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The Coalition 
., 

FOR IMMEDIATE RELEASE 	 Contact: .Jeffrey M. Fleming 
(202) 225-4714 voiceI (202) 226-0428 fax 

26 February 1997 

'BLUE DOGS' UNVEIL COMMON SENSE BALANCED BUDGET FOR FY98; 
'Blue Dogs' Will Balance Budget Without Social Security Trust Fund By 2005 

The Coalition, a group of 22 solution-oriented, moderate-to-..-:onscrvative Democrats, 

today unveiled a common sense balanced budget plan that not only balances by 2002 with a 

surplus, but also balances in 2005 without rellin/! on the Social Security trust fund and 

balances by 2007 without relying on any trust funds at all. 

"This Is 'Ihe common-sense approach to deficit reduction, Our budget balances 
by 2002 with a surplus," U.S. Rep. David Minge (D-MN), co-chair of the group's budget 
task force and a House Budget Committee member. "We do not rely on gimmicks, nor dQ 
we postpone the tougb cuts until the final years. We maintain our commitment to 
education and research while moving the budget on a steady glide path toward 
balance. It 

"Once again. The Coalillon budget is setting the standard for a potential budget 
agreementt not only in terms of substantive integrity and budgetary credibility, but also 
with an eye towards the pOlitical viability that comes only with fairness,!' said U.S. Rep. 
Charles Stenholm (D-TX). co-chair of the group', budget task force. "Our budget cuts 
straight through tbe demagoguery which some hide behind and shows that it possible to 
balance the hudget, strengthen Social Security and Medicare, and still protect the most 
vulnerable of our society. II 

• 
"The C6atition's Common Sense Balanced 8udget demonstrates onee again that 

you can balance the budget by 2002, and tbat you can do it with the Social Security 
Trust Fund off· budget by 2005," said U.S. Rep. Collin Peterson (D-MN), the 'Blue Dogs' 
co-chair for pol~cy, , 

Highlights of the 'Blue Dogs' Common Seosc Balanced Budget: 
I 

o 	 The Coalition budget balances in 2002 with a multi-billion dollar surplus, 
deJaying tax cuts until the deficit reduction targets are met. 
I 

o 	 The Coalition budget balances in 2005 without the Social Security trust fund 
and balances by 2007 without relying on any trust funds at all. , 

more »»> 



The Co.dition I The Common Sense Balanced Budget 

page 2 I 
,, 

o 	 By and large. The Coa1jtion~s policies regarding Medicare and Medicaid are 
similar to the 'Blue Dogs' budgets of 1995 and 1996. 

o 	 The Coalition budget incorporates a .8% adjustment in the indexation of 
some govenunent programs that are tied to the CPI plowing those savings 
back into the Social Security Trust Fund and deficit reduction. 

uIn the Coalition budget. we emmre that low~income retirees, who rely on Sodal 
Security the most. are protected," said U.S. Rep. Allen Boyd (D-PL), a 'Blue Dog.' 
"We also want to treat Social Security recipients and federal retirees equally. That's 
why our COLA proviSions will provide the protection low·income retirees need while 
making sure Social Security is protected for future generations. n 

The COJiIition's other co-chairs are U.S. Rep. Gary Condit (D-CA) for 
administration. and U.S. Rep. John Tanner (D-TN) for communications. 
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THE CONCORD 

COALITION 


. CITIZENS' COUNCIL 

1019 19th Street N.W. Suite 610 Washington D.C 20036 

202 467 6222 • (Fax) 202 467 6333 

CONCORD HAILS "BLUE DOG" BlJDGET AS A 
CREDIBLE PLAN FOR REACHING BALANCE BY 2002 

FOR IMMEDIATE RELEASE; Contact: Jamie Ridge 
IVcdnesday. Feb. 26, 1997 202467-6222 

W ASHI::-.JGTON-The Concord Coalition today hailed the "Blue Dog" budget proposal m; 
having all the earmarks of a credible and sustainabh: balanced budget plnn. 

"At first glance, th.: Blue Dog phm appears to set the high standard by which other 
Congressional plans to balance the budge! should be judged," said Concord Executive Director 
Martha Phillips, '" hope budget strategists in both parties will see its obvious merits and head in 
this direction." 

Phillips s'aid that, unlike previous plans. introduced by the president and Congressional 
Republicans, the Blue Dog Plan contains no tax cuts, puts all government programs "on the 
table, ,. contains a smooth, steady deficit reduction path. and sets out responsible entitlement 
program policies. Among those policies is a plan to balance the budget by 2005 without 
counting the Social Security trust funds. 

A morJ comprehensive analysis of the Blue Dog plan, using Concord's" 1 0 Criteria for a 
credible b.1Ian~ed budget," will be available next week. 

I 
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I 
i Summary and Highlights of Coalition fy98 Budget 
I 
! Background 
, 

The Coalition budget demonstrates that it is possible to balance the budget using CBO assumptions while 
protecting priority programs. The Coalition budget balances tough fiscal discipline with compassion for 
the most vulneratile groups in society, particularly children. 

I ' 
Unlike bo,h 'he President's budget and the Republican budget proposals in 'he 104,h Congress. the 
Coalition budg., provides for a steady glidepath toward balance and acrueves balanced budget under CBO 
scoring honestly v.rithout relying on any smoke and mirrors or other gimmicks. 

I 
The Coalition budget is substantially similar to the groups proposal in the l04th'Congress, which received 
bipartisan suPPOrt: and was endorsed by the Concord Coalition and many newspapers across the country. 
It received a great deal of attention during the budget negotiations"

I , 

Major features of the Coalition Budget: 

Reaches a surplus:in unified federal budget by 2002; balances the budget by 2005 without using the Social 
Security surpluses~ and by 2007 without using any trust fund surpluses_ 

, 
Adds S150 billion ~ than Republican fy97 budget proposed to add to the debt from 1998 'hrough 2002 
and $250 billion less to the debt than the President's budget Over five years beeause it does not postpone 
deficit reduction until the fast two years as both the President's budget and the Republican budget. 

Puts the budget o~ an immediate glidepath toward balance instead ofbacldoading deficit reduction in the 

final years as the l\epublican budget did last year and the President's budget does again this year, 


, 
Makes a 0.8% adjUstment to the Consumer Price Index that will achieve substantial savings spread 
broadly across all segments of society and extend the solvency of the Social Security, Civil Service and 
MiJitary Retirement trust funds. -.> 

I 
Makes meanir1gful ~refonns to control COStS of Medicare and Medicaid without jeopardizing availability Qr 
quality of Cafe for beneficiaries. 

Slows the growth of Medicare by S i 19 billion over five years through reasonable reforms of 
Medicare program 

I 
Slows the growth of Medicaid by $26 billion over five years while preserving the guarantee of 
coverage ~d an adequate benefits package for Medicaid beneficiaries 

Maintains the com~jtment to funding discretionary programs for education, health care, research and 
other priority programs 

I 
Provides an: increase of$11,7 billion over five years for education programs, including Pel! Grants, 
suppOrt for 'elementary and secondary education and other education programs, Head Start, job 
training, etc

l This funding levels sufficient to allow all education spending programs to maintain 
1997 levels,! adjusted for inflation 

Provides an increase 0[$3 billion over five years for child health and immunization, rural health, 
NlH, and other important health programs 

February 26, \997 
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I 
S~mmary of Coalition Fiscal Year 1998 Budget 

, Fcl"'1<l1y26,1997 
I 

Deficit Reduction ,, 
Achieves ~500 billion in deficit reduction over five years. Reaches a substantia1 budget surplus in 
2002, Provides for a steady deficit reduction glidepath, with 37% ofthe deficit reduction achieved 
in the first ~hree years. 

, 

Balances thb budget without relying on the Social Security trust fund surplus by 2005, Balances the 
budget without relying on any trust fund surpluses by 2007. 

Medicare 

Calls for $119 billion in M'edicare savings over five years through a combination of increased 
utilization ~fprivate' options, reforms in provider payments, means-testing the Part B premium and 
extending the Pan B premium at 25%. 

Medicaid 

Calls for savings of $26 billion over seven years through limits on federal spending and increased 
targeting of disproportionate share payments while maintairung the national guarantee of coverage. 
Assumes the same rate ofgrowth for payments that was in the Coalition reconciliation alternative in 
1995, 

Consumer Price Index 

Achieves $103.7 billion in savings over five years from a 0.8% adjustment to indexation of 
goverrunent programs to compensate for the overstatement of inflation by CPI 

Provides BLS with additional funding to improve the calculation of CPI and establishes a Blue 
Ribbon Commission to work with BLS and Congress to improve CPI and determine what changes 
should he made to indexation. 

Discretionary spending 

Sets total di~etionary spending at the levels of the spending caps in the Coalition reconciliation bill, 
a $166,5 biIHon reduction from tbe eBO capped baseline, 

, 

I 


Allows for ~ncreases of $11. 7 billion for education and training; $3 billion for discrelionary health 
programs; $3.2 billion for energy and scientific research; and $2 billion for discretionary programs 
for agncultu1re and rural development, , 

February 26, 1997 



I 
, 

Welfare Reform 

Does not reopen the welfare reform bill enacted in 1996. 

Reserves $3,6 billion over five years that could be made available to states for welfare to work 
activities if states demonstrate that they need additional funds to meet the work requirements. 

Provides ceitain wlnerable immigrants with an additional two years of eligibility for benefits to give 
states additional time to prepare for the impact of these groups losing benefits. 

Offsets the costs from the above provisions $7 billion in savings from reforms of SSI, Section 8 
Housing, and other low-income program, 

Spectrum Auction 

Assumes $19.2 billion in savings from spectrum auctions. Does W assume auction of analog 
spectrum, 

Veterans 
I 

Provides fo~$3.2 billion in savings over seven years ($1 billion less than the reconciliation conference 
report), Does not assume extension ofcopayments for prescription drugs.

I 

User rees 

Provides for $2 billion in savings by assuming enactment ofall user fees in the Coalition reconciliation 
bill except the extension of railroad user fees, -:.. 

,I , 
Miscellaneous; 

! 
Provides for $3 1 billion in savings by assuming enactment of provisions in the Coalition 
reconciliati6n bill selling U,S. Enrichment Corporation, privatizing helium reserves, denying 
unemp[oym~nt for voluntary milItary separation, and other miscellaneous items. 

February 26.1997 



Coalition Budget 

Summary of Major Provisions 
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Deficit Reduction-


Deficit Glidepath 

• 	 Balances the budget by 2002 (with a substantial surplus) using CBO economic assumption" 

• 	 Achieves deficit reduction at a steady pace, with 37% of the total deficit reduction occurring in the first 
three years. 

, 

• 	 Reduces the deficit in every year on a steady glidepath to balance in 2002. The budget reduces the deficit 
below $1 00 billion by 1998 and to approximately $50 billion in 2000 and achieves a surplus by 2002, 

I 
Balancing Operating Budget Without Counting Trust Fund Surpluses 

I 

• 	 Eliminates the practice ofusing surpluses in the Socia) Security Trust Fund to mask the operating deficit 
by achieving a unified budget surplus equal to all trust fund surpluses by 2005, Balances the budget 
without using any trust fund surpluses by 2007, 

I 
Total Deficit Reduction (compared to CBO capped baseline, with inflation) 

• 	 Achieves $500 billion in deficit reduction over five years. 

• 	 Reduces projected increase in debt over the next five years by 70% ($216 billion instead ofS717 biHion 
under current law) 

I 
Enforcement of ~eficit Targets 

• 	 Includes a strong!enforcement mechanism locking in projected deficit path into statute, 

• 	 Requires CongreJs and the President to take actioIi to reduce the deficit if the deficit is project~d to 
exceed the targets, , 

i 
• 	 IfCongress and the President fail to bring the deficit within the targets, the excess deficit would be 

eliminated through acfOss~board-cuts in all spending programs, without exemptions, 

.. All figures are based on 1996 scoring of Coa1ition budget updated based on conversations with eno and 
OMB to reflect changes in the CBO January 1997 baseline, Savings are compared to January, 1997 
projections for outlays, 

I 
Coalition fiscal year J99& Budget 
February 26, 1997:Ct 1:24am) Page 1 



II 

Medicare 

I 

Provides for $119 billion in Medicare savings over five years. The major provisions include: 

. I 
Expanded Choice 

I 

Achieves S15 billion in savings from utilization of private options for Medicare beneficiaries through the 
following refonns:, 

I 

• 	 Dccouples payments to risk contracts from fee-for~service patterns, Payments would increase by the 
national average capitated rate. The federal payments to risk contracts would grow at a national average 
of 5.5% for 1998 through 2002. 

i 
: 

• 	 Contains reform~ to expand choice for seniors and increase utilization ofprivate plans. Allows Medicare 
heneficiaries to join Provider Sponsored Networks (PSNs). Preferred Provider Organizations (PPOs), 
Health Maintenance Organizations (HMOs), Point of Service (POS) plans and other private plans.. 

I 
• 	 Reforms Adjusted Average Per Capita Costs (AAPCC) to allow seniors in rural and underserved areas 

to benefit from eXpanded choice. AAPCC reform means more equitahle payments to all areas. Re-bases 
the Average Adjusted Per Capita Cost (AAPCC) by establishing a floor on payments for aU regions at 
85% ofthe nalional average. Provides variable rates of growth to bring equity to payments nationally. 

• 	 Payments to disproportionate share hospitals and teaching hospitals would be removed from ca1culations 
of the AAPCC and given directly to teaching hospitals through the graduate medical education trust fund 
(see below) 

• 	 Balanced biUing is prohibited~ emergency situation defined in layman's tenns. 

• 	 Implements a Medicare Medical Savings Account demonstration project limited to 300,000 beneficiaries. 

• 	 Implements a demonstration project capped at $65 million a spending a year for Medicare subvention 
allowing military retirees to use their Medicare benefits to participate in TRlCARE, the managed care 
plan for the Department of Defense. 

Beneficiaries 

• 	 Part B Premium will remain at llli of aU Part B costs, including costs until 2002. 

• 	 Costs ofhome health benefits included in calculation ofPart B premium for all beneficiaries, except for 
individuals with incomes below $30,000 a year. 

• 	 Means4est on part B premium for upper-income individuals phased in at $50,000 (individual) and 
$'15,000 (couple). Premiums equal to 100"10 of program costs at $100,000 (individuals) and $125,000 
(couples). Income-related premiums collected through tax code. 

• 	 Expanded coverage for preventive care fur diabetes screening and mammogram. 

Coalition fISCal year 1998 Budget 
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Medil:!are. Continued 

Doctors , 
• 	 Achieves approximately $5,3 billion in savings over -five years through Ghanges to physician payments.

I , 
• 	 Implements Physlcian Payment Revlew Commlssion recommendations with a single conversion factor. 

• 	 Use real GDP growth in detennining the rate of growth for physician payments under the Medicare 

Volume Perfonnance Standard. 


• 	 Eliminates provisions prohibiting doctors from being affiliated with labs that do Medicare lab work for 

them and includes limits on medical malpractice lawsuits. 


Hospitals 

• 	 Achieves net savings of $38.3 from all hospitals, including teaching hospitals. 

• 	 Hospitals allowed to form Provider Service Organizations to compete for rlsk~based contracts. 
Establishes federal regulations for PSO solvency standards and enrollment requirements that take into 
account hospital's role as a health care provider. States can choose to certifY PSOs based on federal 
standards. After four years, states will certity as long as their standards are equaJ to federal standards, 

• 	 Achieves gross ~avings in hospital payments of $43" 1 biUion over five years (not including savings or ,
costs related to teaching hospitals) through the following reform.: 

I 
• Update set at market basket minus 2% in 1998, market basket minus l.5% for 1999 through 2002, 

with a 0.5% higher update for rural hospitals. Sets a floor ensuring that updates will not rail 
below i% 

~. Extends I ~% reduction in payments for hospital capital improvements 

~ Establishe~ moratorium on PPS exemption for long~term care hospitals, 

• Establishes PPS for rehabilitative hospitals 
- Establishes Prospective Payment System for Outpatient services 
- Eliminates formula overpayments for outpatient services 
~ Eliminates, rusher payments to hospitals with Skilled Nursing Facilities for patients that have 

been discharged from the hospital and then re-enrolled in the S1'.'F. 

Teaching Hospitals 

• 	 Establishes a trust fund for payments to teaching hospitalS. Provides $10.4 biJJion in funding over five 
years for the trust fund by removing Disproportionate Share, Graduate Medical Education and indirect 
Medical Education payments from the Average Adjusted Per Capita Cost (AAPCC) payment for 
managed care contracts and returning 75% of the funds to the Trust Fund, Payments from the trust fund 
will go directly to hospitals. 

• 	 Establishes limits on new residents and Reduces 1ndirect Medical Education funds from 7.7% to 6.8% 
through 1999 and 6% through 2002. 

Coalition fiscal year 1998 Sudget 
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Home Health 

I 

• 	 Achieves appro~imately $15" I billion in savings over five years from reforms to home health. 

• 	 Implements PPS for home health benefits effective in 1999. 

• 	 Eliminates Periodic Interim Payments for home health. 

• 	 Tightens definition to homebound to ensure that horne health benefits are only provided to individuals 
who truly cannot leave their horne. 

• 	 Extends OBRA 93 payment limitation, through 1999. 

• 	 Eliminates home health claims at the higher urban rate for services performed in lowerMrate settings. 

• 	 Transfers home health visits that are not post·acute (visits that do not follow a hospitalization or are more 
than 100 vi';ts afier a hospitalization) to Part B. The co,t, of the home health benefit would be counted 
in the calculation of the Part B premium for all beneficiaries with incomes above $30,000 a year. , 

Nursing Homes I 
I 

• 	 Achieves $6.8 bi,lIion in savings over five years by establishing a Prospective Payment System for 
payments to Skilled Nursing Facilities", 


I 

• 	 Implements routine cost limits for nursing home services; eliminates exceptions and exemptions to routine 

costs lImits; and limits payments for ancillary services at a blended rate. 

I 
• 	 Extends OBRA 93 payment limitations through 2002. 

• 	 Reduce updates
l
for Skilled Nursing Facilities to market basket minus 2 percent.

I 

Other Savings I 
I 

• 	 Pennanently extends the Medicare secondary payer provisions for the disabled and End Stage Renal 
Disease that were enacted in 1993 for 24 months. 

• 	 Extends the hospital insurance tax to cover certain groups of federal, state and local workers wbo are 
currently not covered, saving $7,1 blJlion over five years. 

• 	 Freezes durable medical updates through 2002. Imposes a 2% reduction in CPI adjustment for durable 
medkal equipment and reduces oxygen reimbursement by 10% instead of2Q9/o. 

• 	 Freezes Clinical lab updates through 2002. 

Coalition fiscal year 199& Budget 
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MedicJue, Contmued 

i 
Fraud Reduction 

• 	 Directs HCFA to conduct a demonstration project on reducing fraud by awarding contracts within six 
months of enactment of this section to reduce fraud in three Medicare contractors by 1) identifYing 
providers whosri practice patterns are consistently outside the norm of their peers and 2) identifying and 
proving fraudul~nt claims before they are paid. 

Rural Health 
I 

• 	 Incorporates Rural Health Care Coalition proposals to improve access to health care in rural areas. 

• 	 Expands access lo private options in rural areas by providing more equitable payments for underserved 
areas through re\risions to the AAPCC. 

• 	 Directs the secrLary of HHS to conduct demonstration projects to identifY" ways to increase the 
availability ofmanaged care options in rural areas. 

Medicare Reform Commission 

" 	 Established a blue-ribbon Commission appointed by the President and the bi-partisan Congressional 
leadership to mo'nitor the implementation of the reforms in the bill and make recommendations regarding 
additional reforrris that are necessary. 

• 	 The COmmlSSlOri would be required to report to Congress every three years on how effective the reforms 
have been in me6ting certain goals:, 

Reducing th~ rate of growth in Medicare to the levels projected in the budget plan; 

Ensuring Jt per capita spending in traditional Medicare does not exceed per capita payments for 
beneficiarie~ in private options; , 
Improving the availability of choices in rural areas; 

, 

Ensuring that payments to private plans are sufficient to provide adequate benefits~ 

Preparing folr the retirement of the Baby Boom generation~, 
, 

Providing adequate payments for Medicare Dependant Hospitals, 
I 

., 	 If the Commission finds that the goals are not being met or determines that additional refoons are 
necessary. it would recommend changes to the program in order to correct the problem_ 

., 	 Congress would be required to vote on legislation to correct the problem under a fast track procedure 
Congress could pass the recommendations ofthe President, the Commission proposal, an alternative 
proposal deve(o~ed by Congress, or explicitly vote against any changes to the Medicare program. 

I 
Coalition fiscal year 1998 Budgcl 
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Medicaid 


Funding level 	 , 
, 

• 	 Achieves net sa~jngs of514,3 biUion through a per capita cap constraining the rate of increase in federal 

payments to stat'es. Separate per capita limits would be set for non-disabled children under 18, non~ 
disabled adults under 65, individuals over 65 and disabled individuals. The per .apit.limits would 
increase by CPI (adjusted by the 0,8% reduction in the budget) plus 2% in 1998 through 2002, for an 
effective per capita growth rate of 4.3% a year. 

I 
Additional funds' are available for states with low per capita limits without reducing limits for high 
spending states in order to address the inequity in Medicaid spending among the states, 

I 

• 	 The limits are set on a per-beneficiary oasis, so that federal payments will increase if the number of 
beneficiaries increases. Only the overa1llimit is binding, so states could use savings in one category to 
get the benefit of any increases in their matching rates. 

• 	 Includes provisions preventing states from increasing their limits by gaming the system. The federa1 
matclung percentages would not be altered, 

Dispropm1ionat~ Sbare Funding 
I 

Retains the Disproportionate Share program as a separate funding stream, but achieves $11.6 billion in 
savings over five

l 
years by establishing a cap on DSH payments freezing spending at $9 billion a year.

I 

• 	 Targets Disproportionate Share payments to hospitals with greater than 20% Medicaid utilization. 
Childrenls hospitals may also qualify with more than 25% Medicaid days, 

, 
• 	 The disproportionate share payment cap applicable to each state would be based on the state', proportion 

of the total nunilier ofhospitats that meet the more narrow eligibility requirements, 

IEligibility 

~ 	 Maintains current mandatory and optional categories of eligibility. 

Benefits 

• 	 Retains current federal minimum benefits package for all beneficiaries.. 

Retains requirements that aU benefits offered by a state be adequate to achieve their purpose and be 
offered unifonnly within groups and across the state. 

• 	 Requires the Secretary to review the treatment required under the Early and Periodic Screening, 
Diagnostics and Treatment program for children and issues regulations listing benefits that must be 
provided for conditions identified through EPSDT, 

• 	 Allows states to impose copayments scaled. to income and family size for Medicaid beneficiaries. 

Coalition fiscal year 1998 8udget 
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MedlcaJd, continued 

I 
Delivery of Benefits 

I. b fi" .. ed I . • b' . "f •• 	 Allows states to reqUIre ene Clanes Jom manag care pans WitHout 0 tammg a waIver J tne 
beneficiary is gi\.en the choice of two managed care programs, Eiiminates most federaJ guidelines 
regarding Medi~aid managed care. but retains basic quality and solvency standards for Medicaid managed 
care plans. i 

• 

• 	 Sets uniform mihimum federal standards for Medicaid managed care programs. 

• 	 Allows states to,utilize home and community based care as an alternative to nursing home care statewide 
or in regions of~he state without a waiver. 

• 	 Retains federal enforcement of nursing home regulations, but streamline and update standards. 

Provider Payments 

• 	 Requires that state payments to providers be sufficient for the providers to meet basic quality standards 
(Boren amendment). 

• 	 Replaces cost-based reimbursement for Federally Qualified Health Centers and Rural Health Centers with 
a $500 million annual funding set aside that would go directly to FQHCs and RHCs. 

• 	 Retain current law requirement that states pay fun Medicare c.opayments for Qualified Medicare 
Beneficiaries. 

Family Protections 

• 	 Retains current requirement that states allow certain income and assets be protected for spouses of 
beneficiaries receiving assistance. 

• 	 Retains current law protections for family members prohibiting states from charging adult children for the 
care of their parents. 

I 
COalition fiI>Cru yeJ 1998 Budget 
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Consumer Price Index 


Changes to Indexation 


• 	 Adjusts indexation for all federal programs and provisions in the tax code and other programs indexed to 
CPI by 0.8% to Compensate for the overstatement ofinflatton in the current CPt This adjustment could 
be reduced in thJ event that BLS improves its calculation of the CPL 

I 
I 

• 	 The legislated change would ll2l reduce the otlicial measurement ofCPl reported by BLS, but would 
simply adjust ind~xation of programs based on CPl 

I 
Flat COLA I 

I 

• 	 Establishes a single annual COLA for aU beneficiaries within each distinct category ofretirement program 
based on 100% Of the average benefit, AU beneficiaries would receive the "flat COLN' amount instead 
of a COLA based on the individual's benefit level. 

I 
• 	 The programs w\llcb would be subjected to flat rate COLAs are Social Security, Federal Civilian 

Retirement, Military Retirement and Railroad Retirement. 

Blue Ribbon Commission on CPI 
I 

• 	 Establishes an Advisory Commission on Cost of Living Measurements to review changes to calculation of 
CPI made by BLS and report to Congress in 1999 and 2001 whether the legislated changes to indexation 
should be contin~ed, modified or repealed, 

• 	 Requires Congre~s to vote on the recommendation of the Conunission on a fast track approach,
I 
I 

Improvement to CPI Calculations 
I 

• 	 Provides a mandJtory appropriation of $30 million a year to BLS for re\~sions to the CPI and to allow 
BLS to conduct ~ore price surveys to improve data collection 

• 	 Requires BLS to Ireview each of the recommendatIons of the Boskin Commission and report to Congress 
on its views regafding the recommendations and any actions taken in each area identified by the 
Commission. II 

• 	 Requires BLS to ~stablish an independent advisory commission composed of private economists and 
statisticians to help BLS conduct research and improve methodology in calculation of CPI. 

Coahtioo fiscal year: 1998 Budget 
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Welfare to Work and Low-Income Programs 


Welfare Reform! 

, 

.. 	 The structure ofwe1fare block grant as it was enacted is not changed in any way. The budget does not 
fe-open the enaAted welfare reform bill.,,, 

Reserve fund for Welfare to Work Activities , 

• 	 Establishes a $3:6 billion reserve fund lock box that could be made available ifstates demonstrate that 
they need additionaJ funds to put welfare recipients to work. States must provide additional state 
spending to match additional federal funds, States may use funds for any programs Of policies designed to 
move welfare recipients to work. Funds in the reserve fund that are not needed would be applied to 
additional deficit reduction. 

Dependant Care Tax Credit 

Phases out the Dependent Care Tax Credit for couples with adjusted gross incomes between 5100,000 
and S125,000 a year and makes the credit refundable for low income families witb no tax liability, 

Benefits to legal residents 

Reserves funding to allow vulnerable immigrants who were legally residing in the United States prior to 
the enactment of the welfare reform bill to continue to receive S8} and food stamps for two years before 
losing benefits to provide time for state and local governments to prepare for the impact of this provision, 
reducing savings from the denial ofbenefits by $3,5-$4 billion, 

Housing 

• 	 Limits increases: 'in Section 8 subsidies to operating costs and limits increases in Section 8 subsidies for 
units with tenant turnover. , 

Supplemental Secu~ity Jncome 
I, 

• 	 Adopts proposal of Slattery Commission establishing a sliding scale for family benefits under 551 
cttildren's progr~ for famities with more than one eligible child. , 

I 
Taxation of benefits 

• 	 Includes cash be~efits from SSI and food stamps in adjusted gross income for determining taxes so that a 
dollar from welfare isn't worth more than a dollar frOnt work in the tax code, 

I 
Earned Income Tax Credit 

I 	 ' 
.. 	 Applies rule requiring a Social Security number to receive the Earned Income Tax Credit to the, 

Dependant CareTax Credit as well. 
I 

Coalition f>Seal ye~ 1998 Budget 
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Discretionary Spending 
1 

Discretionary Spending Limits 
I 

• 	 Reduces discretionary spending by $166,5 billion over five years below the CBO capped baseline, 

I 
• 	 Reduces discretionary budget authority by 0,7% below 1997 levels for 1998, but allowed to increase by 

I% a year ITom 1999 through 2002, Discretionary outlays would increa,e by approximately 05% • year. 
, 

• 	 Sets caps on disbretionary spending at the following levels: 

I 
1998 $510:6 billion budget authority; S536.5 billion outlays 

1999 $518.1 billion budget authority; $540,6 billion outlays 

20005523:9 billion budget authority, $545.4 billion outlays 

2001 $530.6 billion hudget authority, $545,2 billion outlays 

2002 $544.9 billion budget authority, $552,} billion outlays 


Priority Investments 

.. 	 Provides an increase of $11. 7 billion in budget authority and $6.11 above 1997 revels over five years in 
Function 500 ~~ which includes Pell Grants, support for elementary and secondary education and other 
education programs, Head Start, job training, etc. Funding !eve!s sufficient to allow ail education 
spending prograr:ns to maintain 1997 levels, adjusted for inflation, 

• 	 Provides an increase of $2 billion over five years in function 350, allowing all discretionary agriculture 
programs to maintain 1997 levels after adjusting for inflation. 

• 	 Provides an increase of 53 billion in budget authority and $2.7 billion in outlays OVef five years above 
199710vels over five years in Function 550 -- Enables increased funding for child health and ~ 

immunization, rural health, NIH, and other important health programs. 

Provides an increase of$2A billion in budget authority and $2.1 billion in outlays over five years 
Functions 270, Enables funding fOf research and development for energy and conservation programs. 

• 	 Provides an increase of $845 billion in budget authOrity and $260 million in outlays over five years above 
19971evels over five years in function 250. Enables increased funding for investments in basic scientific 
research, NASA and other science and research programs, 

Defense Spending , 
• 	 Provides for a gnWual increase in defense spending ITom $269 billion in 1998 to $289.8 billion in 2002, 

This represent an:increase of$4,7 billion in budget authority and $5.8 billion in outlays above the 
President', budget. This will result in a reduction in defense outlays of$86.7 below the CBO capped 
baseline . 

, 
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Other Entitlement Savings 


Natural Resourc~s 
I 

., 	 Increases fees foi the issuance of wetlands regulatory permits for commercial activities so that the Corps 
ofEngineers collects fees sufficient to cover costs of services. 

• 	 Privatizes the federal helium program by selling or leasing the refining capabilities for the Bureau of 
Mines Production facility in Texas. It would sell crude helium in such a way as not to disturb the private 
market 

• 	 Repeals direct assistance to the Commonwealth of the Nonhern Mariana Islands, requiring the Northern , 
Marinas finance capital infrastructure development from local revenue sources. 

• 	 Amends the existing authority of the Secretary of the Interior to accept prepayment from the Centr,al 
Utah Water Conservancy District. Provides that prepayment be allowed on the same terms and 
conditions that were negotiated in the so-called lordan Aqueduct Prepayment Agreement. 

Veterans Benefits. 

• 	 Permanently extend several provisions enacted in OBRA 93 that were scheduled to expire in 1998:, 

Authority to' recover from private health insurance companies the medical costs ofveterans who 
have service-'related disabilities when the care is not related to the service-related disability.

! 
Authority to kccess IRS data to verify incomes for establishing eligibility for pensions. 

Requiring thJ VA to consider jts tosses sustained on the resale of the property when establishing the 
rate for the V A Horne Loan Guarantee. 

I 

0,75 percent increase in the basic fees for veterans without service-connected disabilities for the VA 
Home Loan Guarantee program. 

Permanently bxtends the provision of current law which limits the maximum amount ·ofVA need
based pension that may be paid to Medicaid eligible veterans and surviving spouses who have no 
dependents and who are in nursing homes. 

! 

• 	 Eliminates copayment for prescription drugs after 1998 ,, 
• 	 Repeals Gardner ~ecision. which required the Veterans Administrations to compensate individua1s for 

injuries suffered while in a V A hospital> even if the V A was not at fault 

I 


• 	 Enables the Veterans Administration to provide all needed hospital care and medical services to veterans 
\\1th service connected disabilities, former POWs. veterans meeting the "means test" as provided under 
current law, and World War I veterans. 

Coalition ftscru year 1998 Budget 
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i 	 Other Entitlement Saving', Continued 

Spectrum Auction 
I 

• 	 Extends the FCC's authority to auction licenses for the radio spectrum and broadens the auction 
authority to cov~r any license sought by private business. 

• 	 Requires FCC td shift certain "auxiliary use" frequencies from broadcasting to mobile phones and similar, 
services and auc~ion these frequencies. 

• 	 Does llQ1 require: broadcasters to return current analog spectrum licenses before the transition period or 
accelerate the shift to digital broadcasts, 

, , 

Miscellanrous savings 
, 
i 

• 	 Extends current law requirement that the Nuclear Regulatory Commission set fees for nuclear licenses at 
a 1eveI sufficient to collect 100% of its budget.

I 
• 	 Extends the auth6rization for the collection of fees for radiological emergency preparedness by the 

I
Federal Emergency Management Agency 

I 
• 	 Requires the FCC to set fees to process licenses to cover the full costs ofFee services, saving $480 

million over seve~ years, 

• 	 Permanently extends patent rees scheduled to expire in 1998 at the 1998 level of $119 million a yeaL 
The surcharge provides a specified amount ofrevenue and leaves to the Commissioner ofPatent and , 
Trademarks to decide how the surcharge would be set to achieve the revenues. 


, 


• 	 Repeals Section 39 ofU.S.C. 2004, which was established to provide "transitional" funds to the Post 
Office when the Postal reorganization occurred in J971. 

I 


I 
l
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Corporate Subsidies 


Total Savings 

• Achieves $7 biUion in savings from corporate tax provisions. 

Continuing Review of Corporate Subsidies 

• 	 Establishes a commission to review spending programs and tax provisions identified by CBO that provide 
benefits to businesses and make Task Force Recommendation to Congress for programs and tax 
provisions to eliminate or modify, 

• 	 Requires agencies to provide cost·benefit analysis of all programs that subsidize business. 

Coalition fiscal year! 998 Budget 
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Budget Process Reforms 

Improvement of Budget Estimates 
I 

Establishes a bi-partisan, blue ribbon commission to review estimates and projections of orvm and CBO 
and lssue a uniform set ofscorekeeping rules for use by O:MB and CBO in all budget estimates, including 
sequestration reports, 

, 

Strengthening the Budget Enforcement Act 
I 

Eliminates autoniatic adjustments in discretionary spending limits based on changes in inflation estimates, 
Ol\1B has used t~s authority to increase the discretionary caps significantly based on projections of 
inflation that wer~ higher than projections when the caps were established. 

Amends pay~as--you-go rules to provide that OMB and CBO must provide tcn year cost estimates of 
revenue and entitlement legislation for purposes ofpoints of order and OMB scorekeeping. Tax and 
entitlement legisl~tion would have to be deficit neutral over a ten year perioo, instead of the current five 
year requirementJ which allows Congress to shift costs outside the five year budget window. 

I 
• 	 Replaces the eme:rgency spending exception to the Budget Enforcement Act with an emergency reserve 

account that could be used to provide funding for emergencies. Congress would appropriate money to 
the reserve accoJnt at the beginning of the year and could provide for the use ofthe funds in the reserve 
account as event~ warrant. Congress would be prohibited from including extraneous matters on 
legislation drawidg funds from the emergency reserve account. 

• 	 Estab1ishes a defilit reduction lockbox that would lower the statutory caps on budget authority and 
outlays by the am10unt of amendments cutting spending earmarked for deficit reduction. 

I 
Increasing Fiscal Responsibility in Congressional Budget Process 

I 
• 	 Requires a separa~e vote in the House to waive the mOre important points oforder under the Budget Act 

that currently are subject to a 3/5 vote to waive in the Senate. These would have to be voted on 
individuaUy inste~d of being waived as part ofa iarger rule for consideration ofa matter. 

i 
I 

• 	 Establishes a "Truth in Legislating Requirement" that all spending and tax items with ten or fewer 
beneficiaries be listed in committee reports, along with the member that requested the provision, the 
individuals or organizations that benefit from the provision, and the cost of the provision 

Other Budget PrC\cess Reforms . , 

• 	 Eliminates adjust~ents for inflation or other factors for discretionary programs and other programs that 
are not required by law to increase spending in calculating the baseline, Require that all budget and 
appropriations legislation be compared to the prior year's Jevel instead of the inflated baseline. 

.. 	 Requires that any :continuing resolution continue funding for programs at a level no higher than the 
current year level) 

Coalition fiSCal yeari 1998 Budge: 
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Talking Points for CPI Adjustment 

Economic Evidence of a CPI Overstatement 
I 

There is broad agreement among economists that the Consumer Price Index overstates 
inflation. TheiBoskin Commission repan is the latest in a long series of repons that identified 
a substantial bias in the CPI. Federal Reserve Chairman Alan Greenspan, the Congressional 
Budget Office! economists at the Federal Reserve Board and over a dozen private economists 
have estimated that the CPI overstates inflation. Most estimates of the overstatement have 
been between 0.8% and l.7% 

I 
· 

The Bureau ofLabor Statistics has taken some actions to correct the problem and is scheduled 
to take further action. However, the adjustments are on the low end of the estimates of 
overstatements. and all expens •• including BLS staff - recognize that the adjustments that 
have been made are just a small step in correcting the overstatement. ,· 
The larger souices of bias that have been identified by economists studying the CPl·· 
substitution ac~oss group (Upper·leve! substitution bias) and quality improvement bias - are 
very difficult issues to resolve. Although there is general agreement among economists, 
statistical expe!,;s and the BLS staff that problems exist in both of these areas, there is no , 
consensus on what changes should be made to correct these problems. 

I A Legislated Change in the Use of CPI is Appropriate 
•· 

Legislation reducing indexation based on CPI a. an interim step will allow BLS to make 
corrections in CPI without facing the political pressure for a quick change in the 
calculations CPI in order to achieve savings. It will take BLS several years to conduct the 
necessary research and experimentation to address the complex issues that result in the CPI 
overstating inflation. Congress should not pressure BLS to make changes in the calculation of 
CPI before the expens are able to do so properly. 

Although there is no consensus on what technical changes should be made to the calculation of 
the CPI, there is broad agreement that continuing to adjust programs based on CPI provides 
increases greater than the cost of living. The federal government cannot afford to add billions 
to the national debt through higher spending and lost revenues because of the bias in the CPl 
that has been identified in over a dozen srudies. 

Many economists have warued that BLS may never fully eliminate the bias in the CPr. Some 
of the problems that cause the bias have no obvious solution. Other sources of bias are the 
result of ongoing problems resulting from changes in the economy that can never be fully 
corrected, A legislated change to indexation will compensate for the overstatement in CPt 
that economists have identified in the CPI that cannot be corrected through technical 
change.. 



CPI Change in the Coalition Budget 


The Coalition budget includes three provisions in response to the consensus among economists 
and many public officials that the CPI as currently calculates overstates actual inflation: 

Provides adilitional funds to BLS througb a mandatol}' appropriation to allow BLS to make 
improvements in CPI methodology and increased data collection for calculating CPt 

Establish a blue ribbon commission to review changes to work with BLS to identify ways to 
improve CPI, report to Congress on the progress being made in correcting CPI, and advise 
Congress on how to use CPI in indexing government programs . . 
A legislated !change to correct for the overst~tement of inflation by reducing CPI by 0.8% 
for indexation of government programs and the tax code until Congress determines that BLS 
has eliminat~d the bias. '., 

! 
The Coalition budget does not change the CPl. It allows the experts at BLS to continue to 
work to improve the CPI, but reduces indexation based on CPI to compensate for the 
overstatement so that all COLAs and indexation more closely reflect changes in the cost of 
living. l 

I 
1 

The adjustment to programs indexed to CPI accomplishcs two goals: 

Builds the sociL Security trust fund, as well as the Civil Service and milit3l)' retirement trust 
funds, to prepar~ for the retirement of the baby boomers. The Social Security Administration 
has estimated that a 0.8% adjustment to CPI would extend the solvency of the Social 
Security Trust Fund by 13 years (pushing the date of that the trust fund would be depleted 
back to 2042.) 

The savings outside of the trust funds helps address the deficit immediately and balance the 
budget without relying on trust fund surpluses without slashing vital programs. Adjusting CPl 
is a fair and equitable step to spread the burden of deficit reduction evenly. The CPI 
adjustment in the Coalition budget affected all programs in the same way instead of singling 
out individual programs and groups for unfair treatment. This is much fairer than other 
proposals which treat federal retirees different from military retirees and so 00. 

The WashinlUPD POSt called the CPt reduction in the Coalition plan "The right thing to do, a 
way to spread the burden of balancing the budget fairly across the entire span of 
government rath.er than have it fall destructively on just one part of the budget." 

The Washington' Post has also said: "It would be the rigbt thing to do even if economists were 
not telling us, as 'they are, that the current system of adjustment overstates the cost of living. 
That merely makes a modest reduction in the system fairer still." 

I 

I 


I 
I 



I 
Expert Quotes on Correcting Bias in the Consumer Price Index 

I 
Background: Although there is a broad consensus among economists that the CPI overstates 
inflation, there is no consensus on what cnanges should be rr.ade to the calculation ofCPI to 
correct the overstatement As the quotes below demonstrate, economists and Other expens in 
statistical meaSures believe that it v.-ill take several years to properly adjust the CPI, and that the 
bias may r:ever be completely corrected. For this reason, there is a growing consensus among 
experts that a legislative adjustment to indexation is an appropriate ir.terim response to the bias tn 
the CPI. 

I 
Congressional Budget Office, IS THE GROWTH OF THE CPI A BiASED .HEASURE OF 

CHANGES IN TflE COST OFUVlNG', October, 1994 


l
"There is no obvious, simple way to correct the overstatement" 

I 
Bureau ofLabor Statistics Commissioner Katharine Abraham, Testimony before the Senate 
Budget Committee, Jar.uary 30, 1997 

"If the BLS Staff or other technical e.'<perts knew how to produce a tme cost of living 
index on amonthly production schedule. that would be what we produce .... However, I 
beiieve we would gain little, and possibly do much damage to the credibility ofour 
statisticallsystem, if we were to move hastily to adopt untested techniques for producing 
offsets to the official CPI. , 

Bureau of Labor Statistics Commissioner Katha."ine Abraham, Testimony before the Senate 
Finance Cormnittee. Februarv Il, 1997 

"Although I believe that we can make important improvements in the CPI, I do nct believe 
it to be possible to produce a pertect cost-of-living measure. This means that those who 
use the data we are ahle 10 produce should recognize the limitation.s of those data and 
exercisej~dgement according(v concerning whether and how the data should be used, 

Janet Norw'Ooc!, former Commissioner of the Bureau of Labor Statistics, The Consumer Price 
Index, The De/icff; And Politics, 

I 
"Competent statisticians and economists can produce statistieal series that are reliable and 
objective. but there :s no such thing as a 'perfect' index."KntJW/edge ofwhat can be used 
with confidence a..'1d what needs further research and experimentation is crucial if we are 
to cor.tinue to improve our statistics and if Congress is to make wise decisions in 
legislating the use to which a statistical series in put" 



Federal Reserve Board Chairman AJan Greenspan, Testimony Before the Senate Finance 
Committee, January 30,1997 

"Ifwe cannot find a precise estimate for a certain bias, we should not implicidy choose 
zero as though that was ~ more scientifically supportable estimate,.,U$$uming zefO for the 
remainIng bias is the politicalfiX. ,. 

"Even !fBLS moves aggressively, some upward bias wiU almost surely remain in the CPI, 
at least for the next several years. '. 

"We hale an overarching national Interest in building a bett~r measure of consumer prices 
and in implementing more rational indexation procedures .. to ensure that the original 
intent of the relevant pieces of legislation will be fulfilled in insulatIng taxpayers and 
benefit recipients from the effects ofongoing changes in the cost ofiiving. ,. 

Michael F. BryL and Jagadeesh Gohalke, economic advisors to the Federal Reserve Bank of 
Cleveland, The Consumer Price Index and National Savings 

"From a statist:caI perspective. there is no obvious way to 'fix' the CPt 

"Because the CPt is not Ukely to he fIXed soon, and because it probably contains an 
upward bias, the most practical COUr.ie may be merely to adjust the cost~of-living 
estimate by some amount. jl 
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The Deficit Without A Balanced Budget 
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Effect ofCPI Reduction with Flat COLAs 
I 

, Social Security Benefits 


Monthly Present Blue Dog 
Benefit I COLN COLA 

, 
, 

Low Wage $565 $17 $20 
,,Earner ,, , 

$1326 $39Maximum $20 
Wage Earner 

Effect of Flat COLAs 
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Presenl COLA Blue Dog COLA 

C Ma~mum Earner • Low Eam&r 

lFigure is for a worker age 65, retiring in 1997 

'The COLA for 1997 was 2.9'10 

Source: Social secLity Administration. Prepared by the Office of Congressman David Minge. 
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