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Peter Blanck:

Thank you, Jennifer.

I would like to move to us our next speaker, who we are also very fortunate to have in this room.  Martin Gerry is the Deputy Commission of Social Security for Disability and Income Security Programs.   And he, in a nutshell is basically responsible for the huge programs, SSI, SSDI, which Social Security administers, which has a terrific impact on incentives and disincentives for people to go to work, to transition from school to work and so forth.  And Martin has graciously said that he would also like to further this dialogue and will keep his remarks very brief and is very willing to engage you guys.

Martin, we are pleased to have you here.

Martin Gerry:
Thanks very much.  It is a particular pleasure to be here at a small but growing asset management organization like Merrill Lynch.

(Laughter)

I say that because we are the world's largest insurance company, and I want to talk a little bit about what assets can really be about.  We spend, every year, approximately a hundred billion dollars in benefits to 12 million people.  We drive $200 billion in expenditures of health benefits to those same people, which makes the actual amount of money that is being spent by the federal government in the disability programs larger than the overall budgets of all but six countries in the world.  And I bring that up not to talk about the grandness of what are considerably more humble facilities that we live in, but to talk a little bit about the amount of money that is being spent to keep people out of the labor markets, and sort of introduce the idea, which I think has been a hallmark of our efforts under the New Freedom Initiative to kind of change the orientation of the agency.

If you look back to the Social Security Administration, the disability program started out as an early retirement program.   And I think much of the explanation for why it has been so poorly managed historically in terms of an insurance model is that, of course, early retirement is not seen as a bad thing.  In fact, retirement is generally seen as a good thing. And, indeed, the idea of planning for and actually reaching retirement, is seen as a potentially positive outcome.   And so if you start with an earlier term and focus the idea, the central idea of an insurer which is to manage against risk, does not arise.  And that is the fundamental flaw of the history of the organization, because at this point, we insure essentially the entire American population.  We pay benefits not only to people who are not at retirement age, but we pay benefits to over 2‑and‑a‑half million people under the age of 25.  But the philosophy that drove the program has kind of continued with it.

Now, as an employer, we are the second largest government employer, after the Department of Defense, and we run a large business and I want to talk a little bit about that.  Our yearly administrative costs are $8 billion, which is large.  We employ 85,000 people and we run a large field network.  We have a lot of work that needs to be done, and so we are also very actively involved in the financial services market.  Now, if you look at us as an insurer, now, the first question you get about managing against risk is:  What is the risk?  And I think if you ask this question quickly, people would say the risk is disability.  It is not.  The risk that we insure against is chronic unemployment or under‑employment.

And it is the fact of under‑employment or unemployment that makes one initially eligibility, not the fact of disability, although it is true that we pay benefits because of the occurrence of chronic under-employment and unemployment to people with disabilities is defined in a convoluted and complex manner which I will not go into because I do not have the time or I suspect interest to get into the details of it.  Now, historically, given major fluctuations which were mentioned in the American economy, we have remarkably been successful in holding at about two‑tenths of one percent of our beneficiaries ever leave the rolls for reasons other than death.  That was two‑tenths of one percent.  Statistically, that closely approaches zero, and indeed, we could probably, with a little effort, call the people who have successfully left the rolls, to the extent they are still alive, interview them with respect to what caused this remarkable outcome. 

I gave a law school class not too long ago an assignment to see if they could come up with any greater disincentives to work than were already embedded in the Social Security Act rules and regulations and no one really had a terribly constructive proposal.  So I think as far as outcomes or success,  it is hard to manage an insurance program much worse than we have historically managed it, although we are in a rapid growth industry.  We are, in fact, reporting larger and larger expenditures every year, and the population of people who are receiving services from us will grow and will continue to grow quite rapidly, particularly because we are changing the retirement age, so that in addition to the babyboom generation getting older, it is going to take longer for them to qualify for retirement benefits, which means there are going to be more people on disability benefits.

So I guess this happy growth picture, I want to just bring two or three ideas up, and I am trying to get back to the sort of topic we were on earlier, about what we can do about certain aspects of the market.  Well, the first thing is, we are contributing to the inability of persons with disabilities to accrue and to control assets in a very real way.  We have asset limitations that are statutory under both the SSI and SSDI program and of course under both Medicare, although the Medicare limits are much less of a problem because they only apply to certain aspects of the program, and Medicaid, in which there are serious problems.

So although we have and are continuing to explore, I will not go into those right now, fairly radically new asset waivers, this is all through an exceptions process that allows us from time to time to let people, as a result of their own labor and efforts, keep or exercise some control over assets.  So to suggest we are part of the problem, I think is important to note here.  I think government, for whatever reasons, is part of the problem with respect to how much asset accumulation occurs, as well as what assets can be spent.

The second thing, and I do not believe there is anyone here from the private insurance industry, so I wanted to take a minute to . . .

Peter Blanck:

Chuck.

Martin Gerry:
Ah okay.

Female Participant: 
Chuck.

Martin Gerry:
Let me talk a little bit about what we have learned from spending a lot of time a small with a but growing private insurance industry.   And I have met over the last year with probably most of the larger disability insurers, and we have spent some time looking at workers' comp, et cetera.

(Coughing)

But I think the key point for this discussion that came out of that is the relationship with employers.  Private disability insurance, unlike the Social Security Administration programs, are solved usually through group coverage to employers.  And it is through the employer that the employee becomes eligible for insurance.  Virtually every employer that buys group disability insurance coverage has group health insurance coverage, and so as a practical matter, almost everyone covered by private disability insurance is also covered by private health insurance through an employer coverage.  That is a big difference in terms of the two programs in the sense that the employer is a common denominator with leverage with respect to both the health insurer and the disability insurer.

The second thing that we have noticed is that the way in which claims are managed in the private insurance industry is by representatives who are employer linked, completely the opposite of our method for, we do plans geographically.  But most private insurers manage plans through a group of people  who are, in effect, responsible for that customer in the insurance business.  So the relationship between the people who are processing claims and the employer is quite intense, and in fact, it develops over time and is closer.  And the second big thing is that employers are rewarded, usually through the reduction of premiums and experience ratings, for behavior that, in effect, limits the exposure of the insurer.   that, in fact, there are real incentives built into the system for employers to go beyond what they might be legally required to do  because of probably both a loyalty or history with the employee, but also the fact that it will, in fact, affect the price of the insurance that they are paying for.  There is no federal equivalent of that.

On the other hand, we collect taxes, rather large taxes, from the very employers that are paying into the system.  So one of the things that the commissioner has asked us to look at in the next year, and we have just finished an overhaul of looking at the process, is going to be the whole question of employer incentives.  Which is to what extent should we be looking at a range of incentives that would parallel, to some extent, what is been much more successful in terms of outcomes in the private sector, where employers, we could reflect some through either the tax system or some other mechanism, an economic reward, if you will.  I think you could see it as a recognition of the cost of accommodation.  To change behavior.  Because when you have two‑tenths of one percent of people leaving the rolls for reasons other than death, you have only up to go from that.

It is also worth pointing out from our standpoint in this discussion, since we collect taxes from every employer, that we could pay out exactly the same benefits that we pay out now to exactly the same people, and have a significantly greater number of those people work, we would be economically advantaged because they would pay into the trust fund.  So it is not necessary for us to have people leave our rolls or to go off benefits in order for the trust funds to benefit from their employment.  In other words, you could not do much worse than you are doing right now where you are paying out all the benefits for as long a of time period as you could and getting as little in the way of pay in as you could get.

And that raises one topic I wanted to raise that has not sort of come into focus so far, and that is the realities of dealing with lots of people in the general category of "disability" with much more significant disabilities for whom a productivity‑based wage is probably unlikely to result in their being economically self‑sufficient, either because they cannot work full time or because their productivity level is probably unlikely to result in that.  We are very open to looking at issues involving a combination of benefits and wages as a way of arriving at a livable standard, but for the employer, that is a very different question.  And you begin to look at the question of employing people with disabilities that would not necessarily allow them, even with accommodations, to act like or perform the same exact roles as, or be as productive as individually, other employees.  And that involves issues of job‑sharing and job structuring.

And the final point, because I think it is tied it together for us is that we are now entering this market in a different way, which is the commissioner has announced and we are in the process right now of designing a major contract.  And I said that we spent $8 billion a year in administrative costs.  We also run the largest administrative law system in the world.  We have thousands of administrative law judges doing 600,000 hearings a year.  We process 2‑and‑a‑half million claims.  We are 53% of the U.S. district court caseload.  So I only say that to give you a sense of the size of what I am about to talk about.  We have to convert from a paper‑driven model to an electronic, forward system.  It will take us probably 15 to 20 years to do the conversion.

We are going to contract out that work, and we are going to contract it out in the private sector, but only to people who will hire our beneficiaries to do substantial portions of the work.  What that will do is introduce into the market a substantial demand for people with disabilities.  A demand that will be generated by private employers, not by us, who want this money because we are probably talking at a level of several hundred million dollars a year across the country, because we run 1300 offices.  And what that is forcing us to do, which I think is a very healthy thing, is to think through as carefully as we can how one would structure such a contract.  And I bring that up only in the sense that the government has another role, which is, we spend a lot of money.  We purchase a lot of services.

One of the President's management agenda items is competitive sourcing, and one of the things we have been looking at it is the question of whether or not we should not, in our own best interests, competitively source work to the people who are beneficiaries.  It makes a lot of sense on a lot of different levels. What it will do, though, and Bob I have talked about it, Alex and I have talked about it, it will, for the first time, I think, put a huge strain on the present structure to see if it can really deliver.  And it will introduce, we hope, in the private sector comparative models.  We have been talking with insurance companies, we have been talking with banks, we have been talking with lots of people need the same kind of work, that is scanning, digital file conversion.  We have looked at that work and we believe that it supports employment by folks at a very broad spectrum of skills and abilities, from the lowest functioning to the highest functioning folks.

But I think that it will tax the ability of the delivery system to prepare and support this work.  So one of the things we are trying to do, and I think some of our other federal agencies, some of the larger agencies, at least, I hope, will get into as well is beginning to  get out there and generate work in the private sector.  These will be private sector firms, so ...   Those are just some points that had not come up, and it is something, I am very much enjoying the discussion.  I hope we can contribute to it, but we are at kind of this interesting role of being, in one sense, we are trying to run a business and at the same time being a government agency, so it puts us in a somewhat unique position.

Peter Blanck:

Thank you, Martin.  Very interesting remarks.  Who would like to begin the discussion?  Charlie?

Charlie Hammerman: Well, it is again amazing to see who is sitting at the table.  If you are saying this project is truly 15, 20 years out, now it is tying education and commerce, in the sense of the people.

Again, I will keep using my own example.  I have got Stephanie, who is 13.  Five years from, you know, four or five years from now, we are talking about college, and college after that, either grad or getting a job.  Are we not having multidisciplinary issues on this one huge issue, which is pulling everyone to the table and saying, "Wait, let us do this in a multi‑tier," because if you are going to rely on corporate America, Cathy and I actually were talking about this before, there is still the sense of, if I get into this area, from corporate America, there is still this fear of litigation and there is not enough guidance and such, which Ken brings into, I mean it is sitting right here at this table.  So you have the cooperative effort of being able to bring to the table on the civil rights side what the do’s and don'ts are.

And Bob, I was going to ask you before, I want to go interview somebody.  I do not even know where to start because I know there are a lot of do’s and do not’s.  I know there are not a lot of do’s, okay?  Am I allowed to ask you, you know, oh, what is that twitching about?  What is your disability?  You know, no.  Right.  You go right to jail, okay?

(Laughter)

Okay?

So you have that aspect.

This is an unbelievable opportunity to bring all resources to the table to just basically say, "Wait. This is a huge initiative.”  Corporate America is going to grab onto it because it is a lot of money to be spent, and at the same time, there needs to be some support to corporate America to say, you know, in that mandate saying “You have got to hire people with disabilities or else, but we are going to help you figure out how to do that."  You know, I am assuming if you are talking technology, obviously we have someone here who is telling you there are a bunch of industries and companies that are hurting.  It is amazing that, what I find is that we do not necessarily have everyone always talking to each other, just as a layman.  And it is amazing that if we can get everyone to talk to each other, it sounds like there is an incredible solution.

Martin Gerry:
I think that one of the things that neither Bob nor I mentioned but is important pretty is that if you live in the Bronx, we are about to fund a series of demonstration projects around the United States on youth transition that is tied to this scanning work.  So that means that in six states, including New York, we will be funding projects that involve large numbers of secondary school students with disabilities.  Again, across the spectrum of kids that are served in the IDEA programs, and part of what we are doing is tying the transition and preparation starting in school, at least in part, to the jobs that we are talking about being created.  We are using this as essentially a learning lab to figure out the way we need to write the larger contracts, which will go out in about a year‑and‑a‑half, for the multi‑year scanning.   

But it is an effort that we have been working on to sort of get back to this integration of efforts, and looking ahead, say, in fact, 14 was the age that I think we are going to find most states want to start because it is the age in the IDEA '97 legislation where there is a duty to inquire, at least about transition.  Although some states may go earlier.  But the need for this to be pulled together, I think, is something that we have been spending a lot of time on,   and what I think we have never been able to do is to kind of pull the pieces together.  And the six states that we are doing are New York, California, Maryland, Mississippi, Colorado and Iowa, and in New York, it is Erie County and Bronx, that is Buffalo, and in California it will be Los Angeles, Riverside, Orange and Solano, so there are some fairly large population centers.  And there are other states.  But I mean the idea here is that we are trying to use, and frankly it is just an effort for us, by investing our resources, to produce changes down the road.   And it would require relatively little success, 10% success rates would be enormous in terms of the consequences not only for the people but for just the path of the agency.  So the New Freedom Initiative has really made a lot of this possible and it is focused a lot of the time . . . 

Robert Pasternack:
 I think with the President insisting we have a sort of an unprecedented collaboration.  Marty and I, I think, are an example of that.  We spend a lot of time working together.  I am continually impressed with how smart he is and how much he knows.   Really.

But when I went over and met with the Social Security Administration Commissioner, it is the first time in more than 25 years that the Assistant Secretary for Special Ed and Rehab Services sat down and met with the Social Security Administration Commission.  Now, as a result of that, we identified several things that just made good business sense.  For example, Social Security spends $2 billion a year re-determining eligibility for disability. Now, one of the things that Marty and I both agreed is that, and I say this with all due respect, but chances are if you are blind, that person could be blind for a very long time, and why would we spend a great deal of money re-determining that person's eligibility?  So one of the things that we talked about is that all the money we are spending,  so that your daughter's transition plan, as an example, the diagnosis that is done, the last diagnosis that she has when she leaves school, could be the eligibility determination that she would need in order to access SSI.

And then they can take that $2 billion a year, spend it differently, to help us implement some of the transition plans that we are currently developing.  That is an example of one of the things that we are talking about.  Right now, they have policy where if a kid is 18, stays in school, they lose their SSI eligibility.  They are revisiting that, and so . . . 

(Coughing)

we are, because we need to provide incentives for young people with disabilities  to stay in school because if you do not have a high school diploma,  your life trajectory is fundamentally different than if you do have a high school diploma.  And we have way too many kids with disabilities in the criminal justice system, which is becoming a surrogate mental health system and you know, there is a lot of stuff we are not going to have a chance to talk about today, but I think that the partnership that we have . . . 

(Coughing)

between Social Security Administration and the Department of Ed, the partnership that we have got between the Department of Ed and the Chamber of Commerce, it just makes good business sense to work in this way, and the President is requiring us to do it, and so it is just a very exciting time, I think, for disability policy people to think differently about some of these issues.

Martin Gerry:
I think Labor is going to be a part of that too and I want to just mention that in the same sites we have been working on the Department of Labor on funding what are called Facility Program Navigators and One‑Stops and what we want to do is of course, which are the, supposed to be serving substantial numbers of people with disabilities.  So we want to, again, 

(Coughing)

proximate to these same demonstrations, fund as many of those individuals  because for one thing, the jobs we are talking about, a lot of people may not want those jobs and we want to penetrate the larger job market, particularly the smaller employers in the area as well, and Labor has been working very actively with us on that.

I think the stage is being set to, as you said, to bring everybody to the table.  I think the not so clear situation is how well will everybody, everything function?  I mean we, for years, in the 30 years I have been around, there has been excuse after excuse for why something has not happened.  The big one usually is there are not jobs.  But whatever the reason.

And so now when you kind of take off the major explanations for why there would be an excuse, there is a demand, there are resources, there is cooperation, you get down to the capacity, and I think we are going to do a lot of learning on that.  I think the research implications of that are going to be huge.  Because in a way, it is been an abstraction until you get into the practical barrier, I mean, I think we are going to see barriers that we have not seen before because we never got to them.

Peter Blanck:

That is very interesting.  Andy and then Doug maybe you want to get in as well.

Andrew Imparato:
Just real quick, this is Andy Imparato.  I want to kind of go back to Charlie's prosecutorial zeal.  I want to give you an issue that I encourage you to work on the disability community on, which is when your daughter turns 18, she should not have to swear to the government that her disability prevents her from working, and she should not be expected to retire at age 18.  Our current public policy says exactly that and it is wrong.

And from my perspective, we have a President who I think has the right vision to change that.  We have a Deputy Commissioner of the Social Security Administration who has the right vision to change that.  It is not going to happen between now and the 2004 presidential election.  It could happen after the 2004 election if we make it an election issue.  I just really want to encourage to you go back to what Martin said.  This is one of the biggest work disincentives that we could ever possibly create, and all the good work Martin is doing still does not address that fundamental issue, which is, what do you have to say to get benefits when you turn 18?   And I would like to see us address that at some point in a bipartisan way if we are going to actually crack this nut.

Peter Blanck:

Thank you Andy.  Doug did you want to jump in?

Douglas Kruse:
Sure.

Peter Blanck:

Doug Kruse.

Douglas Kruse:
Doug Kruse of Rutgers.

I wanted to say, just in talking about the services in the SSDI program.  I teach economics courses to masters of human resource management students, which are not people in HR departments and in teaching that pedagogically, I find the SSI program to be of enormous use because I can illustrate principles of labor supply very well.  So if you want to discourage people from going into the labor force, here is a program for you.  

(Laughter)

Pedagogically I find that to be very useful.

There are, you did not mention, of course, there are some important programs to try to get higher employment rates among SSDI recipients such as the Ticket To Work and there is new research going on with Monroe Berkowitz, the earlier intervention.

Martin Gerry:
Intervention.

Douglas Kruse:
I know Berkowitz is kind of a grand old man of disability research at Rutgers.  If all of those disincentives could be overcome, one would still have the problem of, that is really the focus of this conference is corporate culture.  And, you know, if we can get rid of all the disincentives from the labor supply angle, then it comes to labor demand.  Who is going to employ these people.

And I will mention just one quick thing.  One of the publications they have here that was passed out is the Eldridge Center.  Lisa and I helped do this survey of employers’ work trends, restricted access survey employers about people with disabilities and lowering barriers to work.  One of the interesting findings in that is that employers were asked what is the greatest barrier to people with disabilities,  to more people with disabilities being employed and 20% of the employers said the greatest barrier is employer prejudice or employer reluctance to hire people with disabilities.  Apart from questions of skills and so forth.  Now, that may be understated because there is a phenomenon in survey research called social desirability bias.  You are not going to admit you have bad attitudes.  But even that figure, 20%, I think, is a telling one that there is still problems in labor demand, so once we get past these labor supply problems.

Peter Blanck:

Thanks, Doug.

Robert Pasternack: It is also, so I do not know about jumping in here.  To exacerbate it, I went to an Independent Living Center, and that Independent Living Center was training people on how to get SSI, and to me, that is part of the paradigm that we have got to change.

I think, you know, not only do we have to change corporate culture but we have to change the disability culture, and I think that we have for too long tried to, we have not empowered people.  We sort of fostered this model of helplessness and dependency and I think that that is part, this is a multifaceted solution to the problem, but I think we also have to address the fact that we have to stop, I mean, I am just appalled that a program that we were funding, that was their definition of training for people with independent living was to do a better job of getting SSI.  And I think that, you know, what Marty said, what the President has done in terms of his approach to education, he is said no more excuses in terms of kids failing, and I think we have to take that same approach to disability policy.

Peter Blanck:

That is a very interesting point.

One of the papers that we present in here also was commissioned by the President's Committee on the Employment of People with Disabilities.  We did a large national study of about, I do not know, 8 or 10,000 people in sheltered workshops, and we found that whether you move in or out of a sheltered workshop was totally independent of disability severity.  In other words, people who were more or less disabled, that was not the key factor in determining whether or not you moved out.  It was incentives, attitudes, parents' attitudes, and other sorts of issues, totally independent of whether the person could do the job or not.  

We have time for maybe one more person, I want to get our afternoon panel in and then we will have a nice lunch, a little more relaxed lunch with our keynote speaker.  Michael Morris?

Michael Morris:
Thanks, Peter.  I guess two points.

One to add, Andy, to what you said in terms of that most critical policy changes in terms of the disincentives in the Social Security system, it is, if we look at that alone, without also attacking the other issue that Martin mentioned, which is asset development, we have only gone halfway there.  And what, in effect, we have done is removed or reinvented a system that still considers the ultimate goal impoverishment, so we have to attack all sides.  And there are opportunities, hopefully with the kinds of things that both Bob and Martin are working on which recognizes that that is a lynchpin  as much creating an employment opportunity and changing the relationships that exist.  So just a point.

The second point, though, is hopefully, perhaps this afternoon, Martin, we can come back to your point which, to me, is one of the most troubling, and one that I do not know that there is any research that has brought forward some new models, and that is the issue you raise about productivity.  If you look, again, at your roles, you are talking about millions of people who have no work experience,  who have different levels of probably capacity to work in an increasingly technologically complex society.  The ability for us to formulate new models that enables individuals across the full range of disabilities, not to discard anyone because of the nature or severity of disability, is something that, in all the different systems change and different projects going on, I am not sure that we have really come forward with another approach that really tackles that head‑on.  We have the J‑log program which gets people basically being paid based on productivity, that gets frankly thousands of people with disabilities into jobs, but into jobs where 75% of the workforce has to be people with disabilities.  Perhaps the inverse model would be more in terms of a real work situation.

The only thing that I could add to the discussion would be, and I am trying, as I have been trying to learn it over the last year by sitting at the National Cooperative Bank, is the cooperative business model, which may relate to a different role between employer and employee.  Both in terms of stake in a company, ownership possibility, but also gets to a different sense of democratic principles in terms of inclusion of people regardless of what they bring to the table, a different set of a calculus about how people, regardless of the nature or severity of disability, might gain overall from being a part‑owner in a company.

So I simply throw that out and maybe we can discuss it more.

Peter Blanck:

Thank you, Michael.  We are starting to come circle, which very nice.
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