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INTRODUCTION

In recent years there has been growing concern that the number of individuals on Social 
Security Disability Insurance (SSDI) has been increasing rapidly, and that many are entering 
earlier and staying longer, thus putting extreme pressure on program resources 
(Burkhauser & Daly, 2012; Liebman, 2015). SSDI provides income supplements to eligible 
workers who become disabled and are no longer able to engage in Substantial Gainful 
Activity (SGA). The definition of SGA is the ability to earn more than $1,200 per month (or 
$2,040 per month if the individual is blind). By definition, individuals who consistently earn 
above SGA are “not disabled” (i.e., they can work and earn “enough” money) and are, 
therefore, ineligible for SSDI benefits. SSDI beneficiaries earning more than the SGA limit 
for more than 12 months (not necessarily consecutive) lose all cash benefits immediately.
This complete loss of cash benefits when earnings consistently reach the SGA limit is 
known as the “cash cliff.” The cash cliff is perceived to be a disincentive for SSDI 
beneficiaries to work to their capacity or even attempt to work at all for fear of losing their 
entire cash benefit.

There is evidence that some significant number of SSDI beneficiaries are able to work, at 
least part-time (Mamun, O’Leary, Wittenburg, & Gregory, 2011). Policy discussions about 
evidence-based supports that promote SSDI beneficiaries returning to work and 
alternatives  that may relieve mounting pressures on the Disability Trust Fund often are 
based on assumptions about financial incentives and disincentives to work. In the near 
future, the Social Security Administration (SSA) plans to initiate several new demonstrations 
projects to test policies to support beneficiaries’ return to work or test the assumptions 
underlying those policies. One such potential demonstration (referred to as “the Ultimate 
Demonstration”) tests the assumption that beneficiaries would return to work if there are 
no disincentives to doing so. In other words, the Ultimate Demonstration tests whether 
beneficiaries would return to work if all earnings rules and other work impediments from 
the SSDI program were removed. Depending upon the answers to these questions, SSA has 
policy alternatives with the potential to relieve mounting pressures on the Disability Trust 
Fund, which provides the wherewithal for the SSDI program.

This paper explores the questions potentially answered by the Ultimate Demonstration: 
How many beneficiaries would work? How much would they earn if there were no 
disincentives? We investigate these questions by comparing the work behavior and 
outcomes of SSDI beneficiaries to similar individuals receiving income support from the 
Veterans Affairs (VA) disability compensation program. The VA program does not condition 
benefits on low earnings. We find that if the SGA limits were removed, the employment 
rate of SSDI beneficiaries would increase by 16 percent and average annual earnings 
among those working would increase between $15,600 and $22,500.
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BACKGROUND

Financial pressures on the Disability 
Trust Fund, along with advances 
in medicine and vocational   
rehabilitation, motivated SSA to 
conduct a number of 
demonstrations aimed at 
supporting return-to-work efforts 
among national samples of 
disability beneficiaries interested in 
work (Fichtner & Seligman, 2019). 
Return-to-work is a win-win 
situation for the beneficiary and 
the Disability Trust Fund. In 2006, 
the Accelerated Benefits 
Demonstration, a randomized 
controlled trial (RCT), tested 
whether earlier access to health 
care improved health and 
employment outcomes among 
new SSDI beneficiaries 
(Michalopoulous et al., 2011). The 
Youth Transition Demonstration 
tested whether providing 
employment services and other 
supports, including waivers of 
certain disability program rules, 
to youth receiving or potentially 
eligible to receive benefits 
improves self-sufficiency as they 
transition from school to work 
(Fraker, Mamun, Honeycutt, 
Thompkins, & Jacobs Valentine, 
2014). Also using an RCT, SSA tested 
a provision of evidence-based 
medication management and 
vocational services integrated with 
behavioral health  treatment to 
Social Security disability 
beneficiaries in the Mental Health 
Treatment Study (MHTS) (Frey et al., 
2008). The agency also tested 
potential policy changes to the 
problem of the cash cliff with the 
Benefit Offset National 

Demonstration (BOND) study 
(Gubits et al., 2018), and now the 
Promoting Opportunity 
Demonstration (POD) (Wittenburg 
et al., 2018). Both studies replace 
the cash cliff with a “benefit ramp.” 
For example, instead of an 
immediate end to cash benefits, 
BOND reduces benefits more 
slowly as earnings rise above SGA 
(offsetting each additional $2 in 
earnings with a $1 reduction in 
benefits). Where the MHTS 
focused on assisting beneficiaries 
with state-of-the-art medical 
and vocational intervention with 
the goal of returning to work, 
BOND (and now POD) focused 
on encouraging employment by 
easing the disincentive to 
increase earnings.

The MHTS and BOND are complete, 
and the findings instructive. 
The MHTS found that many 
beneficiaries with mental illness 
want to work, and at least 60 
percent of those in the treatment 
group returned to work (Drake et 
al., 2013). Those in the treatment 
group return to work in greater 
numbers, earn more, work more 
hours, and report better mental 
health than beneficiaries in 
the control group. All of these 
outcomes were significant. 
Although earning above SGA was 
not a stated motivation for the 
study, nor was it an expected 
outcome, the final report for the 
MHTS indicates that no beneficiary 
(in either treatment or control 
groups) worked within 75 percent 
of SGA (Frey et al., 2011). BOND 
failed to  find  confirmatory 

evidence that the offset 
increased the average 
earnings of SSDI 
recipients relative to 
current law (Gubits 
et al., 2018). However, 
the findings from this one 
demonstration do not rule 
out the possibility that 
changes to SSDI program 
rules may increase earnings 
among beneficiaries if 
structured and implemented 
differently. For example, in the 
BOND evaluation report, Gubits et 
al. (2018) suggest that the impact 
on earnings may have been larger 
if the rules were less complex and 
provided a larger incentive for 
working (i.e., a smaller reduction in 
benefits in response to rising 
income). 

With urging from Congress, SSA 
is considering new ways to solve 
the mounting pressure on the 
Disability Trust Fund. The 
Bipartisan Budget Act of 2015 
included, among other things, 
the renewal of demonstration 
authority for SSA. The Ultimate 
Demonstration directly tests the 
assumption that beneficiaries 
will respond to financial 
incentives—the removing of all 
earnings rules and other work 
impediments. Authors of the 
BOND Final Report argue for such 
a demonstration (Gubits et al., 
2018), and SSA has an expert 
committee exploring the design 
of such a study. 
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APPROACH

In this paper, we provide insight 
into the magnitude of the effect 
that removing limits on the 
amount SSDI beneficiaries can 
earn would have on their work 
behavior. We ask the question 
whether the removal of earnings 
limits has sufficient potential to 
generate earnings increases to 
warrant testing in a major 
demonstration like the Ultimate 
Demonstration. We answer this 
question by comparing the work 
behavior, and earnings, of SSDI 
beneficiaries to those of a 
propensity score-matched group 
of participants in the VA disability 
compensation program. We also 
consider how SSA might utilize 
information from this analysis to 
develop and demonstrate new 
approaches to managing the 
SSDI program.

In contrast to SSDI, the VA disability 
compensation program pays cash 
benefits to veterans who have a 
service-connected disability. 
Although congressional language 
indicates that the intent of VA 
compensation is to provide a 
replacement for the average 
limitation in earning capacity due 
to disability, in general, unlike SSDI, 
the VA disability program does not 
tie receipt of the cash benefit to 
one’s earning capacity.

The VA determines if a disability is 
service-connected and then 
assigns a disability severity rating 
ranging from 0 to 100 percent 

disabled. This rating is given in 10 
percent increments (0, 10%, 20%, 
etc.). Individuals rated 30-percent 
disabled or higher are eligible for 
cash benefits, and the benefit 
amount increases with higher 
ratings. The primary aim of VA 
disability compensation is to 
replace lost earnings potential. In 
general, there is no earnings level 
above which the benefit is reduced 
in amount or discontinued (i.e., no 
“earnings cap”), although there 
are minor exceptions. A subset of 
disabled veterans have the 
additional rating of Individual 
Unemployability (IU).1  These 
veterans are subject to an earnings 
cap very similar to the SGA level in 
SSDI. Comparing the work 
behavior of non-IU veterans (with 
no earnings cap) to the SSDI 
population (with the SGA earnings 
cap) can provide insights 
about the potential impact that 
removing the SGA limit may 
have on employment and earn-
ings on SSDI beneficiaries. 
This analysis approximates the 
potential effects of an Ultimate 
Demonstration. 

Controlling for differences in 
population characteristics 
between SSDI beneficiaries 
and VA disability program 
beneficiaries, we estimate the 
employment rate and earnings 
that one would expect to achieve if 
SSDI beneficiaries operated under 
the VA disability program rules 
(effectively eliminating the cash 

cliff). Specifically, we use propensity 
score weighting to initially balance 
the groups on observed 
background characteristics and 
regression to control for any 
remaining differences. Propensity 
score-matched VA program 
beneficiaries serve as pseudo-SSDI 
beneficiaries not limited by an 
earnings cap.

In this paper, we 

provide insight into 

the magnitude of 

the effect that 

removing limits on 

the amount SSDI 

beneficiaries can 

earn would have on 

their work behavior.

1. To be rated as IU one must have at least one service-connected disability rated at least at 60 percent, or two or more service-connected disabilities with 
at least one disability rated at 40 percent or more with a combined rating of 70 percent or more.  In addition to meeting certain disability criteria, the 
individual must provide evidence that they are unable to engage in substantial gainful employment. IU disabled veterans receive compensation at the 
100-percent disabled level.
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EMPIRICAL FRAMEWORK: LABOR FORCE PARTICIPATION AND EARNINGS

As a first step, it is important to 
understand SSDI beneficiaries 
may alter their work and earnings 
behavior because of a policy 
change that eliminates the cap on 
SSDI recipient earnings. Economic 
theory tells us that each person 
has a reservation wage at which 
they will enter the labor force 
and seek employment (Hall & 
Lieberman, 2007). In the case of 
disabled individuals, the 
reservation wage is most likely 
higher than it would be in absence 
of a disability and likely rises with 
hours worked. For those with 
severe disabilities, their reservation 
wage exceeds any wage offerings 
in the market (equivalent to 
approaching infinity). How one’s 
reservation wage (w’), the market 
wage (w), the benefit (B), and SGA 
impact the incentive to work can 
be summarized in Figure 1.

If an individual’s reservation wage 
at feasible levels of hours worked 
(hi) (assumed to range from 1 to 
80) is above the market wage (w), 
they will not work and their 
income will be equal to their SSDI 
benefit (B). Alternatively, if their 
reservation wage over the range of 
feasible hours worked is ever at or 
below the market wage, they will 
seek to work.2  However, they will 
only seek work above the SGA level 
if their earnings at the number of 
hours worked are sufficient to 
offset the loss of SGA. For an 
individual to work above SGA, their 
market wage at the hours worked 
must yield earnings that exceed 
SGA and offset the benefit loss.

In contrast, under the VA disability 
compensation program, the 
receipt of benefits is not tied to 
earnings levels. A veteran with a 
disability can have any level of 

earnings and still receive benefits. 
Therefore, those individuals will 
work as long as their market wage 
is above their reservation wage. 
This fundamental difference 
between the SSDI and VA disability 
compensation program provides a 
window into how SSDI recipients 
might alter their work and 
earnings behavior if they faced no 
loss of benefits. To explore this 
question, we estimate a standard 
two-stage labor force participation 
and earnings model using a 
sample of SSDI and VA disability 
recipients. 

Figure 1.
How the reservation wage, market wage, and SGA impact the incentive to work

(1) If w<w’(hi) for all i=1…80, the individual does not work and earnings=B.

(2) If w>w’(hi) and w*hi< SGAi for some i=1…80, the individual works hi hours, which yields 
earnings below the SGA amount. Earnings=B+(w*hi). 

(3) If w>w’(hi) and SGA <w*hi < SGA+B for some i=1…80, the individual works hj (<hi) hours, 
which is the level of hours at which earnings equal the SGA amount. Earnings=B + (w*hj).

(4) If w>w’(hi) and w*hi > SGA+B for some i=1…80, the individual works hi hours, which yields 
earnings above the SGA+B amount. Earnings=w*hi.

2. Mitra (2007) found that 13 percent of a cohort of SSDI beneficiaries who joined the rolls in 1981–1982 would be willing to work if offered a job at their 
reservation wages and about half of them would want a wage that is 80 percent or less of the last wage earned before getting onto SSDI.

August 2019 www.westat.com   4   



How Much Would Social Security Disability Insurance Beneficiaries Work Without the Cash Cliff?

PROGRAM PARTICIPANTS’ CHARACTERISTICS AND BALANCING THE SAMPLES

The 2014 Survey of Income and 
Participation (SIPP) data include 
disabled individuals on SSDI and 
VA disability who are between the 
working ages of 18 and 64. In 
addition, in 2014 the U.S. Census 
Bureau fielded an SSA 
Supplement as part of the SIPP 
that provides detailed information 
on disabilities. Although some 
individuals are eligible for both 
SSDI and VA disability 
compensation, we found this 
group to be relatively small and 
excluded them from our sample. 
To lessen the potential 
complication of respondents’ 
confusion about their program, 
we removed a small number of 
individuals who reported that 
they were on SSDI as well as 
Supplemental Security Income 
(SSI) or state or private disability 
programs, and individuals who 
reported earnings more than 20 
percent higher than SGA. We also 
excluded those on VA disability 
who faced means testing (rated as 
IU). Finally, as those in the VA 
system include individuals with 
less severe disabilities than does 
SSDI, we restricted our sample to 
those on VA disability who are 
rated at least 70-percent disabled.3  

Our initial sample has 11,921 
individuals on SSDI only, and 648 
on VA disability only, for a total of 
12,569 individuals. 

We compared the characteristics 
of the two samples and found 

substantial differences. The second 
and third columns of Table 1 show 
the characteristics of the SSDI only 
and VA disability only samples 
before propensity score weighting. 
Although those on SSDI and those 
on VA disability share many of 
the same characteristics, Table 1 
reveals that the two samples 
have, on average, different 
socioeconomic and demographic 
characteristics. Disability on the 
SIPP is measured as adult disability 
as specified in the Americans with 
Disabilities Report Series (Taylor, 
2018) and is based on seven 
questions that are recoded to 
three disability levels―no disability, 
non-severe disability, and severe 
disability. There are individuals on 
both SSDI and the VA disability 
program who profile as having no 
disability based on this battery. 
Overall, those on VA disability are 
younger, more likely to be male, 
White, married, and educated than 
those on SSDI. Their disabilities are 

not as severe, their health status is 
better, and it is more likely that 
their health conditions do not 
affect their working. Not 
surprisingly, those on VA disability 
live in households where, on 
average, other members’ total 
monthly earnings plus income is 
substantially higher than for SSDI 
households. We tested the 
differences in the mean 
characteristics between the two 
samples and found all of them to 
be statistically significant.4  These 
are shown in the third column by 
an asterisk. 

PROPENSITY SCORE WEIGHTING

We initially balance the samples 
using propensity score weighting. 
Using logistic regression, we 
estimate the probability of being 
in the VA disability group versus 
the SSDI group as a function 
of the individual and household 
characteristics shown in Table 1. 
All but one of the parameter 
estimates are statistically 
significant at the .01 level, which is 
consistent with the two groups 
having different background 
characteristics. The one exception 
is the non-severe disability score, 
which is not statistically significant. 
We find that 23.1 percent (2,756 
out of 11,921) of those in the SSDI 
sample have propensity scores 
below the lowest score of any 
member of the VA disability 
sample. In contrast, we find that 

3. SIPP groups disability ratings rather than reporting by each rating. The highest disability level on the SIPP aggregates those rated 70 percent or greater 
in a single category. 

4. These data are weighted with sampling weights to reflect national estimates.
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Table 1. 
Characteristics of the samples: Before and after propensity score weighting

Background characteristic
Before propensity 
score adjustments

Post-propensity 
score adjustments

 
VA disability 
(n=648)

SSDI 
(n=11,921)

VA disability 
(n=554)

SSDI 
(n=9,165)

 Mean

Age 47.0 52.7* 48.4 49.1**

Income of others in household $5,500 $3,642* $5,610 $5,546

Number of children in household<18 0.8 0.4* 0.7 0.7

Education years 14.1 12.3 13.5 13.9*

 Proportion

Female 13.0% 49.6%* 16.6% 16.5%

Male 87.0 51.0* 83.4 83.5

Race, White 85.0 65.7* 80.9 84.0

Race, African American  7.2 18.3* 9.2 9.3

Race, other non-White  7.8 16.0* 10.0 6.6**

Non-Hispanic 95.9 89.0* 94.7 96.6

Hispanic  4.1 11.0* 5.3 3.4

Not married 30.5 55.4* 33.8 35.8

Married 69.5 44.6* 66.2 65.2

No disability 24.5  4.6*  9.4 11.2

Non-severe disability 20.8  9.1* 22.3 21.3

Severe disability 54.7 86.3* 68.3 66.9

Owns home 85.2 61.7* 81.1 85.9*

Does not own home 14.8 38.3* 18.9 14.1*

Health status fair or better 86.3 71.6* 84.0 80.1***

Health status poor 13.7 27.4* 16.0 19.9***

Health conditions affect working 71.4 92.2* 87.0 84.0

Mental health condition limits working 19.9 10.6* 23.9 21.0

Non-mental health condition limits working 80.1 89.4* 76.1 79.0

NOTE:  * Denotes cases in which the difference in the two sample means is statistically significant as follows: * is statistically significant at the p > .01,  
** is statistically significant at the p > .05, and *** is statistically significant at the p > .10.
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14.5 percent5 (94 out of 648) of 
those on VA disability have a 
propensity score above the 
highest score of anyone in the 
SSDI sample. To balance the two 
samples, we eliminate these two 
sets of cases and weight the 
remaining SSDI cases to match the 
remaining VA disability sample. 

The last two columns of Table 1 
show the characteristics of the VA 
disability and SSDI samples after 
the non-matches are removed and 
the propensity scores are applied. 
We apply the propensity score 
weights by multiplying them by 
the SIPP sample weights 
(Ridgeway, Kovalchik, Griffin, & 
Kabeto, 2015). Weighting the SSDI 
sample by the propensity scores 
balances the two samples. The 

characteristics of the two samples 
are nearly the same for all the 
variables examined. However, for 
age, education years, the race-
other category, home ownership, 
and health status, we cannot 
conclude using t-tests that the 
differences between the means (or 
proportion) is zero at the p > .10 
level. These variables are marked 
with an asterisk in the last column 
of Table 1. Given the large size of 
our sample, the t-tests can detect 
small differences and, thus, are a 
very conservative measure of 
balance. The standardized mean 
difference is a common alternative 
measure used to assess balance of 
the covariates. This measure is not 
sensitive to the sample size, and as 
it is standardized, comparison 

across variables on different scales 
is possible. The standardized 
mean difference is less than 0.1 for 
all five of the variables flagged by 
the t-tests, suggesting the sample 
means are balanced on these 
variables as well. 

Further insights can be gleaned 
from examining the outcomes 
values before and after applying 
the propensity score adjustments. 
Removing the non-matching 
observations and weighting the 
background characteristics of the 
individuals (the explanatory 
variables) by the propensity scores 
has a substantial impact on the 
outcomes. Table 2 summarizes the 
outcomes before and after the 
propensity score weights are 
applied. Balancing the two 

Table 2. 
Outcomes before and after propensity score weighting

Outcome variables

Before propensity 
score adjustments 

Post-propensity 
score adjustments

VA disability SSDI VA disabilitya SSDI

Percentage employed
40.7%
(n=648)

8.0%
(n=11,921)

25.9%
(n=554)

8.1%
(n=9,165)

Average monthly earning 
among those who workb

$4,819
(n=192)

$558
(n=343)

$3,812
(n=110)

$706
(n=315)

Average weekly hours 
among those who workc

40.7
(n=228)

24.1
(n=789)

37.6
(n=146)

36.1
(n=445)

 a The outcomes of the VA disability sample change because 94 observations that do not match the SSDI sample are removed. When weighted by 
the SIPP weights, these 94 observations represent 21 percent of the initial sample. The removal of these cases has a substantial effect on the 
profile of those on VA disability, making this sample mirror the characteristics of the SSDI sample.

b,c There are missing values for both earnings and hours for individuals who report being employed. Missing cases arise because the SIPP interview, 
which addresses earnings, and the SSA interview, which addresses being on SSDI, occur a few months apart. If an individual reported being in the 
labor force on their SSA interview but had no earnings on their SIPP interview, we set earnings to missing. Additionally, some individuals report 
earnings for businesses as losses and profits rather than wages. In such cases, we set earnings to missing. 

5. When weighted, this adjustment reduces n by 21 percent, suggesting that the SIPP weights are correlated with cases removed. 
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samples results in a final SSDI 
sample that has a higher 
employment rate, earnings,6 and 
hours worked than the initial SSDI 
sample. Although the 
employment rate and monthly 
earnings rise substantially after 
propensity score weighting, they 
are still below the levels of the VA 

sample. In contrast, the hours 
worked per week increases to the 
point that it eclipses the average 
number of hours worked by those 
on VA disability. The propensity 
weighting reveals that much of 
the observed differences in 
outcomes between the two 
groups is due to differences in 

background characteristics. 
However, differences between 
the outcomes remain, suggesting 
the programs have an impact 
on employment and earnings. 
We investigate the impact the 
programs have on outcomes using 
regression to address any potential 
remaining background differences.

REGRESSION MODEL

Individuals enter the labor market 
based on their reservation wage, 
which reflects the relative value of 
time at home versus working. We 
observe whether an individual is in 
the labor force and, given they are 
employed, their earnings. Earnings 
are zero for those who do not work. 
We use a two-part model that is 
designed to deal with limited 
dependent variables to estimate 
the probability of working and 
earnings (Belotti, Deb, Manning, 
& Norton, 2015). The estimates are 
consistent even if the error terms 
in the two equations are not 
independent. We estimate the 
following two-part model, 

This first equation is the probability 
of being in the labor force and 
employed, P, which equals 1 if the 
person is employed and 0 

otherwise. We estimate this 
equation using a logit model. The 
probability of being employed is a 
function of X, a series of 
independent explanatory variables 
including age, gender, race,7 
having children, the number of 
children in the household, 
education, severity of disability, 
health status, mental health, 
program group, and household 
circumstances. Household 
circumstances affect how people 
relatively value their time at home 
and include variables such as 
being married and having 

children. Finally, the income of 
other members in the house as 
well as asset levels measured by 
home ownership can affect labor 
force participation. G is a binary 
variable representing program 
group (1 if on VA disability, 0 if on 
SSDI) and reflects the impact the 
differences in program rules have  
on employment.  and  are the 
parameters to be estimated, and e 
is the error term.  

The second equation measures 
earnings in thousands of dollars 
(E), given employment, and is a 
function of G and the same set of 
explanatory variables, X, that 
influence P.  and  are the 
parameters to be estimated, and e 
is the error term. We estimate the 
second stage of the two-part 
model, the earnings equation, 
two ways. First, we measure 
earnings using generalized linear 
modeling (GLM). The advantage of 
this approach is that GLM is a 
flexible generalization of ordinary 
linear regression that allows for 

6. SIPP reports earnings from jobs and from operating a business. However, the earnings from operating a business are reported as gross earnings or 
losses and not as wages. For the small number of cases where an individual was operating a business, we coded them as being in the labor force, but 
their earnings (wages) were missing.

7. There are very few Hispanics in our sample, and this variable is collinear with race. We use only race in our models. 
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dependent variables that have 
distributions other than a normal 
distribution. Earnings is modeled 
by GLM in the following way,

where f{} is the link function and 
D is the distributional form of 
earnings. The link function is 
simply the functional form of the 
dependent variable in GLM. We 
used a natural log link function 
and negative binomial distribution 
such that earnings were measured 
in GLM as,

We used a natural log link 
function and negative binomial 
distributional family because 
earnings are skewed to the right. 
The negative binomial is a right-
skewed distribution, and the 
natural log of a right-skewed 
variable, such as earnings, helps 
create a more normal distribution 
of that variable. In our second 
estimation approach of the 
earnings equation, we measure 
the natural log of earnings using 
ordinary least squares (OLS). 

REGRESSION RESULTS

Table 3 shows the regression 
results for our two-part model in 
terms of the marginal effects―
the effect an independent variable 
has on the probability of being 
employed and the effect an 
independent variable has on 
expected earnings (in thousands 
of dollars) given employment. We 
show the results using both the 
GLM and OLS methods. We 

specifically calculate the marginal 
impacts on employment and 
earnings for both the SSDI 
population alone and for the full 
sample. For all other variables, 
the marginal effects are for the full 
sample. 

As the estimates of the marginal 
effects show, if the cap were 
removed on SSDI earnings, the 
employment rate among SSDI 
recipients would increase by 16.339 
percent. Similarly, the expected 
impact of removing the cap on 
SSDI recipients is to increase 
average earnings ranging from 
$315 to $455 a month among all 
individuals on SSDI. 

For the employment equation, 
the standard explanatory variables 
associated with labor force 
participation are of the expected 
sign and are statistically 
significant. Factors such as 
being older, female, married, a 
minority; having a severe 
disability; and having more 
children in the house reduce 
one’s likelihood of being 
employed. Having at least 
fair health status and being 
in the VA disability system 
rather than SSDI increases 
one’s probability of being in the 
labor force. Neither family 
income nor home ownership, a 
measure of one’s assets, is a 
statistically significant predictor 
of labor force participation.  

Both estimation methods yield 
similar estimates for the earnings 
equations. Earnings are positively 
affected by age (a proxy for 
experience), having some college 
education or graduate school 

training, home ownership, fair or 
better health status, and being in 
the VA disability system rather 
than SSDI. The binary variable 
reflecting whether the individual 
perceives their disability affecting 
work is generally negative and 
significant. Being female lowers 
earnings, but the impact of race is 
mixed, with other non-White races 
having lower wages relative to 
Whites in one of the models but 
not the other. 

The expected 

impact of removing 

the cap on SSDI 

recipients is to 

increase average 

earnings ranging 

from $315 to $455 a 

month among all 

individuals on SSDI. 
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Table 3. 
Two-part model marginal effect on employment and earnings

Variables
Employment  
(SE)

Earnings ($1,000s) 
GLM (SE)

Earnings ($1,000s)
OLS (SE)

Marginal effect for SSDI recipients

Program group-SSDI recipients only  16.339*** (1.247)  0.315***  (0.045)  0.455*** (0.077)

Marginal effects for the full sample 

Program group  15.952*** (1.133)  0.338*** (0.045)  0.484*** (0.075)

Age  3.370*** (0.492)  0.023*** (0.003)  0.029*** (0.004)

Age squared  -0.039*** (0.005)  -0.000*** (0.000)  -0.000*** (0.000)

Gender (base-male)  -5.991*** (1.715)  -0.035*** (0.012)  -0.050*** (0.012)

Married  -5.961*** (1.809)  0.004  (0.010)  -0.011 (0.013)

Severe disability  -10.460*** (2.532)  -0.054*** (0.015)  -0.063*** (0.020)

Non-severe disability  -0.962 (1.671)  -0.034*** (0.008)  -0.041*** (0.013)

Education, some college (base=HS or less)  1.299 (1.313)  0.038*** (0.011)  0.051*** (0.013)

Education, college  -2.346 (1.968)  0.038 (0.037)  0.021 (0.036)

Education, graduate school  2.432 (2.773)  -0.026*** (0.007)  -0.015 (0.013)

Race/ethnicity, African American 
(base=White)  -7.436*** (1.360)  -0.006 (0.011)  -0.012 (0.013)

Race/ethnicity, other non-White  -11.409*** (1.204)  -0.042*** (0.014)  -0.037 (0.029)

Disability affects work  -41.194*** (3.175)  -0.433*** (0.052)  -0.558***  (0.076)

Reports mental health condition 
affects working  -1.822 (1.855)  0.026  (0.024)  0.046* (0.027)

Health status fair or better  7.569***  (1.520)  0.057*** (0.006)  0.065*** (0.008)

Number of children in house  -1.896** (0.923)  -0.025*** (0.005)  -0.033*** (0.009)

Household income  -0.042 (0.261)  0.002* (0.001)  0.003* (0.002)

Own house  0.505 (2.238)  0.045*** (0.009)  0.050*** (0.012)

Observationsa  9,553 9,553 9,553

*** p < .01, ** p < .05, * p < .1    
a. The regression sample is reduced to 9,553 due to missing data on earnings.

Note: Standard errors in parentheses. Stage 1 model-dependent variable is probability of any earnings. The first-stage marginal effects are the 
percentage point difference in the likelihood of having any earnings.
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POLICY IMPLICATIONS

Our models provide estimates 
that the marginal impact program 
group has on employment and 
earnings. The marginal impact of 
the program group variable on 
employment is 16.339, which 
suggests that the probability of 
being employed is 16.34 percent 
higher if one is in the VA system 
rather than SSDI, holding all other 
variables constant. The marginal 
impact of the program group has 
on earnings ranges $315 to $455 
per month, holding all other 
variables constant. 

Putting these two estimates 
together, the behavior of those 
under the VA disability system 
suggests that if the caps were 
removed from SSDI, employment 

would rise by 16.34 percent and 
earnings would increase, on 
average, by $315 to $455 per month 
for those on SSDI. There are 8.5 
million disabled workers on SSDI. 
Twenty-three percent of those on 
SSDI did not match those on VA 
disability, and, presumably, a 
change in the SSDI earnings cap 
would not affect these individuals’ 
behavior. As shown in Figure 2, the 
remaining 77 percent of SSDI 
beneficiaries are approximately 6.5 
million people. Our results suggest 
that if the earnings cap was 
removed, an additional 1.06 million 
(=0.1634*6.5) individuals would 
enter the labor force. As 8 percent 
(.52 million) of our subsample of 
SSDI recipients already work, the 

new entrants 
would raise the 
total number 
who worked to 
1.58 million (or 
18% of all those on 
SSDI). Based on the 
model results, the 
average increase in 
earnings among all SSDI 
recipients in our sample would be 
$315 to $455 per month or $3,780 
to $5,460 per year. In aggregate 
terms, this increase ranges from 
24.6 billion (6.5 million*$3,780) to 
$35.5 billion (6.5 million*$5,460) 
and would be concentrated 
among the 1.58 million SSDI 
recipients who were working. 
Spreading the increases in 

Figure 2. 
SSDI population impact by SGA cap removal

8.5M disabled workers on SSDI*

6.5M  
(77%) match to vets on VA disability and  
are potentially affected by cap removal

1.06M

new  
workers

+16.34%  
enter the  

labor force

0.52M

existing  
workers

8.0% 
already in  
labor force

4.92M

not  
working

75.66% 
remain out  

of labor force

2M  
(23%) do not match vets on VA disability  

and are unaffected by cap removal

2.0M

not  
working 

* Disabled workers as of April 2019: https://www.ssa.gov./policy/docs/quickfacts/stat_snapshot/
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earnings just among those 
working, the average annual 
increase in earnings ranges from 
$15,570 to $22,468.

For tax purposes, these increases 
would be added to SSDI recipients’ 
family income. Based on payroll 
taxes8  paid by workers and 
employees of 15.3 percent a year9 
and an approximate marginal 
income tax rate of 12 percent,10  
this added income would generate 
from $4,250 to $6,134 per case or 
$6.7 billion to $9.7 billion in 

additional revenues. The offset per 
worker is in the range of about 30 
to 40 percent of the SSDI payment. 
We consider all Federal tax 
payments as savings to the SSDI 
program although the Social 
Security payroll tax (6.2% of the 
15.3% of payroll taxes) goes directly 
to the Social Security Trust Fund, 
which pays for SSDI. 

There are two primary implications 
associated with these findings. 
First, the analyses indicate that 
there is a significant number of 

SSDI recipients who likely can 
work. Understanding this situation 
impacts what we think about 
SSDI recipients in terms of their 
ability to work, as well as the 
program rules. Second, the 
magnitude of the effect of 
removing the earnings cap has 
on work behavior suggests that it 
would be cost effective to invest 
substantial resources in helping 
SSDI recipients get back to work.

STUDY LIMITATIONS AND THE NEED FOR DEMONSTRATIONS

There are several limitations to this 
study. The primary limitation is 
that we infer a behavioral change 
for one population (SSDI 
beneficiaries) based on the 
experiences of another population 
(veterans receiving VA disability 
compensation). This limitation is 
further exacerbated by the fact 
that the two populations are 
substantially different. We used 
propensity score weighting to 
balance the two groups and 
regression to control for any 
potential remaining differences 
between them. Although the 
results of the propensity score 
analysis suggest that we achieved 
good balance, the risk we face is 
that there may be other variables 
for which we did not take into 
account that affect employment 
behavior of one group or the other. 

Omitted variables can result in 
biased estimates. The most salient 
of these differences is the known 
difference between the two 
programs in how they define and 
assess disability, which may mean 
that the two groups differ 
substantially in their level 
of work-related limitation and 
disability. Both groups may 
have similar levels of severity in 
their medical impairments 
but differ substantially in their 
actual ability to work, given 
that is a critical factor in SSDI 
determinations but not in the VA's. 
Therefore, the estimated impacts 
of removing the earnings cap 
require confirmation through a 
demonstration. 

A second study limitation is that 
the results only consider the 

impact that eliminating the 
earnings cap would have on those 
already on SSDI and do not 
consider how many new appli-
cants such a change might 
engender. Removing the earnings 
cap would likely increase the pool 
of SSDI applicants, which could 
easily negate any savings obtained 
through a higher percentage of 

8. Payroll taxes include Social Security and Medicare taxes. Together, the worker pays 7.65 percent of all earnings up to $132,000, and the employer pays 
an equivalent amount for a total rate of 15.3 percent. 

9. Understanding the Benefits: https://www.ssa.gov/pubs/EN-05-10024.pdf
10. https://www.calculator.net/tax-calculator.html
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individuals working. Previous 
research found that the number of 
individuals who could qualify for 
SSDI but choose not to apply is 
substantial. From 1998 to 2002, 
SSA sponsored the National Study 
of Health and Activity (NSHA) to 
estimate the number and 
characteristics of disabled adults in 
the United States, including the 
number of people who, but for 
work or other reasons, are severely 
enough impaired to be considered 
disabled according to SSA’s 
medical eligibility criteria. The first 
phase of the NSHA included a 
large pilot study, with nearly 3,900 
completed household interviews 
and 7,465 completed screeners for 
age-eligible household members. 
The screening process classified all 
individuals within the household 
between the ages of 18 and 69 
into one of four groups: (1) disabled 
SSA beneficiaries, (2) likely disabled 
non-beneficiaries, (3) possibly 
disabled non-beneficiaries, 
and (4) not likely disabled 
non-beneficiaries. Findings from 
the pilot study indicate that 5.4 
percent (11.9 million) of the 220 
million people age 18 to 69 are 
likely disabled and 7.4 percent 
(16.3 million) are possibly disabled, 
suggesting that between 5 and 13 
percent of adults could potentially 
qualify for SSDI if the earnings 
cap were removed (Frey et al., 
2002). 

Based on this analysis, one could 
potentially see applications for 
SSDI more than double. 
Presumably, most of these 
induced applicants already work, 
and that is why they have not 
applied for SSDI. Therefore, these 

individuals would not pay any 
increased taxes but rather only 
draw benefits. It would only take 
approximately 1.5 million induced 
applicants to overwhelm the 
projected savings associated with 
removing the earnings cap.

The policy challenge is to derive 
new procedures that remove the 
earnings cap without inducing 
a significant increase in demand. 
We suggest exploring potential 
demonstrations that remove 
the earnings cap in a way that 
limits induced demand. 

We outline three demonstrations 
that would measure the 
magnitude of impact that 
removing the earnings cap has 
on work behavior. The first 
demonstration examines the 
impact the cap removal has on 
work given there are no other 
changes to the SSDI program. 
For this demonstration to 
provide accurate estimates of 
the behavioral responses, the 
participants must believe that 
they won’t potentially lose their 
benefits in the future if they 
work. Therefore, we recommend 
that the demonstration focus 
on individuals age 40 to 50 and 

provide them a guarantee for life 
(until retirement age) that their 
SSDI benefits will not be cut. This 
counteracts the temporary nature 
of the demonstration and should 
elicit the behavioral changes that 
one would see if the policy was 
changed permanently. This 
demonstration would provide a 
“pure” estimate of the impact of 
removing the earnings cap as it 
would not involve any other 
program changes. However, given 
the level of induced demand we 
would expect, removing the cap 
alone is not a very practical policy.

The second and third 
demonstrations could focus on 
changing the program to 
capitalize on the evidence that 
some people can work while 
limiting induced demand. In the 
second demonstration, the only 
change to SSDI would be to 
remove the earnings cap after 
the first Continuing Disability 
Review (CDR). For most people, 
the earnings cap would apply for 
about 4 years, starting prior to 
their application date and going 
through to their first CDR. We 
believe this limit on earnings 
would be a strong deterrent to 
induced SSDI program entry. 

We suggest 

exploring potential 

demonstrations that 

remove the earnings 

cap in a way that limits 

induced demand. 
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Induced entry should be a 
measured demonstration 
outcome along with the 
percentage who return to work. 
The third demonstration 
examines the impact of making 
the benefit initially temporary 

for everyone without an earnings 
cap. Everyone without an earnings 
cap would be on SSDI temporarily 
and receive vocational rehabili-
tation. After a set period of time, 
cases would be determined 
eligible for long-term disability 

benefits or ready to return to work 
and no longer eligible for benefits. 
In this demonstration, the medical 
review process would be the 
mechanism that limits induced 
demand.

CONCLUSIONS

Comparison of the behaviors of 
SSDI and VA disability recipients 
suggests that work and earnings 
of those on SSDI are curtailed due 
to current program rules that 
end benefits when earnings rise 
above the SGA level. A substantial 
share of the SSDI population (18%) 
is likely to be able to work and 
earn a wage that allows them 
to be self-sufficient. This result has 
implications for how SSA moves 

forward with future research 
and demonstrations as it seeks 
to return the able-bodied to 
work and lower program costs. 
Removing the earnings cap 
(i.e., SGA criterion) may provide 
enough incentive to SSDI 
recipients to work and earn more 
income. If the behavior is strong 
enough, it may lower overall 
program costs through taxable 
income.
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