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CBO and Cost-Shifting

“During the health reform legislative protess, CIB(} decided to include the impacts of

cost-shifting fronm Medicare price redixtions.  For s health reform proposal financed
through Medicare price reductions, CBO would-assume that 25% of the Medicare
reductions ave "cost-shifted” on to private payers. - If one accepts CBO arguments,
this ghifting raises private insurance premiums by 25%. Increased private insurance
premiums require additional federal subsidies to help cover individuals eligible for

subsidies. Thus, other things being equal, a $100 Medicare price reduction will result

iy a $25 increase in private preinjums. Since many employers pay some or all of
their empluyee's health insurance premiums, increased premiums translate into Jower
wages which, in:turn, result in lower federal tax revenucs.  Although we are not
privy to CBOU's estimntion process, based on a 25 % cost-shift we estimate that a $100
Medicare pricé reduction’ translates into rnghly $8 of lost federal tax revenue.

The implication: of the decision are bwader than health reform if CBO scores any
Medicare price reduction 28 having 2 negative revenueimpact. Informal
comununication with CBQ suggests that they may not score cost-shifting impacts if
Medicare reductions are proposed os part of 3 "normal” deflit reduction package
{although no logical argument iy offered). ‘

H

Inconsistencies in CBO's Scoririg A;:é;raac?:
« CBO scores cost-shifting {mpacts for hospital and physician price reductions only.

+ It stands to reason that a threshold effect might govern cost-shifting~is there some
dollar emount shat triggers cosi-shifting? CBO scores cost-shifting with no thresheld
effect. TBO would likely acknowledge a threshold effect, but assert that their 25%
assulnption accounts for both the threshold and the rate.

» 1f there is a threshold effect, Jogic dictates that it should be proportiomal o revenue
and provider specific. In scoring cost-shifting Impacts, CBO should be able (o offer
some evidence that providers cost-shift when some propoption of their revenues are
threatened, Moreover, hospital price reductions should not trigger physician costs
shifting, and vice-vorsa,

= To our knowledge, only Medicare price reductions have been troated as having
cost-shifting effects. Presumably, any federal reduction in Medicaid spending thet
conld be interpreted as a price reduction could also cost-shifting impacts. Tor

'An example of 4 Moedicare prive redugtion is 1o reduge the hospital market baskel index used to
update Medicsre payments 10 hosplials under PPS ur to Jower the Medicure economic index used o
izpdate Medicare physician fees. 1n contrast, Uhe decivion to impose copayments on beneficieries for
cerrm services would ot be considered a price reduction.
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' . exsmple, how would UBO scote & cap on federal Mcdzcmd payments? The

implications of federal Medicaid cost-cuntuinment efforts may need to be pursued
with CBO as well.

« Finally, providers supposedly cost-shift to recapture revenues lost from caring for
the uninsured and revenues lost from public insurers paying loss than cnsts. Thus
CBO must also assume reductions in private premiums for many health reform
proposal that results in increases in the number of uninsured. We need to more fully
explore CBO's assumptmm regarding increases in the jumber of unmsured

Commams on CBO Cost-Shifting Assumption. |

© Mosl of the cost-shifting research pertains to hospitals, is dated (ie., dota from the
early 1980s), and has produced mixed results. To the extm: cost-shifting is found,
Uhis research estimates the shift to be very mcamplete

The research ignores fundamental changes in the private insurance market avar the
last five yesrs. Private insurers have become much more cost conscious, thereby
reducing the opportunity to cost-ghift,” For exarnpia, as of 1992, 54% of the
population with private insurance was enrolled in managed car¢ plans.’ The
percentage of traditional, fee-for-service insurance plans with some form of utilization
review has increased from 419 in 1987-to 95% in 1990.1

There is considerable evidence that iwspizais deiivgz cave incfficiently, * and the most
recent rescarch indicates that hospitals subject to fiscal pressure respond by
controlling cost per case rather than by cost-shifting.*

Given the individual ph .y:.x::ans sinaller market power and gwen that, as of 1983,
75% of physicians participated in private managed care plans,” the apportunities for
physicians to cost-shift appear linited. Morcover, the Physician Payment Review

$Zuckermants, 5. “Commercial Insucers and All-payer Regulation: Bvideaee on Hospitaly' Responses
to Financial Need.” Juumul of Health Economiss, 1987: 16%.

Himplayee Denefits Research Instizute. 1994, The Bifectiveness of Health CM%‘: Cosi Mansgemert
Strategics: A Review of the Evidence, EBRI hiwve Brief Nu, 134, October 1954,

Hoy, B.W., RE. Curils, and T, Rice. 1991, "Change and Growih i Monaged Care,” Jigaith
Affaies, 10 [Winter): 1836

You for example Chistain, MR =t al, {1987) "Does Inappropriste Uysﬁz Expisin f;msgragzttia
Yariations in the Use of Health Care Services? A Szudy of Throe I*'Dzaduzes” LAMA 258(18% 253%.7

‘Had!ey} 5 Zuckerman, and L. lezzord. 1994, “Hospitsly Responses to Fiancisl Prossure”
. {'mmzscri;xz umder review at Modioal Care).

’Zg!ehm L. 1994, "Hesith Policy Repust--Physicions sod the Growth of Managed Care” Now
ﬁnzlm.lummmm 331, {October 27, 1994): 1167-1171,
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' . Comumnission staff reparted in the September 1994 mecting that private payer visit fees
are moving closer to Medicare visit fee levels, again suggesting limited opportunities -
to cost-shift. .

Finally, both CBO and the HCFA Office of the Aciuary assume volume responses 1o
Medicare price reductions. For example, ph}ra:mm are assumed to recover 50% of

any Medicare price reduction through increases in service volume. Given the weak ~

evidence for cost-shifiing, it seems excessive to assume both a volume offset within

Medicare and that providers pass-on 25% of the reduction to private payers.

Taken together, we believe that the empirical evidence docs not support CBO's
assumption of cost-shifting. *If haspitals have engaged in cost-shifting in the past they
have done so as much o maximize operating margins as to sarvive. Changes in the
insurance market make it unlikely they will be able to'cost shift in the future. incieed
a repart sponsored by the American Hospital Association* concludes that
opportunities to cost-shift are past. There is no sound empirical analyses sugpesting
that physicians cost-shift, and the available evidence suggests they do not.

‘Lewin-YHI, Inc (1994) "Analysis of Medicare PPS Uperating Margins Under the Ways and Means
Committee Health Care Refarm Proposal’, Prepared for american Hospital Assonistiun,

3
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Congregsional Budget Office (CBO) ‘

. In a 1934 report, entitled "Responses to Uncompensated Care and Public-
Program Controls on Spending: To Hospitals “Cost Shift?,” CBO argues that
hospitals cost-shift and projects that further sttempts to contrel public-sector
spending would probably produce additional cost-shifting to the private sector.

. CBO presents data comparing sources of revenuc to ensts, and dernonstrates
that government programs are underpaying hospitals. In contrast, private
payers are paying well abuve cost! (Based on 1991 data)

Lost Ratio
Medicare , - 038
Medicaid 0.82
Other Gov't Payers 100
Uncompensated Care: na.
Private Insurers 1.30
‘ . CBO notes that paticnts treated by facilities that were least able 1o cosl-shift -

because of patient mix or market conditions - could be adversely affected. For
example. hospitals with a large share of uninsured or publicly insured patients
might be less able to cover thelr wireimbursed costs, both because thove costs

are a larger share of their total costs and because they have a smaller pool of '
privately insured patients.

Prospective Payment Commission (ProPAC)
/?) . In its June 1994 report, ProPAC asserts that hospital cost-shift to compensate
e for the Insses they incur on one set of potionts by increasing revenues received
= from otheats,
. ProPAC notes that between 1980 and 1992, gains fr om private payers as a
percentage of costs almost exactly matched total lusses from Medicare,

Medicaid and other government programs.

. PraPAC claims that the variance in payment to cost ratios is evidence of cost-
shifting (using 1992 data)®

£00/206 9 & 92120  $6/0O/TC
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. ‘ Paymaent Source Foymentto,
. : Cost Ratio
Medicare 089
Medicsid 04
Other Gov't Payers 0.98
Uncompensated Care 0.19
Private lisurers - 131

Lewin-VHI

. In its “Analysis of Medicare PPS Operating Margins Under the Ways and.
Meany Committee Health Care Reform Proposal,” Lewin-VIHL finds that
hospitals have historically offset Medicare losses by increasing the amounts
they charge (o private payers, Hawwer the report pointy out that as
purchasers of care become more price sensitive and & growing number of :
patients are eruolled in monaged care plans, hospitals will encounter .
increasing ﬁiffic;z}.ty in cost-ghifling to private payers,

. Endnotes
1. The use of cost-per-case as the metric for judging the adequacy of payment is
questionable. Reported hospital costs are not necessarily justified and may reflect
incfficient service delivery.

2. Upon closor examination however, the dats sugposts an incorgistency in
PraPAC's argument. Despite the fact that between 1990 and 1993 Medicare's
payment-to-uost ratio was relatively constant and Medicaid's zatio actually increased
substantiaily, the private payer payinent-to-cost ratio increased 3 percent. ’
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24 -Feb-1995 01:48pm

TO: Hene B, Sperling

FROM: Jacok J. Lew
Office of Mgmt and Budgegf, LA

o Paul A. Deegan

SUBJECT: fvi
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Jacoh J, Law

Charles B, Kieffer

Office of Mgmt and Budget, I&
Martha Foley

leg branch mark up

DEXNT

The Leg Branch did approve a $21 million vescission today (less
It is interesting that virtually none of the rescission

tharn 1%).
came from the House and Benabte accounts.

GAL, GRC and the Botanic Gardens.

It ig mostly cuts to



THE WHITE HOUSE

WASHIMGTON

MEMORANDUM

TO: Genc Sperling
FROM: Mike Lux
DATE: March 1, 1995

RE: BBA Updute

Three things:

L I have called through the following seniors organizations 10 urge them 10 go to
Daschle’s 2:15 p.m. meeting, stressing how important it # to the White Flouse that they
atiend:

- AARP

- AFL-CIO Retirees

« AFSCME Retirees

- Nutional Committes 1o Proserve Social Security and Medicure
- Natinnal Council of Seonior Citizens

~ Natinnal Council on the Aging

- NEA. Retirees

- Older Women's League

- SEIU Retirees

2 I had a good call wlking strategy with Loveless of AFSCME. They are doing a
serics of conference calls with both local activists and their national cowlition (o make
sure people are working this hard, doing local press, getting calls w radio talk shows, eic
I alses asked him 1o lean on Nutionad Council of Senior Citizens since they and other
unions are their major funders, which he was more than happy to do.

3. I have also done a round of calls to farm groups o get them working radio talk
shows and other fornats,



MEMORANDUM

To:  Gene Sperling
Jennifer Klein
Nancy—-Ann Min
Jack Lew
Janet Murguia

From: Chris Jennings
Diate: March 7, 1995

Re:  Medicare Materials

Attached you will find 1) the final cleared Administragon letter on Medicare Select; 2)
falking points that | belipve are consistent with our previous discussions should Bruce
Yladeck be putled into a conversation on Medicare Extenders during tomorrow's mark-up;
and 3) Qs & As on the Medicare Secondary Payer issue that may come up {our latest
information is that Republicans do pof intend on incorporating GAO's recommended changes
during the mark-up, bul that a question on it may come up).

I think all of the above materials are fine, but want to make sure that vou're all okay with it
Please cail or e-mail me with any comments. Thank you.
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THE $EC RETARY OF HEAL TH AND MUMAN SERVICES
WaLrNGI N, .4 30201

March 7.16895

The Honorable Hill Avcher

Chairman, Committee on Ways and Means
House of Representatives

Hashington, D.C. 24518

Dear Mr. Chalrman:

This letter expresses the Administrstion’s views on H.R. 483, as
reportad by the Subcommittee on Health. H.R. 483 would make the
Medicare SELECT demonstration program permanent and extend it to .
all States,

Our experisance with the Medlcare SELECT demonstratien should be
part of the effort to Iimprove current and future managed care
: choicvaes under Medicare. We have previocusly made available the

. cage study portion of the Megdicare SELECT evaluation. Other
pieces of the evaluation are still in process; thegse include &
survey of SELECT plan enrollee satlsfaction and an snalysis of
SELECT enrollee utilization experience. Preliminary results will
not be available until the later part of this summer. We baelieve
that Congress would benefit from a review of the full evaluation
results before beginning the deliberations on Medicare SELECT as
a perpanent program.

The came study portion of thse Medicare SELECT evaluation hasr
already ralsed a number of guestions about the M¥edicare SELECT
denongtration. As managed cara options under Medlicare are
expanded, we want to ensure that our beneficiaries are guaranteed
thoice and appropriate c¢onsumer protections. In addition, many
of the SELECT plans conaist scliely of discounting arrangements to
hospitals., We would be concerned if the discounting arrangenents
under Medlcare SELECT were to be expanded to Medicare
Supplementary Insurance (part B) services. Discounting
arrangements, particularly for part B services, may spur
providers to compensate for lost revenues through increased
service volume., Consaquently, we are concerned that such an
gxpansion would lead to increased utilication of part B sexvices,
rather than contribute to the efficlensy of the Medlcare program
through managed care. We would therefore oppose such 8 change.
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. ' Page 2 - The Honorable Bill Archer

Given that the Medicare SELECT demonstratiocn is under an expiring
authority with an impending deadline, the Administration supports
a temporary extension of the i5~§tate demonstration.  Such an
extension would provide sufficient time To examine what we have
learned from the demonstration and to make needed changes to
SELECT based on our f£indings.

We are committed to working with the Congress to improve and
©axtend the availakle choices to Medicare heneficiaries so that
they have the full range of managed care options enjoyed by the
ganeral insured population.

We are advised by the OIflice of Managenment and Budget that there
is no obiection to the prasentation of this report from the
standpoint of the &dmiﬁi&tta&}ﬁ ‘
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o The Presidentts FY 1994 hudget proposss ta extend four
current law Medicare provisions.

+ The budget containzs ne new Medicare savings proposals,

O These extendare are previgions that are in sffect now but
ars schaduled to expire unless they ars extendsd.

4 without extension, there will be an upwara‘séike in the .
Medicare spending baseline.

o Thase extanders do help reduce Medicare spending. But they
arz not new Medicare cutae; rather thege are policies that
are currently part of the Madlicare progran.

+ Inclusion of these aextender provisions in the budget
will lower the projected FY96 outlays by $140 million,
and the total FY96 through FY2000 outlays by §9.8 bill.

o The President does not intend to propose any new Madicars
savings proposals autside the context of haalth care reform.

health care reform will imposa new costs on
veneficiaries and/or reduce provider payments inducing
them te rufuse to take Medlcare beneficilaries, both
without providing additional heaalth securlty te those
on Medicara.

. > We are concerned that new Hedicare cuts ocutelde of

& The President's pudget uses the savings from the Medicare
extendera for deficit reduction and explicltly not to “
finance the President's middle-~class tax cut.

* The Administration's proposed tax cuts of $63.3 blllien
from 1996 ~ 2000 are financed by $80.5% killion in
reductions to discretionary programs. In addition,
$26.2 billion in smavingg from the second phase of
reinventing government, $37.4 billion from mandatory
programs, as well as other inltiatives will produce
ancther $80C.8 billion in deficit savings over the next
five years.

& Spacifiaally; the extendsrs cover:
+ Kedicare Seccendary Payer preotectiona which allow the
Medicsre program to collect payments from primary
insurance sources. Theee expire after FY 1938,

. + A provision that maintains the Part B premium at 2§
percant of progranm costz. This explres after 1998,
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page 2
extanding current Medicare policiss

+ A provision that makes permanent the savings fronm a
two~yaar temporary freeze on payments for skilled
nursing facilities (just like all other frsezes in
Madicare have worked). This explires afler FY85.

+ A spimilar provision with regard to home health
services.
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. M8P COURT DBECIBION

QUEBTION:

On February 23, ths GAQ testified bafore the Ways and Maans
Haalth Subcemmittee that a recent decision by the Federal Appeals
Court would have the effect of limiting recovaeries for mistaken
payments by Madlcare for services for which Medicare should have
been the secondary payer. This decislon wasiallowed to stand by
the Bupreme Court, which declded not te &aar_the casa. Thae
decigion would limit recoveries of mistaken paymente under the
Medicare Secondary Payer (MSP) Data Match project. GAQ tastifled
that the Committes nesded to modify the law to permit recoveries
te be achieved, as projectsd under the provislons when they were
enactad. Doss the Adminjetration have a position on this isgud?

ANBWER: : N

o The Administration belisves, in light of the recent Supreme
Count's action, that changes in the law may be necessary to
permit thesa yrecoveries and sacure the savings for thse
¥edicare program that Congreas originally intended.

o However, the matter is complex and since the Supreme Court's
. é¢acision was only handed down recently wa are still

analyzing what changes are neceegsary to achieve this end.
Therefore, we are not prapared Lo take a position at this
time.

BACRGROUND:

The Court's decislon would affect twe aspacts of the recovery

process. ) ‘

o First, it would require Medicare to comply with “tiwely

£iling" regqulrements Impoesed by the Insurers on other
claimants, This would restrict the smount of time allowed
for Medicsare to file for recoveries.

o Second, it would not parmit Medicare to file claims for
recoveries with “third party administrators" (TPAs), which
administer self-insured plans for employers. This would
reguire Medicare to seek recoveries directly from employers,
s nuch less efficient Drocess. ‘



MEMORANDUM

TO:  Distribution - March 31, 1995
FR:  Chris Jennings
RE:

Talking Points/Background for Social Secunty
Trustees Report :
ce Carol Rasco, Laura Tyson

Attached is the final draft of talking points, O's and A's, and background information on the
Monday, April 3rd release of the Social Security Trustees’ Report.  This saformation was
produced by and cleared through the DPC/NEC budget and policy review process:

As you know, the report will provide an analysis of the financial health of the Social Secunity
and Medicare Trust Fund, Since the Republicans have been and will continue to focus their
attention on the Medicare program, the background materials that we are providing for your
use primarily focus on the Medicare Trust Fund issue. On the last page, you will find talking
points explicitly related to the report's findings on the Social Security program.

We hope you find this information to be useful. {{ you have any questions, piease cali
Jennifer Klein (6~2599) or myself at 6-5560.



MEDICARE TRUST FUND TALKING POINTS

The Medicare HI Trust Fund shows modest improvement due to the actions taken in
OBRA 1993 and a stronger~than~expected economy in 1994, Just 2 years ago, Trust
Fund depletion was projected for 1999, now it has been delayed to 2002. Even with
these improvements, however, the Trustees foresee financial problems for the
Medicare HI Trust Fund.

The financial problems faced by the Medicare HI Trust Fund reflect the problems
affecting the entire health care system. The Administration looks forward to working
with the Congress on developing lasting solutions to the Medicare fiscal problems in
the context of broad-based health care reform,

We need 10 do broad-based health reform because:

-—  Severe and arbitrary cuts focused solely on Medicare will create major market
distortions that will produce additional problems for the rest of our health care
delivery system.

- For.example, {in the absence of reform} as the number of uninsured continues
to grow, sigoificant cuts in Medicare would severely strain, if not decimate,
many of our fragile health carc delivery systems in rural and inner—city
communities.

~—  [n addition, large Medicare cuts arc likely to result in cost~shifting o many
small businesses and individuals ~~ to those Americans who are alrcady payving
the highest health insurance premiums in the nation.



Lt

POSSIBLE Q&As

Why isn't the President proposing a specific health care reform initiative andfor
when will he submit ope?

The President remains commitied to national health care reform. What we've leamed
i5 that any broad-based health care reform solution must be done on a bipartisan
hasis. The President has invited the Republicans to work with him on developing such
a plan. We stand willing and ready to work with them.

Congressional Republicans state that they are going to solve the problems of the
Medicare HI Trust Fund through legislative initiatives. Is this believable?

It certainly is ironic that while Congressional Republicans tatk about placing the
Medicare HI Trust Fund on sound financial {ooting, both their "Contract” and tax hill
now on the House floor calls for tax cuts for the wealthy that would further weaken
the Medicare HI Trust Fend.

* (Avoid going into more detail, but if you must, do so on background):

The Republicans propose to roil back the limited taxation of Social Security benefits
for the 13 percent of beneficiaries with the highest incomes. Since these revenues
from higher income beneficiaries are deposited directly into the HI Trust Fund, this
further undermines the Trust Fund,

Would passage of the Health Security Act have solved the long~term financial
problems of the Medicare HI Trust Fund?

The Health Security Act would have strengthened the Medicare HI Trust Fund (as
would any responsible brosd-based health care reform).



BACKGROUND ON MEDICARE TRUSTEES REPORT

On Monday, April 3, 1995, the Trustees reports for the Medicare Trust Funds will be
refessed, The reports will conclude that the Medicare HI Trust Fund will be exhausted in
2002. This date represents an improvement over last year's report which predicted that the
Trust Fund wauld be exhausted in 2001, (The conclusion is based on the Trustees’
intermediate set of assumptions —— not too optimistic nor 00 pessimistic).

Problematic findings

* From 1996 on, the Medicare HI Trust Fund is predicted to pay out more in benefits
each year than it receives in revenues.

®  The financial problems faced by the Medicare HI Trust Fund are not new. In the
1982-84 period, the Trust Fuad would have similarly failed the actuarial short—-term
solvency test (ten years solvency). Those problems were addressed with temporary
solutions, The Trust Fund's short-range financial problems re~cmerged in the early
19908,

. While the short term {up to 10 years) solvency of the Trust Fund is the immediate
focus of the Trustees Report, longer term projections {(comtained in this and previous
years' icports) show the Trust Fund in scrious long~term deficit. Right now, about 4
wotrkers support cvery Medicare beneficiary. By the middle of the next century, this
ratio will drop to about 2 workers for each bencficiary.

Moderating influences

» Actions proposed by the Administration and enacied 1n OBRA 1993 extended the life
of the Medicare HI Trust Fund. These include:

- Depositing tax revenues from the increased income taxation of Social Seeurity
benefits into the Medicare HI Trust Fund.

- Repealing the wage cap for the Medicare HI payroll tax.

- Imposing counstraints on the growth of Medicare payments to providers.

Together, these actions postponed the date when the Trust Fund would be exhausted by about
3 years,

) Hospital cost inflation in recent years has been iower than expected. This has
improved the financial situation of the Medicare HI Trust Fund, [n 1994, stronger—
than-cxpeeicd cconomic growth also contributed to the health of the Trust Fund.

. The Trustees are proposing that the Quadrennial Advisory Council for the Medicare
Program be re~gstablished in order to recommend effective solutions o the Medicare
problerss. _



SOCIAL SECURITY TALKING POINTS

The 1995 Report indicates the financial status of the combined Old--Age and Survivors
and Disability Trust Fund (QASDI) is virtually the same reported last year. The fund
continues to be in surplus, collecting more in taxes than needed 10 pay today's
benelits, ’

The cash-flow surpluses are projecied to continue through 2013, and the trust fund
will be depleted in 2030, one year later than projected last year. Thus, social security
is currently in good financial shape and benefits can be paid well into the next century
without any changes in the program.

The program is in deficit when looked at over 75 years (estimated to be 2.17 perccaz’
of payroll this year —— virtually the same as last year's estimate of 2,13 percent).

The Quadrennial Social Security Advisory Council is scheduled to report this summer
with specific recommendations to deal with the program's long~term deficit.



DRAFT

EFFECTS OF REPUBLICAN MEDICARE CUTS

Republicans have proposed to cut Medicare funding by $300 billion between
now and 2002 -~ a 24% cut in 2002 alone.

Medicare managed care cannot produce the magaitede of savings being proposed
by the Republicans. For example, Senator Gregg predicts that managed care
could save $35 - 5435 billion between 1956 and 2000, although there is no
evidence that managed care can produce Medicare savings of this magnitude,
But even this overly optimistic projection produces less than one~third of the

. ¢cuis being proposed by Republicans.

, Claims that substantial savings can be achieved through Medicare
managed actually rely on capping federal contributions or on
charging beneficiaries more to stay in fee-for-service Medicare.

. CBO testificd in January that expanding carollment in managed care
plans unader the current system would be unlikely 10 reduce foderal
costs, and that the necessary chapges to the existing payment system
would be "difficult to specify.”

> Even with an improved payment methodology, the savings to
Medicare would be only small percentage of cuts being proposed by
Republicans.

Even if the level of savings suggested by Senator Gregg {extended through
2002} for Medicare managed care could be realized, the proposed cuts would
have serious impacts on beneficiarics and providers, If the remaining cuts were
allocated so that beneficiaries bore 50% of the burden and health care providers
bore the remaining 50%:

. Elderly and disabled bencficiarics who were enrolied in Medicare
between 1996 and 2002 would have to pay about $2,980 more for
Medicare. In 2002 alone, they would be required 1o pay about $775
more,

. In 2002 alone, a $32 billion cut in Medicare payments to hospitals,
physicians and other health care providers would be necded.

Cuts of this magnitude would cause sericus financial distress 1o the nation's
medical sysiem. Hospitals and other providers would still bear the growing
burden of uncompensated care.

s There are now 480 million uninsured Americans, and this nomber will
continue 10 grow,



These unprecedented Medicare cuts, combined with the growing sncompensated
care burden, will force providers to shift costs to business. And becanse their
dmadvanzagc in the insurance market, small business will bear the brunt of this
cost shift,

. Republicans are talking about combined Medicare and Medicaid cuts
of almost $500 billion dollars -— and, by necessity, a substantial
poertion of the cuts will come from payments 10 health care providess.
Providers, in turn, will try to offsct these cuts by raising their rates
for private paticnts, Even if only onc—quarter of these cuts are
passed on to private payers, businesses and families will be forced to
pay $125 billion more for health care between now and 2002

Reducing Medicare payments would disproportionately harm rural hospitals.

, Nearly 10 million Medicare bencliciaries (25% of the total) live in
rural Amierica where there is often only a single hospital in their
county. These mural hospitals tend to be smali and to primarily serve
Medicare patients.

’ Significant reductions in Medicare revenues will cause many of these
hospitals, which already are in financial distress, to close or to tum
to local taxpayers to increase what are often substantial local
subsidics,

. Rural residents are more likely than urban residents 10 be uninsured,
so offsetiing the effects of Medicare cuts by shifiing costs to private
payers is more difficult for small rural hospitals,

> Raral hospitals arc often the largest employer in their communitics;
closing these hospitals will result in job loss and physicians leaving
these communities.

In the last Congress, bills sponsored by both Republicans and Democrats
contained large Medicare cuts. However, unlike current Republican proposals,
the bills last year reinvested their savings into the health care system through
subsidies to expand insurance coverage. Reinvesting the savings would have
reduced the uncompensated care burden on providers and businesses and
mitigated many of the adverse effects of Medicare cuts,

Despite the current shetorie, Medicare expenditure growth is comparable o the
growth in private heaith insurance.

. Under Administration cstimates, Medicare spending per person s
projected o grow over the next five years at about the same rate as
private bealth insurance spending. Under CBO estimates, Medicare
spending per person is projecied to grow only about 1% faster than
privaie health insurance.

. So, unless Medicare can control costs substantially botter than the
private se¢tor, beneficiaries and providers would be foreed to
shoulder the burden of the huge cuts being proposcd by Republicans,



THE WHITE HOUSE

WASHINGTON

May 1, 1995

The Honorable Newt Gingrich
Speaker

United States House of Representatives
Washington, D.C, 20513

Dear Mr. Speaker:

The President has asked me to respond to your letter of April 28, 1995, As the
Administration has shown over the last two and a half years, we are committed to reducing
the deficit and achieving meaningful health care reform, We continue to seek progress on
both of these fronts, while also making our tax system fairer and our system of investing in
education and children even stronger,

Whern this President took office on January 20, 1993, he inhernted an escalating deficit
and a Medicare Trust Fund that was projected to be insolvent in 1999, Twenty-seven days
later, he proposed, and then helped pass, a historic deficit reduction plan that included
several serious policies to strengthen the Trust Fund. Indeed, these proposals pushef:i out the
msaivezzcy date by three full years,

Last year, the President spoke directly to the nation about the need to reform our
health care system and made clear that further federal health savings needed to take place in
the context of serious health care reform. In December 1994, the President wrote the
Congressional leadership and made clear that he would work with Republicans to control
health care spending in the comtext of serious heaith care reform. The President repeated this
offer in his 1995 State of the Union speech.

Despite these repeated calls for significant action on health care reform, the reply
from the Republicans has been silence. Trxieed, the only proposal in the Contract with
America that specifically addresses the Medicare Trust Fund would explicitly weaken it by
$27 billion over seven years and undo some of the progress made in 1993,

Moreover, the over $300 billion in Medicare cuts over seven years — the largest
Medicare cut in higtory - you are reported to be considering would be completely
unnecessary if you did not have to pay for a seven-year $343 billion tax cut that goes
predominantly to well-off Americans. No amounr of accounting gimmicks, separare
accounts, dual budget resolutions or reconciliations con hide the reality that you arg
essentiaily cafling for the largest Medicare cut in history 10 pay for wax cuis for the well-off.

The President has long stated that making significant cuts in Medicare and Medicaid
outside the context of health care reform will not work. Such dramatic cuts could lead to



less coverage and lower quality, much higher costs 1o poor and middle income Medicare
recipients who cannot afford them, a coercive Medicare program, and cost-shifting that could
lead to a hidden tax on the health premiums of average Americans. That is why it is
essential to deal with the Medicare Trust Fund in the context of health care reform that
protects the integrity of the program, expands not reduces coverage, and protects choice as
well as quality and affordability.

The Medicare Trust Fund is an important issue that needs to be addressed in a
bipartisan way in the context of larger health care reform. To do that, you must first meet
the requirements of the budget law that Congress pass a budget resolution. The April 15
deadline has passed, and the American people are still waiting to see the new Republican
majority fulfill this responsibility. If you really want o work together on the Medicare Trust
Fund, you must first pass a budget plan that fully specifies how you plan to balance the
budget and pay for the proposed tax cuts.

We hope that vou will work hard to respond to these issues. The Administration and
the American people continue to await your proposals.

Chief of Staff



To:

From:

Date:

Re:

MEMORANDUM

Laura Tyson ‘ v
Carol Rasco

Chris Jennin C.Uf

May 11, 1995

Kasich and Domenici Budget Proposals
Gene Sperling

Bill Galston

Nancy~Ann Min

Jennifer Klein

Attached, for your information, is the final set of Medicare state by state analysis for

both the Kasich and Domenici budget proposals.  You will find three pages of information:
the first is a beneficiary breakout by state; the second is the state by state analysis of the
kasich proposal; the third is the amalogous state by state analysis of the Domenici proposal.

As vou will note, the analysis provides both aggregate dollar loss breakouts, ‘as well as

per beneficiary impact breakout for both 2002, and the total seven year period,

Because the leadership, George, and Gene thought that 2 sets of analysis might be

confusing, we are only circulatipg information on the Kasich proposal. Therefore, |
advise that you be careful with any circuiation of the Domenici Medicare analysis.

I hope you find the information useful. If you have any questions. please call me at

63360,



2 Prolacting Bodican Bamﬂchﬁgz by State

PSP o AT TR
1998 2002
. ug 37,631 500 41,799,000
Afabama $41,971 TH3,082
Alasia A 784 49,773
o Arzona 588,737 743,525 :
ATKANSHS . 422 550 450 365
T Califomia TEA8.314 <0406
© [ “Colorade 423,478 £14,095
Lonnedicat 503,906 533,943
Pelavware 100,545 118,724
istnict of Cohanbia 78,730 5230
Fiarids 2,615,604 2551 880
& 432 454 953 479
Hawan %0818 154,336
iduho 149,763 171,120
WinGis 1,625 766 1590457
indiana 827 174 £90 461
fowa 475,347 434,783
Kunsas Ak Boy 397 850
Kemducky 585 580 £36 855
| Louisiang 582 651 £34,122
M 202,149 271 505
Saryland 604 202 877466
Massachsetts g37 232 go63ad |
Richigan 1,354,523 1,451,745
sAinnesot §32,457 | 671494 |
fAissizsion] 345,768 421 679
Missouri 834 7278 876 853
optana 129,141 141 887
Mebraske 248 529 256 387
Nevads 394 035 295,417
Now Hampshire 156,237 178,655
New Jarsay 174,802 § 244 4G4
Raw Mexito 212,160 _gzg,&
Now York 2,645,176 2718 120
. Neath Caraling 1,028 054 1,202,166
: Nortt: Dakola W3 AT 106,274
Ohle ‘ 1675046 1 600,336
__Oldnhoma 487,058 £19,526
Qreqon AT0, 268 £24 001
Pannsyivania J082 058 2,187,068
" Flhds 1slane 158 £03 175375
Soully Carohing . 508854 593,614 _
South Dakols 117,061 22172
' Tennasses #5%.041 53930
Taxas 2000368 2419444
Utab i 188,349 228,060
Vernant #2989 94,752
Virginia B18 458 §35,837
Washmoton 887,136 T 78
Past Virginiz 330,115 348 407
Whscansin 3 763,735 804,207 |
Wyoming 66,570 T2 358
Pustto Rice ATE, 704 527820
A% Othiet Areas . 336,201 457,073

NITES: Hased on historeal state ghare of Medienre saroiives, ranged fonased wilth growdh in the states' shaee of enrolises,
* Totals may ned add due o rounding



, Ettacts of the Kasich Medlcars Proposst By Gtate
Lonies by Stats Under ihe Froposal

{Fraenl yoars)
. s 4. 600 2?’9@96 1,028 \3.44?
Adabama 1,986 § 148 1412 4 A5
. Alaska 50 171 £02 1,869 i
Azizona 1401 4,789 1002 338
Arkansas €27 2,168 606 Z 435
Cafifotria 11,830 37,780 1 466 4 783
Eooloragn 1,147 1578 1,118 630 |
A — H
Connacticu? $. 247 4,103 1,167 JBES :
Durtawus 281 99 1,218 & G2
Distriet of Colunbia 1,431 4001 NA A
Florida 9314 28,258 1.578 §087
Georpia 2.077 & 754 1.080 - 3549
Hawaii 437 1311 1,173 3148 g
idaho 148 532 438 1503
Tiirois 2852 o 301 784 2,770
indignn 1,569 5,253 881 2854
lowia 405 1,788 510 1,845
¥ansas £34 2741 1,048 3464
Keniuiky 988 3518 760 2554 ”a
Louigians 1,560 5235 254 4 7! ﬂ
paltv 231 825 521 1.900
pharyizng 1,068 3,762 47 2843
Massachuselts 3072 #8784 1,542 4,588
Michigan 21858 7,757 737 2657
Minagsola 1812 A28 13126 AS557
WiRsissionl 674 2297 759 2758
Missoun 153 5248 g3 3,004
sAontnng 57 551 553 1 8525
Nebraska 338 1,168 659 2,266
. Havaita &38 1,948 1.080 620
harw Blampghine 202 956 416 2,?5§
Now Jarsay 2.320 7.845 532 3224 .
Naw Maxics 249 368 444 1,781
Mevw Yotk £355 18 833 . [RG 3428
North Carolios 2,368 LEogn 06 B2
North {igkota 159 551 750 2 54
Chie 2.584 $.083 758 2562
Oxiphams " Y87 2528 72 2560
Oregon 1.018 1213 b1 3,135
Bonnsyivaniy 4 528 13470 1,034 1.57¢
Rieds istan ABZ 1,511 1,375 4336
South Caroing 1,104 C 3488 828 3,643
South Diarkots 153 530 528 2180
Tonoegnen zar8 1837 1383 4500
Taxpe 5428 17,608 1 433 3,257
Uish 331 1,056 727 251
armont 105 365 573 25054
Wirginia 1,062 3,711 561 2144
Washinglan §78 3377 633 2,248
Wast Vieginia 471 1,828 §76 2382
Whsconsin 914 3,254 568 2,044
Wyeming . 49 187 337 4,333
Puenie Koo 457 3 488 433 1,440
L3 £hor Areds 3 14 £ 20
= L

\fariation in the zasis per beneficiacy across sistes reflocts taciom such as; (1) practice patiem difemanas,
{2) cost differergns: {3) differaances in Bealih status and the samber of very old persons na state
. and (4] diffesanses in tha supply of health car providors,

NOTES: Assumes that incressas in tenefdary out-olpocket costs (e ., premivims and coinscrsnce) are squal to 56% of (e total outs,
Basexi on historical gisle share of Medicare cuthays & enrpliment, rerdod forward willy growth in the statey’ share of outlays & asoroliment,
Estimuiss dased oo Madicare cutlays by iocotion of Service defsvary. Thus, ceriain stale estimales may be afetied by

pachyear fesidenty and stale bonder Gusing 1o sbiain cirs {29, Flonds & Minnesow),

Siate horger orossing makas the Distict of Columbin eatmaies unrefiabi.

Tochnical mestimstes of the gggreqaie swvings may sasull in 3 F-year teial o1 $242 billion,


http:T_cctmh;;.al

Effocts of the Domanici Madlcare Proposal On States

- Losses by Stats Under the Proposs)
{Fiscat yonos}
202 18942002
. us 51,700 254850 747 314
, Alabama 1,443 4534 19076 4023
Alusia 3 156 384 1,704
Asgzons 1,083 4387 728 3925
- Arkansas 458 2007 506 2265
Caitormia BESY 44302 1,065 4.360
Calorads 834 3230 Bt 1314
Connection 908 3,758 e 3568
Lelawarg 204 818 583 3,865
Districs of Cotrmbia 1040 3508 b, NA
Fioflda 8,740 : 28 448 1 147 £625
Goorgia 1510 8161 782 3,456
Henvweali 314 1,174 853 3363
idaho 108 457 30 1812
iinois 1,928 8550 570 ° 2554
Indiste 1,144 4,836 [0 2,768
foriin 360 f678 371 4,733
Kansss 606 2.508 762 3478
: Kentcky 703 3870 52 2487
L OUEsHSA 1,156 4,792 L1 3,869
isine 163 772 378 1,788
Marytand FEE 3497 57 2,669
Messuchusetts 2233 887 3,421 4547
Michigen 1588 FALT) 536 2492
Minoesoty 1059 4,265 218 3222
Mississiops 483 2122 580 2558
Missouri 1,113 4,827 635 2783
Montana 114 512 402 1,061
Moh)raska 246 1571 478 2,100
. Mavyda A54 1,748 785 333
New Hamoshire 21z 8734 553 2.540
Now Jarsay 1,666 7,349 618 _2aar
Kaw Mexico 181 854 352 1658
Naw ¥ ork S804 37108 18 33180
Horth Caroling S5 6,378 654 270
Notth Daknts e 11 548 2418 -
Ohio 1878 848y 522 2,387
Exlatioma o G5C 400 524 2385
7 734 2915 700 2,862
Pannsviveala 3288 14,314 752 33401
Rhady tsiand 350 1,385 gge 3,826
SHouth Caroina 802 3,167 875 Z783
South Dakota 1€2 481 456 2.032
Teimusse 3,728 8,629 1,012 4,310
Toxas 3548 16,085 BiE 3%
ieh 241 1,005 528 2329
Virmom 7% 139 417 1,601
Veginia 754 3431 408 1523
Washingion e 3,451 480 2o08 |
Wast Virgioia 342 1510 481 2,197
Wiseansin 564 3041 413 1,916 .
Wyoming 35 12 245 1,253
Puatts Rica ¥32 1,358 45 1,322
Al Othar Areas ? 14 3 B
e R

Varigtion in the Gosts par Denaficiary across siales reflechs factors such as 1) procics pattem cfferncas,
{5 cost differences; 13} differences it fiealh status and the number of very ofg porsons in 2 siate;
. arri {4} differences 1 the supply of heatih care providars,

NOTES: Assumes that increases ity benaficiary out-of-pocket costs (o g, premiuing &nd tainsurencs) gre ¢quat i 50% of the fotat guds.
Based on historical stale share of Medicore outlays & enraliment, tronded fonwardt with growth i The siates” share of oudiays & gnroliment,
Estimates based on Medicare Gutiays by focaron of service desivery, Thus, cortain staio estimates may o afigcted Dy

past-year Msidenty and sista border crossing 10 obisin care io.4., Florkia & Minnesota).

Siate Gorder: crossing makas the (ising of Columbiz esimaies urredatie.



- 05718/

N
R

THE WHITE HQUSE
WASHINGTON

May 19, 1995

The Honorable Bob i,mngswn
Chairman

Committee on Appropriations

* .8, House of Representatives

Washington, [1.C. 20515

Diear Mr., Chairman:

The President has asked me to respond to your letter expressing concern about his intention
1o veto H.R. 1158 if it iz approved by the Congress in its present form.

As you know, the President feels very sirongly that the legislation culs needed investments in
education, national service, the environment, and other critical areas for our future, rather
than cutting funds for unnecessary pork barrel projects. He also objects to the language in
the bill regarding timber sales. Pat Griffin has sent you recommended changes that would
make if possible for the President to sign this important legisiation.

Clearly, the conference agreement does not address the President’s concemns,

‘It slashes vital education programs and other key investments in our people well

below the levels agreed to in the Dole-Daschle bipartisan leadership compromise,
which was the level acceptable to the President. Indeed, for the programs restored by -

. Dole-Daschle, the conference cut more than 80 percent of the funds restored.

For example, it entirely eliminates the funds resiored for the School-to-Work
program, Goals 2000, National Service, Safe and Drug Free Schoois, Higher
Education, and Public Housing Modemization. In the cases of Goals 2000 and Safe
and Drug Free Schools, the culs substantially exceed the Dole-Daschie restorations.
In fact, the National Service cut is doubled, compared 1o the Senate bill.

The Senate-passed education cut is aearly tzipi&:i in the conference report, and the cut
in Environmental Protection Agency programs is larger than in either the House or
Senate bill.

These cuts simply are not acceptable to the President.
The conference agreement makes these cuts instead of cutiing unnecessary spending,

especiatly pork barrel spending, some of which was actually targeted by the Senate
bill.
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The Honorable Bob Livingston
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Page 2

The conference agreement retains language on timber sales to which the President
objects and which we have said consistently we oppose.

Your assertion that the President’s position has not been clear throughout the confetence
process has absolutely no basis in fact. His strong public statements, the Administration’s
written communications, and my own and Pat Griffin's discussions with you, Chairman
Hatfield, and staff have made plain the following:

The President would have vetoed the House-passed bill, which was adopted on a vote
of 227-200.

Despite his reservations, the President was willing to accept the Senate bill — adopted
39.0 by the Senate -- because it included the Dole-Daschle bipartisan leadership
amendment, which restored significant amounts of the investments cut by the bill as
reported by the Committee. The Adminisiration worked very closely with the
bipartisan leadership of the Senate to craft that compromise.

The conferees needed to agree to the Senate-passed bill or something very close to it
in order for the President to sign it.

The President’s position on these issues has been stated time and again. Iam mystified as to

how you could have mistaken it.

On March 14, a Statement of Administration Policy stated that the Administration
"strongly opposes” the House bill and that "the Director of the Office of Management
and Budget would recommend that he veto the bill,”

On March 29, a Statement of Administration Policy stated that the Administration
*must strongly oppose many provisions of" the bill adopted by the Senate
Appropriations Committee "and, therefore, finds the bill unacceptable.” This was
before the negotiation and adoption of the Dole-Daschie amendment.

On April 7, the day after the Senate passed its bill, the President, in a speech in
Dalias, said, “The House passed a rescission package with completely unacceptabie
cuts in education, child nutrition, environment, housing and national service.™ The
President went on (o praise the negotiations that led to the Scnate adoption of Dole-
Daschle and stated, "The rescission package that passed the Senate last night gives us
a moxiel about how we should proceed,..] will sign the Senate biil if the House and
the Senate will send it to me.”
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. Cn April 28, OMB Direcior Rivlin wrote a letter to the conferees expressing the
Administration’s views on what the final conference agresment should contain. It
stated that the President would veto a bill "containing the objectionable provisions
conlained in the House version of the bill,” and stated that he would sign the Senate
bill, although it strongly urged improvements even from the Senate version of the bill.

. On May 8 and on May 9, I met with you and Chairman Hatfield respectively. [
specifically listed the key investments identified in the April 28 conferees letter and
reminded you of the areas that needed to be at or close to the Dole-Daschle fevels. 1
also made it clear that the President opposed the timber language in the legisiation.

. On May 9, as you indicated in your lettar, Pat Griffin told your Comumittee’s chief
clerk that we could not accept specific rescission proposals put forward by your staff
except in the context of a broader propesal, We anticipated a proposal in response,
but received none. |

. On May 11, T spoke separately by telephone with you and Chairman Hatfield, s the
conference was meeting, to express the Administration’s deep concern that the
gonference was headed in the wrong direction on the legisiation. I told you then that
the President would not support a version of the bill that he did not find acceptable.
Pat Unffin had conversations around the same time, and later, prior to the end of the
conference, with House and Senate staff to reinforce these points.

Regarding your assertion that the President was late in proposing offsets, please note that the
rescission of highway demonstration projects was proposed in the President’s 1993 and 1996
budgets; proposals to rescind spending on Pederal buildings and travel were contained in the
Senate-passed version of this bill; the foreign aid rescission was included in the President’s
1996 budget; and the proposal to close the billionaire expatriates’ tax loophole was included
in the President’s 1996 budget. Obvicusly, these are not new proposals.

As you know, the President feels very strongly that this legislation is imporiant to the '
country. It is he, after 3}, who requested many of its key provisions, He appreciates the
inclusion in the conference report of his requests for FEMA, which would assist California,
your own state of Louisiana, and other states; for the Justice Department and other agenciss
in the wake of the Oklahoma City explosion; and for assistance that is vital to the Middle
East peace process. It is unfortunate that the conference veered so far from the Senate bill to
a set of prionties that is wrong for the country and, for that reason, unacceptable to the
President. If the House and Senate adopt the conference report and force a veto, the

i
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President hopes that the Congress will go back to work immediately, make the changes he is
recommending, and pass a bill that he can sign.

I lock forward to working with you as this process moves forward.




May 31, 1995
MEMORANDUM TO GENE SPERLING
FROM: Andrew Mayock
RE:; Presidential Statements on Balancing the Budget and Deficit Reduction

I conducted a Nexis search with the objective of searching for any statements by the President
which could be interpreted as being inconsistent, indifferent or disinterested in further deficit
reduction or a balanced budget. The research covers January 1993 to the present, and a
summary of the results follow.

The Prestdent has been extremely consistent in strongly advocating deficit reduction and a
balanced budget. His emphasis has been mainly on deficit reduction as opposed to balancing
the budget. However, when he discusses the long-term budget, he always refers to balancing
it. The following quotes reflect his slightly changing mantra. Each quote represent tens, if
not hundreds, of similar quotes uttered over the prior two and a half years.
REPRESENTATIVE STATEMENTS OF THE PRESIDENT'S COMMITMENT TO
DEFICIT REDUCTION AND BALANCING THE BUDGET:

We need to bring this deficit down to zero. But we can't do it overnight without collapsing
the economy. We must do it over a period of years, In order to do that we must cut more.
But to really bring the budget in balance, we must gain control of health care costs through
reform of the system,

In fact, 1f it were not for the interest we have to pay on the debt run up between 1980 and
1992, our government's budget would be in balance today.

My administration has reduced the deficit by $600 billion with no help from the Republicans.

Slight variations on this line appear, but the President has not strayed to anything directly
sounding like acquiescence of continued budget deficits or apathy to a balanced budget.
However, I did find indirect statements which might be used to show a lack of commitment
by the President to reaching a balanced budget. STATEMENTS THAT COULD BE USED
TO CHARACTERIZE THE PRSEIDENT AS LACKING OF COMMITMENT TO
BALANCING THE BUDGET:

. "I just wanted to say that when I became President...I decided we were going to have
to cut more spending and raise more revenue that I had thought to get the deficit down
to a point in which it was manageable.” July 20, 1993



. *It 15 true that I think that we have cut the deficit in a four-year period about as much
as we should we these new numbers.” March 9, 1993

. "[Njow that the vote on the balanced budget amendment has passed, it is time for the
Congress to go forward to write a disciplined budget that brings the deficit down.”
March 3, 1998

“But I tell you this: we have to reduce the deficit further.. The United States will continue to
reduce the deficit. We'll reduce it more.™ Date unknown.



. "It is true that I think that we have cut the deficit in a four-year period about as much
as we should we these new numbers.” March 9, 1993

. “{Nlow that the vote on the balanced budget amendment has passed, it is time for the
Congress 1o go forward to write a diseoiplined budget that brings the deficit down,"
March 3, 1895

“But I tefl you this: we have 1o reduce the deficit further... The United States will continue to
reduce the deficit. We'll reduce it more™ Date unknown,
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congistent with my commitwment to bring the deficit down, Govermment spending
want down, but growth in the private sector was over 4 percent, which is very,
very brisk, indesd.

These are numbeys on line with our projecticns for growth, and they'ye
enough to keep the deficie moving down and job creation moving up. Thie iz a
very important thing: more iobs, more growth, lower defigit. Those are the
things that I campaigned o the American people on. We have itried to face
this difficult issue. Aftor s doecade and more in which the Amarican debt

. gquadrupled, in which che anaug; §g§§g;t trinied, bv naext yvaar ouyr aaﬁiaig will
bo a amaller ; LoLLY nual income than that of any other advanced

am v

ary proud of that,

I say that ag a prelude to discussing the health care issue, because Lt was
not easy to pass the econocmic plan. I remind you, it passed by only one vote
twice in both Houses. As the Vice President cften reminds me, every time he
votes in the Senate we win., [(Laughter] The more you think about thaty, the
funnier it gets. I hope I don't have to see him vote too often. [Laughter)
It was not easy to do that, People said, well, the sky would fall, this would
happen, that would happen., Tha truth is, the economie program, Hdusl as we
aaid, raiged income tax rates £for the top 1.2 percent of our country, that
this vear, abpui ong in six working Americans will get a tax cut because
they‘re working, they have children, and they‘re hovering just above the
poverty limne. And we want U4 éncourage thewm to work, not go on welfare., We
want to raward thelr struaggles o he good parents and good workers at the same
tima.

There are real, new incentives there for small businesses to reinvesat in
their pusinesses and lowey their naxes -- 30 percsnt of the small businespes
eligible for tax cubs under this program -- real incentives for pesople to
invest in the new pechnologies of the 2ist century and relentless budget cuts,
We eliminave 180 Government programs in our plan. ¥e cut 3040 more ec we can
invest more in educaticn and technology and in the future of this countyy.
These are important.

But I want to say. we are o1 this ccurse becsuse this admipisiration tock
on a tough fight, won it by 2 narrow margin, and gave the gountry a chance to
grow again and get out of the paralysis that had been gripping us.

Now we face such a fight in health care. And we have difficult decigions
to make. People say to me all the time, *Why do you just keep taking on these
things? Why don't you just stay with the econowmic program and tell everybody
how well you did and let it go and work on that? Why take on tough issue
afrer touah issue after tough issue?” 1’1l tell you why. Becauge, First of
21l, in the end, as a couniry, we cannot go forward economically and cowue
together unless we regognize that all these issuesn are related one to another,
And secondly, we will never have a sense of fairness and security which is
necessary for us Lo be strong 48 a people until we deal with our thorniest
difficoultien: whethey it'g crime and viclence or the problems with the tatters
in ocur health care system. 5S¢ I agk you to think about that today.

Change has slways been difficule. And over Lthe last sixz decades, every
President, or most Presidents, ar least since Franklin Roosevalr, have sought
to do semsthing aboub the health care problem, Roogevelht and Truoman, Johnson
and Carter and Richard Hixorn sl tried to £ind a way to provide for universal
coverage so that everybody could have healih care sevurity. And always along
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And I {ell you that I think we bave reached that limit. #e have cut
defense all we garn. T imagine most people in this room and most people back
home in your oivico clubg and your churches and gynagogues and other places
cthink we ought to do more to bring this Government spending down and like the
fact that we’'ye reducing the defiwit, Put I algo would ask for your support
for a reagonable defense budget. ¥We, after all, still have -there are no
nuclear missiles pointed at us from the Soviet Undon, but there are ¢ther
countries trying Lo develop auclsear programs. And we have to maintain ocur
commitments in Aszia and in Europe.

o 1 gg&;ﬁ ask vou o puppord w&at w&’;e 20 [ el 4

Secondly, let me say, there's szome things thit are specific to the Ssa ¥
want to emphagize. Since Erskine Bowles hags bheen the Director of the $BA,
we've ingressed our lending program by $ 3 billion, and they've introduced a
cne-payse appligatvion that takes 2 days to provess. That alone was worth me
appointing him, wasn't it? [Laughter]

T alud wani o say & word about thin healih care debate which is godng on
ip Waghington which is doubtless not only dmpoertant to you but occasionally
must be gooewhar confusing begause it°# an &xtremely complex subject. Firgt,
iet me gay bhat people say, "well, (linton’s bill's 13 hundyed pages long:
nathing that complicated should sver be yas&e& by Congress by dafiﬁ;czan
They'd megs up & one«car parade.” I'va heard it many times.

yYou should know that if that bill passed in its entirety, it would replace
even moye pages of Federal law now in existence, that iz, that a lot of this
go-called gomplexicy deals with issues not of direct concern to you but of
indirect congern to you like, well, how are we going to deal with ths major
madical schools; and how are they going te get their funding; and what about
the public health clinics of the countyry; what about the peopls that live way
out there in zrural areas who have no agcess to health care unless there‘s nos
a 2iindg?

fur fundementally, when ! asked Erskine Bowles to come into this debate
early, and I said, "Look, the higuest bone of contention to providing health
coverage for all Americans will bs what ars the cbligabions directly or
indirectly of small business, hecsuse that’'s where the problems in affording
coverasge are. So make sure we design something that provides encugh
protection £or small business so thar we gontinue to grow jobs, nobt shrink
joha.® iv's also srue that the biggost problems in health care some £0 small
buginess, paying on average 35 percent more for health care prewmiums than
larger businesses do, and being subject to a lot of problems Gfomy wife and I
have a frisnd that she grew up with, and she and her husgband and their
children have become great friends of ours over the last 20 vears. He only
‘hag four employees in hia small Busipess. And he provides soverage for all of
them. JAnd cone of these voung men, has been with him a long time, bas a child
with Down's gyndrome.  And this fellow -- it's time really for him te move on
and to broaden his horizens and to do something else in his life, and he
simply can't do it begause no obher buginess can afford teo hire him because
he's had a sick child under the present system.
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do it by another teenager. ‘These kids have got to be reached. ¥We've got to
reach these kids so they don’‘t do that, before they become terrible prohblems.
That's what I think we have to do.

Mr. Donovan. Thank vou. As you make your way back over here, Mr,
Pregident, we’ll gat ready for our next guestion, which will come to you from
Bristol, Tennessee.

HMr. Hawking. Mr., President, I'm her2 with this gentleman, and he hasg a
guestion about the national debt.

The Economy

Q. My question has o 4o with the national debt and the deficit that geems
to be climbing and increasing all the time. I Rnow you referred to this in
your cpening remarks, bhub we'rs concerned abour Social Security and aboulk who
hag to pay thiz debt and inflation that migbt have some bearings upon it, My
questions are, should we really be concerned? And what is being done in a
substantial way to deal with this?® And when will this be resclved and no
longer be & problem?

The President. L&t me say first, with regard Lo Social Security, right now
tha Social Security tex brings in more mongy than is necessary o pay out in
Social Security every year. And Sa¢izl Security should be stable for quite a
long while now. T don’t think you have U0 worry about that.

Sagondly, deas the deflcit matier? Yes, it dose., It mattars vhen we have
to taks 15 cents of svery dollay you pay ino taxes Lo pay in interamt on the
debt. That's money we can*t gpond on education or health care or jobs or
gomathing elae. And it can waaken 2ur scusnemy, becaugse wo have to horsow
monsy somstimes Lrom oversess.

How, 1f wa keap geing, right now, the real way to lcok at the daficic ig,
what is the percentage of our deficls as a percentage of sur national income?
If you look at it that way snd ¢ompare it to all the other majer sconomias of
the world, our deficit now, we'ws gotben it low anough zo that it’s smaller an
a parcentaga of our national income thas any of tha countries we compate with,
major economiea, axcapt one, except Japan. And if we keep going. we’ll get it
down below that. We have to keap driving it down.

The oanly way to geot it toe zere is to go back to tha very Eirst gqueation I
was asked. The only way to get it to zere, because we’‘re cutting desfense ail
we can, sad that gentleman made ~~ I don‘t think we can cut 1t any more. And
I'm very ooncerned. X don't want tha Congress to cut defense any more Than i
in cur plan in this budget gepplon. We’‘re cutting defense already. We're
cutting demestic spending that's discrationary for the firat time asinece 1569.
The only thing that’'s golng up in this budget is that health cars coatn are
gtill going up at 3 and 3 times the rate of inflation. So tha only way wa can
get the daeficit down o zerd now is 2o bring health care cosats in line with
inflation., And that’s what I'm tryiog hard to de. And I hope we can do that.

But a3 long as the deficit la going down instead of up, which it ia now, {t
will be & smaller and mmaller percentags of our income. and our econowmy will
bhe strongsy. And I think yvou can be confidenk that we're going in the right
Aivaction. And that‘s the important thing. We're going in the right
direction not the wrong 4direction. )



The President. This is the inherited deficit. With our plan, here s what happens to it over § years.

Now, what you see down here is the real hitch -
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we can come back to this later -- and that is that with all of our cuts and with the revenue increases,
health care is still going up at9 percent a year. Unti! we bring health care costs in line with inflation,
" we can’t get down to zero. When we do, we can get down to zero and balance this budget. That’s why
health care reform is so important.

But look at the difference here. Now, let me just show you one other thing. Even though | did decide to
ask for a modest tax increase on the 1Iniddle class, let me just say exactly what this is,

|

Here is a deficit reduction plan. For every $ 10, $ 5 comes in spending cuts, § 4 comes from people with
incomes above $ 100,000; that’s the top 6 percent. Of this § 4, seven-eighths of that comes from people with
incomes above § 200,000. And then :S 1, 1 in 10, comes from people with incomes between $ 30,000 and $
100,000. Families with incomes bclolw $ 30,000 are held harmless.

So [ think it is a fair and balanced package. Now, this portion, the portion the middle class pays, if
anything near what the Senate bill does passes, will be about $ 50 a year for a family of four with an income
of, let’s say, between $ 40,000 and $:50,000 a year, or about a buck a week. And all this money -- all this
money goes into a trust fund for 5 yc}:rs to pay down the deficit. It has to be used for that. And if we miss
our targets of paying down the deficit, that is, if we miss my line back here any year, | have to come back in
and give new cuts, new ways to meet the deficit reduction.

Now, what does this mean for the average American? It means that, as we have made progress on this,
we've got the lowest interest rates in 20 years. So millions of people are refinancing their homes, refinancing
their business loans. They're going to take out lower college loans, car loans, constmer loans. Millions of
Americans will save far more in interest rates than they will pay in this modest tax package, even upper
income peopie. |

Let me just make a couple more points. Ninety-four percent of the small businesses in this country will
pay no income tax increase and will have the opportunity to get a tax cut if they simply invest more money
back in their business and create jobs,|because we more than double the expensing provision for small
business. -

¢

One final thing that's important. Ijust got back from this G-7 meeting, the meeting of the world’s great
industrial powers. For 10 years, at cvery meeting the United States didn't have much influence because we
were attacked’ over having such a big def‘c:t and being greedy, taking money from all around the world to
pay for it. This year, for the first nrne in a decade, we were complimented, not criticized, and that’s why --
the progress of this economic plan is why at this meeting we were able to get an agreement to lower tariffs
on our manufactured products. It means hundreds of thousands of jobs for Americans if we can get all the
countries in the world to agree to change the trade agreement, like the big countries have. And we've got a
new trade deal with Japan where the Japanese for the first time agreed to dramatically reduce the trade deficit.

Economic Summit l
Mr. King. By the way, did you expéct that going there?

I 1

-
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Mr. King. [ haven't seen if yot, buz they 1ol me #’s usbelievable.
The President. Unbalievable, Rene Russo was good, teo, and I'd only seen her in that Mel Gibson movie,

Mr. King. You are a movie buff, righi?
The President. | love the movigs, £ love the nxmvies.

t

Mr. King. What's it like when you order them here in the White House?

The President. Well, you know, they send in movies on a regular basis, 50 | get to see a lot of movies here.
Normally, what we do is on Friday night - I normally work pretty late on Friday night, 6l 7, 7:30 p.m. Last
Friday § worked till $;30 pm. And then we gather up whoever is siill working late in the White House, and
Hillary and §{ and, when Chelsea’s hete, Chelsea would come down and watch the mavie, We like that,

Economic Pregram '

Mr. King. We're ready to go back lo more phone calls for President Clinton. Again, when you coms on the
line, please make the questien or comment right 1o the point.  And before we take our next cafl, I also want
1o give him # chance to exponnd on the lady who did call. | think he looked a little - when the lady who
saigd - i

The President, She said, well, if the deficit is down, why do you need to raise any taxes. Keep in
wind, we went feoma S [ 10 5 4 iriiizea sationsl debt — that’s the snnual deficits added up « in only 12
years, from 1980 i0 1992, And we :weé o get that deficit down to zero as quickly as we can without
eollapsing the ecanomy, You can't é{} it pvernight, but we have fo do H over a perind of years.

And as we de it, that's legs money we have 1o spend on interest on the debt and more money we can invest
in creating jobs, business incentives, amd education and training and new technologies, and building roads and
bridges and airports and things that make a country rich and competitive in this world, S even though we're
getting a bresk on the deficit, we're getting a break on the deficit because the financial markets are
responding to our efforts to bring the deficit down. And so we can’t back up. We don’t want 1o everde i
because that will slow the economy down if you take too much money out at one time. But i we do # o
fittie, then the interest rates will go up. ‘and we'll be in trouble on that score agaw,

Mr. King. Montreal, Queheg, Canada, Hello,

Gays in the Military ]
| .
[A participant asked why the President did not act on the issue of gays in the military the same way Presidens
Truman had concerning desegregation of the military ]
. i
The President. Well, first of sll. Jet's talk about what I did do, and then I')] tell you why the argument you
made is pol asalogous.

N
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and a mataise is beginning to set in our country, like the Carter era, Please understand, Mr. President, San
Diegans just don’t have any more maoney to contribute to the coffers of Government, My question is, can you
fname one country that has ever taxes and spent itself back into prosperity? Thask you.

i

The President. The answer to your qzx,estmxz is, 1 can’t. But you can’t fuirly chamacterize my program as
that. 1 have cut more spending than my predecessor did. My budget oails for § 250 billien-plus In speading
cuts net. The first thing [ did was cut the White House staff by 25 percent, even though Uve already received
more mail in 2 1/2 months than camc to the White House in alf of 1992, if any of you have written, and |
haven’t answered, that’s why, [Laughtt:r] I cut the administrative expenses of the Federal Govemment 14
percent across-heboard. 1 froze Federal employee pay in the first year and cut back their raises for 4 years.
There have been massive spending cu‘ts in this budget. So that’s just a big myth that there hasn’t been. |
also worked hard o pass a budget msoimwn that would make it clear that we coudn’t raise any taxes unless
we ot spending. :
H

Now, let me address the middie ciaiss wx ot speeifically. Number one, afier the clection, sfier the election,
the previous administration announced that the Government deficit was going 1 be § 50 billion a year bigger
in 3 of the next 4 years, a year, afler thf: clection. Therefore, 1 coneluded that 1 could not in good consciznce
give anybody en scross-the-board tax 'eut in the first year of my Presidency. | still think there should be an
evening-up of the tax burden.

Secondly, it became clear to me that the best thing 1 could do for the middle class was to bring interest
rates down pad 1o iy 5 g¢t control nf aur budget. So I propozed a plan of budget cuts first and tax
increasesthat are highly progressive. Ami et me just mention a coupie things that you may not know, having
heard the pross about the tax pwgmm i presented 10 the Congress.  While it does raise about $ 258 billion
ever o S-year period, H alse provides s:g,zzzf’;cam relief to smali business. Expensing provisions in the Tax
Code, for example, are raised from § 10,000 to $ 23,000 a year. That will Jower a lot of people’s tax bills.
For people with tneomes under $ 38,060, we incrsased the eamed-income tax credit so rouch that they will
not be affected by this tax increase inga.n)r way, And over 70 percent of the money that will be raised in this
program will come from people with mcomes net above § 106,600,

8a it"s 3 progressive program; the burdeﬁ is broadly spread. 1f we can bring the deficit down, we'll keep
interest rates down. 1'd just remind you foiks that just since the election, when we announced our intention
1o seriously reduse the deficit, zmeresi rates dropped dramatically. This year, 74 percent of prople under 33
in 2 bipartisan poll said they thought zi‘z{:y had & pretty good chance to buy their own home. Last yesr, the
figure was 47 percent. That's because the interest rates are down, That will put another $ 100 billion back in
the econemy,

Now, I've got 4 years. Give mie 4 years tovtry to deliver on the middle class fax ¢ut. B the first
thing we need to do is drive the defici! down with cuts and some prudent revenne ingresses. Most of
the peaple paying the taxes are pmple whose taxes were lowered while their incomes inereased in the
198{'s, And I think it’s very important to get the budget back in balance,

PR
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investing in new technologies to try to create those jobs for their people. I we don™t do it, we're going o be
iRt behind, So we have 10 target some investments. But this budget has over 200 very specific budget cuts
over the last budget adopted in the previous sdministration. And if you look -- it’s 5 year buc!gat, that’s what
the law regquires ug o do, to adopt S»year budgets «- we've got more spending cuts than tax incresses, and we
should,

M. Imus. Is it dmportant what the ratio is? And if it is, what should it be, do you think? ! mean, because
that’s the ~—~ you know, that's kind of 1he way we relate to it

The President. Well, the issue is {ww many cuts can you get without pulling the economy inte a
recession. What do you bave ta cm‘; bow many cutls can yau get without unfairly cutting the elderly?
The same prapie who say we don't have enough culs arc slso often saying we shouldn't eot what we're
catiing. And the troth is, if you wani to get (o & balanced budget through spending reductions, the oaly
way fo do it gow is to getl contrul of health care costs, snd that, basically, in the later part of this
decade, if we can adopt & astional heslth system and —~ vou kpow, Hillary has been working on that
with hundreds of others — amd we can bring the Govervment’s deficit down to zero, but you can't do
that overnight. And the biggest gaf‘t of our deficit growth now is in health care costs and interest on
the debt. i

We're ot spending & bzgger ;acmzzfiage of our inceme on Social Security - our national income -~ than we
were 10 years ago. We're spending 5  smaller persentage of our income on Federal aid in education than we
were 10 or 12 years ago. What's happmed now i3 we stasted cutting defense, dut bealth eare increases
overcame the defonse ews. Se what i m irying to do s 10 cut ¢verything | can now, get health care costs
under controd and ook towards, aot :mi; cutting the deficit but bringing it down {o zero over a muolti-year
period. You just can’t do this overnight

You know, we took the national debt from § 1 willion to § 4 illion in 12 years with a $ 300-plus billion a
vear deficit when 1 ook office. ¥eu czw ’{ just eliminate that overnight without having serious economic
dislocations. You've gotto do it in 3 das&zplm&é way and take it down,

Mr. Imus, There's aleeady been same compromise with some members of your own panty in Congress. De
you anticipate any more of that, or is it »«

The Presidens, Well, | think there have been some changes that make it better.  After all, we put this plan
on the table only 30 days after I had taken office, and 1 invited people to comment on it but 10 keap is
essential feansres intact, That is, we had t¢ have the spending cufs before T would agree 10 tax increases.

The tax increases had to be largely prngresswe, that is, they ought to be on people at higher incame fevels
whaose tax rates went down it the 1980‘5 while their incomes went up, that we cught t have z eamed income
tax credit, That's taxpayer jargon for gwmg a tax break to working-class geople with children, particularly
who would be especially hard hit by the energy tax, and that affects people with Incomes sp to about §
25,000 a year, where they'll get an offset on their income tax fo.make up for the energy tax. And there sugh
to be some incentives for investment 1r1 the American economy, either ming or same others. And we
emphasize small business, and we cmphame new plants and equipment for big business. And those things
are all poing 1o be in the ultirmate tax packagc So | feel good about it, [ think that, you know, the
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Americans are losing theiy health insurance. 5o there are gevere problems in
this economy that we have to address to create the i¢bs, Let me just mention

a couple of things that wa*re trying to do, particvlarly to focusm on small
business.

We have announced a Govarnmentwide program with every Agency that regulates
our financial institutions)to try to end the credit crunch on small business
and give bankg the flexibility they néad to make good lecans te worthy
cugtomers in the small- busineas ggctor and to drastically, and I mean
drastigaliy, oul the paperwork regquired te access Government programs and Lo
comply with the xegulacory‘raqu;raments

We have praposed a program that would give small businesses -~ 90 percent
cf the emplovers smploving! 40 percent of the people but providing way over
nalf the new ioba -» & permanent investment tax credit so that they’ll always
have more incentives o pl?w money back into the business.

¥e have taken steps Lo pass a budget which will contain bhillions of dollars
in funds to help to deal with these terrible, terrible economic problems
caused by defense cutbhacks and base closings by not only revraining workers at
very high levels but also pr@viﬁiﬁg 4oint ventures in new technologies go that
defenne contractors will have a £ighting chance te get inte bechnologies that
have hoth civilian and d&feﬁsa uges, or entirely civilian uses, to oreate the
iocbs of the fubure.

These arve just some of the things that have to ba done Lo keep our eye on
the ball., The purpose of bringing the deficit downm iz to make the eonomy
work, which means we’ve got $o both bring the deficit down and fouus on these
investmants., We'lve got tei&hange the nature of Federal spending: lesas
congumption, more investmsal.

aAnd finally, in order to get that done, we're going Lo have o face the
health care crisis in America. It is projected that if we do nothing to
change Government spendingipatierns on health care, listen to this, in §
years, adding no new bepefits -- adding no new benefits ~- in 8 vears. vouy
tax hill for paying for Medicare and Medicaid will go from § 210 billion o $
350 billion, a 67 parcent inereasa in % years with no new benefirs, becsuse of
the explogion of health care costs and the explosion in the number of people
who will be forved onto the public health care rolls ag people camnot afford
anymore to insure their employees.

i

Thias in a devastating blow to our efforts to reduce the deficit. If£ you
want us to bring the hudgec into balanza, you aust ingist that aftoar we pase
thia budget, we move on tvtfind s way to brimg health costes in line with
inflation and provide a bagie package of health cara to all of our paopla.
Every other ¢ountry in theiworld, except the United States, has figured out a
way to do that. Let me tell you what will happen if we don’t. By the end of.
rhe decade we'll be spending 20 percent of every dollar, 20 cents on the
dollar, oy health zare. And nones of or competitorz will he over a dime, and
wee will be in 5 sevicus hele in terms of trying to be competitive. We also
cannot balance the budget. |

The flip aide of chat 13 :f by working in partnership with providers,
smplovers, and emploves groups, we rcan bring health costs in line with
inflation withour sacrificing quality, we can esphaaize preventive and primary
cars, we

i
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Middle East Peace Talks

&, Did you discuss wzth the French President at all the Middles Bast peace
process? And are you optimistic, for the next round of talks, that Syria
comes Lo an agreement with'Israel?

H

President Clinton. We have not discussed the Middle Rast yot. We will over

lungh. Yep, I am hopeful.

Health Care Reform %

¢. Myr. President, may liask, regarding your health care reform, now that
you’re so deeply involved in trying to find more budget cuts, what is your
pxpectation £or when you would start seeing some savings frowm health reform?
Ang should Amerigans expect thar they will have bo settle for reduced core
benefits unless they can p?y wore, of CoOurse w-

Pregident Clinton. No. E

Q. -~ for some aort of ieduced gervices in order to achieve these savinge?

President Clintoen. No, I don‘t necesparily accept that. Of course, we have
460 people working on this now and consulting widely with all the people
involved in the health care igsue.

Let me answer your firsﬁ guestion pointedly. I believe, under all the
srenarips I have seen that 'I think are possible, we would see immediate
savings in the private sector if we were to adopt a comprehensive health care
reform package. That is, private employers and employvess would ‘see the rate
of cheir Insurance premiumincreases drop rather dramatically and there would
bg really significant sav1ngs immediately in the privite sector.

Becauge those savings in the publie sector would have to be used co provide
gome insurange at least to |the unemployed uninsured, whe are about 30 percent
of the total population of luninsured -- at least to them -~ it might take 4
yaars or pe before we would start seeing significant taxpayer savings. But
interestingly enough, that’s about the time we reed it, 7That iz, 4% you look
at all the scenarios, the deficit can ba brought down under our plan for 4
yeaxs, and then if health care costs are not brought wnder contrel. it will
start up again in tha lattar part of this decade., &0 we certainly bsliove
that the health care plan would bring the deficit down wvirtuslly Lo zero over
the next 8 to 10 yaars.

Now, will people have ta accept a lower quality of health cara? I just
dispute that entirely. We're already spending 3% percent mors of our income
than any country in the wo;ld I dontt think that --

Steel Subgidies !

Q. Yestarday the Enztedetates *mposed zome tithes, additienal tiches on
some products of steel. The argument is that the subsidies ars unfair. Bub
the othar gide savs that the subgidies are not unfair. ¥hao iz the middle
ground? What do you think can be negotiated? And, alao, I would like o hear
the response of President %1tterrand

!
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deficit reduction. And I believe it will produce far more than we even
estimate, They have to decide to get the budget resolution passed by
category. But I assure you that we will be very specific before the process is
over.

It is true that I think that we have cut the deficit in a 4-year period
about as much, as we should with these new numbers. But that doesn‘t mean we
don’t need more specifics, because we have to define how we’re going to cut.
And since I also strongly believe we have to increase our investments in
education and training and in new technologies and in the things which will
make our econcmy grow, it means we need all the suggestions we can get about
other places we can cut the budget, and we will need to do that until the
budget is finally passed.

So I strongly support that. The Vice President, as you know, is heading
the performance review audit of the entire Federal Government. And the more
specific suggestions we can come up with that everyone agrees with, the fewer
gontroversial and potentially damaging cuts we’ll have.

Let me just make the economic argument. Our deficit reduction package --
and Senator after Senator said today, you know, that this is the meoat credible
budget I've seen in 15 or 17 or however many years -- it is producing the
degired results: low interest rates, stock market back up and doing well.

We have to deal with that against a backdrop of a Europe that's had slow
growth, Japan with some serious economic problems and no political consensus
about what to do about it in Japan. So we want to do what our European and
Japanese friends have been telling us for vears we should do, get our daficit
under control. But we want to do it at a moderate pace so that we don’'t throw
the Unitaed States back into recession and further complicate the econcmic
probleme of Burope, which will be helped by a growing American economy. So I
think we’ve struck the right balance, and that was tha point I was making to
them. '

Middle East Peace Talks

Q. President Clinton, concerning the Middle East, you said that your
country intends to play the role of a full partner in the peace procegss. How
do you intend to translate this? And what would you tell Israeli Prime
Minister Rabin when you receive him next week s8¢ that to resume the talks,
especially concerning the Palestinian deportees?

President Clinton. Well, I think that what we mean by a full partnership
was evidenced by the fact that the Secretary of State’s first trip abroad was
to the Middle East and that he made aggressive efforts there to try to get the
talks back on track and to involve as many parties as posaible. In terms of
what I will tell Prime Minister Rabin when he comes back, I won't say anything
I haven't said in public about the deportee isaue or anything else. We are
working together. 1 feel comfortable and confident that he very much wants
the peace process back on track, and I will support that.

Civil Aircraft Agreement

Q. What specific revisions do you want in the agreement on civil aircraft?
And are you prepared to abrogate last year’s agreement?
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defigit reduction. And I believe it will produce far more than we even
egtimate. They have to decide to get the budget resslution passed by
category. But I assure you that we will e very specific before the process is
CVveL.

It is true that I think that we have cut the deficit in a 4-vear pericd
about a#s much, as we ghould with thase new numbers. But that doesn’t mean we
don’t need more gspecifics, becavse we have to define how we’re going to cut.
And since T also strongly believe we have Lo ingrease our investments in
education and rraining and in new technologlies and in the things which will
make our economy grow, ib means we need all the suggestions we can get about
other places we oan out the budget, and we will need to do that until the
budget is finally passed.

So I strongly support that., The Vice President, as you know, is heading
the performance yeview audit of the entive Federal Government. 2nd the more
specific suggestions we can vome up with that everyone agrees with, the fewer
controvergial and potentially damaging cuts well have,

Let me junt make the sconomic sygumeni. Quyr deficit reduction package --
and Senater after Senator gald roday, you know, that this is the most credible
budget I‘ve zeen in 15 or 17 or however many years -- it is producing the
degired results: lovw interest ratsg, stock market back up and doing well.

We have to degl with that against a backdrop of a Purope that’s had alow
growth, Japan with some sericus economic problems and ne political consensgus
about what £o do about it in Japan., 8¢ we want to do what our Burcpsan and
Japansse Frisnds have been tealling uvs for yvaares we should do, get our deficit
undar contrael. But we want to do it at a modexate pace s0 that we don‘t throw
the Unitad States back inte recasalion and further complicabrs the seconomic
problems of Burope. which will be helpad by a growing Americsan economy. So I
think we’ve struek the right balancs, and that was the point I was making to
them,

Middle East Peacs Talks

Q. President Qlinton, oemeerning the Middle East, wou sald that your
country intends to play the rols of a full pariuer in the peace process. How
do you intensgd to Sranslate this?  And what woeuld yvou tell Israeli Prime
Minister Rabin when vou recsive him next week so that to vesume the talks,
especially concerning the Palestinian daportées?

Pregsident (linten. Well, I think that what we mean by a full partnership
was evidenced by the fact that the Secretary. of State’'s first trip abroad was
£ the Middle East and that he made aggressive efforts there to try to get the
talks back on btrack and to invelve as many parties as poasible. In terms of
what I will tell Prime Minister Rahin when he comes back, I won't say anything
I haven’t #aid in publie about the deportee igsue or aoything else. ¥We are
working together. I feel comfortable and confident that he very much wants
the peace process back on track, and I will support that.

Civil Aircrafs Agreement

. What specific revigiong do you want in the agreement on civil aireraft?
And are you prepaved bo abrogate last year’'s agreement?
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BEADLINE: Remarkas and a Question-and-Answer Seasion With the National
Gavernors’ Assoglation in HBoston, Masgachusetis

RODY ;

The President. Thank you. Thank you very much. Thatik you very such,
Governor Camphell. Governor Dean, Governor Weld, thank you for hoaring the
Covernorg in your latest expression of bipartisan support, showing up at the
Demaoratic dovernors’ party last night, 7That’'s broadening your base hare.

I want Lo jodn many others here in saying & word of beet wishes to Governox
Bdgar as he continues his recovery and to say to all of vou who are leaving
the Governors conference this year who served with me, how wuch I wish you
well and how mich I enjovyed serving with you over the years.

I aiways look forward to this day every year. I feel that I have in many
wRYS come home whenever I come back herg. There are nany waye in which I miss
being » Governsr, because Sovernoers are 50 much legs isolated from real life
than Presidenty. Neighbors stop you on bhe gtreet and talk about their iohs
and businesses. about their children and their pavents, and the things that we
in ¥ashington call issues take on a very human face. And I must say I have
worked hard to try o find ways to keepn bhe human face on the issues with
which we all deal.

It was a9 a Governor that I learned and lived the idea that the purpose of
public life is actually to get people together toe solve problems, not to
posture for the next slection with rhstoric. In my time in the NGA T wan
proud to work in a bipartisan fashion on icsues of educmtion snd welfare
raform, on trade and econcmic davelopment and, yee, on bipartisan suggestions
wn Sovernors had for reducing the Federal deficit.

I ran for President because I did not want us te go into the 21st cantury
without a vision of how we could restore our economy and unite our pecple,
make Sovornment work for ordinary Americansg again because I thought that our
poliiticy was £oo burdened by partisan rhetorie and too little concerned with
practical progrvess. In the last year and a half I have set about to implement
the vision that I brought to bthat campaign, one that grew directly out of the
gxpeviences I had with moat of you around this table. We worked to get ouy
egongmiy house in order, to reverze the trend of exploding deficits and
declining lnvestments in Americs.

The aconzmis plan the Congress adoptad Last year contained § 2535 billion in
spending oubs, nax cuts for 1% billion working families, made 90 percent of
the amall businesses in American aligibls for Lax cuts, increased taxes on the
wealithiest 1.5 percent of our people. reducsd the Federxal payrell by a quartey
million, and will give us -- @iong with this vear's budget which eliminated
over 100 Government programs, cuts 00 obthers, and takes the payrell deduction
Lo 272,000, meaning that in 19%% the Pederal Covernment will pDe helow 2
millicon
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May 31, 1895

MEMORANIAM TO THE PRESIDENT
FROM SECRETARY REICH AND AMBASSADGR KANTOR
Subidect : Pogsible Puklic Statements

Here are two attemprs at a statement both ¢overing much of the
same ground. (However, we didn’t have enough time to perfect a
single wversion if vou were to gst this today.) The point is to
challenge Republicans on the line iltem veto, and underscore the
principlies behind your veto and your upcoming counter-budget.
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Execuilve Office of the Prasident e 2P
Washington, D.C. 20806

May 31, 18%8%

MEMORANDUM TO THE PRESIDERT
FROM AMBASSADOR MICHAEL KANTOR

BUBJECT: Possible Public Statsment

We face an encrmous challenge Lo ¢reste an economy which ensures
the highast standard of living in the world for 4.8. citizens,
founded upon the talents of the American people. Within ten
vears, Americans must be the best educated, well trained, and
most secure people in history. This Adninistration has started
down that road) insisting on limited government, unlimived
opportunity, and on responsibility.

Howevay, those in control of Congress, by advocabing misplaced
hudget priorities, and calling for more tax breaks for thoss who
ne#d heilp the least, continuing unnecessary subsidies for
sorporabions and the funding of wasgtsful projects, will ingure
ocur decline, not private investment in our future.

The Republican majority’as package of recisions or retroactive
guts fail to address rhe major sconomic challenge facing the
country, which is debs, growth, and raising our standard of
Living. I have supported an alternative recision bill which
reduges the deficit by as much as they proposs, but does s0 in a
way thal protects American’s futurse, competitiveness, and
productivity. 1 will veto any propesal whicn represents this
kind of misplaced priorities. "

I have always advocated that the President have the power to
exercige a line-item veto to enpure z determined approach Lo
limiting government, while we creare unlimited opportunity. The
line-itsm veto has passed both Houses of Congress, but politics
has prevented the majority from sending the bill to my desk., 1
challenge the Republican Congress to gend me the bill -« I will
sign it immediately.

The Budget resolution has just passed both Houses of the
Congress. This resolution reflects pricrities which will insure
rhat Americans will not be more productive, that thelr businesses
will be less comperitive, and that their standard of living will
not get better., Thesge proposals make the situstion wovss. They
would ocut education and training, Yaise taxes on working people,
give tax breaks to those



1

who are well off and do not need the help, fund *"white elephant®
projects which we cannot afford, and continue unnecessaxy and
expensive subsidies bto corporations,

The standards by which we must judge any budget proposal should
first insist that the main priority is iobs and incomes. We must
make all Americans more productive, and we will not sacrifice our
absaolute commitment to make all Americans the best educated and
mnest productive workers in bhe world,

Second, we must protect the health, security, and safety of the
American people. We should not lower those standards in order ko
fund tax breaks which have no value. ' :

Third, we c¢an achieve limited goverament and promoteé unlimited
opportunity, but only if we have the determination and discipline
toc reach a balanced budget. A balanced budget is not an end in
itself, but it is a weans to grow jobs, unleash private
investment, create wore money for private business expansion, and
to ensure thar we will not mortgage the future of our children.

This administration has been able to ¢utr the budget deficit in
half in just 28 months., The Fedexal Government has 100 thousand
less smployess than when I came into office, and at the end of my
term we will have the smallest Pederal Government since President
Rennedy was in office. Urnemployment is down, and 6.3 million new
jobs have been crsated. Almost every one of these jobs is in the
private gector; and for the first time in a decade American
workers are the most productive in the world.

We cannot let hollow rhetoric or misguided initiatives to reverse
the progress we have made or to stand in the way of a new century
of expansicn and opportunity.
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To: The President
¥rom: MK, RR
Date: June 1, 193%5

RE: Possible public statement, this K week

“The Context for a Palanced Budgset: My principles and my
plan® e ,

The Republican rescission and their budget resolutions do

‘not address the major economic challenge facing this nation, -
which is to restore jobs and incomes. That is why T am vetoing
the rescisasion, and why I oppose thelr budgets. I have offered an

lternative rescission bill which reduces the daficit by as much

a they propose, but does so in a way that meets this challenge.
In coming weeks I will offer an alternative budget whiah halances
- the budget within ten years, but, again, does so in a way that
masats the challenge. Today X want to share with you the
principles that are guiding my decisions.

1. Tha problesm of dobs and incomes. Ths stagnation and
dacline of median wages over 1% yvears. The widening incoma gap, . .
and its main causes (70 percent driven by the new premium placad
on oducation and training, the rest by the declining raal value
of the minimum wage, declining unionism and the policies of
previcus Republican administrations).

2. The Republican proposals worsen the aituation. They want
to cut education and training, block ths minimum wage, raise
taxes on working psople through auttinq BIT¢, cut child care, and
give tax breaks to the well-off and to corporations.

t <
3, What must be done instead:

{a) Make all Americans more productive {Head Start, wIC,
education and job skills, tax deducation for education and
training, job training and placemsnt for walfare recipients). You
won‘t allow Republicans to sacrifice any of this. If anything,
you want to invest even more than you prepossd in 1996.

{b} Make work pay (BIT¢, minimum wage}. We mnat bring up the
bottom, so that peopls can be financially independent.
Republicans are heading in opposits direction. (Keep the minimum
wage in the dudgat debate, even though it has tiny budget



implications; it must be understood as linked with the EITC as
dual means of keeping the working poor out of poverty.}

{0} Enhance the knowledge base of the mation {(ressarch ana
devealopment) .

{4} Provide health security to the nation’s most vulperable
{unemployed workers, kids, people with pre-existing conditions).
Blow the growth in Medicare and Medicaid in such way that middle-
class elderly and the poor are not burt. Republicans are doing it
wrong. We’ll work with them.

< 4, And we can accomplish these things, while still reaching
a8 balancaa budget, 1f wai

: (a) Cut gorporate welfarxe {sudsidies and tax breaxa with no
public value). Washington lobbyists have unjustly snriched
certain companies and industries. Billions of dsllars can be
saved, to be dedicated to making all Americans more productive,
The economy wins, as 4o all our citizens,

(b) Cut. pork {fancy aéurt houses, unnecessary infrastructurs
projects, unwarranted expendituraes of all kxinds).

{o} Reject tax bresks for the well-off (Republican capital
gains proposal, their preposal to eliminate the Alternative
Minimum Tax for corporations -- another bow to corporate welfare
-= their accelerated dspreciation, which essentially evliminates
the corporats income tax). They don’t need it. Average working
Americans need help getting ahead.

5. My raescission plan reflects these priorities, as will my
plan to balance the budget. But in order to accomplish any of
thig, it is necessary that I have the .ability to veto wasteful
. legislation which is tacked on to important legislation. To take
one racent example, taz aveidance by billionairss who make their
money in America but set up homes abroad.

I challenyge the Republican Congress to send me the line-item
vato bill aa soon as they return from recesa. I will sign it into
law immediately. If they refuse to send it to me it will be
hecause thoey don’t really want to cut corporate welfare, cut
pork, or lose their tax breaks for the wealthy and privileged.
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providing for amergendy supplemsnta

. increase timber salvaga. Incrsasing timbar galvage and lmproving

TO THE HODSE OF REPRESENTATIVES.

I am returning today ﬁiehent,n{ spproval H.R. 1158, » bilz
apprapriationa and
rcsciuninna tor tiuaal ysar 1996.

As T have ntated, ny diauqrnawint vith the cangraau aver
this bill is not abiout deficit reduction; it is about priorities.
The confarses out deeply into impertant investments -~ notably,
investments for sducation, national service, and the environment
~= while ignoring literally billiohs of dollars in funding for
highway demonstration projaata and Faderal buildinga that they

- €ould have Qﬁt.

By Aduinistration :zﬁgina tirul ecmnitttd - do:iait '

‘:aﬁnatiaa, and has provided alternative proposzis to the Congress

that would cut aven nore in fiscal ysar 1935 apending than ie
included in tk& conferance version of H.R. 1138,

" The &é&iﬁiﬁ%&gtiaa atyongly and ccnsitttntly appa:ad tha

‘House version of-this bill becausa it would have unnecesearily .

cut valuable, proven prograns that sducats cur childran, invest
in the future, and protect our haalth and safaly.. Wo worked
glonaly with the Senate ~- specifically with the Bipartisan
Leadarship =~ to inprove tha bill. Regrattahly, this dbill doas .
not restore the most egregicus reductions propossd by the House.

The aaminiutramicn continues to object to language which
would override sxisting anvironmental laws in. an . effort to.

forest hoalth are goals that my Adminiatration ghares with
congraca. Over the last six months, the Administration has put
in motion administrative reforms that ars spesding salvage tinber
sales in full compliance with uxiltin? environnantal laws, I

urge the Congress to work vith my Aduministration to rewrite the
timheyr galvags langusgs to reupond to ony aonmarnm¢

n aitaypx¢ving H.,R, 1158, I navarthaless coommend the
Congrasa for approving ossantial. supplemental funding for :
digastar Malief activities of the Pederal Emergency Management
Agancy, for the Pederal rssponse to the bombing in Oklahema City,
for increaast antieterrorisz efforta, and for providing debt
ralief to Jordan in ordar to contribute to fugthar progress
toward & Niddle Zast peacs ssttlezmant: - I urge the Congress Lo
gprava a bill that contains this supplemental funding, along
with ths reconzmended rastoraticns and offseats that tho '
Aﬁmin&atr«t&nn haa transmitted.
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Disspproval of H.R. 1198 vill not force the Federsl
Eoergeancy xanaga:ant 2gnn¢y ta discontinue any of its dlgaster

relief sotivities at this tize, nor will
response to the bombing in Oklahoma City.
nonths, however, it will be sssential

it izpads ths Federal
In the naxt tweo
t Congrest provide such

supplenental funding. I urga ths Cergress o send me an

acceptablia bill as- suon as possible.



