qualified 
individual without a disability, to compensate for the increased risk. This assertion is supported 
by a 1987 study, which surveyed approximately 900 managers and executives from 900 firms 
regarding their employment practices with respect to workers with disabilities. A majority of 
managers interviewed believed that discrimination was an important barrier to the employment 
workers of with disabilities (Louis Harris, 1987). 

D. Employer Accommodation 

A potentially large cost for employers that hire people with disabilities are the accommodations 
that might need to be made for these workers. Such accommodations might include the purchase 
of special equipment (such as modified computers for persons with impaired eyesight), providing 
wheelchair access and instituting flexible hours to accommodate shift work, and allowing 
employees to work from home. 
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Economic theory suggests that relatively high costs of accommodation would likely result in 
reduced demand for labor among individuals with disabilities. In an attempt to avoid having to 
make such accommodations, employers might avoid hiring individuals with disabilities or might 
shift the cost of those accommodations to their employees with disabilities, resulting in the 
payment of lower wages. Their ability to do this is limited, however, by the 1990 ADA.  The act 
prohibits job-related discrimination against people with disabilities and requires that reasonable 
accommodation be provided for people with disabilities unless the difficulty or expense of 
accommodation would result in undue hardship for the firm. The effect of having to provide 
accommodations on a firm’s hiring of individuals with disabilities will depend then on how 
costly such accommodations are. 

The Job Accommodation Network (JAN), a service of the President's Committee on 
Employment of People with Disabilities, is a toll-free information and referral service that 
provides information on job accommodation, employers' responsibilities under the ADA, and on 
technical assistance, funding, education, and services related to the employment of people with 
disabilities.  JAN also analyzes trends and statistical data related to the technical assistance it 
provides (PCEPD, undated). 

The evidence on the costs of accommodations to individuals with disabilities is sparse; however, 
the data that are available suggest that, although some accommodations can be costly, the 
majority of accommodations can be made relatively inexpensively. Survey data collected by 
JAN for The President’s Committee on Employment of People with Disabilities between 
October 1992 and June 1998 show that among employers making accommodations, 20% of 
accommodations were made at no cost, 80% cost $1,000 or less, 17% cost between $1,001 and 
$5,000, and 3% cost more than $5,000. Annual amortized costs of these accommodations over 
their useful lifetime might be substantially lower.  

JAN also reports that, based on employers’ responses to the survey, the average benefit gained 
from each dollar spent to make an accommodation was nearly $33 (1998). The results of this 
survey suggest that the costs of accommodation might not pose a substantial obstacle to hiring 
individuals with disabilities; however, when interpreting these findings, we should note that low 
cost accommodations and those likely to yield the greatest net benefit are probably the most 
likely to be implemented. The costs associated with observed accommodation do not necessarily 
represent the costs that would be observed if the prevalence of accommodation were to increase. 
Put differently, the reason that more costly accommodations are not observed might be 
employer’s successful avoidance of hiring or retaining workers who require such expensive 
accommodations. 

In addition to the above data that show the actual cost of most accommodations to be modest, 
other survey data finds that employers perceive the costs of accommodations to be modest. 
Results from a 1987 Louis Harris and Associates study show that most of the managers 
interviewed believe that the average cost of employing a worker with a disability is about the 
same as the cost of employing a worker without a disability, and that making accommodations 
for employees with disabilities is not expensive. About half of the executives interviewed said 
that their company had made accommodations for employees with disabilities. In a survey on 
disability employment policies and practices in the Federal government, the authors found that 
90% of agencies had made their existing facilities accessible to employees with disabilities, had 
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been flexible in the application of human resource policies, or had acquired or modified 
equipment or devices (Bruyère and Horne, 1999).  

The 1987 Louis Harris study also found that small firms were less likely to make work 
accommodations, to have formal disability management programs or hiring policies, or to keep 
employees after the onset of disability. This might be the case, as another study suggests, 
because small firms have no trained staff to manage work accommodations, they have limited 
opportunities for shifting workers with disabilities into other jobs in the company, and they often 
have no generous health or disability benefits to offer workers.  

A recent survey consisting of 813 employers reveals many of the same employment practice 
patterns with respect to workers with disabilities as found by the 1987 study (Society for Human 
Resource Management, 1998). As in 1987, larger employers, especially those with 2,500 or more 
employees, were found to be more likely than smaller employers to proactively recruit people 
with disabilities, to have formal return to work or disability management programs, and to 
accommodate the needs of employees with disabilities. In contrast to the 1987 study, a large 
majority of employers, including some smaller employers, reported having made 
accommodations to meet the needs of employees with disabilities, including making schedules 
more flexible and modifying facilities.  

The study also found, however, that approximately one-third of employers with 500 or more 
employees and roughly one-quarter of employers with fewer than 500 employees reported that 
changing co-worker and supervisor attitudes regarding people with disabilities made making 
changes to meet the needs of employees with disabilities difficult or difficult. This finding 
suggests that, despite efforts to eliminate negative stereotypes regarding the ability of people 
with disabilities to work, these stereotypes remain an important barrier to the employment of 
workers with disabilities. 

Although the evidence regarding the cost of accommodations is mixed, it appears that costs of 
accommodations might be low and that employers generally perceive accommodation costs as 
such. If this is indeed the case, then such costs will not have a large effect on employers’ 
decisions to hire people with disabilities, and requiring that employers make such 
accommodations under the ADA will also have only a small effect on the employment of people 
with disabilities.  The issue might be more complex, however.   

E. Impact of the Americans with Disabilities Act 

As noted above, the 1990 ADA prohibits job-related discrimination against people with 
disabilities and requires that reasonable accommodation be provided for people with disabilities 
unless the difficulty or expense of accommodation would result in undue hardship for the firm. 

On the face of it, the ADA’s prohibition of discrimination based on physical or mental 
impairment and the mandate for employers to accommodate workers with disabilities would be 
expected to remove significant barriers to employment for people with disabilities. However, 
evaluation of the ADA from a theoretical economic perspective suggests that there might be 
difficulties in the implementation of such a mandate.  
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Economic theory says that the demand for workers with disabilities will depend on the extent to 
which their productivity balances the costs of their accommodation, and, as described previously, 
available data suggest that employers can frequently make accommodations for relatively little 
cost. However, this will not necessarily be the case under the ADA. If the ADA leads to an 
increase in the supply of workers with disabilities, then the severity level of disabling 
impairments would be expected to rise, resulting in a rise in the costs of accommodation. In 
addition to higher accommodation costs, employers might realize a reduced ability to shift 
accommodation costs through wage discrimination, resulting in a decrease in the number of 
offers extended to people with disabilities (Chirikos, 1991). Alternatively, the ADA might 
increase the employment of people with disabilities through a variety of mechanisms. First, 
increased knowledge of potential employers regarding the actual costs of accommodations and 
capabilities of people with disabilities could result in an increase in hiring. As well, people with 
disabilities might be more willing to seek employment after the passage of ADA, in the 
anticipation of encountering a more receptive job market. 

The empirical evidence regarding the effects of the ADA on the employment of people with 
disabilities is mixed. Two recent studies provide the first empirical analyses of the effects of the 
ADA on the employment of people with disabilities, and both studies argue that, in fact, the 
ADA has caused a reduction in the employment of people with disabilities (DeLeire, 1997; 
Acemoglu and Angrist, 1998). One of these notes that there has been an 8% decline in the 
relative employment rate of people with disabilities after 1990, which the study attributes to the 
ADA (DeLeire, 1997).  

There is at least one reason to suspect that the ADA is not responsible for all, or any, of the 8% 
decline. People with disabilities appear to have a particularly difficult time finding and 
maintaining employment during recessions relative to people without disabilities. Hence, even in 
the absence of the ADA, it is likely that the relative employment of people with disabilities 
would have declined in the early 1990s because of the 1990–1992 recession (Bound and 
Burkhauser, forthcoming).   

The Acemoglu and Angrist (1998) study found that the ADA has had a negative effect on the 
employment of men with disabilities of all working ages and a negative effect on the 
employment of women under age 40. The study controls for a person’s receipt of DI and/or SSI 
disability benefits but fails to examine the contribution of the recession to the drop in the relative 
employment among people with disabilities, which makes the findings far less compelling. 
Another limitation of this study is that it considers the effect of the ADA only on hiring, not on 
job retention. Because one of the goals of the ADA is to increase the willingness of employers to 
accommodate people with disabilities, it might be that once hired, the ADA has the effect of 
increasing the length of job retention.  

There is some evidence that this might be occurring. One study found that the ADA increases the 
mean duration between onset of disability and application for DI. In an analysis of Health and 
Retirement Study (HRS) data, Burkhauser, Butler and Weathers (1999) found that employer 
accommodation significantly slows a worker’s application for DI benefits. They estimate that 
universal employer accommodation would increase the expected duration of men by 3.13 years 
(from 10.45 years) and for women by 2.62 years (from 10.99 years). In sum, the provisions of 
the ADA have, in theory, the potential to increase the cost of employer accommodations, which 
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could serve as a disincentive to hiring persons with disabilities. The empirical evidence of this, 
however, is limited. It might also be the case that the ADA has increased both employee and 
employer knowledge and awareness of disability and employment issues in ways that have 
enhanced the employment opportunities of people with disabilities, although evidence of this, 
too, currently is unavailable. 

F. Tax Policies 

There are several provisions in the U.S. tax code for incentives to employers to hire persons with 
disabilities and workers with other disadvantages. The tax policies described below include both 
tax credits and tax deductions, which reduce the employer’s tax burden and offset the potential or 
realized costs of hiring individuals with disabilities. 

A tax credit differs from a deduction in that tax credits are calculated against the tax burden, 
while deductions are calculated against taxable income. In practice, this means that a tax credit 
results in a dollar-for-dollar reduction in a taxpayer’s liability, while a deduction results in a 
smaller proportional reduction in a taxpayer’s liability.35 The theoretical impact of each of the 
tax policies described below will be to increase a firm’s incentive to employ people with 
disabilities.  

Section 190 Deduction: Also called the Deduction of Costs of Removing Architectural or 
Transportation Barriers to the Disabled or Elderly, this plan allows businesses to deduct expenses 
incurred while removing barriers to persons with disabilities from the location of the business. 
The maximum deduction is $15,000 (amounts over this limit may be added to the basis of the 
property and depreciated.)  Section 190 deductions are available only for expenses incurred in 
the removal of impediments; expenses for installing new facilities are not deductible. 

Section 44 Credit: Also known as the Disabled Access Credit, this is a non-refundable tax credit 
for small businesses (defined as those businesses with fewer than 30 employees and less that $1 
million in gross receipts) that pay or incur expenses to provide access to persons with disabilities. 
The deduction is intended to cover the expenses incurred by small businesses complying with the 
ADA, for whom the cost of compliance is likely to be particularly burdensome. The credit is 
50% of all eligible access expenditures that exceed  $250 but do not exceed $10,250. Small 
businesses eligible for this credit are not precluded from taking the Section 190 deduction. 

The Work Opportunity Tax Credit: The Work Opportunity Tax Credit (WOTC), enacted in 
August 1996, grants employers a tax credit equal to 35% of the wages of certain targeted groups, 
including persons with physical and mental disabilities. For an employer to receive this credit, an 
eligible employee must have worked for the employer for at least 180 days or completed 400 

                                                 
35 The following example clarifies this distinction. A business with a taxable income of $100,000, eligible to take a 
tax deduction of $1,500, is able to subtract the amount of the deduction ($1,500) from its taxable income ($100,000) 
for a resulting taxable income of $98,500. Assuming an average tax rate of 30%, the business will pay $29,550 in 
taxes ($98,500 x 30%). Without the deduction, the business’s tax burden would have been $30,000 ($100,000 x 
30%), for a reduction in taxes of $450 ($30,000 - $29,550). The same business eligible for a tax credit of $1,500 
simply subtracts the $1,500 from its calculated tax burden for a reduction in taxes of $1,500 ($30,000 - $1,500 = 
$28,500). In this case, the value of the tax credit is nearly three times that of the tax deduction. 
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hours of service and have given notice of his or her eligibility before being hired. Initially, the 
credit was limited to 35% of a maximum of $6,000 in wages. The credit has subsequently 
become more generous with the passage of the Welfare-to-Work Credit (WtWC), covering 
35% of the first $10,000 in the first year to 50% of the first  $10,000 of eligible wages in the 
second year with a maximum credit of $8,500 per qualified worker.  

Section 190 and Section 44 might serve as weak incentives to hire individuals with disabilities 
because they leave the employer exposed to a substantial portion of the cost of construction or 
removal transportation or architectural barriers. This might be particularly true regarding more 
costly expenditures. The WOTC and the WtWc are likely to provide a more substantial incentive 
to employers to hire individuals with disabilities, particularly among low-wage employers since 
the relative value of the credit is higher at lower wage levels.  

Evidence exists that tax credits designed to encourage employers to hire disadvantaged 
individuals might not perform as anticipated and might even discourage the hiring of such 
workers. In an experiment conducted for the Department of Labor on the effect of the Targeted 
Jobs Tax Credit (TJTC)—the precursor to the WtWc—researchers found that potential 
employees who revealed their eligibility for the TJTC subsidy were hired less frequently than 
similarly qualified individuals who did not reveal their eligibility for the subsidy (12.8% of those 
disclosing eligibility status were hired versus 20.6% of those not disclosing eligibility status). It 
appears that employers used the eligibility for the subsidy as a basis to discriminate against 
hiring those eligible, rather than as an incentive to favor them in hiring. An interpretation of this 
finding is that employers perceived eligibility status as a signal that the candidates were 
“damaged goods” and, thus, were reluctant to extend offers (Burtless, 1985). 

V. Factors Affecting Job - Employee Matching 
A. Overview 

Economic theory includes a framework for describing the process of matching individuals to 
jobs and factors that contribute to job search outcomes. As noted previously, individuals vary in 
their abilities, education, work experiences, and demographic characteristics, and jobs vary in 
their requirements for certain skills, knowledge, and other factors. Economists often describe the 
labor market as a matching process in which workers with varying characteristics are matched 
with appropriate jobs. Much of the theory of the matching process focuses on the individual’s job 
search, but the framework also addresses issues relevant to employers and their behavior in the 
hiring of people with disabilities.  

A person’s decision to look for work and to accept a job offer is influenced by a number of 
factors, including access to and availability of work, preferences regarding employment, and 
alternatives to work, such as the availability of unemployment insurance or transitional 
assistance. Persons with disabilities seeking employment face these same constraints, but, in 
addition, face barriers entering the job market that individuals without disabilities do not 
encounter. Persons with disabilities also have additional options for income support unavailable 
to persons without disabilities.  
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According to economic job search theory, a number of factors, including assets, profiles of offer 
possibilities, wage preferences, and tolerance for unemployment constrain job seekers. For 
people with disabilities, assets include their possible eligibility for income support programs, 
which, like other assets, can generate a stream of earnings. Assets are a critical limiting factor 
because the availability of assets determines the maximum length of the job search. As asset 
income expires, the job seeker is increasingly compelled to accept the best available offer of 
employment, regardless of other preferences. As long as an individual is able to continue the job 
search (that is, he or she has sufficient income to fund the search), the other components of the 
model—profiles of offer possibilities, wage preferences and tolerance for unemployment—
interact to determine the search outcome.36 

Employers, on the labor demand side of the labor market equation, seek to hire an optimal 
employee, but are constrained in a number of ways, as well. Typically, firms continue to hire 
labor until the marginal cost of hiring an additional employee equals the marginal productivity 
that will be provided by that employee. Under ideal conditions, one in which potential employers 
and potential employees have complete information and choice, workers are optimally matched 
to jobs in the sense that alternative matches cannot be found that are better for either the firm or 
the worker. But conditions in the labor market are not always ideal. One of the biggest 
constraints faced by both sides is that each must make decisions based on imperfect information, 
which can lead to inefficient outcomes. 

For instance, an employer hiring an employee is generally unable to measure worker productivity 
directly before making an offer of employment. Instead, the employer must make an educated 
guess about an employee’s potential productivity based on information provided by the 
employee, among other sources. The employee has an incentive to overstate productivity to 
secure an offer, and the potential employer has an incentive to understate the demands of a 
position to secure an acceptance of work or to depress wages. Usually neither side can 
independently verify the representations of the other. It is only after an offer has been accepted 
that both sides are able to observe critical factors such as productivity and working conditions. 
Economists refer to this as “asymmetry of information.” If productivity is lower than expected, 
the employer suffers. If employer demands are greater than anticipated, the employee realizes 
that working conditions are not as good as he or she had expected, given the level of 
compensation paid.  

Note that persons with disabilities might face substantial challenges regarding information 
management and communication. For people whose disability onset occurs during adulthood, the 
information value of past experiences is destroyed. In such cases, there might be a learning curve 
associated with understanding, and communicating, present capabilities. 

                                                 
36 An example illustrates how these factors interact. Consider a person who has recently become unemployed and 
has minimal savings. Unemployment insurance benefits (UI) won’t cover his living expenses, and by combining his 
savings and UI, he calculates that he will be able to search for a job for three months. As his search begins, he 
defines for himself his “reservation wage,” that is, the wage he must receive to willingly accept an offer of 
employment. As his job search progresses, he will reevaluate his reservation wage in light of the quality and 
frequency of offers received. If he nears the terminal date of his job search, he must weigh the risk of continuing his 
search for a job at his reservation wage with the risk that he might have to accept an offer with a lower wage as the 
terminal date of his search approaches and no better offers become available. 
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One way employers and job candidates attempt to overcome asymmetric information is to 
observe certain indicators, or signals, that the employer or potential employee believes might 
correlate with certain outcomes. For an employer, a particularly important outcome is 
productivity. In looking for signals of productivity, employers might observe characteristics that 
cannot be changed, such as age, race, and gender as well as characteristics that can be changed, 
such as work experience and education level.37 Potential employees might observe signals such 
as the employer’s reputation or the relative generosity of benefits. 

A number of programs and policies have been implemented to help increase the efficiency and 
equity of the job and employee search process in the United States. Congress has passed anti-
discrimination laws to make it illegal to base hiring decisions on characteristics unrelated to the 
ability to perform a particular job. Transitional income assistance programs exist to decrease the 
cost of the period of unemployment or underemployment and allow the recipient to initiate 
and/or extend the job search period. Finally, public employment programs with job search 
components can assist unemployed workers in finding employment and employers to find 
appropriately qualified workers.   

B. Asymmetric Information 

For markets to generate mutually beneficial transactions, both parties to a contract must have 
accurate information about the quality and price of the goods or services being purchased, such 
as labor. The presence of asymmetric information during an employment negotiation can pose 
substantial problems for both parties, but it can be a particular issue for people with disabilities. 

In general, employers have an incentive to understate the amount of work required to perform a 
job, and employees have an incentive to overstate their willingness or qualifications to work. 
When employers misrepresent job requirements, employees might accept a position that they 
otherwise would not have accepted, or they might accept a lower wage than they would have 
otherwise. In either case, the employer benefits and the employee suffers. Such 
misrepresentations can be particularly disadvantageous to people with disabilities. People with 
disabilities are required not only to adapt to the circumstances of their employment, but also 
must adapt to the circumstances of their disability. An employee who discovers that his or her 
employer misrepresented both workload and willingness to provide needed accommodations 
might find the job incompatible and be forced to terminate employment. If this happens 
frequently, the person with a disability might become discouraged from seeking employment 
altogether.38  

It is also possible for the employee to overstate his or her willingness or ability to work as well 
as to understate the total cost of needed accommodations. When this occurs, employers might 
become discouraged from hiring workers with disabilities. Either because of such an experience 

                                                 
37 It is important to note that basing a hiring decision on certain signals such as characteristics unrelated to the ability 
to perform a job (e.g., age, race, disability status, and gender) is illegal, while basing a hiring decision on 
characteristics relevant to job performance (e.g., education and experience) is legal. This issue is important for 
persons with disabilities who typically face both legal and illegal forms of employment discrimination. 
38 Employee turnover is costly to employers; this cost creates an incentive for employers to represent fairly job 
requirements.  
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or out of fear that such an experience might occur, employers might inappropriately perceive a 
potential employee’s disability as a signal that the individual is likely to be less productive or 
less qualified than an otherwise comparable individual without a disability would be. As with 
any job candidate, the employer has good reason to be skeptical of the employee’s ability claims. 
Even as employers gain experience about the productivity of people with disabilities, accurately 
estimating the productivity of a particular person is difficult because of the variability among 
individuals. The presence of a disability adds another dimension of uncertainty to the hiring 
decision, which might discourage employers from hiring individuals with disabilities. 

Other than the Job Accommodation Network (JAN) described above, we have not identified 
public programs or policies that explicitly address the issue of asymmetric information and its 
significance to the employment of people with disabilities. To some degree though, the 
Americans with Disabilities Act (ADA) addresses the issue by not allowing employers to 
discriminate on the basis of a disability, but making it illegal to use disability status as a signal 
does not provide employers with additional information about potential employee performance. 
From the potential employee’s perspective, the ADA might reduce the importance of asymmetric 
information in the decision of whether or not to accept a job offer. If the ADA increases the 
likelihood that the necessary accommodations required to perform the job will be provided, it 
will reduce the ability of employers to misrepresent the requirements of the job and, thus, the 
likelihood that those with disabilities will take a job with which they are incompatible.  

C. Transitional Income Assistance and Income Support Programs 

People with disabilities can rely on both transitional income assistance and income support 
programs during the job search. Transitional income assistance programs are designed to provide 
temporary assistance to unemployed or otherwise disadvantaged individuals and families. 
Typically, these programs have restrictions on the receipt of such benefits, in terms of eligibility 
and the amount of time an individual can receive payments. There are two main public 
transitional income assistance programs available to the working-age population: Unemployment 
Insurance (UI) and Temporary Assistance to Needy Families (TANF). Transitional assistance 
programs differ from other public income support programs (e.g., Social Security Disability 
Insurance [DI], Supplemental Security Income [SSI], and workers’ compensation [WC]) because 
they are time limited. DI, SSI and WC provide benefits indefinitely, as long as the beneficiary 
continues to meet eligibility requirements. UI provides temporary benefits (typically to a 
maximum of 26 weeks) for workers who have recently lost their jobs. Eligibility is determined 
by a number of factors, including prior work history (typically a person must have been engaged 
in eligible employment for a minimum of two quarters in the prior base year) and a demonstrated 
ability and willingness to work. The benefit amount is based on earnings prior to unemployment. 
TANF, as Section III describes, is provided to families, with at least one child under the age of 
18, meeting state-determined income requirements. Receipt of TANF is contingent on meeting 
certain work requirements, and lifetime benefit receipt is limited to 60 months (fewer months in 
some states). 

Although the objectives of the programs differ, both programs serve to increase the resources 
available to people who are unemployed, allowing these individuals to increase the time they 
have to search for employment before their resources run out. UI is designed explicitly to 
facilitate transition between jobs or temporary layoffs. TANF focuses on developing the 
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capabilities of low-income parents (especially unmarried mothers), helping and encouraging 
them to obtain employment, and providing assistance in the interim. The time limits on both 
programs ensure that they do not function as long-term income replacement programs and that 
they are, indeed, transitional.   

UI and TANF might be limited in their ability to serve people with disabilities, relative to those 
without disabilities, for several reasons. As noted previously, TANF and Aid to Families with 
Dependent Children (AFDC) employment and training strategies historically have been ill suited 
to the needs of people with disabilities.  UI time limits, on average, might be too short for people 
with disabilities if, as discussed previously, the job search process generally takes longer for 
these individuals. In addition, to qualify for UI, an individual must have been engaged in UI-
covered employment preceding the episode of unemployment.  Because workers with disabilities 
are more likely to be self employed and part-time workers than those without disabilities, they 
also will less likely be working in UI-covered employment situations. 

Unlike those without disabilities, persons with disabilities have access to SSI and DI as an 
income source during times of unemployment. Features of these programs, however, make them 
poor sources of transitional income assistance for people with disabilities. The long application 
process, the five-month waiting period for DI, and the fairly high risk of having the application 
denied make DI and SSI a poor transitional income option for those with a significant chance of 
becoming meaningfully employed. These same factors reduce individuals’ incentives, once they 
are on the DI or SSI rolls, to seek employment because of the difficulty involved in re-qualifying 
for benefits if a work attempt fails.  

Because receipt of SSI, DI, and WC benefits is not time limited, these programs might be 
expected to increase the time spent searching for employment among those seeking to return to 
work. When a person begins to receive DI, SSI or WC, all else being equal, such an individual 
can afford to be more selective in searching for employment than a comparable person receiving 
UI or TANF. 

The “stickiness” of the DI and SSI programs (i.e., once on, there one stays) has been cited as a 
contributing factor to the sensitivity of workers with disabilities to economic downturns and the 
lack of sensitivity to subsequent economic recovery, noted previously in Section IV. Many 
studies have shown a relationship between DI and SSI applications and unemployment rates.39 
One such study found a strong and statistically significant relationship between the State-level 
changes in the unemployment rate and the number of DI and SSI applications (Stapleton et al., 
1995). The authors estimated that there were approximately 59,000 more DI applications filed in 
1992 than there would have been if unemployment had remained at the 1988 level rather than 
increasing during the 1991 recession, representing a 7.3% increase. For SSI, there were 
approximately 41,000 more applications filed in 1992 than would have been filed if 
unemployment had remained at the 1988 level, representing a 4.7% increase.  

                                                 
39 See Stapleton et al. (1995) for a review. 
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D. Job Search Services 

Job search services can serve individuals with disabilities in a number of ways. First, job search 
services provide critical information useful both to potential employers and potential employees. 
For the person with a disability seeking employment, job search services help link the individual 
with appropriate prospective employers. By doing so, job search services can raise the 
probability that a candidate will obtain a suitable offer of employment at the reservation wage. 
The services provide valuable information to the employers, as well. They help employers 
identify individuals with suitable skills, but even more importantly, they can help employers 
more accurately estimate accommodation costs and potential employee productivity. As 
discussed earlier, without such assistance, employers might overestimate costs and underestimate 
productivity, which will discourage employers from hiring people with disabilities. 

Job search services can also lower the cost of seeking employment by linking individuals to 
potential employers more efficiently, reducing the cost of an otherwise prolonged job search. 
Finding early leads might be important for securing employment because the job seekers’ assets 
typically are limited, and the probability of finding employment within a given timeframe is 
related to the degree of exposure the job seeker has to potential employers. 

Finally, job search services might provide valuable links to human capital development services. 
Early connections to such services can be important; as time passes, investment in human capital 
becomes more expensive relative to employment. Early investment in human capital can result in 
higher future earnings and higher rates of average employment. 

Job search service components are embedded in the Federal and State employment programs for 
people with disabilities, described previously in this paper, including the vocational 
rehabilitation (VR) system, State programs established under the 1998 Workforce Investment 
Act (WIA), and the 1999 Ticket to Work program established by the Work Initiatives 
Improvement Act (WIIA).  

In addition, Project ABLE (Able Beneficiaries Link to Employers) is a service established 
specifically to match jobs to appropriately qualified people with disabilities.  Project ABLE is a 
national resume bank that provides employers an easily accessible applicant pool of qualified 
job-ready individuals, who are interested in working. The resume bank operates through the joint 
efforts of the Office of Personnel Management (OPM), the Social Security Administration 
(SSA), the Rehabilitation Services Administration (RSA), the Department of Veterans Affairs 
(VA), and State VR agencies. The goal is to provide employers access to quality human 
resources while providing training and employment services to eligible people with disabilities 
(SSA, 1998b). 

Social Security beneficiaries can enroll in Project ABLE by contacting their local VR or VA 
agency.  State certified VR and VA counselors evaluate the potential candidates and make initial 
determinations about candidates’ qualifications and job readiness (SSA, 1998b).  After this initial 
screening, candidates’ resumes and data are entered into the Project ABLE resume bank for 
review by potential employers. If a candidate is not ready for employment, the VR or VA agency 
might be able to offer training or other services that will help the individual prepare for work. 
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Employers participating in Project ABLE send job announcements to project staff at OPM, who 
forward the resumes of qualified individuals to the employers.  

VI. Recent Policies and Initiatives Designed to Promote the 
Employment of People with Disabilities 

A number of recent policies and initiatives have been passed with the intention of helping people 
with disabilities enter the workforce. In general, these can be characterized as increasing access 
to existing and new training and support programs; reducing the cost of employment by 
extending medical coverage and increasing the income available to persons with disabilities who 
work; and/or research efforts intended to improve our understanding of the factors affecting the 
employment of people with disabilities.  

A. Presidential Task Force on Employment of Adults with Disabilities 

Executive Order 13078 established the Presidential Task Force on Employment of Adults with 
Disabilities on March 13, 1998.40  Its purpose is to create a coordinated and aggressive national 
policy to bring adults with disabilities into gainful employment at a rate that is as close as 
possible to that of the general adult population. The Task Force is to develop and recommend to 
the President, through the Chair of the Task Force, a coordinated Federal policy to reduce 
employment barriers for people with disabilities. Policy recommendations might cover areas 
ranging from discrimination to training services and job retention.41  

In November 1999, the Task Force published its Second Annual Report to the President, in 
which it reviewed progress toward its recommendations from the First Annual Report and laid 
out new objectives and priorities.  The Task Force’s recommendations include: 

• Further integrating the efforts of various Federal agencies, including the Departments of 
Labor, Education, Justice, and Health and Human Services, the Social Security 
Administration, and the Office of Personnel Management. 

• Improving the enforcement and increased use of already-existing legislation.  These 
recommendations include increased enforcement of and information dissemination about the 
Americans with Disabilities Act (ADA), particularly targeted at small businesses; efforts to 
encourage states to take advantage of the Medicaid Buy-in provision of the Balanced Budget 

                                                 
40 Task Force members include the Secretaries of Labor, Education, Veterans Affairs, Health and Human Services, 
Treasury, Transportation, and Commerce; the Commissioner of Social Security; the Director of the Office of 
Personnel Management; the Administrator of the Small Business Administration; the Chair of the Equal 
Employment Opportunity Commission; the Chair of the National Council on Disability; the Chair of President’s 
Committee on Employment of People with Disabilities; and other senior executive branch officials as determined by 
the Chair of the Task Force (Secretary of Labor). 
41 Other recommendations should cover reasonable accommodations, inadequate access to healthcare, lack of 
consumer-driven long-term supports and services, AT, community services, childcare, education, vocational 
rehabilitation, on-the-job support, and economic incentives to work. 

209864 66



 

Act; and efforts to increase understanding and use of various work incentives and training 
opportunities among people with disabilities. 

• Further promoting the Federal government’s role as a leader in the effort to increase 
employment among people with disabilities, including its implementation of ADA provisions 
and its recruitment efforts.   

• Engaging in research to increase understanding of barriers to employment and to establish a 
reliable measure of the employment rate among people with disabilities.  In this connection, 
the Task Force has funded a Cornell University survey of human resource employees in 
Federal agencies designed to capture information on the equal opportunity policies and 
practices of those agencies that was completed in 1999.  (Bruyère and Horne, 1999). 

• Developing and promoting the use of technology to make productive employment more 
feasible for people with disabilities. 

• Promoting legislative efforts to make work more financially rewarding for people with 
disabilities, including looking into indexing the Supplemental Security Income (SSI) earned 
income exclusion and SGA for inflation and increasing the scope of tax deductions available 
for employment- and disability-related expenses. (Presidential Task Force, 1999). 

B. Department of Labor Office on Disability Policy, Evaluation, and Technical 
Assistance 

The U.S. Labor Department's proposed 2001 budget includes $21 million in funding for a new 
Office on Disability Policy, Evaluation, and Technical Assistance, which will be charged with 
increasing the employment rate of people with disabilities. An assistant secretary will head the 
office, ensuring that people with disabilities get full consideration in all programs funded or 
managed by the department and that the laws enforced by the department are evaluated to 
identify and remove barriers that might exist for people with disabilities. The office will also 
ensure that all service of the new system of one-stop centers, established by the Workforce 
Investment Act (WIA), are accessible to people with disabilities. 

The new office will absorb the President's Committee on the Employment of People with 
Disabilities. 

C. 1997 Balanced Budget Act (P.L. 105-33) 

States under Section 4733 of the Balanced Budget Act (BBA) are able to provide Medicaid for 
working people with disabilities by creating a new optional eligibility group. Buy-in to Medicaid 
is designed to help people with disabilities who have relatively high earnings but do not qualify 
for Medicaid under one of the other provisions. Individuals are not required to have been on SSI 
to be eligible for this Medicaid Buy-in provision. However, the state must make a disability 
determination if an individual was not an SSI recipient. The legislation allowed states to provide 
the benefit to individuals with incomes up to 250% of the Federal poverty standard. The Health 
Care Financing Administration has ruled that states can deduct certain expenses from income 
before applying the income test.  
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• States using buy-in: Oregon, Minnesota, Mississippi, South Carolina.  

• States planning to implement buy-in: Wisconsin, Alaska. 

• States seeking Medicaid waiver: Ohio, California, New Mexico, North Carolina, Oklahoma. 

• States expanding healthcare insurance/services: Colorado, Arkansas, Utah. 

It is also worth noting that Tennessee’s Medicaid waiver, TennCare, in place since 1994, extends 
Medicaid to many individuals with disabilities, even beyond the 250% of Federal poverty 
standard. For some years, Massachusetts and Hawaii also have had programs aimed at providing 
health insurance to working people with disabilities. 

The Medicaid Buy-in should allow low-income workers with disabilities to purchase affordable 
health insurance, reducing a major incentive to withdraw from the workforce and seek SSI. 
Because the buy-in does not depend on current or former SSI participation, it weakens the 
incentive for a person with a disability to withdraw from the workforce or restrict earnings to 
receive Medicaid benefits through SSI. There is still, however, an incentive to restrict earnings to 
remain within the Buy-in income limits (an incentive partially addressed by the WIIA), and the 
attractiveness of the Buy-in to potential participants will depend on the Buy-in premium levels. 
The national impact of this program will also depend heavily on whether it is eventually  
implemented in a large number of states. Some states might be reluctant to bear the risk of 
increasing their Medicaid expenditures, even though the Federal government will pay for at least 
half of additional expenditures.  

D. 1998 Workforce Investment Act (P.L. 105-220) 

Title I of the WIA provides assistance to states interested in establishing statewide and local 
workforce investment systems to increase employment, retention and earnings of participants. 
The goals of the WIA include improving the quality of the workforce to sustain economic 
growth, improving productivity and competitiveness, and reducing dependency on welfare. 
Under the WIA, states are required to create workforce development plans that describe how the 
state will meet the needs of major customer groups, including individuals with disabilities and 
show how the plans will ensure nondiscrimination and equal opportunity.  

Title IV of the WIA specifically highlights people with disabilities with amendments to the 
Rehabilitation Act. Under Title IV, State and local boards are required to 1) link the State 
vocational rehabilitation systems to the developing State workforce investment systems, 2) 
streamline the current State vocational rehabilitation systems, and 3) improve delivery of 
services by providing more consumer choice, facilitating self-employment for disabled 
individuals, ensuring certain core services are available to all eligible individuals, and improving 
the clients' dispute resolution process. 

The WIA addresses the needs of people with disabilities in several respects. Each state’s 
governor is required to: 
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• Establish a State Workforce Investment Board to help design, implement, and provide 
oversight of the new workforce development system; 

• Oversee the creation of local workforce investment boards to set policy for the local portions 
of the statewide workforce investment system; 

• Designate local workforce investment areas; 

• Develop one-stop delivery systems in all local areas. 

The State Board is responsible for organizing the service system to most effectively serve 
customers with multiple barriers to employment, including individuals with disabilities. In doing 
so, the State Board helps create a strategic five-year plan for building the State workforce 
investment system, which must describe how the state will develop strategies to target and serve 
special populations, including those with disabilities. The local workforce investment boards 
perform many of the same function as the State boards, but on the local level. Both boards 
contribute to the creation of one-stop delivery systems, which provide job search, job training, 
and occupational education programs.  

The WIA mandates that one-stop systems be readily accessible to all Americans. Some of the 
partners in this system include employment services, adult education, post-secondary vocational 
education, vocational rehabilitation (VR), Welfare-to-Work, and Community Services Block 
Grant.  All adults are eligible for core services and youth enrolled in school are eligible for 
certain services if they meet certain State criteria for employment, income, and/or disability. In 
many states, these systems are directly linked to VR and/or Temporary Assistance for Needy 
Families (TANF) services. Core services include determinations of eligibility for assistance; 
intake and initial assessment services; job search, placement, and career counseling; provision of 
program performance information and program cost information; provision of vocational 
rehabilitation services; assistance in establishing eligibility for Welfare-to-Work activities and 
education and training; and follow-up services, including counseling.  

Individuals who fail to find employment after the provision of core services are eligible to 
receive intensive services. Intensive services include comprehensive and specialized assessments 
of the skill levels and service needs of eligible individuals; development of an individual 
employment plan; counseling and career planning; case management for those seeking training; 
short-term prevocational services; literacy activities related to basic workforce readiness; and 
out-of-area job search services. Finally, following intensive services those who remain 
unemployed are eligible for vouchers under Title I to pay for job training. 42 

Nondiscrimination provisions of the WIA were implemented by regulations issued by the 
Department of Labor on November 12, 1999. Discriminatory actions that are prohibited include 
denying a qualified individual with a disability the opportunity to participate or benefit from 
WIA services or affording such individuals lesser, different, separate or segregated opportunities, 
or otherwise limiting a qualified individual with a disability in the enjoyment of a right, 

                                                 
42 WIA replaced the Job Training Partnership Act (JTPA).  
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privilege, advantage, or opportunity afforded others. States must also offer individuals with 
disabilities services in the most integrated environment possible. 

Finally, individuals who receive Social Security Disability Insurance (DI) or SSI are 
automatically eligible under the WIA for vocational rehabilitation services. 43 

E. 1999 Ticket to Work and Work Incentive Improvement Act (P.L. 106-170) 

Signed by President Clinton on December 17, 1999, the Ticket to Work and Work Incentive 
Improvement Act (WIIA) is intended to address a number of the work disincentives inherent in 
the DI and SSI programs. The bill includes several provisions designed to increase incentives for 
employment among SSI and DI beneficiaries.  

1. Ticket to Work and Self-Sufficiency Program 

This portion of the Act amends the Social Security Act to establish an SSA Ticket to Work and 
Self-Sufficiency Program. The program will provide disability beneficiaries who are appropriate 
candidates with a voucher, or ticket, to be used to obtain vocational rehabilitation or employment 
services. The voucher can be assigned to any enrolled public or private provider of these 
services. SSA is to develop regulations to ensure that beneficiaries have access to a wide array of 
services as well as to information to help them choose a service provider. The provider is paid 
based on a combination of the outcomes of the case, in the form of disability benefit savings and 
treatment plan milestones attained by the beneficiary. During the time when a beneficiary is 
using a Ticket-to-Work, SSA is prohibited from initiating a continuing disability review (CDR), 
the periodic review which determines whether a beneficiary is still medically eligible to receive 
disability benefits.  

The motivation behind the Ticket-to-Work proposal is to expand the employment and training 
opportunities of beneficiaries by expanding their access to a wide variety of rehabilitation 
services. The plan aims to improve access by reducing the role of SSA in the VR process and 
allowing market forces to reward providers who successfully move people with disabilities into 
work, both through the use of a voucher system and a performance-based contract.  

The provision of the Ticket-to-Work that suspends CDRs for individuals participating in the 
program aims to reduce the risk a person faces when he or she enters a vocational rehabilitation 
program. By prohibiting the initiation of a CDR for those engaged in VR, the provision ensures 
that people will not avoid rehabilitation services for fear that their participation will make them 
ineligible for disability benefits.  

A number of concerns have been raised about the ability of the program to significantly improve 
long-term employment outcomes for people with disabilities. Several critics have pointed out 

                                                 
43 The description of the WIA relies heavily on Silverstein, J.D., Robert (2000). A Description of the Workforce 
Investment Act from a Disability Policy Perspective. Washington, DC: Center for the Study and Advancement of 
Disability Policy (CSADP) with support from the Rehabilitation Research and Training Center on Workforce 
Investment and Employment Policy for Persons with Disabilities, Rehabilitation Research and Training Center on 
State Systems and Employment. 
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that although the program does have the potential to meaningfully change the availability of 
rehabilitation services, there are many important details to be resolved by SSA in implementing 
the program. The manner of its implementation will determine its effectiveness. For example, the 
duration of the ticket assignment, the number of allowable renewal periods, and the payment 
amounts and schedule, all items seen as crucial to the program’s effectiveness, are yet to be 
specified. Other critics have suggested that the program lacks the potential to dramatically 
change the delivery of VR services, both because it fails to address the timing of referral to VR 
(which many believe often occurs far too long after an injury or debilitating illness to be 
effective) and because it is likely to work through many of the same organizations that are 
currently providing VR services.  

Another important concern is that the Ticket to Work does not really create incentives that are 
likely to return people with disabilities to work. Although it might create economic incentives for 
providers to rehabilitate effectively, it does not dramatically affect the economic incentive 
structure facing the individual with a disability. Although the program might make VR easier 
and less risky to access, some have suggested that because it does not make rehabilitation and 
work significantly more attractive to the beneficiary, it is unlikely to dramatically increase the 
number of working people with disabilities.  

One final concern regarding the Ticket to Work is that it might induce demand for DI or SSI; that 
is, if the Ticket-to-Work provision is attractive enough, individuals with disabilities who have 
not applied for DI or SSI might do so to become eligible.  

2. Expansion of Health Insurance Eligibility  

As discussed previously, the fear of losing eligibility for public health insurance is frequently 
cited as a major disincentive to work for people with disabilities. Because healthcare costs are 
often extremely high for people with disabilities, the cost of healthcare can often outweigh the 
financial benefits of a job that does not provide comprehensive health insurance coverage. For 
many individuals with disabilities, particularly those who are not capable of working a full-time 
job that would provide health benefits, employment has simply not been a financially viable 
option. The health insurance provisions of the WIIA are intended to improve this situation. These 
provisions aim to make public healthcare available to working people with disabilities on terms 
similar to those offered to people with disabilities receiving public assistance so that individuals 
with disabilities might leave the public assistance rolls without fear of being unable to meet their 
medical expenses. 

The WIIA loosens restrictions on states regarding who is eligible to buy into the Medicaid 
program. Under the Act, states have the option to eliminate all income, assets, and resource 
limitations for workers with disabilities who buy into Medicaid. States will also be able to 
continue to offer the Medicaid Buy-in to workers with disabilities, even if they are no longer 
eligible for DI or SSI because of medical improvement. States are authorized to require 
individuals to pay premiums, or other cost-sharing charges, on a sliding scale.  

State elimination of restrictions on the Medicaid Buy-in would allow individuals with disabilities 
to increase their earnings without a large lump-sum increase in healthcare costs when they lose 
their Medicaid eligibility. Healthcare costs, instead, will increase gradually with income, acting 
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as a tax on earnings. Although this “tax” reduces the incentive for people with disabilities to 
work, it is a much smaller disincentive than what exists under current policy. It is likely, 
therefore, to increase the employment and earnings of individuals who previously bought into 
Medicaid and restricted their earnings to remain eligible for the program. Relatively few states, 
however, have implemented the Medicaid Buy-in made available through the 1997 BBA; the 
Federal change in income restrictions is unlikely to have a large impact on employment unless 
more states choose to implement such a program. 

The WIIA also provides for the continuation of Medicare coverage for individuals formerly 
receiving DI benefits. Under current law, the extended period of eligibility allows DI 
beneficiaries to continue to receive premium-free Medicare Part A coverage for a total of four 
years after they return to work. With the enactment of the WIIA, former recipients will continue 
to receive Medicare Part A coverage for an additional four and one-half years beyond the 
original four years.  

This extension of Medicare eligibility will, in theory, make work more attractive to DI 
beneficiaries because it allows them to maintain a longer period of healthcare coverage after they 
begin working. The evidence on the original extension of Medicare eligibility (described in 
Section III) casts some doubt on whether this provision will have the desired effect on 
employment. One study found that most recipients were not aware of the extended period of 
Medicare eligibility at the time of their award. The publicity associated with the passage of the 
WIIA and the funding for outreach and information services provided by the Act (see below) 
might improve beneficiary knowledge and understanding of the DI work incentive provisions.  

Finally, the WIIA allows workers with disabilities who have a “Medigap” policy—a commercial 
insurance policy which provides benefits supplemental to Medicare—to suspend the premiums 
and benefits of the Medigap policy if they have employer-sponsored coverage. This allows 
workers to take advantage of employer-sponsored benefits, an important incentive to work, while 
keeping their Medigap policies in case their employment attempt fails. Unlike the expansion of 
the Medicaid Buy-in, this policy actually increases the financial returns to work by allowing a 
worker with a disability to stop paying Medigap premiums. This is likely both to make work 
more attractive to those not currently working and to make withdrawing from the labor force less 
attractive for those taking advantage of the policy (who would then have to resume Medigap 
premium payments to obtain continued coverage).      

3. Elimination of Other Work Disincentives 

Under the current law, an individual with a disability choosing to return to work faces the risk of 
losing eligibility for benefits in the short run and the risk of not being able to return to the 
disability roles in the event that his or her employment is terminated. Although the health 
insurance provisions described above address a significant part of this risk, the threat of losing 
eligibility for cash benefits remains. Several provisions of the WIIA address these concerns.   

In addition to the limitations on conducting CDRs for individuals using a Ticket to Work, the 
WIIA also prohibits the use of work activity as a basis for review of an individual’s disability 
status. A person with a disability who is working is still subject to CDRs on a regularly 
scheduled basis, but the initiation of work might not trigger such a review, and work activity 
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might not be used as evidence that an individual is no longer disabled. This makes work activity 
less risky and presumably more attractive.   

Another provision allows for expedited eligibility determinations for applications of former long-
term beneficiaries that have completed their extended period of eligibility. If an individual 
returns to work, earns enough to be ineligible for disability benefits for longer than the extended 
period of eligibility, and is later unable to work, he or she will be able to return to the DI roles 
without the lengthy eligibility process to which first-time applicants are subjected. Like the 
limitation of CDRs, this provision reduces the risk beneficiaries face when returning to work. 
Like all of the WIIA provisions, the impact of this incentive on work activity is highly dependent 
on its being well-publicized, well-understood, and consistently applied. If individuals with 
disabilities believe, for whatever reason, that their long-term benefits will be unavailable in the 
event that they can no longer work at some later date, their work activity is unlikely to be 
significantly altered.   

4. Demonstration Project on Change in DI Benefits Schedule   

Under the WIIA, SSA is granted demonstration authority to evaluate the effects of a $1 for $2 
withholding of DI payments for earnings over a specified level. This “phase-out” of benefits will 
make the DI benefit and incentive structure more similar to that of SSI. It eliminates the earnings 
cliff currently faced by DI beneficiaries, where earnings beyond SGA result in a total loss of 
benefits reducing the strong disincentive to work above the SGA level. The demonstration 
projects will evaluate the effects of the change on program participation, work activity, and 
program costs. Program participation seems likely to increase because beneficiaries can stay on 
the rolls while increasing their earnings and because the phase-out will make the participation 
more attractive for workers with disabilities who would not participate under the current 
program. Impacts on program costs could be positive or negative, depending on the effect of the 
program on beneficiary earnings.   

5. Work Incentives Outreach Program 

The WIIA directs SSA to establish a community-based work incentive planning and assistance 
program, for the purpose of providing accurate information related to work incentives to 
beneficiaries with disabilities. Under the program, SSA will:  

• Establish a competitive program of grants, cooperative agreements, or contracts to provide 
benefit planning and assistance, including information on the availability of protection and 
advocacy services, to DI and SSI beneficiaries;  

• Conduct or fund ongoing outreach efforts; and  

• Establish a corps of work incentive specialists within SSA who specialize in DI and SSI 
work incentives for the purpose of providing accurate information.  

SSA will award grants for the outreach efforts based on a percentage of the population of 
disabled beneficiaries in the state. The total amount of all grants awarded will not exceed $23 
million in each fiscal year from 2000 through 2004. 
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F. SGA Increase to $700 

On July 1, 1999, the definition of substantial gainful activity (SGA) was raised from $500 to 
$700 of earned income per month. As discussed previously, the SGA threshold, the amount of 
income that an individual with a disability may earn without losing disability benefits, provides a 
substantial incentive to work only up the income level of the threshold itself. The adjustment is 
the first of its kind since 1990 and reflects growth in average wages since that time.  

There are several potential effects of this change, each depending on the employment status of an 
individual before the change went into effect: 

• For beneficiaries earning below the former SGA level of $500, the change represents an 
opportunity to increase earnings without loss of benefits. Those already working might 
increase the number of hours they work to take advantage of this opportunity, and those who 
did not perceive the effort of finding a job worthwhile under the old limit might decide to 
seek employment under the new limit.  

• For non-beneficiaries earning more than the former $500 threshold but at or near the $700 
level, there is now an incentive to restrict earnings to the new threshold to become eligible 
for disability benefits, which might result in induced demand and a decrease in employment 
among members of this group.   

The presumption is that the first effect will dramatically outweigh the second—that is, there are 
far more individuals with disabilities working just below the threshold than there are working 
just above it. SSA anticipates that this change will facilitate meaningful work among 
beneficiaries by reducing the likelihood that their return-to-work efforts will result in the 
immediate loss of cash benefits.  

G. SSA and RSA State Partnership Initiatives 

SSA and RSA recently initiated several projects designed to improve services and programming 
for people with disabilities as they attempt to enter or reenter the workforce. Both agencies have 
awarded cooperative agreements to a combined total of 17 states for projects to increase the 
employment of primarily DI and/or SSI recipients (although other groups of people with 
disabilities are also included). State grantees are responsible for designing, planning, and 
implementing demonstrations that increase employment of individuals with disabilities receiving 
DI and/or SSI. The grants will continue for five years at a total funding level exceeding  
$25 million. Most of these grants aim to make it easier for people with disabilities to use existing 
services, via service integration or counseling. Most also include some form of continued health 
insurance coverage, in some cases through implementation of the BBA Medicaid Buy-in 
provision.  

H. SSA Demonstration on the Treatment of Affective Disorders 

SSA is designing a demonstration project that will test the effectiveness of providing better 
access to quality treatments for affective disorders to DI beneficiaries whose primary reason for 
impairment is an affective disorder. Persons with affective disorders represent one of the fastest 
growing cohorts on the disability rolls, representing one in nine DI beneficiaries. The rationale 
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behind the demonstration is that appropriate treatment for such disorders can be effective in 
anywhere from 60% to 80% of cases. This combined with the fact that many beneficiaries lack 
access to adequate treatment (because of lack of health insurance, and high copays and 
deductibles and no prescription drug coverage under Medicare), suggests that providing access to 
treatment will result in improved health status of DI beneficiaries with affective disorders, and, 
in turn, lead to increased labor force participation and self-sufficiency. The demonstration is 
scheduled to begin around the end of fiscal year 2000 and will last for five years.  

I. Research Initiatives 

Several recent efforts designed to further our understanding of the factors that promote 
employment and economic independence among people with severe disabilities through research 
and information dissemination have been established by SSA, the Department of Education, and 
the Department of Health and Human Services. These are described below. 

1. NIDRR Rehabilitation Research and Training Centers on Employment 

The National Institute on Disability and Rehabilitation Research (NIDDR) recently established 
several new Rehabilitation Research and Training Centers (RRTC) aimed at improving 
employment outcomes of people with disabilities. All centers will conduct research, training, 
technical assistance, and dissemination activities.  

American Indian RRTC (Northern Arizona University): This RRTC was established to 
improve the quality of life, including employment and self-sufficiency, of American Indians and 
Alaska Natives with disabilities.  This site’s projects will include  1) investigating and analyzing 
existing disability and employment data along with recommending improvements for planning 
and evaluating employment services for American Indians and Alaska Natives with disabilities; 
2) recommending strategies to improve employment outcomes including existing employment 
and Vocational Rehabilitation practices for American Indians and Alaska Natives with 
disabilities residing on and off reservations; 3) developing and evaluating innovative and 
culturally appropriate Vocational Rehabilitation Services for employment of American Indians 
and Alaska Natives; and 4) disseminating results of the data collection and evaluation of model 
employment services to a range of relevant audience using accessible formats. 

Penn/Matrix Research Institute Training Center on Vocational Rehabilitation Services for 
Persons with Long-Term Mental Illness: This RRTC focuses on four research areas: 1) 
improving the work incentives of the Social Security system; 2) linking client characteristics and 
program design to client outcomes; 3) exploring employer/employee relationships; and 4) 
examining vocational rehabilitation's relationship to behavioral managed care systems. It also 
focuses on four training issues: 1) improving rehabilitation research skills; 2) developing mental 
health/vocational rehabilitation curricula for human services, social work, and nursing; 3) 
assessing training methodologies in the field; and 4) expanding online dissemination to the field. 

RRTC on Community Rehabilitation Programs to Improve Employment Outcomes 
(University of Wisconsin at Stout): The RRTC will help community-based rehabilitation 
programs adopt and adapt demonstrated practices and methodologies that will enhance 
achievement, community integration and economic independence of people with disabilities. 
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Research conducted at this site will examine 1) resources available through community-based 
rehabilitation programs nationally; 2) differentiation of services and outcomes; 3) informed 
choice in the selection of goals and services; 4) impact of Federal and State policies; and 5) 
employment outcomes. 

RRTC for Economic Research on Employment Policy for People with Disabilities (Cornell 
University, The Lewin Group): This RRTC will conduct research examining 1) the current 
employment status of people with disabilities; 2) the effects of labor market change on the 
employment and earnings of people with disabilities; 3) return to work rates after the onset of a 
disability; 4) the impact of civil rights protections on the employment and earnings of people 
with disabilities; and 5) the determinants of successful transitions from school to work. This 
RRTC has produced this report. 

RRTC on Educational Supports (University of Hawaii): The research this RRTC will conduct 
is designed to increase access to post-secondary education programs and improve employment 
outcomes for people with disabilities. The research includes 1) examining and evaluating the 
current status of educational supports; 2) identifying effective support practices and models of 
delivery that contribute to successful access, performance, and retention and completion of post-
secondary programs; 3) identifying specific barriers to the provision of disability-related 
services; 4) assessing the effectiveness of promising educational practices and disability-related 
services that are important to career mobility and success in the workplace; 5) testing the 
effectiveness of specific models of delivery believed to increase the accessibility of educational 
supports and innovative technologies; 6) identifying the types of educational and transitional 
assistance that post-secondary programs provide to improve educational and subsequent labor 
market success; 7) providing training, technical assistance, and information to support personnel, 
public and private rehabilitation personnel, career placement specialists, and students with 
disabilities; and 8) implementing a consumer-driven empowerment evaluation plan for 
assessment of the Center’s progress in achieving its goals. 

RRTC on Maintaining the Employment Status and Addressing the Personal Adjustment 
Needs of Individuals Who Are Hard of Hearing or Late Deafened (California School of 
Professional Psychology-San Diego [CSPP-SD]): This Center implements a series of projects 
involving hearing loss and workplace issues through collaboration with business, professional, 
and consumer organizations. The primary target populations are accessed through a network of 
schools and State agencies. Project examples include the identification of factors that have a 
negative impact on the employment status of people with hearing impairments. Interventions 
include review of assistive technology, career planning, mental health, and "rights training" in 
relation to the ADA. The project provides workshops for families and employers, establishes 
support groups for people with cochlear implants, and creates a family life center project: a one-
stop “shopping facility” where individuals with hearing loss can obtain a variety of interventions, 
information, and guidance regarding services and devices. Dissemination includes information 
on the ADA and the Assistive Technology Act. Training targets employers, consumers, and 
human resource organizations.  

RRTC on Personal Assistance Services (World Institute on Disability): This project furthers 
the understanding that Personal Assistance Service (PAS) systems design can better promote the 
economic self-sufficiency, independent living, and full integration of people of all ages and 
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disabilities into society. The project explores the models, policies, access to, and outcomes of, 
personal assistance services, through 1) gathering perspectives of consumers, program 
administrators, policy makers, and personal assistants using a State of the States survey and 
database development; 2) a policy study on the impact of devolution; 3) a cost-effectiveness 
study; 4) a study of workplace PAS; and 5) a study on the supply of qualified PAS.  

RRTC on State Systems and Employment Outcomes (Children’s Hospital: Institute for 
Community Inclusion, Boston, Massachusetts):  This site will identify effective practices in 
coordinated employment efforts and facilitate such developments at local, regional, and State 
levels.  Project activities focus on 1) examining state service systems; 2) documenting, through 
the analysis of national, State, and local data collection systems, actual employment outcomes 
for people with disabilities; 3) documenting strategies State agencies use for overcoming barriers 
to employment at the State and local levels; 4) examining, documenting, and disseminating 
practices at the State level that respond to the employment and support needs of SSI and DI 
program participants; and 5) reviewing and evaluating strategies and approaches to develop a 
more integrated employment approach at the Federal and State levels. 

RRTC on Workforce Investment and Employment Policy for People with Disabilities 
(Community Options Inc., of Washington, D.C., in partnership with George Washington 
University Center on the Study and Advancement of Disability Policy, Rutgers University 
Center for Employment Policy and Workforce Development, and the University of Iowa Law 
Health Policy and Disability Center): This RRTC’s studies will include 1) analyzing the 
relationship between selected State and Federal policies on the employment of people with 
disabilities; 2) analyzing targeted State policies and practices regarding the implementation of 
TANF and the WIA consistent with ADA; 3) analyzing selected State efforts to implement work 
incentive systems change grants from the SSA; 4) analyzing policy-based implications of 
outcome-based reimbursement and customer direction and control on the delivery of 
employment and rehabilitation services; and 5) analyzing through case studies of small and large 
businesses the effect of civil rights protections and multiple environmental factors on promoting 
or depressing the employment status of people with disabilities. 

RRTC on Workplace Supports (Virginia Commonwealth University): The RRTC will examine 
1) workplace supports and employer profitability; 2) the effectiveness of disability management; 
3) longitudinal impact of workplace supports; 4) structural changes in the American economy;  
5) employer perspectives on obstacles to employment; and 6) how to eliminate disincentives to 
employment.  

The National Study of Health and Activity: SSA is sponsoring the National Study of Health 
and Activity (NSHA), known previously as the Disability Evaluation Study (DES). NSHA is the 
most ambitious national disability study of the American working-age population (aged 18–69) 
undertaken in many years. Data collected during the study will enable SSA to estimate how 
many adults with disabilities live in the United States and to better understand the relationship 
between disability and other aspects of everyday life, including work, family, community, and 
access to healthcare. This research is needed for future planning and to address policy questions 
about the nature and extent of disability in the United States.  
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A pilot study began early in 2000. The main study, which will start about a year later, will result 
in approximately 10,000 completed interviews for a nationally representative sample. Study 
participants will include people who receive disability benefits from SSA, people who are likely 
to be eligible for benefits but do not receive them, and people with impairments who might 
receive benefits in the near future. For comparison, a group of people with no, or only minor, 
disabilities will also be included. 

The study will begin with screening interviews for 100,000 or so individuals age 18 to 69, who 
have been randomly selected. The screen will identify those with disabilities, and about one in 
ten of these will be selected to continue with a more in-depth interview. About half of those who 
complete the second interview also will be asked to participate in some functional tests and a 
medical examination. A team of medical professionals will conduct the medical exams in a 
Mobile Examination Center designed especially for the NSHA. Information will also be obtained 
from respondents’ medical providers. Finally, assessments will be made to determine whether 
the respondents meet SSA medical criteria for DI and SSI eligibility. 

3. SSA Disability Research Institute 

SSA is funding a cooperative agreement to create a Disability Research Institute (DRI). The DRI 
will address the need for more extensive research for policymakers in the disability area. 
Research will be conducted to improve understanding of the work, program and policy 
environment, and how that environment affects behavior; to improve understanding of how 
clinical conditions and medical care allow individuals with disabilities to participate in that 
environment; and to improve understanding of how disability determinations can be designed to 
better support SSA objectives. 

The DRI will be a university-based, multi-disciplinary center that will use a network of scholars 
from a variety of institutions. The DRI will have an annual budget of $1.25 million for the first 
year and $1 million for subsequent years. SSA expects to fund the DRI for a five years, 
contingent on funding availability and continued relevance to SSA initiatives. 

5. Office of the Assistant Secretary for Planning and Evaluation Study 
of Employment Supports Used by Working People with Disabilities 

The Office of the Assistant Secretary for Planning and Evaluation (ASPE) in the Department of 
Health and Human Services is funding a project that will provide information that may be used 
by Federal agencies, states, social service agencies, advocates for people with disabilities, and 
consumers with disabilities to develop and inform policies that will promote the employment of 
people with significant disabilities. Much of the previous policy research on employment of 
people with disabilities has been conducted using data from national surveys or administrative 
data from SSA or RSA. Detailed information on the experiences of persons with disabilities, 
their knowledge of work incentive policies and provisions, the events and factors affecting their 
employment decisions, the relative importance of specific factors, and the reasons for successful 
and unsuccessful employment attempts cannot be obtained from these data sources.  For these 
reasons, the primary purpose of this project will be to collect and analyze extensive qualitative 
data on the employment experiences of successfully employed people with disabilities.  
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The qualitative data collection effort will involve conducting interviews and focus groups with 
persons from a variety of groups, including State and local policymakers, practitioners, and 
advocates; working DI and SSI beneficiaries; and other working persons with significant 
disabilities. The study will focus on identifying the supports and other factors that have been 
instrumental in allowing individuals with significant disabilities to become successfully 
employed. The findings from the project are intended to complement other research previously 
and currently being conducted by ASPE as well as research being conducted by SSA, RSA, and 
other agencies serving persons with disabilities. 

VII. Summary and Conclusions 
At the most fundamental level, economic theory views employment of an individual by a firm as 
a mutually advantageous, voluntary agreement between the employee and the employer.  
Workers trade their time, effort, and skills for compensation, in the form of earnings and fringe 
benefits.  In determining whether to accept a job offer, or to continue working at an existing job, 
a worker presumably weighs the compensation package plus other costs (e.g., transportation 
costs) and benefits (e.g., job satisfaction) against the next best alternative opportunity available. 

Employers are willing to compensate workers for their time, effort, and skills because workers 
increase the value of the goods and services produced by the firm.  In determining whether to 
make an offer to a job candidate and how much compensation to offer, the employer considers 
the value that the candidate would add to the firm’s revenue against compensation and other 
costs (overhead) associated with hiring the candidate as well as the value and costs associated 
with hiring competing candidates. 

Economists apply this fundamental framework to the employment of individuals with disabilities 
as well as to those without disabilities. Differences in employment between these two groups are 
assumed to reflect differences in individual capabilities; income and in-kind support from other 
sources; non-compensation benefits and costs of employment to the individual; the information 
that employers and potential workers have about each other; and job search and recruiting costs. 
We have described how these factors are specifically relevant to the employment behavior of 
people with disabilities and how a wide range of public programs and policies can influence that 
behavior. 

The economic view of employment has important implications for how the employment of 
individuals with disabilities can be improved as well as how to increase compensation and job 
quality for those who already work: 

1.  Increased employment and better jobs for individuals with disabilities are not the ultimate 
objective, but rather a means to: 

• improving the incomes and economic well-being of those individuals; 

• improving the emotional and physical well-being of those individuals;  and/or  

• reducing their reliance on government and charitable support. 
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2.  Individuals with disabilities who are not employed believe they are better off in their current 
situation than under any job offer they could generate. There are essentially three approaches to 
encouraging them to change that judgment: 

• improve the quality of job offers; 

• improve their well-being under their best available offer relative to their well-being if not 
employed by some other means; and  

• change their perception about their well-being if employed relative to their well-being if not 
employed, in favor of their well-being if employed. 

3.  Employers would hire more workers with disabilities if they believed that the contribution of 
an additional disabled worker’s time, effort, and skills to their firm’s revenue were less than the 
total cost of employing the worker.  More hiring can be encouraged by: 

• increasing the individual’s potential contribution to firm revenue; 

• reducing the cost of employing the individual; 

• changing employer perceptions about the individual’s potential contributions or the costs of 
employing the individual, in favor of higher contributions and/or lower costs. 

All of the public programs and policies described in this report can be characterized as 
addressing one or more of the above means to improving the employment and well-being of 
people with disabilities. Our review has, however, identified several key issues and areas where 
more research is needed to inform policymakers in their efforts to promote the employment of 
people with disabilities. 

The myriad of public programs and policies that affect people with disabilities creates 
complex and often contradictory incentives for individuals with disabilities.   

The wide range of public and private resources that might assist people with disabilities in 
obtaining and sustaining employment are rarely integrated.  The lack of integration can lead to 
underuse of useful resources because of a lack of awareness of their availability and/or because 
the fragmented system is too complicated or requires too much effort to successfully navigate. A 
lack of service integration can also undermine the effectiveness of supports designed to promote 
the employment of people with disabilities because the eligibility criteria for some programs or 
supports might counter the work incentives created by others or otherwise create tradeoffs that 
make work less attractive to the individual with a disability. A primary example, described in 
Section III, is the link between eligibility for DI and SSI and eligibility for health insurance. 
Some of those who would rather work than receive cash benefits from DI or SSI might be 
prevented from doing so by lack of health insurance coverage. 

There have been important recent efforts by policymakers to address the patchwork system of 
support services available to people with disabilities. As described in Section VI, several primary 
purposes of the President’s Task Force are to assess existing Federal programs and policies, 
promote greater coordination among these programs, and reduce their inherent work 
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disincentives. An important objective of the SSA and RSA state partnership initiatives is to 
develop strategies for states to better integrate their programs and policies with the Federal 
programs. The WIIA has provisions that partially de-link DI and SSI eligibility from health 
insurance coverage as well as a provision that funds states to provide information about services 
available to people with disabilities. Although all of these efforts represent a step in the direction 
of viewing the support system for people with disabilities, and the incentives and disincentives to 
work created by that system, as a whole, there is still limited understanding of the interactions 
between programs and policies, of the importance of particular supports to persons with specific 
types of disabilities, and the effects of these factors on the employment of people with 
disabilities. The planned evaluations of the major new initiatives should provide important new 
information that will improve our understanding of these issues. 

Currently, there is little understanding of how those with disabilities who are employed 
overcome the challenges of their disabilities, in and out of the workplace, and how the 
challenges and methods of overcoming them vary across individuals and jobs.  

A better understanding of why some people with severe disabilities are successfully employed 
while others are not is critical to the development of effective programs and policies. To what 
extent can the methods used by those who have overcome their challenges be used by others?  
To what extent is employment success because of the individual’s unique circumstances (e.g., 
family support, employer support, nature of the individual’s job, work experience, etc.)?  We 
found little information about the determinants of labor market success, the nature of supports 
and accommodations that are most critical to that success, and how these differ across persons 
with different types of disabilities and job requirements.  

The importance of ongoing support services and accommodations deserves special attention. 
Examples include personal assistance services, services from AT, transportation and 
communication services, supported employment, and management of chronic illnesses—both 
physical and mental. There is a tendency for employment research to focus, instead, on one-time 
services that help the individual enter employment in the first place or return to work after 
disablement. There is, however, growing evidence that many individuals with disabilities, 
especially those with chronic illness, rely heavily on continuing support services to maintain 
employment. More emphasis is needed in understanding the importance of such services to 
employment.    

Few public programs and policies focus on keeping workers who become disabled from 
leaving employment and assisting these individuals during their transition.  

At the onset of a disability, a worker must make a number of decisions weighing the costs and 
benefits of: supports, rehabilitation, and training needed to continue working, expected long-run 
earnings, income and in-kind benefits that could be received from public and private income 
support programs, along with a host of other factors. Our review indicates that there are few 
public resources for such individuals that facilitate or create incentives to pursue employment. 
As noted above, the primary income support programs for people with disabilities are designed 
to provide long-term assistance. The five-month no-work requirement before becoming eligible 
and the long application process discourage individuals from seeking assistance from these 
programs on a temporary basis during the period that they are adapting to their disability. In 
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addition, access to public VR and other employment programs might only become available after 
the individual has become eligible for DI or SSI.  

Private disability insurance programs often have disability management components that seek to 
reduce the impact of the disabling, or potentially disabling, health condition on the employment 
and earnings of the individual following onset.  No analogous resources exist in the public sector 
for individuals who do not have access to them through their employers. It is possible that public 
income and return-to-work assistance that is temporary in nature and focused on adaptations to 
work during and immediately following the onset of disability might be cost-effective in the 
long-run if they reduce the number of individuals who become long-term participants of the DI 
and SSI programs. Provisions within the WIIA that permit demonstration projects among 
presumptively-eligible applicants might allow SSA to test this hypothesis. 

Research and programs that help reduce employer uncertainty about the productivity and 
costs of potential employees with disabilities are needed.   

Most of the programs and policies affecting the employment of people with disabilities directly 
affect the individual’s labor supply decision. Far fewer address the issues faced by employers 
when making hiring decisions with respect to people with disabilities. Those issues relate to the 
potential additional costs and reduced productivity of potential employees with disabilities and 
greater uncertainty regarding costs and productivity compared to job candidates without 
disabilities. Although the ADA mandates that employers ignore disability status if it is not 
relevant to the performance of the job, it does nothing to reduce the greater uncertainty 
associated with job candidates with disabilities. As long as equally-qualified candidates without 
disabilities are available, all else being equal, they will be preferred by employers over 
candidates with disabilities solely because of the greater perceived risk associated with those 
with disabilities.   

There is a general lack of access to information on the effectiveness of existing programs 
and policies designed to improve the employment potential of persons with disabilities or 
prevent the loss of employment potential because of impairment.  

In conducting our review of the public programs and policies that affect the employment of 
people with disabilities, we conducted an extensive search for evidence of the effects of these 
programs and policies on employment. In many cases, we were unable to find any rigorous 
evaluations of the effects on employment, let alone analyses of the costs and benefits. Rigorous 
evaluations often are not possible because of problems that are difficult to surmount, including: 

• sample sizes that are not large enough or not large enough to focus on specific subgroups of 
interest; 

• difficulties in establishing appropriate comparison or control groups, to establish outcomes 
under alternative policies; 

• problems in measuring outcomes and baseline characteristics of critical importance to 
outcomes (e.g., motivation); and 
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• the extended lengths of time required to analyze impacts (some interventions require several 
years). 

Another reason for the lack of information is limited funding for the research. Many programs, 
particularly those at the State or local level, would rather spend their resources on serving 
individuals than on conducting studies to evaluate how effective their services actually are. In 
some situations, programs might have an incentive not to conduct evaluations if the findings are 
likely to demonstrate limited or no effectiveness. 

In addition, the evaluations that are conducted often do not consider the effects of incentives on 
the success or failure of the particular intervention or the interaction of the intervention with 
other existing programs, policies, and incentive structures. Services that promote employment 
are likely to be much more successful if the client has a strong financial or other motivation to 
become employed and if the relevant labor market is strong. Many such services might be much 
more effective than past studies have indicated if clients had stronger incentives to become 
employed and/or if the labor market were stronger. The problem is that most studies do not 
provide information on how such factors are likely to influence the efficacy of the intervention.  

A final issue relates to access to the information and studies that do exist. Although we have 
noted our inability to find evidence of effectiveness for a number of large programs and policies, 
in some cases the information might exist. As is apparent from this review, research on the 
employment of people with disabilities crosses a number of Federal and State agencies and many 
different academic and professional disciplines. As a result, relevant information on the 
effectiveness of particular programs and policies is unavailable in a centralized, easy to access 
format.  

In sum, better information about the effectiveness of existing strategies and easy access to that 
information by program administrators and public policymakers are needed if existing programs 
and policies designed to promote employment are to be improved and better strategies developed 
in the future. 
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