	
	


	
	



6
Aligning the Disability Support Pension with the goals of the NDIS

Do not delete this return as it gives space between the box and what precedes it.
	Key points

	The Disability Support Pension (DSP), which provides a basic income support safety net for people with disabilities, should stay outside the NDIS. It serves a much bigger group and its function is different.

However, the current design of the DSP arrangements, and the way people perceive them, discourage the social and economic engagement of people with disabilities, and is inconsistent with one of the central goals of the NDIS. 

A package of reforms, including all tiers of the NDIS, re-vamped employment services and changes to the DSP should improve employment outcomes, and increase the income and wellbeing of people with disabilities. 

DSP reforms should aim to:

· encourage the view that the norm should not be lifelong use of the DSP, among people with non-permanent conditions and people with permanent conditions who could have much higher hopes for employment participation 

· redefine the DSP as a transitional disability benefit for those with some employment prospects, while retaining the pension for those with low employment prospects

· reduce the disincentives to work while on the benefit by reducing benefit taper rates, relaxing the work test for people already receiving the DSP, and trialing ‘sign-on’ bonuses for those on DSP who gain paid work 

· provide greater support to employers to encourage employment of people with disabilities, including greater wage subsidies

· tap private innovative arrangements for greater economic and social participation of people on the DSP through social impact bonds and other measures. Social impact bonds involve financial intermediaries who take funds from investors, invest them in projects with a potential return to government, with government providing a share of that return if the interventions work

· improving data collection and analysis for monitoring outcomes for people on the DSP and the interventions that produce the largest impacts.

All people with disabilities should face the same eligibility test for the DSP. Accordingly, the automatic qualification of blind people should no longer apply, except for blind people who qualified for the DSP in the past. 

The Australian Government should establish a public inquiry into the DSP to develop the best path to implementation of the above options where they cannot be put in place quickly, and to assess how the DSP could be further re-designed to be compatible with the social and economic participation goals of the NDIS.

	

	


The DSP is the principal source of income for many people with disabilities. It provides a basic income safety net for around 800 000 people with disabilities. Its projected costs to taxpayers are around $14 billion for 2011-12, making it the largest income support payment for Australians of working age (appendix K). 

There are strong grounds for the DSP to remain outside the NDIS.
 The DSP:

· covers a much larger population than people receiving funded supports under the NDIS
 

· has a function that is intrinsically different from other supports. It is not an individualised support, nor one that involves life planning. It provides only basic income support to avoid the incentives of higher payments. Full coverage of income loss due to disability would have problematic outcomes, which would include an excessively expensive and unsustainable scheme, and one in which there was a constant pressure by people to be included in the scheme to get larger benefits. The ‘in-kind’ nature of benefits in the NDIS does not present this problem

· has its own eligibility, assessment and review processes

· is one of a group of income support payments for people of working age that are linked to employment services (mainly also outside the NDIS) that assist people obtain employment. For example, Disability Employment Services provide support for people with disabilities to get and keep jobs, and draws its clients from many sources other than the DSP (such as Newstart).
However, the design of the pension arrangements and the way people perceive them, discourage the social and economic engagement of people with disabilities, and is accordingly inconsistent with one of the central goals of the NDIS. As the NSW Government pointed out:

The lack of cohesion between the income support program and the employment support programs means that the DSP can act to provide economic disincentives for people with a disability to work. (sub. DR922, p. 16)

The tension is also contrary to contemporary government and community expectations about the greater social and economic potential for people with disabilities, which have shifted over the past few decades. The UN rights framework emphasises the goal of participation. In that context, a major objective should be for people with disabilities to obtain paid employment (or a voluntary job), even if they continue to receive partial income support from the Australian Government.

Several factors underpin this shift in attitudes to the employment of people with disabilities, and are relevant to the role and design of the DSP.

First, the social model of disability emphasises people’s potential and the desirability of breaking down social barriers to economic and social participation. In contrast, the previously dominant medical model depicted people with a disability as having a condition that prevented them from participation. As Leonard (1985, p. 1) put it:

The crux of the matter is that disability is not simply a medically defined condition, but depends rather on an array of surrounding psychological, sociological and economic factors. A person who perceives himself as disabled may thereby disable himself. A person who is perceived by others as disabled may thereby be disabled. And a person who finds greater economic returns to disability than to work may not struggle so hard to work. This need not be a question of fraud or dissembling, but merely of adapting to the given incentives.

Moreover, there is an increasing awareness that work and social participation has many wellbeing benefits for people beyond those associated with a better standard of living. Work also provides people with social interactions and purpose, and it breaks down stereotypes of disability. Measuring the nature and size of these benefits is difficult because it can be difficult to unravel the extent to which joblessness is an outcome of health impairments or the determinant of them. Nevertheless, studies have attempted to disentangle these effects (as summarised in Lattimore 2007), and find that mental health especially appears to degrade if people do not have jobs. Other recent studies appear to support this contention. An OECD study (2010, pp. 46–47), which covered Australia and some other countries, found high mental distress among people leaving employment, especially among those with disabilities, and improved mental health if people found jobs. A study by the Royal Australian College of Physicians and the Australasian Faculty of Occupational and Environmental Medicine (2001) drew on extensive literature on the links between work and wellbeing, and concluded that work is good for people’s health and wellbeing. A meta study undertaken by Waddell and Burton (2006) found good evidence that work had positive impacts on people’s health and wellbeing, and of particular relevance to the DSP, that people’s wellbeing rose after moving off social security benefits. A possible exception to this is if the job quality is poor. There is some evidence that jobs with poor psychosocial attributes are no better, and may have even more adverse effects on mental health, than unemployment (Butterworth et al. 2011). On that other hand, the latter finding may not hold if there is adequate in-job support.

On the budgetary front, the various Treasury Intergenerational reports and the Commission’s own research (PC 2005a) show that population ageing will create significant fiscal pressures and lower economy-wide labour participation rates, with impacts on economic growth. Accordingly, governments are looking for expenditure savings and measures that encourage people to enter or stay in the workforce. Increasingly, people with disabilities are seen as a resource rather than a ‘cost centre’. The Henry Tax Review observed: 

Structural ageing of the Australian population makes it particularly important that people in the community who wish to and have some capacity to work should not be discouraged from doing so by the personal tax and transfer system (2010, p. 487).

Australia’s relatively low international ranking for employment outcomes for people with disabilities also reinforces the potential for gains in this area. In raw terms, Australia had the 21st lowest employment rate of 29 countries for people with disabilities (appendix K), well below countries like the United Kingdom and Canada. In fact, the situation is worse than this because it is important to correct for some of the factors that can bias measures of employment performance. Once these corrections are made, Australia was ranked 24th in terms of its performance, with the data suggesting that Australia could improve its employment rate for people with a disability by more than 5 percentage points if it were to perform at the average of OECD countries (figure 6.1 and appendix K). 

The Commission estimates that less than 30 per cent of working age people eligible for funded support from the NDIS have any kind of employment (figure 6.2), with part-time employment more common than full time employment.

Altogether, this suggests that the Australian Government should align income support arrangements with the participation goals of the NDIS and with contemporary disability policy. It would be paradoxical for the NDIS and other policies to encourage people with disabilities to think about what they can do, and to have an income support system whose orientation encourages people to think about what they cannot do.

Moreover, regardless of any changes to the DSP itself, the greater emphasis of the NDIS on social and economic engagement should reduce the extent to which people with disabilities need to rely on the DSP, producing some offsets to the budgetary costs of the NDIS (chapter 20). 

6.

 SEQ Heading2 1
Reform strategies

Australian Governments have undertaken various DSP reforms over the last decade, and further changes have been announced for implementation in 2012 (appendix K). These reforms have included improved assessment arrangements, a tougher test of work capacity, better referral processes for skill development and work readiness, and attempts to address the uncertainty of requalification for the DSP after a period of employment. 

The impacts of these measures are unclear as many are yet to be implemented. International and historical Australian experiences suggest that successful reform in this area is challenging. In Australia, the largest falls in the DSP intake have occurred when economic circumstances have improved, although this has had little impact on the outflows, resulting in persistently high numbers of people on benefits. 

Figure 6.

 SEQ Figure \* ARABIC 1
Australia lags behind in employment outcomes for people with disabilitiesa
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a( The data corrects for the overall employment rate in an economy, which would also have a bearing on the achievable employment rate by people with disabilities. Appendix K describes the methodology.

Data source: OECD 2010, Sickness, Disability and Work: Breaking the Barriers - A Synthesis of Findings across OECD Countries.
Figure 6.

 SEQ Figure \* ARABIC 2
Labour engagement is low for people eligible for funded NDIS supports and for people with disabilities generally

2009a
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a(The data relate to people aged 15-64 years only. The NDIS population has been estimated using the approach underlying the costings in this inquiry. The unemployment rate is the share of people in the labour force who are jobless. The employment rate is the share of the population who are employed. Note that the employment and unemployment rates do not add to 100 per cent because they use different denominators. The participation rate is the share of the population who are in the labour force (that is who are either employed or unemployed). The ‘not in the labour rate’ is one minus the participation rate. 

Data source: Estimated from SDAC 2009. 

While it is important not to oversell the potential for change, some countries, such as the Netherlands and Italy, have achieved significant change through bold reforms (OECD 2010). Drawing on Australian and international experiences and evidence about the deficiencies in current arrangements, there are several additional strategies and policy changes that could be considered, broadly depicted in figure 6.3. 

Subsequent sections of this chapter explore some of the specific options for reform.

Figure 6.

 SEQ Figure \* ARABIC 3
The purpose of DSP reform and the policy options
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Altering expectations

People on DSP are allowed to have a job without relinquishing their DSP (subject to some hours and income limits). However, only a few are employed and a very small share search for jobs using the available support services. Overall around 3 per cent of DSP beneficiaries use the Australian Government’s Disability Employment Services, with particularly low usage rates for the two dominant conditions affecting DSP recipients (physical and psychiatric disabilities) (figure 6.4). This underlines the highly passive nature of the DSP.

Figure 6.

 SEQ Figure \* ARABIC 4
Few people on the DSP use disability employment services

June 2006 to December 2010a
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a(Percentage of DSP recipients in given disability sub-populations who are using disability employment services. Disability employment services relates to the various forms of open services for people with disabilities over this period.

Data source: DEEWR (2011b, p. 26).

The emerging view is that, contrary to many people’s beliefs, there is better scope for employment of people with disabilities. Several participants in the inquiry considered that a greater effort should be made to get better employment outcomes for people with non-permanent or less severe disabilities. For example, one noted:

At the moment we have people on Disability Pensions that don’t necessarily need to be. For example shoulder and back injuries acquired at some point in the past doesn’t mean the person should be on a disability pension for ever. In addition, if someone has a “crook” back, this doesn’t necessarily prevent them from doing other meaningful work. The Assessment process needs to be more rigorous and look at a number of employment opportunities rather than assume that person can’t work again. (Economic Security for Women, sub. DR753, p. 5)

Another participant pointed out that the aspirations for employment should aim high and not just apply to people with lower levels of disability:

In talking about the DSP, AMIDA would argue that most people should be included in the vision for a future not dependent on the DSP. A narrow view of those who might be ‘considered to have higher hopes for employment participation’ excludes many people who we consider have potential to work more than is the case at the moment. (Action for More Independence & Dignity in Accommodation, sub. DR1027, p. 3)

It appears from survey evidence that around half of the people on DSP would like to work, and that the most common benefits they see from doing so are greater income, improvement in wellbeing, and greater social contact (Nucleus 2004). Qualitative research strongly reinforces these results (for example, Morris and Abelló 2005).

In this inquiry, submissions also pointed to the desire by DSP recipients to work and be active:

There seems to be a widespread conception amongst politicians that people benefiting from the DSP are sitting at home quite happy to accept the money. My experience is that people want work but find it extraordinarily difficult to obtain it. (Quote from a person in Blind Citizens Australia, sub. DR758) 

The reality is that many people with a disability, even significant disability, 
would LOVE to work. They just can’t get it! (DisAbility Connections Victoria, sub. DR702, p. 5)

For too long a DSP has been associated with ‘unable to do’ rather than a recognition that they can do differently. (Val Stone, sub. 228, p. 8)

Moreover, there is evidence that many people on the DSP have less severe disabilities, and that factors outside disability may have a particularly strong impact on their economic and social participation. Around 60 per cent of people on the DSP have moderate or lesser levels of disabilities.
 People with mild, moderate or severe disabilities who are on the DSP have no greater an employment likelihood than people with profound disabilities — the rate is about one in ten in all groups (table 6.1).
 These results point to the powerful effect of incentives, job opportunities and attitudes, rather than just disability, as a major factor in job outcomes. This is supported by the fact that DSP rates have risen over the long run, while disability prevalence rates do not appear to have done so (figure 6.5). As shown in appendix K, a major factor behind high DSP rates is that labour markets have become more ‘hostile’ to people with disabilities, rather than disability per se.

In that context, DSP arrangements could place more emphasis on the goal of long-term participation rather than long-term disengagement. This recognises that many people with disabilities have the desire and capacity to work.

For instance, many people with an intellectual disability could contribute through work (for example, in a family business or in businesses that have learned how to employ them productively, and that have provided the right support to the person). Indeed, of people with disabilities enrolled in the Australian Government’s (open) Disability Employment Services, people with intellectual disabilities have generally the highest job placement rates, and tend also to keep their jobs (figure 6.6).

Equally, given the right support (and the increasing sophistication of enabling technologies), the expectation should be that people with sensory impairments should acquire a good education and get a job. 

Table 6.

 SEQ Table \* ARABIC 1
Who works on the DSP by severity of disability? 

	Disability Status
	Share of people on DSP who are employed
	Share of people on DSP by severity of disability
	Likelihood of being on DSP by severity of disability
	Share of working age population by severity of disability 

	
	%
	%
	%
	%

	Profound core limitation
	10.3
	17.7
	71.2
	1.1

	Severe core limitation
	13.2
	22.3
	43.5
	2.3

	Moderate core limitation
	10.7
	18.0
	30.5
	2.6

	Mild core limitation
	11.7
	21.6
	22.0
	4.3

	Disability and restricted in schooling or employment
	21.0
	6.8
	14.4
	2.1

	Non-core disability (and no schooling or employment restriction)
	21.2
	1.0
	1.8
	2.3

	Long term health condition only
	21.3
	8.1
	1.6
	22.5

	No disability or long term health condition
	14.7
	4.5
	0.3
	62.8

	Total
	13.2
	100.0
	4.4
	100.0


a Data relate to people aged 15–64 years not in institutions. The administrative records for the DSP show that under 10 per cent of DSP recipients had some employment, somewhat less than the estimate of just over 13 per cent given here. This will reflect several factors. First, the SDAC is a sample survey with sampling and other errors. Second, the numbers above will partly reflect perturbation by the ABS of the confidentialised unit record file (CURF). Finally, the administrative data relate to a specific two week period, which will not match the period on which the SDAC estimates are based. 

Source: ABS (2010d).

Figure 6.

 SEQ Figure \* ARABIC 5
DSP prevalence rates have risen, despite static disability prevalence rates

20 to 29 year olds, 1988 to 2009
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a(The chart relates only to 20-29 year olds, though complete data are shown in appendix K. The DSP prevalence rate is the number of people aged 20-29 on the DSP as a share of all people aged 20-29 years old. To aid comparison, the prevalence rates have been converted into indexes, with 1988 values set to unity. The data shows that the disability prevalence rate for 20-29 year olds did not change (once account is taken of sampling errors) over the twenty year period, but that it more than doubled for DSP rates.

Data source: ABS (2004, 2010d); Davis et al. (2001); FaHCSIA (various issues), Characteristics Of Disability Support Pension Recipients and ABS, Australian Demographic Statistics, Cat. No. 3101.0.

Similarly, people with musculoskeletal conditions may not be able to undertake physical work, but they will often be able to talk with people or provide them with information. Many jobs involve just that skill. For instance, a tradesman with a bad back may be able to give customers in a hardware store advice about products or act as call centre workers. (However, the actual record of entry into disability employment services and the job outcome rates are quite low for this group — figures 6.4 and 6.6).

Figure 6.

 SEQ Figure \* ARABIC 6
People’s capacity for getting and sustaining jobs varies considerablya
Outcomes after commencement in Disability Employment Services 
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a(The results are based on participants who commenced in DES between 1 March and 30 June 2010, counting outcomes achieved by 31 December 2010. The graphs show the share of commencing participants who get a job placement (the left hand chart) and the share of commencements who secure a job lasting at least 13 weeks (the right hand). For example, around 15 per cent of people with less severe psychiatric disabilities entering the DES between 1 March and 30 June 2010 had secured a job lasting at least 13 weeks by 31 December 2010. The results are shown for people by type of and severity of disability. The Level 1 group comprises people who do not require long-term support in the workplace, while levels 2 and 3 are people with ongoing employment support needs, (with the two levels distinguished by the funding levels per participant).

Data source: DEEWR (2011b).

The challenges are greater for people with disability arising from mental health problems. The evidence suggests that people with mental health disabilities have low probabilities of exiting the DSP, and the least success in sustaining such exits when they do make them (Cai et al. 2007). This picture is reinforced by the low take up of tailored job search services and by relatively poor job outcomes for those who do enrol in these services (figures 6.4 and 6.5). 

This is disturbing since the share of DSP recipients with a disability due to psychological/psychiatric conditions has grown strongly, especially among male recipients. In 2001, 21 per cent of the stock of male DSP recipients had psychological/psychiatric conditions underlying their disability. By June 2010, this had risen to 29 per cent. It is now the single most important source of disability for males in the DSP and a close second for women. Altogether, there were around 230 000 people on the DSP whose primary medical condition was psychological or psychiatric.
 Moreover, new entrants to the DSP with mental health conditions tend to be younger than most new entrants with musculoskeletal and circulatory conditions (figure 6.7). The combination of low exit rates for people with mental health conditions, the increased tendency towards entry into the DSP by such people, and their younger age at entry, suggests that the average durations on DSP may grow, a point also made by Brown (2010). 

Figure 6.
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Many new grants for DSP are for younger people with cognitive impairments

Distribution of age for new grants by medical condition, June 2010a
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a The graph shows the age distribution of grants for any given condition. For example, nearly 80 per cent of new grants for people with intellectual and learning disability conditions were aged less than 35 years old.
Data source: FaHCSIA, Characteristics of Disability Support Pension Recipients, June 2011.

On the other hand, many mental health conditions are not permanent and can be managed through early intervention. Better mental health and disability supports that are coordinated with incentives to gain and keep employment, and job designs that take account of the episodic nature of some mental health disabilities, may work well for many people with psychiatric disabilities. 

Tiered arrangements may raise expectations of employment

The new arrangements announced in the Australian Government’s 2011‑12 budget encourage greater participation by those able to work at least eight hours, but the DSP is still framed as a permanent payment. It may be preferable to construct several layers of disability income support arrangements
 which, with greater in-work support and more rewards from working, may achieve better job outcomes: 

(a) As is currently the case, some people with less significant disability and health-related barriers to work (with a partial capacity to work of less than 30 hours a week
) would get access to a pensioner concession card, as well as Newstart (or a similar allowance) and employment supports through Job Services Australia, with the expectation of work, rather than graduation to the DSP. 

(b) Second, a ‘transitional disability benefit’ could be available for people who currently go onto the DSP, but who have a reasonable work capacity or where their work capacity was hard to assess. This would be consistent with the new eight hour rule announced in the 2011‑12 federal budget, but build on that concept. (It would be a matter for government whether the transitional benefit was at the same payment level as the DSP.) It could also apply to people whose underlying source of disability was less likely to be truly permanent. People would need to re-apply periodically for the benefit to assess whether they needed different kinds of support and to test the degree of ongoing impairment. The expectation would be that people would not be on the DSP for life. The relevant period for re-application might depend on the severity and likely persistence of the disability (which over time could be explicitly modelled by considering the probability of exits by the characteristics of the individual).
 

The new disability payment category would explicitly avoid the ‘pension’ terminology. It would be combined with employment supports under Job Services Australia. In many instances, people accessing a transitional allowance would not be in the NDIS, but some would, and these would benefit from the school to work training, motivational supports, and personal planning offered by the NDIS. The exit work test for this group could be at least partly relaxed (see later). The focus would be on employment. 

It is sometimes suggested that people on such a transitional payment would have monetary incentives to ‘game’ the system so that they could move onto a permanent and more generous DSP payment. However, many people do not behave in this strategic way and genuinely want a job. In any case, moving people who make up the transitional group straight on to DSP hardly addresses any such gaming — it merely guarantees such a transition.

(c) The third layer could be the current disability support pension for people whose:

· condition is unambiguous (such as genetically-based cognitive impairments) and with functional limitations that are sufficiently severe that they would be unlikely to get a job in open employment (for example, very severe impairments); or

· people who were on transitional benefits for a sufficient period, and where the evidence emerges that they are highly unlikely to secure a job.

These beneficiaries would only rarely face reviews (or never in cases where the severity and permanence of the disability was obvious). While effective marginal tax rates would probably not act as the limiting factor in getting a job for such people, there are arguments that the DSP for this group could be paid regardless of labour income or that, as a minimum, any taper rates should be very low and there be no hours restrictions after entry to the scheme (appendix K). This would ensure that most people in this group would keep any dollar earned from work. 

These features recognise the importance of still trying to achieve economic and social participation outcomes for people with severe disabilities. Passivity and low expectations should not be the default. The Commission has seen examples of arrangements that have led to employment for people with significant disabilities. For example, in one case a parent set up a microbusiness, JACKmail, around the skills and preferences of her son, Jackson (who has a profound intellectual disability), which she used to buy 24 hours of weekly support a week (Sally Richards, sub. 26). In another instance, a man spent a long time in what was then a sheltered workshop, when in fact he was quite suited to mainstream employment. He now works full-time as a windscreen fitter (Judy Huett, Hobart, trans, p. 16). 

Especially for the first two groups above (a & b), tiers 1 and 2 of the NDIS could significantly reinforce people’s capacity to obtain jobs by creating networks, building confidence and skills, breaking down stereotypes about the capacities of people with disabilities to contribute and by shifting people’s perspectives about what is achievable. In some instances, multiple generations of families may have had little connection to work, and such systemic disadvantage may apply to many in specific geographic areas. For example, in 2009, around one in five adults aged 15 to 64 years in the Peterborough statistical local area (in South Australia) were on the DSP and altogether around 45 per cent of working age people were on income support benefits.
 Involving people in a broader community can alter people’s views about what they see as normal labour market prospects.
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The incentives to work are often blunted by current arrangements

Many things affect people’s decisions about whether and how much to work, but one factor is whether they can improve their economic wellbeing from work. Earnings, income taxes and the capacity to get social security benefits and concession cards interact with each other to determine the extent to which people financially gain from working.

Australia has a very complex tax and welfare system, with benefits that depend on family income and assets; age of the potential beneficiary; the number and age of any children; the couple or single status of the person; the receipt of other benefits; and when a person first entered the system (reflecting the many grandfathering features of the system or ‘time of year’ effects). The extent to which people have incentives to work depends on the exact mix of their characteristics. The calculations shown in appendix K on the effects of the DSP on work incentives are based on the most simple scenario: a single person subject to the current rules (rather than grandfathered arrangements) and with no children. Even then, the calculations must take account of the income tax system, the low income tax offset, the Pensioner Concession Card, Medicare levy concessions, rent assistance benefits and the complex taper and hour restrictions that affect eligibility for, and benefits from, the DSP.

Appendix K shows that for realistic assumptions, people on the DSP have few incentives to work anything other than a few hours. In many plausible circumstances, working just one more hour can reduce people’s take-home income by thousands of dollars (that is, implicit tax rates on additional wages that are well in excess of 100 per cent). Since the calculations do not factor in the fixed costs of working (see later), the incentives for working even short hours while on the DSP are low. One participant pointed out the complex ‘magic’ of high effective tax rates in frustrating the employment of people with disabilities:

I don’t think that people with disabilities are lazy just because they are on the DSP. There are so many disincentives, like if you do too much work (like more than 15 hrs) or if you have a partner who earns too much money, plus the money you earn while working then the DSP drops … At present, by the magic of effective marginal tax rates (EMTRs), I lose half of every dollar I earn over my normal salary – 30% to increased income tax and 20% to a reduction in the DSP. If Erin got a job of over 15 hours per week, she would lose the DSP and all its other benefits – and she would need far more than an entry-level job to justify that. Even if she got a job working less than 15 hours per week, we would lose at least 40% of every dollar she earned, even without taking her income tax into consideration – 20% reduction in DSP and 20% off my dependent spouse tax offset. (Erin McKenzie-Christensen and Jeff Christensen, sub. DR754, p. 6)

Our son has a mild intellectual disability, autism and medicated ADHD, and first entered the disability sector at the age of 4. … Our son is entitled to DSP, and is encouraged by his family to ‘work’ — in fact this translates to 2 days per week volunteering as an assistant gardener, one day at a service provider to the disability and aged care sector, and one day at a supported employment gardening service. The latter may lead to limited paid work, which may, perversely, result in a net reduction in his overall ‘income’ from the DSP/income combination. (Elizabeth Coe, sub. DR697, p. 1)

While the high implicit taxes in the DSP are only one obstacle to working, and probably not the most important, it is relatively easy to reduce them.

There are several major contributing factors to the high implicit taxes on working while on the DSP.

People can only work a little before their pension is reduced 

The income level at which people’s benefits begin to be withdrawn is $146 a fortnight (equivalent to less than five hours of work a week at the minimum wage). Currently, unlike the pension itself, the threshold is not indexed. Accordingly, the Australian Government has to make a decision each year about the appropriate level of the threshold. In 2011, the threshold did not change from the previous year. There would be grounds for indexation and for examination of whether the income cut-off is appropriate.

Withdrawal (‘taper’) rates are high

When income exceeds $146 a fortnight, DSP benefits are withdrawn at 50 cents in every additional dollar earned (a ‘taper’ rate of 50 per cent). Such an implicit tax is higher than the maximum rate applied to a high income tax earner (45 per cent). Moreover, as income rises, other benefits and offsets are eroded, increasing the implicit tax rate on additional income by even greater amounts (appendix K). 

A lower taper rate would improve incentives to work, but would also be likely to have some initial negative fiscal impacts. This is because the government would have to make greater DSP payments than otherwise for those whose working hours did not increase at all or did not do so by much (noting that for many there would be no income tax offsets for this group given the tax-free threshold and the low income tax offset). 

On the other hand, currently only around ten per cent of people on DSP work, so these fiscal impacts are not likely to be large. Moreover, there would be some savings in DSP and gains in tax revenue for those who ultimately ramped up their labour market activity. The latter group is likely to be smaller than the former. Even so, the living standards of people with disabilities would rise and they would participate more in the community and the economy. Like other supply-side gains, this would be an economic benefit for Australia. There would be some slight GST revenue offsets.

Restrictions on hours worked

The current design of pension arrangements also include restrictions on the number of hours a person may work while retaining the pension (the ‘exit’ work test). In many instances, this threshold is more important for the incentives to work than taper rates. The current restriction on hours worked while on the DSP is less than 15 hours. This matches the entry work test to the DSP, which requires that people cannot get the DSP if they could work 15 hours or more. On the face of it, consistency between the entry and exit work tests appears appropriate. 

However, an exit test based on such low hours strongly reduces working incentives for people already on the DSP. Under the current exit test, a person working for just under 15 hours a week at the minimum wage would earn around $32 000 annually, after accounting for their earned income, income support benefits and taxes. Working a few minutes more per week would reduce their annual income to around $12 000 or $20 000 less — representing a huge implicit tax rate. 

In the 2011-12 federal budget, the Australian Government announced that, by 2012, people on the DSP would be able to maintain eligibility for the DSP (subject to the income test) if they worked up to 30 hours a fortnight up to two years, thus creating a gap between the entry and exit work tests.
 This policy should stimulate working to some extent (though see appendix K and below). 

The issue of future uncertainty about reviews and re-qualification for the DSP

People undertaking work (or even volunteering) while on the DSP are often concerned about the impacts of their economic and social participation on ongoing eligibility for the DSP. This arises for two reasons.

First, people going off the DSP because they have obtained a job, are often concerned about their uncertain capacity to subsequently re-qualify for the DSP.
 Depending on the exact design of the new arrangements announced by the Australian Government in the 2011-12 Budget (the details of which are not fully finalised), the presence of such uncertainty may undermine the goals of the temporary higher exit work test discussed above and lead to other perverse outcomes: 

· A 30-hour threshold may not have its intended effects if people working 15 hours or more for up to two years are concerned that if they go back on to the DSP they may fail a subsequent review (which uses the 15-hour entry test and takes account of past work history). Appendix K gives some illustrative impacts on expected earnings from working longer, taking into account the likelihood of future DSP review failure associated with varying choices about hours and job duration in the two-year grace period noted above. For that reason, people may not increase their weekly work to 15 hours or more, or may only do so for short durations.

· The two-year grace period means that people who do have a work capacity of 15 hours have incentives to oscillate between working 15 or more hours and working less than 15 hours, with the frequency of change based on the qualifying period to re-commence the two year grace period.

A second source of uncertainty concerns the outcome of any future review, even if someone works (or volunteers) below the 15 hours work test limit. Participation of this kind suggests some capacity for work. Some people worry that any form of participation increases the risk of a review and the removal of the DSP. As one person put it:

Currently, the disabled person is only “not living in fear” if they do nothing. Government decision is: they are not to be capable of doing more than 15hrs/wk, even voluntarily. (name withheld, sub. DR623, p. 1)

Both sources of uncertainty would largely be addressed by retaining a 15 hour work capacity test on entry, and then relaxing that to 30 hours, or to no work test, permanently after that (but with retention of the medical review and the usual fraud controls). As a result, someone on the DSP who is working or volunteering would be re-assured that their DSP would continue to be paid (subject to income tests) and that they would continue to get access to the Pensioner Concession Card. Effectively, the DSP would become an in-work benefit for such people.

There are three risks from this approach. First, people who would have left the DSP anyway at 30 hours or more would continue to get a partial DSP, meaning a fiscal cost for government with no economic or participation offset. The currently low outflow from DSP suggests that this is not a large group. 

The second is that people may attempt to become eligible for the DSP given its higher in-work benefits than alternative social security payments. However, the entry work test is now relatively tough (the 15 hour rule), the Australian Government has introduced better assessment procedures and new impairment tables are to be implemented. That suggests that it would be relatively hard for someone with a significant capacity for working 15 hours or more to enter the DSP to take advantage of its subsequent lenient work test. Nevertheless, it would be critical that this risk should be monitored were the Australian Government to relax the exit test. 
Thirdly, a potentially unintended impact of encouraging work by a DSP beneficiary is that other working members of the household may reduce their work. There was evidence of this for the UK Working Tax Credit (Tripney et al. 2009). However, many DSP beneficiaries are in households with no working person, so the effects may not be that great.

The benefit gap

The gap between allowances (such as Newstart) and disability benefits have been widening, reflecting the different indexation arrangements (as highlighted in the Henry Tax Review). The widening gap, combined with the absence of activity testing on the DSP, makes the DSP attractive to people on lower benefits. 

The issue of the differential indexation arrangements raises complex issues, because while higher allowances would reduce incentives for transitions to the DSP, they would also increase incentives for joblessness in the first place, and would have significant fiscal implications for government. It is even possible that higher allowances might ultimately increase DSP numbers because, even if the transition rate from unemployment to the DSP fell, the stock of people on unemployment benefits might have risen sufficiently to counteract this reduction in transition rates. 

Against this backdrop, the Australian Government should determine the appropriate indexation arrangements for allowances and pensions. In part, the transitional approach, (b), canvassed above could partly mitigate the effect of the gap between the two benefit arrangements.
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Work bonuses and other approaches to address the fixed costs of working

It costs money to work. People must pay for transport to and from work, wear appropriate clothes, may need child care (and need to transport children to and from a child care centre), may have to buy tools of trade and purchase more expensive meals. Many of these costs are fixed costs. For example, transport costs on any given day must be met regardless of whether a person works one or ten hours. There is compelling evidence that households can reduce spending after retirement significantly without any drop in material wellbeing — an indicator of the importance of such fixed costs (French and Jones 2010). 

Moreover, short hour jobs may involve the same number of hours of travelling as longer hour jobs, reducing the effective pay rate for a job. So, suppose that person A works one hour a day for five days a week at $15 an hour and travels one hour per day. Unless they enjoy travelling, their effective hourly wage rate is $7.50 an hour. In contrast, person B working six hours a day, five times per week and with the same travel times and hourly wage rate receives an effective wage rate of around $12.90 an hour. Notably, person A’s effective wage rate would rise to $12.50 an hour if he or she could work five hours bunched together in just one day. Accordingly, the importance of fixed costs depends on how hours are bunched, not just how many hours are worked overall in a given week (Dechter 2009).

Short-hour jobs are often the most suited to people with disabilities, and so fixed costs are particularly likely to reduce the financial incentive for working for this group. Potential policy remedies are:

· work bonuses provided for any job, regardless of the hours of work

· employment matching services that take into account job proximity and the bunching of hours (including the potential for working from home)

· adequate and accessible child care. Not surprisingly, there is evidence that the fixed costs of working are particularly high for women with young children (Callan et al. 2007). 

The last is clearly outside the remit of this inquiry, and there are already significant subsidies to child care. 

It may be worthwhile investigating whether existing disability employment matching services take sufficient account of the location of jobs or their bunching, as this may well be a significant factor in securing a job at all, or in sustaining it. Collecting systematic evidence on the effectiveness of such job matching would be likely to be a low cost measure.

The issue of work bonuses is complex, and a recent paper found that while there is no consensus, the evidence tends to suggest a small effect on re-employment (van der Klaauw and van Ours 2011) However, most empirical work in this area relates to:

· the unemployed (who are already looking for work) rather than those outside the labour market

· work bonuses that only reward people who maintain a job for a given period, rather than a ‘sign on’ bonus

· tax and benefit transfer systems that are quite different from Australia’s. 

There may be grounds for experimentation with sign-on bonuses for DSP beneficiaries who get a job, regardless of the hours of work — simply to encourage the first step in greater labour market involvement. Given the low re-employment rates of DSP beneficiaries, the cost of transfers to people who were going to get a job anyway would be small, and the risks to government low. The potential for at least a trial is worth investigating.
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Social impact bonds and other innovative approaches

Every person on DSP has contingent liabilities attached to him or her:

1) From a taxpayer perspective, the liabilities are the expected future payments of the DSP and other income support payments. For instance, for a person aged 18 years and using the DSP until retirement, the present value of the DSP payments are around $500 000 (and more over a lifetime when higher aged care and age pension costs are added). This is probably a reasonable estimate of the income benefit liability for many people acquiring a disability when young, since exits are rare and, when they do occur, are often temporary or to other income support payments.

2) From a broader perspective, the economic liabilities (or social costs) are much more complicated to assess. They include the inefficiency costs of raising DSP income transfers, the forgone value of wages lost due to the existence of the DSP (less the value of leisure for those on DSP), any unanticipated private lower health and wellbeing outcomes from being jobless, and external effects on others (such as the additional costs of health, justice and other community supports that occurs for marginalised groups; and the impacts on the future opportunities of children of people on DSP). Simple or partial measures of these economic costs — such as lost hours of work — are poor indicators of the effects of the DSP (or other welfare policies). 

Ideally, policy should be aimed at balancing the benefits of the DSP (the value of safety net income insurance) against the costs set out in (2). That is not easy since many aspects of (2) are hard to measure. In contrast, (1) is far more straightforward to estimate and could be the target of standard public policy. 

However, public policy in this area has several disadvantages. Governments:

· do not always have the money to invest in social projects, especially during times of fiscal pressure, even if they ultimately save them money.

· are constrained in the sorts of solutions they can offer. For instance, they can rarely use the marketing tools of businesses, they often have poor links to employers or community groups at the local level, and they can be encumbered by paperwork and procedural requirements

· are often reluctant to invest in risky, but potentially high returning, projects because of the political consequences of failure. Yet, most genuinely novel innovations in the private sector have high failure rates, with a few producing sufficiently high returns to cover the costs of the failures 

· are just one source of ideas on the best policies to achieve better outcomes. Non-government organisations and others often have innovative ideas about better social policies, but lack the power or funding to trial them.

For that reason, it can be useful to get others to act as agents for government in opening up innovative ways of creating opportunity for people with disabilities. 

As an illustration, suppose that under current DSP rules, Jack is expected to be jobless and on DSP for life, costing at least $500 000 to taxpayers. Suppose that a employment service business says to government: ‘Give me $300 000 and I will get Jack a job he would like to stay in and that he would prefer to the DSP’. The firm gives a warranty that if it fails in this it will refund all of the residual value of its promise. The firm can do this because it has a good ‘product’ — it has worked out how to engage Jack and an employer. It might do this with wage subsidies, motivational training, support for the employer, wage bonuses and other incentives. Jack is better off because if the firm succeeds, his income rises and he enjoys the social benefits of working (and if the firm does not succeed, Jack would be no worse off because he would be able to resume receipt of the DSP). Taxpayers are better off because the lifetime transfers are lower. Society as a whole is better off because tax distortions are lower, because some of the external costs associated with the use of DSP are reduced and because there is a community value in knowing and being with Jack that are absent when he is isolated at home. 

The question for policy is how to achieve such hypothetical contracts with government similar to those involving Jack. Governments reward NGOs for achieving ‘good’ outcomes using many approaches. 

Direct outcome payments to service providers

Under most ‘pay for results’ arrangements, the Government directly pays service providers for their outcomes (such as the outcome payments paid to Disability Employment Service providers who get jobs for their clients). 

However, this model presumes that the service provider can self-finance themselves prior to achievement of the desired outcomes. This may be difficult if the provider is a small operation geared to a niche need in the local community or if the outcomes are over the longer term. Notably, payments to Disability Employment Service providers relate to jobs that last 13 or 26 weeks, which may stifle measures that secure longer-run job outcomes. Moreover, the levels of outcome payment are not usually directly related to the public savings of the outcomes. 

Even so, there are grounds for properly structured and monitored outcome payments for agencies achieving good economic outcomes.  

Social Impact Bonds (SIBs)

SIBs (sometimes also referred to as ‘pay for success’ bonds) represent another approach to stimulate better social outcomes (figure 6.8).
 They differ from the conventional ‘pay for results’ model in that the government contracts with a private sector financing intermediary (a social impact bond-issuing organization or SIBIO) to obtain social services (such as local employment services, training programs, mentoring or any service aimed at achieving some desired outcome). 

The SIBIO issues ‘bonds’ to private investors who provide up-front capital in exchange for a share of the government payments that become available if the performance targets are met. The SIBIO uses these operating funds to contract with service providers to deliver the services necessary to meet the performance targets. In some cases, it would be possible for investors to engage NGOs directly (a model proposed for a NSW SIB by the Centre for Social Impact 2011, p. 9).  
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How social impact bonds work
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Data source: Adapted from Glahn and Whistler (2011).

The government makes no or little payments to a SIBIO that fails to achieve its nominated targets or it may pay the SIBIO based on some share of the savings to government attributable to the services purchased by the SIBIO. While referred to as ‘bonds’, they do not offer fixed returns, and may produce no returns at all if the SIBIO does not make good investments. Accordingly, SIBs are more like equities. The risks of SIBs are borne by the investors and the SIBIO, and not service providers or governments.

Apart from their capacity to overcome any financing problems for nimble and innovative service providers, SIBs can motivate new ways of achieving outcomes, and encourage investment by parties that are jointly interested in the financial returns of their investments and in the social outcomes these purchase. These would include charitable foundations with liquid assets and ethical investment funds. Large businesses may also be willing to participate with a lower return rate, noting that such businesses are often linked to foundations or have one of their own (for example, the KPMG Foundation). The SIB model also encourages rigorous data modelling, quality control and careful choice of service providers because the SIBIO and the private investors lose their returns if they do not secure good outcomes.

The first use of SIBs was by the UK Ministry of Justice in 2010 to achieve low re-offender rates for people released from Peterborough prison. The six-year SIB pilot scheme is run by Social Finance (the relevant SIBIO), and aims to prepare around 3,000 short term prisoners for their lives post-release and will work with them to prevent a return to a life of crime. If these services are successful and re-offending drops by more than 7.5 per cent within six years, investors receive a payment representing a proportion of the cost of re-offending. The payment will increase based on the reduction in re-offending with the total cost of the project capped at £8 million. The investors were primarily foundations and charities.

The US Government has included provision of $100 million for trials of a ‘pay for success bond’ as a part of its proposed 2012 budget. The NSW Government proposed social bonds in the juvenile detention system, families at risk and in the disability area. While not raising the issue of social bonds per se, one participant in this inquiry (Peter Drach, sub. DR945) noted that the funds used to pay for the DSP could be more profitably used to provide employment supports. This is what social bonds would seek to do.

SIBs are relatively new and sophisticated instruments. This complexity (combined with the difficulties in writing contracts, avoiding cherry picking and curbing fraud) suggest the need for careful implementation. An early report on the UK Peterborough prison pilot (Disley et al. 2011) indicated some of the complexities of, and skills required to manage the SIB model, which would be useful for any Australian trials. (The study was addressed at implementation issues, not at the outcomes for re-offending.) As part of proposed SIBs in NSW for the juvenile detention system, families at risk and disability, the Centre for Social Impact (2011) undertook a detailed assessment, with professional financial and legal advice, of how SIBs could be used in Australia. The Centre saw the SIB model as workable and found that investors were receptive to it. 

Innovation payments

A further option is innovation agreements for enterprises that develop effective models for engaging people on DSP in jobs or social activities. During this inquiry, the Commission has come across highly innovative jobs created for or by people with disabilities that draw on the person’s capabilities and preferences, which could easily be overlooked by adopting a conventional approach to encouraging employment. One example is Jackson Richards who works in a courier business under the supervision of his carer (Sally Richards, sub. 26). Another is a person with schizophrenia who makes elaborate carefully designed products for a niche market, work that suits the episodic nature of his disability, can be undertaken at home, and avoids formal workplaces that involve people telling him what to do. The above represent individual and family innovations. It may also be possible to provide grants to encourage more systemic innovations in employment, with the knowledge then becoming public property to be used by other not-for profits or by government agencies without IP payments. The Commission has recommended an innovation fund for service providers, but other types of innovation agreements involving other groups may also be feasible. Such arrangements would need to be complemented by diffusion of the lessons to people with disabilities, carers, the community, and specialist disability and mainstream providers.
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Engaging employers

In evaluating welfare reform, DEEWR (2008) noted:

However, in general, employers did not regard people with a disability as a potential labour pool to help fill shortages. Perceived barriers to their employment included an inability to perform certain tasks, unreliability and unpredictability, lack of assimilation or integration into the workplace, potential insurance implications, and the need to allocate additional resources to deal with them. A particular issue was the extra time and investment which was needed with people with a disability: employers claimed that they just did not have the time required. 

It is likely that some of these judgments reflected stereotypes (which themselves could be a target of policy — see below), but regardless, any perceived disadvantage of an employee will affect an employer’s willingness to hire and train. 

Carefully targeted wage subsidies, training allowances, provision of worker’s compensation subsidies (if risks are deemed to be higher) and employer support may reduce employer barriers to taking on people currently on DSP and other income support benefits. 

Some of these features are currently encouraged through disability employment services (DES — which the Australian Government revamped in 2010). DES includes (potentially ongoing) support for employees with a disability. Employment service providers have strong incentives to actively engage with employers because the service providers receive outcome payments for securing 13 week and 26 week job durations for people with disabilities. Unlike past arrangements, these services are no longer capped, and the evidence shows slightly stronger involvement by Disability Support Pensioners in these services, though still only involving around 3 per cent of the relevant stock of people (DEEWR 2011b, p. 26). 

Employment outcomes are still relatively low, with only around 14 per cent of a cohort of DES clients obtaining a job of at least 13 weeks over a six to nine month period, while a significant share (30 per cent) of clients were indifferent, not satisfied or very dissatisfied with the services they received (DEEWR 2011b, p. 27, p. iv). DEEWR will complete a full evaluation of Disability Employment Services in 2012-13, which should guide policy in this area (p. 1). 

In the 2011 Budget, the Australian Government announced additional measures to assist employment for people with disabilities, including wage subsidies of $3000 to employers providing jobs to people with disabilities in open employment and a $2000 incentive payment for employers who employ a person under the Supported Wage System (to be implemented from 1 July 2012). Both subsidies require that the person works for at least 15 hours a week and that jobs last at least 26 weeks. 

Given the significant policy changes already announced in this area, and the forthcoming evaluation of Disability Employment Services, the Commission has not explored policy options in this area in great detail. However, a critical issue in any incentive arrangement is securing long-term employment outcomes. 26 week outcomes may be the springboard for longer-term jobs, but the research discussed in appendix K suggests that many people go back to the DSP after a spell in a job. This raises the question of the factors precipitating job loss, and the measures that might address these. It is notable that the Social Impact Bonds discussed above have maturities of years, rather than the current six-month horizon for outcome payments paid to service providers and incentives to employers. Prima facie, there are grounds for longer-run support of employers and more enduring wage subsidies for employing people on the DSP. The community initiatives discussed in chapter 4 would also play a role in creating networks that people with disabilities could use to gain employment and in encouraging businesses to employ people.  

Changing business practices and attitudes

There remain enduring stereotypes of people with disabilities that affect their likelihood of getting jobs. Governments cannot pay to eliminate stereotypes and social marketing by government shows mixed results. Key businesses, business organisations and local community leaders may be better able to promote to other businesses the capacity for and value of employing people with disabilities. 

Some corporations have acted unilaterally, introducing policies that require such employment. In some instances, businesses and organisations have acted as part of a network. For example, the Australian Network on Disability is a not-for-profit organisation, resourced by its members to involve people with disabilities in all aspects of business (as employees, customers and suppliers). Companies such as Westpac, IBM Australia and Qantas are members (as are many public sector organisations).

It may be that arrangements of this kind could be a nucleus for the greater engagement by businesses with employment and other participation outcomes for people with disabilities. A possible strategy is greater engagement by government with lead businesses and business groups, with the goal of formulating a broader corporate disability employment strategy run by business (a kind of job compact). This would be a low cost measure for government. Businesses often are willing to participate in social programs if it aligns with their business interests, helps bolster the community’s view of them, and increases cohesion and morale in their workforce. 

As ACCI has emphasised, any attempts by government to promote the employment of people with disabilities through engagement with the business community should be business-savvy:

The promotion of employment of PWD (people with disabilities) does not use business language or business communication networks. Credible modelling of costs and other risk factors, as well as promoting the positive aspects of employing PWD, is required in a concerted campaign over a longer period of three years to address erroneous perceptions and attitudes. Realistic industry profiles of skills needs would enable a targeted approach to be taken in certain industry sectors. Support through business focussed tools, workshops and networking could also further promote employment of PWD. Practical “how to” approaches, written in business language, not bureaucratic jargon, would also improve the chances of increasing employment outcomes. (ACCI 2008) 
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An anomaly: the treatment of the blind

The blind automatically qualify for the DSP and do not face a means or assets test for the pension. This means that they can receive the benefit regardless of income or wealth. This is an inherently anachronistic view of the capabilities of the blind. With a shift to a service-oriented economy and leaps in technology, the expectation should be that blind people should be well educated and have jobs, and not be expected to be pension beneficiaries. For example, electronic Braille readers, software developments and other assistive technologies have lowered the barriers to employment. Automatic DSP provision to the blind should not be seen as a concession, but as locking in dated and discriminatory expectations about their capabilities. Some have told the Commission that it would be hard politically to eliminate this concession. From the viewpoint of the modern approach to disability, it is harder to see how it has been acceptable to continue the automatic payment.
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Using data for optimal interventions

One of the key functions of the NDIA is improved data collection and analysis (chapter 12). A particularly important role would be assessing the effectiveness of various interventions on the employment outcomes for people with disabilities. At the outcome level this would include whether a job was obtained, the hours of work, wages and the level of job satisfaction. On the input level, the nature of interventions, such as school to work transition programs, life planning, improved disability supports, specific employment support, and the role ‘social bond’ holders and DSOs could then be investigated for their impacts, controlling for the traits of the people with disabilities. Ideally, such data analysis should link with information about DSP recipiency to assess whether aspects of the DSP are likely to frustrate or enhance job outcomes. That would better inform the design of the DSP, as well as other interventions inside and outside the NDIS that may promote better employment outcomes. 

Communicating changes to the DSP also requires an evidence-based approach

The changes described above would represent a major shift in policy on the DSP, and a key aspect of their effective implementation would be to ensure that people were aware of what it meant for them. 

Centrelink provides accessible material on all of its payments and benefits (and online calculators), and many advocacy groups also inform people with specific disabilities, but information is not knowledge. The DSP is a complex payment embedded within a labyrinthine tax and transfer system. The payment has been altered many times, includes a range of grandfathered arrangements, and interacts with many other tax/transfer arrangements (such as family benefits). 

Complexity is problematic in several ways.

The calculation of the income effects of various tax/transfer arrangements (and the associated effective marginal tax rates) is difficult, but gives unambiguous answers. However, for many clients the effects of the system are unclear. Even sophisticated parties may find it hard to work out the optimal response to complex tax/transfer arrangements (as discussed more broadly by Toder 2011). It is possible (though untested) that people on a benefit may be unaware of their greater capacity for working while retaining a partial benefit.

The implication is that an elegantly designed arrangement may not have its desired effect if people do not understand it. The empirical evidence suggests that many people with disabilities are not well educated (chapter 2) and that their family carers struggle already with the demands placed upon them. 

This complexity means that people may make decisions that are not based on correct information. For example, some participants in this inquiry were not aware that people could retain a pensioner concession card for 12 months if they stopped receiving their social security benefits. 

Complexity also creates uncertainty. Once people are not sure about the effects of working (by themselves or a family member) on their DSP benefits, their behaviours are likely to reflect that uncertainty. In particular, doing nothing is often a reasonable strategy for a risk averse person. Evidence from behavioural economics adds the additional insight that:

People are heavily influenced by default positions and have a strong bias to loss relative to their starting point. So they will be influenced much more by potential losses from changing behaviour than by potential losses from not changing it. (Toder 2011, p. 11)

These problems of complexity and uncertainty would be reduced were the tax/transfer system to be simplified, but that is a difficult task in its own right. Given that, from a practical perspective, policy should be framed in a way that recognises people’s uncertainty and misunderstanding about the workings of the DSP and the associated tax/transfer system. 

One of the advantages of social bonds as an incentive arrangement is that through experimentation, non-government agencies may be better at finding the best way of communicating the benefits of employment. 

That said, government agencies, like Centrelink, will have the main role in delivering and communicating the significant changes to the DSP. Disability Employment Service providers will also have a role in explaining the changed context of the DSP to employers, especially given that social bonds may create highly flexible and innovative arrangements. Accordingly, there are strong grounds for a sophisticated evidence-based approach to ensure that people understand a new system (a testable issue) and to understand how people’s actual (rather than assumed) responses vary depending on how the changes are communicated. Any information should be in plain English, and any forms people would have to use in a new DSP system should be as simple as possible (a goal the NDIA itself would have to meet — chapter 9). There is a developing literature in the consumer policy arena that can guide such an evidence-based approach to communicating policy changes effectively (PC 2008). 
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Some other presumptions should be re-assessed

Despite past reforms, there is a strong degree of inertia in the design of the DSP and the presumptions underlying these. There are grounds for the re-appraisal of the:

· level (and nature) of assets and income tests for access to the DSP, including consideration of whether the same tests should apply regardless of age and whether the significant exemptions for housing wealth should be re-evaluated in the light of innovative government or private equity withdrawal arrangements. These issues are highly complex. On the one hand, people with significant asset holdings might be regarded as having a capacity for greater self-reliance. On the other hand, changes in asset tests might reduce the incentive effects for saving and raise issues of fairness for people who may have few assets to draw on over their lifetimes. However, increasingly there are questions about people’s capacity to self-fund at least part of their aged care from assets, and similar considerations might apply for people who enter the DSP at older ages prior to retirement. Current arrangements represent a judgment about the balance between the various equity and efficiency issues raised above. The issue could warrant re-examination, without making a judgment about where that balance should lie

· appropriateness of the many grandfathering arrangements for the DSP. This makes the system very complex and hard to explain to recipients. Grandfathering is appropriate when people make long-term commitments based on government policy of the day (for example, in relation to retirement savings or decisions that are costly to reverse), but are less clearly justified in the case of income support payments. It is not clear why two people with identical characteristics (age, gender, location, level of impairment, skills and so on) should be treated differently in respect of their eligibility for income support payments or the extent to which they have incentives for working, simply because one got on to the payment before the other. It may well be that those who have experienced longer durations on the DSP will have lost more of their job skills than those who are new to the payment, but Job Capacity Assessments are intended to assess that. The OECD (2010, p. 17) has mounted a case for re-examination of grandfathering in those countries (like Australia) where it would be legally possible to eliminate it

· appropriateness of structuring the DSP in the same way as the Aged Pension, despite the payments having very different functions

It may be that existing arrangements should be retained, but there would be value in testing that proposition.

6.
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Some caveats

Any policy changes would need to be mindful of the administrative costs of change. The DSP recipient population is around 800 000, and individually tailored arrangements and increased review rates can require significant administrative resourcing, and the risks of payment and other errors. For example, there were large teething problems with the introduction of the UK Working Tax Credits (which included specific arrangements for people with disabilities) resulting from overpayment and delayed payments. 

A further issue is the impact of classification errors. Any policy that uses at least partly subjective assessment to place people into different categories where the benefits and requirements are different will inevitably involve classification errors. The greater the difference in the requirements and benefits, the more these errors matter. For example, imposing job search requirements and time-limited payments for someone with a severe and chronic mental health problem would involve significant stress and uncertainty for someone who was already highly disadvantaged. That suggests careful investment in assessment tools (and these are being altered now) and active monitoring of outcomes for people.

6.
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More scrutiny of the DSP is needed

The DSP is the major working-age social security payment in Australia and the single most important source of safety net income for nearly a million Australians. It annual cost to taxpayers is currently around $14 billion. Since its beginnings early in the 20th century, disability benefits have presented successive Australian Governments with many policy dilemmas. Eligibility conditions, assessment methods, the provision of employment supports, and payment levels and structures have been adapted, depending on the policy imperatives of the day. 

The creation of a well-funded NDIS fundamentally changes the context in which the DSP sits. In particular, the NDIS is about ensuring people get reasonable, not rationed, supports that maximise people’s potential. Tiers 1 and 2 of the NDIS also encourage better integration of all people with disabilities with the community (broadly defined). In many respects, the currently structured arrangements for the DSP are a product of a medically focused ‘I cannot do’ model of disability. It sits uneasily with the NDIS, as well as with the reality that Australia is about to experience slowing growth in the labour force as the population ages. 

This chapter has floated some options for reform, but it cannot address all of the complex issues associated with the DSP. Given the scale, complexity and importance of this payment, and people’s diverse views about it, there are strong grounds for a public inquiry into the pension to see how it could be re-engineered to produce better outcomes, not least for those people who often appear to be imprisoned by it for life.

Recommendation 6.1
The Disability Support Pension (DSP) should not be funded or overseen by the NDIS. The Australian Government should reform the DSP to ensure that it does not undermine the NDIS goals of better economic, employment and independence outcomes for people with disabilities. 

Reforms to the DSP should aim to:

· encourage the view that the norm should not be lifelong use of the DSP, among: 

–
people with non-permanent conditions 

–
people with permanent conditions who could have much higher hopes for employment participation 

· redefine the DSP as a transitional disability benefit, not as a pension, for those with some employment prospects, while retaining the pension for those with low employment prospects

· reduce the disincentives to work while on the benefit by reducing benefit taper rates, permanently relaxing or removing the work test for people already receiving disability benefits, and trialing ‘sign-on’ bonuses for those on DSP who gain paid work 

· provide greater support to employers to encourage employment of people with disabilities, including greater wage subsidies

· tap private innovative arrangements for greater economic and social participation of people on the DSP through social bonds

· improving data collection and analysis for monitoring outcomes for people on the DSP and the interventions that produce the largest impacts.

The above reforms should not be limited to new entrants into the DSP.

As a general principle, all people with disabilities should face the same eligibility test for the DSP. However, the longstanding automatic qualification of blind people for the DSP should remain for current recipients of the pension, but should not apply to new applicants.

While the Australian Government should consider the early implementation of some of the above measures, it should also establish a public inquiry into the DSP to:

· develop the best path to implementation of the above options, where they cannot be put in place quickly

· assess how the DSP could be further redesigned to be compatible with the social and economic participation goals of the NDIS. 
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What about the Youth Disability Supplement?

People with disabilities under the age of 21 years receive the Youth Allowance, rather than the DSP, but are eligible for the Youth Disability Supplement (of $110 per fortnight) due to the ‘additional costs associated with having a physical, intellectual or psychiatric disability’. However, the goal of the NDIS is to meet all the reasonable needs of people with a disability, raising questions about the rationale for the supplement for those people eligible for funded support from the NDIS. 

One possible response would be to take into account the supplement in determining entitlements under the NDIS. On the other hand, the Youth Disability Supplement does not require assessment of the additional costs that young people may face because of their disability. Despite its ostensible function, it appears to act largely as an income support measure, rather than one targeted at specific disability costs. In that context, the current arrangements should remain, with the supplement left as part of the income support system.

� 	This view was supported by many participants, such as Blind Citizens Australia (sub. DR758, p. 22), Erin McKenzie-Christensen and Jeff Christensen (sub. DR754, p. 5), the Disability Advocacy Network Australia (sub. DR1010, p. 30) and the Physical Disability Council of NSW, sub. DR832, p. 11), among others.


� 	While it may be subject to some under-enumeration it is estimated from the SDAC that around 50 per cent of people of working age receiving funded support from the NDIS would be on the DSP, and that overall, they would account for around one in five DSP beneficiaries altogether.


� 	Surprisingly, around one in twenty on the DSP say that they have no disability at all, though this may be a statistical anomaly.


� 	However, people with lesser disabilities (such as a non-core disability) do have a better than average likelihood of employment while on the DSP.


� 	FaHCSIA 2011, Characteristics of Disability Support Pension Recipients, June 2010.


� 	A point made by Valerie Johnstone (sub. 228, p. 8).


� 	Section 16B of the Social Security Act 1991 (version as registered on 6 June 2011).


� 	The existing two year definition of permanence may be a poor guide to the likelihood of highly persistent disability. While some disabilities, such as intellectual disability, major spinal cord damage, degenerative diseases, and chronic, severe and complex psychiatric disorders are lifelong disabilities, the most common sources of disability in the DSP (musculoskeletal and many other psychiatric conditions) may eventually resolve themselves in time, or become amenable to rehabilitation at a later date.


� 	Based on the ABS National Regional Profile for 2009 (Ausstats). The Parliamentary Library (Daniels 2011) cites high and low figures for various other local areas.


� 	Making it a 30 hour limit results in a $14 000 reduction in benefits at the 30 hour limit, but many people on DSP are unlikely to work above these hours.


� 	Previous changes to the DSP arrangements partly addressed this uncertainty by initially suspending, rather than cancelling, the DSP if a person worked between 15 and 30 hours. People were given a guarantee for automatic re-qualification for the DSP so long as their hours dropped back to meet the 15 hour threshold within two years of working above the 15 hour limit.


� 	Strickland (2010); Disley et al. (2011); Liebman (2011); Chapman (2011); and the Centre for Social Impact (2011).
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