December 9, 1997

MEMORANDUM FOR THE PRESIDENT

FROM:

Please find attached additional memaos on domestic discretionary spending. We will present the
major mandatory initiatives - health care, child care and the 21st Century Bio-Medical fund - in
the next several days. We will also be sending vou a housing and community development
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GENE SPERLING AND BRUCE REED

Policy Initiative Momos

Child Labor Intiative

Community and Lzeonomic Adjustment Initiative
New AIDS Initistive

Initiative io Reduce Racial Disparities in Healih
Civit Rights Enforcement Initiative

Indian Education Intliative
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THE WHITE HOUSE
WASHINGTON

December 9, 1997.

MEMORANDUM FOR THE PRESIDENT

FROM: GENE SPERLING
ANNE LEWIS

RE: PROPOSED BUDGET INITIATIVE ON CHILD LABOR

OVERYIEW

We hiave been coordinating a prooess to develop a Presidential initiative on child fabor, This
momo presents the first -- and most wrgent - decision relating to soch an inigative: whether to
include new funds in the FY99 discretionary  budget to support several programs to fight child
tabor domestically and internationally. The memo also previews other policies and ways 10 use
the bully pulpit to fight child labor, which we hope would be part of an action plan to be ,
announced early next vear, perhaps as part of the State of the Union, You should know that the
non-budpel items need further review and discussion before they are put forward for your
cousideration. ‘

THE PROBLEM OF CHILD LABOR

The [LO estimates that there are over 120 million children between the ages of 5 and 14 working
“fall time,” - though not necessarily illegally. Most are in Asia (61%), with 32% in Africa and
7% in Central America. Proportionally, Africa has the highest incidence of work (40%) among
its chifdren. Children under 10 tead to account for as much as 20% of the child labor in rural
areas, although this concentration is even greater in certain occupations such as domestic service,
and home-hased industries. These 1O ligures represent a significant upward adjustment from
thc Previous Consensus vicw.

Of course, not all of these children are working in illegal or otherwise unacceplable conditions,
bt tens of millions are.  Occupations thal are considered particularly hazardous where there is a
high concentration of children are: mining, ceramics, glass work, matches and fireworks, deep
sca fighing, aund donestic service. Clearly, slavery, usually in the fonm of bonded tabor,
trafficking and child prostitution, are alse significant problems, bul there is less docementation
about the extent of the prablem,
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As the facts above make clear, this is & serious and substantial problem around the workd.
However, the solutions are far loss clear. The reasons families resort (0 child abor are often
economic and cannot casily be overcome, The choice is seimetimes not between work and school
but between more or less exploitative forms of work. Thergfore it is vital that we examine any
project that we suppori to make sure that we are not harming those we wish to help.

Domestically, although we bave made considerable progress in reducing illegal child labor,
significant concerns remain about children working illegally on farms. While there are no
reliable numbers giving the dimensions of such work, the best -« albeit conservative — estimates
are that fewer than 200,000 children under 18 woik at some time during the year in agrculture,
including on family farms. One source suggests that over two thirds of migrant children come
from households below the poverty level.!

There are twe dimensions to this problem of children working in the fields. First, U.S. law
governing child labor in agricutture is more permissive than .S, non-farm labor faw and is
probably in some areas more permissive than the international standard. For example, children
age 12 and 13 may work legally on farms for unlimited hours -- as long as it is outside of the
regular schocel day - with parental consent. Both the international standard {as defined by 1LO

Convention #138) and U.8. law goveming non-farm labor prohibit most work by children under
4.2

The second dimension is inadequate child care and difficulty of completing high school as a
consequence of the problems created by migration. Among the many factors which complicate
the provisions of services to this population are: the need for older children to stay home from
school 1o care from younger children for whom the parents cannot {ind or afford child care; long
hours that older children work during the growing season; lack of transportation to and from
schools; complications arising from frequent changes of schools.

We feel that this is an opportune time to engage this issue, because child labor is gaining
prominence on both the domestic and inlernatienal agendas:

v The FY98 Treasury appropriations included language directing Custems to enforce a ban
on the tmport of goods made with foreed or bonded chuld labor,
» In January {998, an international coalition of child labor advocates will launch o global

march starting tn San Divgo,

L1991 Migrant Student Record Transfer System.

? Bath domestic laws and international standards esempt family Tarns asd “small
enterprises.” Convention 138 permiis light work by children as young as 12, as long as the work
is not ltkely to be hannful to their health or development and does not prejudice theis sehoeol
dltewinnice,
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. In Junie 1998, the [L will begin debate on a convention prohibiting &w most intolerable
forms of child labor.

* The Associated Press is expected (o publish 8 major investigative series on domestic famm
labor, with some segments dedicated to the problem of child abor,

PROPOSED BUDGET ITEMS

The proposal under consideration could entail additionatl FY99 funding of

. 527 million for the Infernational Programme on the Eliminafion of Child Laber
[XPEC]. The money wauld be given to the Department of Labor, which in tumn would
furid projects and research by IPEC.

» $3 million for the Customs Service to launch a high vmhlixty effort to enforce U.8. law
by stopping the iinport of goods made with forced or bonded child labor,

. $50 million for the Migrant Education Program to: (1) increase pasticipation (2)

provide better services during the summer and (33 expand presclood, child care and out of
schiool youth (apes 12-13) services; and

, 34,1 milltion for the Department of Labor to double ifs enforcement of domestic farm
fabor laws and significantly iioprove its data on and documentation of agricultural
WwotrkKers,

Taken as n package, this proup of budget ttems will:

* Establish the United States as the world leader in supporting efforts to reduce child labor
internationally through IPEC.
. Enhance Customs’ enforcement capacity and thus send a strong signal that the U5, will

not allow the illegal import of poods made with forced or bonded child labor,
Speeifically, we hope to leverage change in the behavior of U.S. rug importers by raising
the specter of a high profile seizure of rugs made with illegal child labor mlpm‘wd from
South Asia,

» Enhance our domestic ability to get and kee.p the children of migrant farm workcrs in
school, document the problems of children in {arm labor and enforee the law.,

1. $27 Millian in New Funds for IPEC

The NEC proposes to increase support for HEC ten-fold by giving IPEC g total of $30 million in
FY99 (527 million tn new funds and $3 million that we already provide) and $150 million over
five years for programs aimed at fighting the most intolerabic forms of ¢hild labor. The
Departiment of Labor would manage the program and give grants and other support to IPEC,
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IPEC, an 1LO progrum, was founded in 1992 to finance technical cooperstion activities in
countries where child labor problems are acute. IPECs mission is the progressive elimination
of child labor, with = current focus on the most intolerable forms of child labor such as:
bonded and siave labor, commercial sexual exploitation and teafficking, hazardous wotk and the
work by children under 12, IPEC's direct action programs have thres key characteristics:
sustainable, main-stream, in-country ownership; emphasis on prevention and abolition of the
most intolerabie forms of child fabor by involving the family and developing reasonable
educational sliernatives; and reliance on partnerships including employers, among others.

In contrast to remedies focusing exclusively on governraent prohibitions, which may have
unintended adverse consequences, such as forcing children out of formal sector jobs into more

exploitative informal sector positions, IPEC programs involve families and employers and make

available viable educational alternatives for former child workers. IPEC also commits support
for serious research and data collection fo document tht: problem of child Iabor and other efforts
to raise public awareness,

IFEC’s 1998 annuat budget will be no more than $15 million, with a U.S, contribution of §3
milfion. To date, the 11,8 has commiiled a towl of $8.1 million.

To maximize the impact of our grant money and ensurg that the funds are well-spent, DOL

" would: focus LS. ~supported projects on the most intolerable forms of child fabor; establish

parameters for categorics of spending; require the ILO to commit additional staff and
administrative support to effectively administer the program. We would also suggest that you
challenge other countrics, business and feading philanthropists to match our contribution,

IPEC has bipartisan support on the Hill, including from Senator Harkin, who has called on
Secretary Herman to double the U.S. contribution to IPEC, and from Congressman Chris Smith,
wha has proposed legislation to increase our support of IPEC to $10 million annually. IPEC is
generally well regarded by NGOs, who weuld likely applaud our initiative on international child
labor and give high marks fo many of IPEC’s programs. Business and labor organizations have
partictpaied in some key IPEC projocts that the 118, has supported, so we do not expoect eriticism
from cither LS. or iniernational business or labor organizations.

2. - 33 Million for Stepped up Customs Enforcoment of Ban en the Imporiation of
Goods Maude with Forced or Bonded Child Labor.

With clear authority emaaating from the FY98 Treasury Depariment appropriation, the Customs
Service will launch an enforcement instiative with the {ollowing elements:

« Dresignation of forced and endentured child labor as a mujor enforcement priority, with
new sta{f and offices working to document and pursue a high profile case, for instance by
arpeting a shipment from an individual carpet manufacturer in South Asia after pathenng
demonsirable evidenoe of the invelvoment of explotisiive child {sbor;
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. Establishment of a Treasury Advisory Committer to improve eoordination and establish a
regular dtatoguc with NGOs, other federsl agencies and industry; and
* Creation of a “Jump team” capable of conducting investigations of forced and bonded

child labor, initially targeted at the rug industry in South Asia.

It is important o note that the Werld Trade Qrganization (Wf{}) does not currently authorize

any ban on imports made with exploitative child labor, Further, we must be careful that this
inititiative is not viewed by our trade partners as providing license for them to restrict or harass
imports of 11.8. goods produced using techniques they do not approve. This is particularly
important to our agricultural sector, where we have been arguing that the manner in which goods
are made (e.g. with hormones or genctic engineering) should not be used as 8 basts for \
restrictions. The Customs initiative s carefully designed to minimize the poiential for a '
challenge in the WTO or retaliatory actions, by limiting Customs enforcement to cases of
individual shipments or importers where Custorus has gatimmd demozzstraiz!c proof of the
exploitation of children.

3. $50 Million (for FY99) for the Migrant Education Program (MEP]:

Because of their mobility, migrant children - more than 80 percent of whom are Hispanic ~
oftens do not “belong” o any one school system or gven any one State. That is why the Federal
role is critical. Funded at $305 million in FY 1998, MEP is run on a State fermula basis for
supplemental education and support services for migrant children.

This program supports an extremely wide range of interveations specifically tailored to the needs
of the local population 1t serves, Services range from the wentification and recruitment of kids
into schools, fo all kinds of schooi-based interventions, (o after school programs and summer
SESSIONS,

Despite a narrowing of elipgibility rules in 1994, the number of participating children has been
increasing, in part because of partnerships between MEP and several major agribusiness partners.
These parinerships have led to improved service and coordination by local providers (education,
health, public safety, and library).

in spite of an increase in eligtiile students, the MEP has been level (unded since 1994, In FY99 at
the current fevel of funding only 75 pereent (roughly 350,000 to 600,000) of cligible students
will be served. The sugpested increase of 350 million would altow the program 1o serve about
half the unserved students and to continue providing a richer array of supplencntal educational
services. This investment would suppott the full range of MEP-supported activilies, including
child care, afier-school programs, summer segsions, tatoring and other activities cntics! to
getting and keeping these kids in schoot.

We nnticipate that the Fispanic Cancus and advoeates-for migrant farm wo{kczs would react
positively Lo this proposal,

A 350 mithinn investment in MEP is also inefoded i our Hispanic Educalion Action Plan,
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4. $4.1 Million for the Department of Labor to Double Enforcement Resources and
Colient Data.

With this additional money, DOL will add 40 FTEs to enforeément initiatives 1o agriculture (and
other fow wage industrics). Specifically, DOL will replicate efforts like “Operation Salad Bow(”
— a targeted enforcement action aimed at child labor violations in the fields. These resources
‘will also be nsed to support DOL’s comprehensive compliance strategy, which combines
enforcement with a legal strategy fo enhance the value growers, processors, wholesalers and
grocery stores piace on compliance. DOL will also increase its investinent in collecting data on
{arm fabor,

PROS AND CONS OF RUDGET INITIATIVES

Pras: .

¢ Positions the 118, as a leader in the mainstream fighl against intemational child labor,
focusing our IPEC support on the most intolerable chitd labor and focusing our Customs
efforts on forced or bonded child iaber.

.  IPEC's approach has won the support of business organizations who oppose more
punitive approaches to the child labor problem.

. The cornbination of support for the Migrant Education Program and DOL's enforceament
is 2 balanced approach that creates opportunity for kids, but holds eroployers accountable
for any illzgal actions.

. Both DOL s and Custory’s enforcement approach are aimed at attaining geeater
complionce with the law - not just catching offenders.

Cons: ,

. NGOs may view the Custons program as business as usual,

. The ILO may be a lightening rod for criticism, although Senators Hatch and Moynihan

‘ By e SlEOng suppoariers.
‘ Some advocates may claim that this package is inadequate given the magnitude of the

problem both domestically and miernationally, although we believe that including this
budget initiative as part of a broader child tabor action plan will mitigate this criticism.
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VIEWS AND RECOMMENDATIONS

‘There is broad support for this initiative among interested agencies, Ambassador Barshefsky,
Sandy Berger and Dan Tarullio alf support this effort. Secrotary Albright siso supporis it,

although wishes to reserve judgement on the specifo funding levels. Maria Echaveste supports

this effort. Secretary Herman also supports it and is eager to work on international and domestic
child labor issues, Secretary Daley also suppotts this initiative and Secretary Riley supports
increasing the Migrant Education Program. Director Raines supports the mitiative, but needs to
reserve judgment on the specifie funding level. Secretary Rubin supports the initiative, but feels
strongly that all international cfforts remain focused on the maost intolerable forms of child labor.
And of caurse, we at the NEC feel that child Iabor is an issue whose time has come and that itis
a great issus for you to champion at the State of the Union and over the next three years, We N
hope that we will be able to develop many other policies to support these budget items and create
a hroader initiative,

PREVIEW OF BROADER CHILD LABOR ACTION I'LAN

We are working on a broader intiative and want (0 give you asense of the actions and policies we
will consider in our NEC process.

A broader action plan to fight child labor would:

. Provide a larger context for the budget initiative, thus leveraging more change 83 a result
of U.5. investment;

- Maximize the impact of the bully pulpit which can be an effective tool in raising public
gwareness and establishing international and domestic norms; and

v . Establish you as a leader in fighting this important problem.

Although we cannot predict the outeomne of such a process, items worthy of consideration for
inclusion in the lasger plan might include:

« Presidential challenge (o private organizations, such as the Girl Scouts or the Boy Scouts,
to adopt 2 “No Sweat™policy for procurement of their unifornis.

* Depactment of Labor child labor enforcament strategy designed o promoic greater
compliances with current law by encouraging -- theough enforcement actigns and
parinerships - growers, {ood processors, wholesalers, and grocery story chains to value
comipliance by their suppliers.

. Depariment of Labor grant to support the  voiuntary adoption of codes of donduct and
extarnal meonitoring in the garmment industry through the Apparcl Industry Partuership and
ity sucesssar, the Faie Labor Association.
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Joint Customs, Department of Labor and Department of State conference with U.S, rug
importers and NGOs to urge their support of voluntary efforts to eliminate forced and
endentured chitd labor in the rug industry in South Asia, specifically including broader
support of the voluntary Rugmark label. "

Presidential support for an 11O Convention on Intolerable Child Labor which will be
debated in June, including outreach to employers,

Plan to consult fanm labor advocates and agribusiness community on possibilities for
harmonizing U.S. farm iabor law and non-farm laboer law and/or U1.5. lawand
interational law,

Joint U.S.-E.U. conference with business, governnient and labor organizations to

disseminate best practices on voluntary labelling, monitoring and codes of conduct
efforis. )

Seck an amendment to the WTO to authorize a ban on imports made with exploitative
child labor. This would complement the Customs eaforcement initiative and, if
successiul, would shield broader Customs efforis from a WTO challenge. While
Sceretary Rubin sopponts this worthy goal, he feels very strongly that any effort in this

- arena should be narrowly construed to target forced and indentured child labor,

These and other proposals will be considered through an NEC interagency process, including in
shaping fast track legistation, and presented in a subsequent decision memo.
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THE WHITE HOUSE

WASHINGYGH

December 9, 199?

MEMORANDUM FOR THE PRESIDENT

FROM: GENE SPERLING
DOROTHY ROBYN
RE: COMMUNITY AND ECONOMIC ADJUSTMENT INITIATIVE K

You anncunced this initiative on November §, as part of your Fast Track-related strategy to help
workers and communitics succeed in a global economy; and the $250 million aver five years to
furdd the initiative is alfready in your FY99 budget. Thus, this miemo is not a proposal but rather
a summary of the previcusly announced initiative. In addition, it describes a pilot effort o
implement the initiative using existing funds. The Departments of Commeree, Labor and
Defense and OMB were involved in putling together this initative. v

Proposal: To help trade-impacted regions compete in a global economy, the Commumity and
Economic Adjustment Initiative will borrow a page {rom the Administration's successiul defense
economie adjustinent effort. Koy elements include:

. Create Office of Community and Eeonomic Adjustment: Modeled after Dold's highly
respecied Office of Economic Adjustment - the {federal government's first point of
contact with communities slated for a military base closure - the Office of Community
and Economic Adjustment will provide planning grants and help communities orpanize
themselves and develop an cconomic adjustment strategy. OCEA will be located in the
Cominerce Departiment's Economic Development Admiunistration and will draw on the
expertise of staff detailed from DoD. . ’

. Expand Community Adjustment Assistance by 3256 million over 8 Years: The
Adnunistration will propose $5¢ million per year tn additional community adjustment
funding as part of EDA's budget. Of this amount, $19 million a year will go for OCEA
planning geants; $40 million a vear will go to expand BED2A's Title IX {Sudden & Severc
Disiocation) program, with priority for trade-impacted communities.

t Coordinale Federal Response: As QLA has done for base elosute communities, GCEA
will coordinate ithe Administration's response to trade-impacted regions by working with
Labor, Conunerce, USDA, Treasury, SEA, HUD, DO and other federal agencies. This
will ansure that communities are aware of all available federal respurces and that federal
agencies respoixd ina coordinalad way,
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Backgreund: The Administration has had considerable success in helping regions hurt by
defense dovmsizing through its coordinated, community-based approach to providing econonic
adjustment assistance, Initially developed for communities experiencing a base closure, this
approach has been used effectively as well in places such as St. Louis and Ft. Worth that faced
defense industry cutbacks. Three features distinguish the approach:

. Focus on community crganization and planning

+ Targeied support for implementation

. Close interagency coordination

The Administration’s secret weapon in this effort has been Dol)'s Office of Economic “

Adjustment. Created by Defénse Secretary Robert McNamara in 1961, OEA has carned a superb  *
reputation uging only limied resources. Key o its suecess are the following:

. OEA is smali; agile and has & focused mission: community organdzation and planning,
Located ouiside the Pentagon physically, OEA has a community orientation not lound
clsewdicre in DolD.

. As the chair of an inderagency somumitiee established in 1970, OEA is at the center ofa
enduring network of federal adjustment specialisis and skilled at helping conununities tap
info a broad range of foderal programs at the appropriate tine.

. OFEA project managers are economic adjusiment experts, skilled at helping catalyze a
local, grassrootls adjustment planning process, using modest planning granis as a fingncial
carrot to get key stakeholders at the table,

Office of Community and Econemic Adjustment: The key to this initiative will be our ability
to sat up an office in EDA that - like OEA ~ 5 small, agile and focused on community
organization and planning. We are working with senior officials at Conunerce 10 accomplish
this. Ideally, we will use OBA project managers on detail to {and paid {or biy) the Commerce
Department. (Although OEA's current portfolio of base closure communities is shrinking,
ancther BRAC round will likely oceur in 3-4 years. By detatling some of its project managess ©
Commerce temporartly, OEA can keep its team lopether )

Pilst Effort in Raswell, Now Mexies: Last month, Levi Stratss snnounced that i is closing 11
placts, including one in Roswail, New Mexico. When Sen. Bingaman asked the NEC {or help in
organizing a coordinated fedemi response, it presented a good opportuaily 1o test our Community
and Econoinic Adustment Initiative on a pilot basis. Commerce has agreed to pay for an QEA
praject manager on detail, who will be assigned 1o Roswell; EDA also agreed to provide an
initial planning graot of $40,000. Administration officials announced both of thes steps et a
Nov, 22 meeting, in Roswell convened by Sern Bingaman and Rep. Skeen, which brougid
together cammunity leaders with officials from the White House, BEBA, USDA, Labor, SBA and
O,

P
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December 8, 1997

MEMORANDUM FOR THE PRESIDENT

FROM: BRUCE REED
CHRIS JENNINGS.
SUBJECT:

We have developed a $115 million initiative for your FY 1999 budget to improve AIDS
treatment and preveation programs. This increase would go to expand programs that ave critical
to preventing and treating this epidemic, including the AIDS Assistance Drugs Program
{ADAP), which extends life-saving new treatment therapies 1o low-income and underserved
populations.

Background on AIDS Funding

Since you came into office, ALDS programs that focus on treatment and prevention have N
improved dramatically. Medicaid, which provides coverage for haif of ali people with AIDS,
now covers protease inhibitors. Funding for the Ryan White Program has increased by 200
percent since FY 1993, funding for research at NIH has increased by 50 percent since that year, and
funding for the ADAP program has increased 450 percent since 1996,

The AIDS community, however, has expressed disappointment with the Administration’s
recent efforts in this area. AIDS groups criticized the Administration for failing to propose major
increases in discretionary spending in FY 1998, which allowed Congress to outspend us in this
area, And in just the last foew weeks, the AIDS community reacted negatively to HCFA's
conclusion that budget neutrality requirements prohibit establishing a Medicaid demonstration to
provide carly treatment to relatively heatihy HIV-infected individuals. There is no doubt that the
AIDS community will be examining the Administation”s FY 1999 budget submission very
closely,

Propasal

The AIDS office is recommending, and we agree, that you propose an $115 million
increase in your IFY 1992 budget for AIDS reatinent and prevention. {OMI is currenily
raccmzzixc:z:dihg $100 miition). All of thi=z spending would po to existing discretionary programs
that epphasize prevention and treatment. W would recommend that the majority of this
increase 110 to the ADAP program, because new and effective trestinenis of this discase are
eurrently nof reaching many who need them, We also would recommend modest increases o
CDC prevention sducation programs, as well as a range of programs providing fuds o states,
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cities, and community health centers.

Although the $115 million that we are suggesting fal'lg. far short of the $400 million the
AIDS advocates are pushing, it is a significant investment that will improve AIDS treatment and
prevention and soften criticism from the community.

Finally, in the wake of HCFA'’s decision on the Medicaid demonstration program
discussed above, Nancy-Ann Min DeParle is looking into the possibility of a legislative proposal
(which of course need not be budget neutral) for a model pilot project to expand eligibility to
Medicaid for people with HIV earlier in the progression of their disease. As of this writing, we
have significant questions about whether such a proposal is feasible and whether it could be done
in time for the budget process. At the request of the Vice President, however, we are reviewing
all options in this area closely.
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December 9, 1997
MEMORANDUM FOR THE PRESIDENT
FROM: BRUCE REED
GENE SPERLING
CHRIS JENNINGS

SUBJECT: Initiative to Reduce Racial Disparities in Health :

To support your race initiative, we have developed proposals that would commit the
mation to an ambitious goal of seeking to eliminate some of the most severe racial disparities in
health care by the vear 2010, African-Amernicans, Hispanics, Native Americans, and Asian
Americans suffer from certain diseases up (o five times as ofizn as whites. To reduce these
disparities, the government witl have to make a sustained effort to find effective approaches and
apply them across all health programs. We recommend that the FY 1999 budget take a two-
pronged approach 1o this issue by (1) expanding our finest public health programs so that they
can address the problem of reducing these disparities, and (2) funding competitive grants to thirty
communities to test innovative and promising new approaches in this ares,

Racial Disparities in Healih Care

The initiative would focus on six of the mest severe racial disparities in health care:
infant mortality, cancer, heart disease and stroke, AIDS, immunization, and disbetes. Someof
these disparities are quite startling. For example, infant mortality rates are 2 % times higher for
African-Americans and 1% times higher for American Indians and many Hispanic groups than
they are for whites, African-Americans have a 35 percent higher cancer death rate than whites,
and African-Americans under 65 suffer from prostate cancer at nearly twice the rate of whites.
Similarly, Vietnamese women suffer from cervical cancer at nearly five times the rate of whites,
while Latinos have two 10 three times the rate of stomach cancer. African-American men also

suffer from heart disease at nearly twice the rate of whites, Native Americans suifer from
diabetes at nzarly three times the average rate, while African-Amencans suffer 70 percent higher
rates. Minorities account for 25 percent of the population yet make up 54 percent of all AIDS
cases, The Demographic changes anticipated over the next decade magnify the importance of
addressing theso disparities. As minority populations grow, finding effective ways to close these
saps will become a enitical agpect of improving the overall health of the nation.

Validation

An inttiative that seis the ambitious goal of reducing these liealth disparities would
roceive overwhelming support from public health groups such as the American Public Health
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Association, the American Heart Association and the American Cancer Societﬁr, us well as from
minority groups such as the Interenltural Cancer Counci!, the American indian Healthcare
Assoctation, the National Hispanic Council on Aging, and the National Council of Black
Churches. -

Pﬁa posal

HHS is proposing to spend $200 million in FY 1999 {or this initiative. OMB is currently
recommending an investment of $30 million {along with some retargeting of existing funding
streams), with ali the new money to go to established HHS programs, and none to the community
grant proposal discussed below, (OMB believes that most communities do not have the '
infrastructure necessary to implement new public health projects in the most efficient manner.)
OMB's lack of enthusiasm for this initiative results partly from a fear that we will not be able to
reach our goals. DPC/NEC strongly support both parts of this initative. We believe that the
initiative will require an additional $80 million and that $30 million of this money should go to
the new competitive grant program,

-

. Applying Current Effective Public Heakth Approaches to Eliminate Disparities. We
recommend that you propose $50 million to apply some of our most effective public
health approaches directly to reducing racial disparities. Qur best public health programs
already use effective prevention and education strategies to improve health care. These

© programs would use additional funds to implement and adapt such proven public health
strategies to eliminate racial disparities. For example, CDC’s breast and cervical cancer
screening program could use additional dotlars to target minority communities better, as
well as 1o extend its efforts to other cancers {e.z,, prostaie and colorectal)
disproportionately afflicting minorities.

N Comnunity Grants to Develop New Strategies to Eliminate Disparities. Eliminating
racinl disparitics in health care will require not only the focused application of existing
knowledge and best practices, but also the development of new approaches. We
recommend that you propose 330 million in FY 99 to enable thirty comeuunitics to
develop iInnovative zod effective ways 10 address racial disparities. Each comimaunity,
chosen through a competitive grant process, would commence an intensive program (O
address one of the six ealth areas, {(For example, a grant might go 1o a Native American
reservalion (o (st innevative approaches relating to diabetes)) These grants would fund
education, outreach, and preventive approaches that have not been atlempled elsewhere.
IS would hold periodic conferences to educate the public health and minority
cormmunities about effective strategies developed by these communties, with the aim of
extending these approaches scross the nation

. Beginning Teday to Reduce Disparities. To ensure thal we bogin this inftiative
immediately, we are idenufying ways 1n wiuch the FY 1998 mncreases m health care can
te used to address racial disparities. For example, A1DS cducation and tsaining contars
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are beginning & new partnership with the Indian Health Service w develop new
approaches to educate health providers about training and prevention. In addition, the
National Cancer Tnstitute will expand efforts to recniit more Hispanics into clinical trials,
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December 9, 1997

MEMORANDUM FOR THE PRESIDENT

FROM: BRUCE REED
TOM FREEDMAN

SUBJECT:

We have developed a civil rights enforcement initiative that places a new emphasis on
prevention and non-litigation remedies for discrimination while also strengthening civii rights
agencies’ ability to bring enforcement actions for violations of anti-discrimination law. The plan
promotes prevention by providing increased resources for compliance reviews and technical
assistance, and offers an alternative to expensive litigation by funding a dramatic expansion of
alternate dispute resolution (ADR) mechanisms. The plan also sets specific performance goats
for the EEOC to speed its processing of complaints and reduce its backlog, and provides for
greater coordination across federal civil rights agencies and offices. The package of
improvements totals approximately $100 million, including a 16.5% increase above the enacted
FY 1998 budget for EEOC and a roughly 50% increase for the relevant HUD office.

L Strategics that Promote Preventian and Avoid Litigation
A. Resolving Problems Without Lengthy Court Fights

The plan calls for the dramatic expansion of Alternative Dispute Resolution (ADR)
programs across all relevant agencies. The largest initial investment is a $40 million expansion
over three years of the EEOC's mediation program. The EEOC currently sends only a small
number of casss to mediation. The increased funding will allow upwards of 70% of ail
complainants to choose mediation, rather than the lengthy process of investigation and litigation.
(The remainder will not have this option, either because their cases are sgen as the most serious
enforecement priorities or because their cases are wholly devoid of mierit.} We expoot about half
of all complainants 1o choose the mediation option. In addition to the EEQC program, pilot
mediation programs will be introduced at HHS and Labor.

B, Spatlighting the Problem and Eacouraging Compliance

The initintive includes a fund to improve surveillance, technical outreach, and compliance
efforts by civil rights offices. The focus on compliance is reflected in increased support for
DOL’s Office of Federal Contract Compliance, which ensures that businesses under contract to
the federal government implement B.O. 11246 and comply with anti-diserimination law. This
$18 million reform will atlow the office to increase tenfold the number of compliance revicws 1t
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conducts through the introduction of a tiered review system, In addition, the initiative provides
$10 million to HUD to conduct a program using paired testers, which is designed (o raise
awarencss of the extent of housing discrimination through the public release of audit results and
some focused enforcement action. This initiative also will erable the BEQC to improve
compliance through videos for employers and a public service campaign,

I Making Enforcement Work

A. Resources to Eltminate Backlogs

-

Ore of the most common criticisms of federal civil rights enforcement relates to the :
length of time the EEQC takes to hear and decide cases, This plan uses improvements in
technology, mediation, and the addition of over 100 investigators © lower the average time spent
resolving private-secior complaints o under 6 months (from the current 9.4 months) and to
reduce the inventory from 64,000 cases to 28,000 by the year 2000, The plan also includes two
new initiatives at HHS to reduce backlogs by expanding the use of cage management technigues
and giving state and loeal civil rights agencies an additional role in enforcement activities.

B. €Coordinating and Stremniizlting Federal Policies

Federal civil rights offices only rarely consult or coordinate with each other. This
initiative will institute a standing inter-agency working group o address issues of common
interest, including development of strategy, implementation of performance oulcome measures,
and sharing of training initiatives and data collestion.

We also recommend that you begin the process of implementing BEOC s proposal to
strengthen its authority fo eradicate discrimination from federal agencies, provided White House
and Department of Justice attomeys approve the measures. Currently, parties who complain of
discriminatory treatment by an agency can request a hearing from an Administrative Judge (AL}
who is an impartial BEEOC employee. Agencics, however, can then issue a final agency decision
{FAD) rejecting the AJ's decision altogethier. Statistics show that agencics modify decisions
adverse 1o them nearly two-thirds of the time, while modifying decisions {averable to them only
about 1% of the time. The EEOC proposal would eliminate the FAD process whore there has
been an A hearing, and permit both the complaining party and agencies to appeal the Al's
decision to the EEOC.

C. Moadernizing Civil Rights Enforcemoent

Many civil rights agencies have not received safficient increases in resources to make use
of teehnology wnd improve their efficicrcy. For stance, unlike most of the federal government,
EEOC offices lack the ability o communicate with eatch other using c-mail, The plan includes a
$15 mittion tcchnology initiative for EEOC, HHS, Labor, and iducation o provide for
communication via clectronic mail; eliminate redundant daia entry procedares; permil the

+
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sharing of information and enhanced research capabilities for investigators and attomeys; allow
for the filing of forms and complaints over the Internet; and pmv;d& for the sharing of civil
rights data bases.

I, Status of Proposals

DPC developed this plan after consultation with representatives of leading oivil rights
arganizations, heads of federal civil rights offices, and other White House offices. OMB has
recommended a package of $57 million for this initiative, which will fund some of the measures
described here. OMB is currently reviewing other agency proposals, including the $40 million
expansion of ADR at EEOC and the $18 million propesal by DOL-OFCCP t0 expand its
compliance program.
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December B, 1997
MEMORANDUM FOR THE PRESIDENT

FROM:  BRUCE REED

MIK# COHEN
SUBJECT;

Last July, a coalition of education-oriented groups from Indian Country proposed a
Comprehensive Federal Indian Education policy statement, which emphasized the importance of
Tribal govemance of Indian Education, the preservation and revitalization of Native languages
and cultures, and the need for equitable access o education resources. The coalition also
proposed an Bxecutive Order to implement this policy vision.

This proposal has been under review by DPC staff and the Domestic Policy Council
Working Group on American Indians and Alaska Natives. Pending a determination as o
whether the proposed Executive Order is desirable and likely to be effective in accomplishing its
aims, we have begun to identify steps that can be taken right now to improve sducation for
Native American students in schools controlled by the BIA and Tribes, as well as in the public
schools attended by large numbers of Indian students.

The {61l st of initigtives we have developed is summarized below, Mostinvolve
ensuring that new education proposals and existing funding streams effectively target resources
to schools in Indian Country. In one arca -- school construction and maintenance - we are going
further by proposing a significant increase in funds over previous appropriations levels.

Tribal School Construetion Proposal
The BIA uperates 185 residential and day schools serving 51,000 Native American

students, approximately 19% of all Native American students in grades K-12, Enrollment in all
BIA schools has increased by 25% since 1987, Dnrotiment in fust the day schools has increased

. A7% stnee 1987 and 24% since 1992, Consequently, BIA schools have experienced significant

problems with overcrowding. s addition, according o a forthcoming GAQ report, BIA schools,
compared w schools nationwide, (1) are gencrally in poorer physical condition; {2) have more
“unsatisfactory cavironmental factors”; {33 more often lack key fcilities required for education
reform {c.g., science labsy; and (4) are fess able to support computer and communications
technolopy. Overall, they are in worse condition than even inner-city schools.

We are recommending an ingrease of $351.4 million ovee the FY 1998 apgropriations {and
an increase of $47.6 million over the Departisent af Interior FY 1999 request’ for two Bureau of

[y
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Indian Affairs accounts for New School Construction and Facilities Improvement and Repairs,
The proposed increase would double funding for new school construction and for significant
improvements and repairs of existing facilitics. Compared to'the BIA FY 1999 request, this step
would double the number of new schools to be built from 2 to 3, and increase the number of
schools undergoing significant improvements or repairs from 6 to 22, The higher budget request

. also would provide funds for needed portable classrooms, roof replacements, and other repairs.

AR ettt ettt sttt
FY98 Appropriations | FY99 BIA Request FY93 DPC
- Recommendation
New School $19.2 million 2068 million $38.4 million
Construction
Facilities $32.2 million $34.4 million $64.4 million
Improvemert and
Repairs
Total ’ 25t .4 million £55.2 million $102.8 million

The Tribes would view this proposal as & significant step forward in improving the
guality of education for Indian students. Congressional delegations from the affected states also
would receive the proposal warmly.

This proposal is especially important if you choose to propose a new school construction
initiative on the tax side, because Tribes do not issue bonds for this purpose, Bven if you choose
0 ;}xwpf}sz: a school construction initiative on the spending side, thig initiative would be valuable,
In the Administration’s schoo! construction proposal last year, 2 percent of the funds were set
aside for a dircet appropriation for Tribal schools, over and above the accounts discussed here.
This funding, however, is contingent on the passage of a school construction proposal, and in any
evend, is insufTicient to meet the Tribes’ needs.

We have developed this proposal with the invelvemeni and support of OMB, the
Department of the Intarior and the Department of Education,

Ciher Initiatives

We are working to make sure that other education inltiatives progasad for FY99 iaclude
an appropriate set-aside for 3IA schools and, where feasible, for public schools that serve a large’
concentration of Native Anierican students. These inciude:

. Education Ouporunity Zones. A percentage of grant funds will be sct aside for
administration by the BIA, and the Education Department will bo cicouraged (o provide
at loast one grant to a rurak school district with a large percentage of Natlve Amenican

ot v



students.

1A Ceds arships. Weare warking to detenmine the best
ways io ensure that Tribal C(}ilcgcs can aﬁ’aciwciy pamcxpatc in this initiative, as well as
to fund other college/schoo! partnerships in communities with a large percentage of
Native Amencan students.

Child Care. The Child Care Block Grant already contains & sct aside for administration
by BIA. Proposed funding increases in this program will automatically benefit programs
serving Native Americans on reservations.

Technology. This year the BIA launched Access Mative America, an initiative to
implement the four pillars of your technology challenge and to eonnect all-schools,
classrooms, and lbraries to the Departroent of Interior's Iniernet backbone by the year
20660, Within the past menth, DPC arranged a mieeting between BIA staff and the
Schaols and Libraries Corporation to help Tribal schools take advaniage of the c-rate. As
a resalt, the Corporation has agreed that BLA can apply for the e-rate on behalf of all
Tribal schools, and BIA has begun to develop materials and plan training so that schools
can complete the necessary applications.

Teacher Preparation and Recruitment. This initiative, which you announced at the
NAACE Convention on July 17, helps to prepare and recruit teachers to serve in high-
poverly urban and rural communifies. At the time this proposal was developed, we did
not target funds to Tribal schools. We are in the process of preparing new kegislative
fanguage to take care of that omission, and will wotk with our Congressional allies to
incorporate 1t inte our proposal.




THE WHITE HOUSE
WASHINGTOR

Docember 10, 1997

MEMORANDUM FOR THE PRESIDERT
FROM: GENE SPERLING

RE: Envirenmental Budget Issues for FY 1999

As part of our effort 1o provide you with memos on new ideas prior to your {final budget
decistons, 1 asked Katie to provide you with a memo on the new envirenaeatal inttiatives that
she has been working on with the environmental agencics.

Atfached s hee memio,



EXECUTIVE OFFICE OF THE PRESIDENT

COUNCIL ON ENVIRONMENTAL QUALITY
WASHINGTON, DG, 20503

December 14, 1997
e
MEMORANDUM FOR THE PRESIDENT ( :9‘"‘
_—
FROM: KATHLEEN A, McGINTY

SUBIECT: ENVIRONMENTAL BUDGET ISSUES FOR FY 1999

OMB has provided its I'Y 1999 passback for discretionary spending for Federal agencics and its
initial recommendation for uses of the $5 billion in discretionary spending in the Presidential
Priority Reserve (PPR). At this point, any unresolved issues concerning discretionary spending
in either the passback for current agency programs ar proposed new environmental inttiatives
will have to compete {or funding from the PPR. -

In general, OMB has proposcd an Y 1999 budget that 1s very strong on overall environmental
priorities. However, | helieve that the proposed OMB budget falls short in cortain key areas,
even when the OMB reeammendation {or additional funding from the PPR is taken into zccount.
As aresull, I recommend that another 3359 nuthion for water qualily and resource stewardship be
added to the OMB recommendation for the PPR, not including funding that may be proposed as
part of a separate climate nifiative.

This meme provides background on environmental Tunding issucs for FY 1999 and summarizes
my recommendations for new initiatives for water quality and natural resource stewardstin. |
afso support funding for the now climate inttiative, which is being developed through an
interagency process chaued by Gene,

THE BBA AND THE ENVIRONMENT ,

Several enviranmental programs were included for protection in the Balanced Budget Agreoment
(BBA), including those counted tn the Function 380 budget category. Funding for Funglion 300
programs offcrs one of the principal yardsticks {or support for environmenial prograns and
includes the environmental paris of the Environmental Protection Agenoy (LA}, the Depuartiment
of Interior (DO, the Mutional Atmespheric and Oveanic Administration (MOAAL the ULS,
Army Corps of Engincers {COE}, and the Departnent of Agricultuze (USDA),

However, in the FY 1990 0OME passbask for pondeivnse, discretionary (NDID) speading,
flnding for these programs is down significantly - both from the Y 1998 enacied level (iminus
about $1.7 billion) and the FY 1999 levd of funding specified in the BBA {ninus about 3700
mitlion). OMR reconmemds a1 PPR addbaclk of 3298 millien for these programs; this would
stifl create a shortfull of nearly $400 million from the FY 1999 BRBA level. See Table 1.

Pazcvelod Papea



THE OMB PASSBACK

The OMB budget proposal for FY 1999 contains significant funding for many important
Administration environtmental efforts. However, the OMB passback also decreases Function 300
programs by $1.7 billion from FY 1998 cnacted levels, mainly in three arcas:
{1} chmination of Congressional earmarks and other low priority programs at the Army
Corps of Engineers {-31.1 billion},

{2y reductions in high-priority acquisitions from the Land and Water Conservation Fund
{-$750 million); und

(3} phasing down of the EPA State Revolving Fund water guality programs (-8450 million).

These majo; reductions were offset in part by increased appropriations for Superfund for FY
1999 that Congress provided in advance sn FY 1998 but made contingent on enactiment of
reauthorization legisiation (+$600 mitflion}.

Although 1 have concerns about the potential effects of some of these deereases, these reductions
do make availuble resources that can be used for other purposes. 1 will be casier 1o 'sel! these
reduced levels of Tunding if we can show that samic of the savings have gone to addressing
remaining environmental probicms,

SUMMARY OF MAJOR OUTSTANDING ISSUES FOR THE PPR

OMD has proposcd allocating $298 million from the PPR to Function 300 environmental
programs and $200 million to the climate nitiative. Much of the final discretionary funding for
the climate initlative will be provided though the civilian energy and technology programs of the
Department of Encrgy. These programs are not included in Function 300, but are included
instcad in Functions 250 and 270. The climate initiative will also include tax incentives,

The proposed OMB lcvel of funding, including the OMB proposed addbacks front the PPR,
would not be adequate 1o Tund tully magor, new Administration envirorsnental initiatives and
existing Administration commitments. The following is a summary of the cutstanding issues for
Function 300, the OMI fevel of funding proposed {rom the PR, and additionsl CEQ proposed
PR funding (83539 oullion}), Also, see Table 2.

Water Resources

Secand Ueneration Cleany Water

The Administration could Inunch s major new indtalive to define the nest generation of clean
water protection by conunitting (0 restosation of the 1000 watcrsheds that remain o poliuted for
fishing ar swinening. Uncontrolied runoff from both ities and nual sreas continues (o generte
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alarming environmental and public health threats, as illustrated by the dramatic Pfiesteria
outbreaks in Fiorida, North Carolina, Maryland, and Virginia. Current programs and regulatory
steps will not iprove the situation until more steps are taken to address palluted runoil and to
implement comprehensive . watershed management strategies.

OMB has proposed $248 million for the intiative from the PPR to be added to 3180 million
already included in the passback. CEQ and EPA support $500 niillion from the PPR, to he
divided among five agencies (EPA, COE, DOI, NOAA, and USDA). This funding would
support 4 variety of activities focused on giving supporl and incentives to local goversments and
private landowners 1o address non-point pollution, {In addition, CEQ and USDA support another
$200 million to be provided as mandatory spending through USDA farm programs, not from the
PI'R.)

OMB has also proposed reducing EPA’s water quality State Revolving Fund (SRFs) programa
by $450 million from FY 1998, a reduction which EPA opposes. If the Administration does not
provide substantial funding for a new water quality inifiative, then the proposed reduction 1o the
EPA’s SEFs could actually put Administration FY 1999 funding for water quality below the

level the Republican Congress was willing to fund in FY 1998,

Deenening of the Part of New Yorkd/New Iersey

The Adminisiration could help ensure the economic viability of the Port of New York and
New Jersey by proposing to deepen the harbor 1o 45 feet. Failure to fund this project is a
serious, and potentially fatal, threat 1o the Port and to tens of thousands of union jobs, Major
shipping lines are already threatening to relocate to Halifax if the 45-foot- deepening project
does not begin 10 move, because these lines already are turning away ships with 45-foot drafts.
A current DOT sindy documents significant eargo diversion from New York to Canada
because of this problen.

Funding for this project will support an Administration agreement among eavironmentalists,
longshoremen, and port shipping interests that was announced by Vice President Gore, The
agreement resolved controversy over oceat dumping, which had threatened the viability of the
Port of New York and New lersey by blocking harbor drodging for vears, and coupted closure
of a controversial ocean dumping site with a serics of steps to ensure the cconomic viability of
the Port. Although the agreement did not expliciily comnit to deepening the harbor (o 45 fect,
many partins o the agreement believe that it s o neeessary step o fulfilling the objectives of
the agreement,

The OMIB passhack includes funding for explicit parts of the agreement but does not inelode
funding for harbor degpening 1o 45 feet in part beeause of concerns that the Federal cost couid
total $3540 million. The Port estimates the cost at only $400 midlion and is prepared (o conpmt (o
cost-sharing. CEQ supports the Army Corps of Lngincers” proposal 1o provide $32 million in
FY 1999 toward harbor deepening while completing s looges-term study sbout the fensibility of
eventually deepeniog the harbor to 50 feat,



Resource Stewardship

The Administration is supporting Congressional efforts to provide DOI with additional tools for
protecting spacies as part of a reauthorization of the Endangered Species Act {ESA). These
approaches help avoid [itipation and gridlock and rely on innovative approaches such as those
that provide cooperative incentives to private landowners and prevent crises before they arise
through ecosystem management.

However, many of these alicrnative tools are resource intensive, requiring substantialiy higher
levels of funding 1o implement than the agency currently possesses. Furthermore, a failure to
request an adequate amount of {unding for these approaches in the FY 1999 budget could
undermine the credibility of Administration’s offorts to revise the ESA in a responsible manner.

DOY has proposed $134 million in additional funding for species and habitat funding from the
PPR. OMI} has recommended an increase of only $50 million but has dealt with some of the
species and habitat funding issues scparately. CEQ supporis $75 million of the additional
funding proposed by DOI, i it is focused on E8A reform and other lonovative Administration
approaches to species and habitat protection,

The Everpindes

The Adminisiration presently is implementing s historic plan to save the Everglades, As the
Vice President’s recent trip to Florida reveals, the success of this plan is very imporiant and
highly popular. The current Administration plan for Everglades restoration calls {for $1640
miflion a year for the next three years for DOl However, the OMIB passback proposes
requesting only $50 million 1 vear for the next six years because of a backiog of money
stemming from the slow pace of acquisition deals.

Although tand acquisition deals have been moving slowly, the OMB proposed {evel of Rinding
would definitcly be scen ag Administration backtracking on its commitment (o the Everglades,
Indeed, it would be very problematic for the Administration to look like i1 1s backing away {rom
its comnutinents to Bverglades restoration when we are constantly pressuring the State of Florida
€ Mainiain is conumiuments.

A better solution is to siep up efforts to clear out the backlop.  The Administration recentdy
negotinted g purclase of 50,000 acres in the Dverglades Agricultursl Aven. After Ineid cost-
sharing srrangements are worked out, the Federl share of this acquisition could range from $70
to $100 milbion. The remaining funding would be used for purchases in the Bast Coast bufler,
The next parcel has been identified and processing will begin immediately now that ihe
Bverplades Agriculiural Acea deat s solidifed.

CEQ supparts DOPs proposal o keep requesting $100 mitlion g vesr for Bvergludes restoration:
instead of 854 million for FY 199V as praposed by OMB. Further, the additfonal 330 million



should be provided {rom the PPR and not taken from DOUs base program for other acquisitions!

OMB is currently working with CEQ, DO, and USDA on possibilities for increasing funding for
the Land and Water Conservation Fund {1 WCKE) other than using the PPR. Increased funding for
the LWCEF would make it possible to acquire highly desirable tracts of land such as increased
bison rangeland around Ycllowsione, prime forest land in the Northeast, and New Mexico
rangeland for one of largest elk herds in the wortd.

Funding for the LWCF is supposed to be provided from Quter Continental Shelf receipts that run
about $900 million a1 year, However, the caps on discretionary spending constrain the amounts

that can actwally be speat with the resalt that LWCF appropriations for the last four years have :
averaged less than $200 million a year. An exception is the $699 million that was secured as part
of the BBA, which included funding for the Yellowstone and Headwaters agreements.

The OMDB effort (o {ind & new budge! approach for funding for the LWCFE is an exiremely
vatoable effort and should be highly covnmended.

I“orest Polic

Although fcvels of funding for national forest policy are not in dispuie in the budget, it is worth
noting that the FY 1999 budget will provide an excellent opportumty for amssouncing a far
reaching position on managing our forests for the next century. CEQ and OMB are currently
warking with USDA and the UK. Forest Service on the content of that position,

Any major forest policy announcement must have three central elements: (1) elimination of
unwarranted subsidies such as the purchasee road credit in 2 way that holds countics and small
businesses harmless; (2) & science-based policy to protect remaining roadicss arcas in national
forests; and (3) detinking of current payments to local governments based on the amount of
timber that 1s harvested,



TABLE 1.
OMB PASSBACK FOR ENVIRONMENT PROGRAMS (FUNCTION 300)
COMPARED TO FY 1998 ENACTED AND THE BBA
{in millions of dollars of discretionary budget authority)

AGENCY: FY 1998 CFY 1999 . ‘ FY 1999 FY 1999
Enacted BEBA Protected OMB Passhack OMB-RBA

Army Corps $ 4,058 N.A. 32,588

EPA $ 7,361 N.A. £ 7,398

DO $ 6,243 N.A. $ 5,591

NOAA 2072 N.A. $2,157

USDA $ 3,243 N.A. $ 3,166

other ' $ 239 NLA. $ 239

TOTAL §23,268 $22,222 $21.,83%¢ - -§ 686

Notes: Detailed Function 300 numbers for FY 1998 and 1999 are not currently available.
Therefore, in order to illustrate trends in environmental spending, amounts for agencics are
assumed to be as follows - sums {or the Army Corps of Engineers, EPA and NOAA are equal to
the agency’s tial budget; DOL is cqual (o the agency’s budget minus funding for PILT,
territories, and the non-eavironmental part of the Bureau of Indian Affairg, USDA is equal to the
total for the LLS. Forest Service and the Matural Resource Conservation Service: “other” is the
residual amount for programs in FY 1998 that is unaccounted for when compared io the Funclion
300 wotal and is assumed 10 be the same for FY 1998 and FY 1999,

TABLE 2.
PROPFOSED ENVIRONMENTAL FUNDING FOR FUNCTION 368
FROM THE PRESIDENTIAL PRIORITY RESERVE
(millions of deliars of discretionary budget authority}

INITIATIVE: OMB PPR CEQ ADD CEQ PR
FY 1999 TO OMB PPR FY 1999

o Waltershed Health Initiative $248 +$252 $500

o ESA Related $ 50 +$ 23 $ 75

a BEverglades $ 0 +§ 50 $ 50

o NY/NJ Harbor § a +4§ 32 $32

TOVAL 2298 +538% S6R7

Mote: Towml docs not irlude potentinl fundiog for the climute change initintive, which may be
fanded through activities other than Functon 360 discretionary spending prograns. 1t also does
not include the now forest polivy or the LWCF, sinee they do not require funding from the PPR.
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THE WHITE HOUSE

WASHINGTON

December 7, 1997
MEMORANDUM FOR THE PRESIDENT
FROM: GENE SPERLING AND LAWRENCE SUMMERS

SUBJECT: The unified budget surplus and Social Security

Following our previous meeting with you, we have further analyzed the possible options
involving the unified surplus and Social Securify. As you know, we have been holding an NEC
process o these questions, and this memorandum refiects input from participants In that process,
including Ken Apfel, Bob Rubin, Frank Raines, Jack Lew, Ron Klain, Janet Yellen, as well as
some of your political advisers, including Rahm and Paul Begala. We have also been keeping
Erskine up to date, and responding to his input.

This issue brings together three of the most important economic issues facing the
Administration: the unified surplus, Social Secunty, and fax reform. Devoling the surplus in
some way 10 Social Security could prove to be constructive on both policy and message grounds,
From a policy perspective, it is desirable now -- when we are doing well - to prepare for the
budgetary challenge that will come with an aging population. And the Social Security problem
is more analytically and pohitically tractable than the Medicare problem. From a message
perspective, strengthening the Scecial Security system may be our best way (o beat back proposals
to use the surplus for substantial tax cuts or dramatic tax reforms with adverse distributional
implications. Any of the approaches delineated below must thus be judged not only in terms of
Social Security policy, but also in terms of the wider debate over possible uses of the surpluses.

Since you indicated that you wished to see how a complete package could fit (ogether
hefore evaluating the larger strategic and policy questions, this memorandum {irst presents the
buitding blocks for reform, then presents a series of illustrative packages, and Anally returns to
the difficult strategic 1ssues mherent i any of the possible approaches 1o this issuc.

i Building blocks

‘. The Social Security problem is wsually anajyzed 1n terms of the Trust Fund, Under the
current intermediate projections of the Social Security actuaries and with no change i policies,

}
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revenues and interest on iim Tmst Fu.nd are sufﬁczcni o {md full bea&fiﬁs zhmugh 2028. Atthat

mm_bgggﬁ;s that is, in :miar to avmd tiw ?soczal Sccurity system 8 conmbﬁhng to the
unified deficit, it would be necessary at that point 1o either reduce benefits by 25 percent or
increase revenues by 25 percent, or some combination thereof. 1n the context of Social Security
reform, the long-term gap between revenues and benefits is typically framed in terms of the 75-
year actuarial imbatance, which compares the present value of revenues plus the assets currently

' in the Trust Fund, to the present value of benefits. The result is generally expressed 25 a fraction -
of taxable payrolls over the same period. At present, the actuarial imbalance is estimated at 2.23
percent of taxable payrolls. This means that actuarial balance could be restored by raising the
Social Security payroll tax to 14.63 percent from its current level of 12.4 percent. To the extent
that actions are deferred, the policy corrections would have 10 be more severe.

A complete package of reforms to the Social Security system that would address the
structural imbalance in the program would comprise some combination -- though not necessarily
involving all - of the following four butlding blocks:

s Traditional solutions, such as benefit reductions or revenue increases;

. Funding from the unified sumplus;

. Investments in private securities to raise the rate of retiun on the Trust Fund; and
. Isdividual aceounts, which provide an altemative source of retires income.

A. Traditional solutions

The first building block comprises benefit cuts or revenue increases within the Social
Security sysiem:

L Benefit reductions. The entire imbalance could be eliminated on the benefit side, but
that would imply approximately a 25 percent cut in benefits. Reforms that are often proposed
and that would have the effect of reducing benefits include increasing the number of years used
to compute benefits, raising the normal retirement age, reducing annual COLAs, and reducing
the adjustment factors used in the benefit computation formula.  Actions of this type could be
adiusted to achieve differing degrees of progressivity. A maore complete menu of such reforms is
provided in the appendix,

2. Revenue increases, A second traditional alternative is 1o raise revenue for the Social
Security sysiem. Common propasals in this area inchude expanding the coverage of the system
o include all state and local government cployess; treating Sesial Sccurity benefits like other
defined benefit pensions for income 1ax purpases; raising the payroll 1ax; or expanding camings
covered by the existing payroll tax. Apain, the appendix provides morg information about such

Z



possibilities,
B. The unified surplus

A second building block is the projected surpluses, which could be used to plug some of
the financing gap in the Social Security system or to fund small individual sccounts. The
appendix provides a menu of possible ways to use the surplus to address the actuarial imbalance
in Social Sccurity. But there are two critical ssues surrounding the surplus:

1. The perception of a “double counting™ problem. Until 2008, the entire unified
surplus results from surpluses within the Social Security system. Th@f contributing the
unified surpluses to the Social Security Trust Fund could therefore be gu€stioned, since the
excess of Social Security taxes over benefits is already credited to the Trust Fund, In effect, the
simplest proposals would credit that excess to the Trust Fund twice (producing what many of us
have been referring to as the “double counting” problem).

An alternative approach would eliminate the double counting problem by purchusing
private securities for the Trust Pund {which would be scored as an outlay), but offsetting those
purchases with reductions of the bonds currenily held by the Trust Fund {(which would sof be
scored). In effect, this approach would eliminate the surplus while merely shifting the atiocation
of assets held by the Trust Fund {more private securities, less Treasury securities) - and would
not represent double counting because it would not immediately afect the total size of the Trust
Fund. It thus bas the attraction of eliminating the double counting problem. But the
disadvantage is that it relies heavily on a scoring mie that could be changed in the future,
especially if those scoring rules are attacked as taking away funds for tax cuts.

2. The fidaciary problem. [ specific proposals for the surpluses are put forward, it is
far from clear how much of the mrojested surpluses will be creditable to the Social Security
system. The sssessment of the impact of policy changes on the Social Security system ig the
responsibility of the Social Security actuaries, who are likely to find it difficult to credit in
current caleudations projected surpluses thal are not locked in by current budget rule {c.g., paygo
and discretionary caps), but are freely at the disceetion of future Congresses. Any earmarking of
the surplug would reqoire an exiension of the budget ndes, but such an extznsion probably could
not be taken out beyond the next 10 or 15 years. Therefore, many of your advisers strongly
preter to restriet altention o the near-ierm surpluses.

iven within the perjod in which putcomes are constrained by the budget rules, is doubtful
that credit could be taken for surpluses of the magnituds now projected for two reasons: First, the
benchmark assumption of constant real non-defense discretionary {NDD) may seem implausible
and undesirable. Gfficial OMB projections of the surplus are predicated on the assumption that
non-efense disorctionary {NDI) spending grows at the rate of inflation after 2002, 1f instead
such spending were assumed (o remain z constant share of GDP, the projected surpluscs would
be stgaificantly smaller: 3167 billion in 2010, for example, mlative to $237 billion if NDD grows

#
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at the rate of inflation. (The figures in this memorandum rely on the OMB projections, in which
NDD spending is assumed o grow with inflation, not GDP.}  Second, although OMB's
economic assumptions have proven to be 100 conservative for five years in a row, the
assumptions used by the Social Security actuaries are more pessimistic than those used by OMB,
and these differences in assumptions imply a substantially less favorable budgetary outlook.

. Raising the rate of return earned

Another alternative would be to raise the rate of return earned within the Social Security
system, Since 193%-the nominal rate of return to the special purpose bonds held by the 'Z‘ni};
d

_ ypercent per year, while the rate of return on equities has averaged (11 06
percent per year, ThUs one possible approach to improving the financial status of the Trust

G atlow it to invest in private securities (the appendix provides a menu of possibilities).
Rut purchasing private securities raises a series of difficult issues related to government intrusion
in the economy and volatility in the financial markets, For example, who would decide which
shares to purchase, how those shares would be voted, which investments would be prohibited
(e.g., tobaceo) or mandated {e.p., environmental or soctal concerns}, which categories of
investments would be excluded by investing solely in indexes {e.g., small businesses that are pot
publicly held}, and how the exposure of the Trust Fund to volatility in fipancial markets would
be handled. Secretary Rubin is particularly concerned shout investing the Trust Fund in equities.

et o

Yome experis may complain that investing the Trust Fuad in private sscurities is an
aceounting pimmick, with no real economic consequences. The critical guestion is what the
baseline is: If experts agree that using the unified surpluses to purchase private securities for the
Trust Fund prevents them from being dissipated in low-priority spanding Or consumption-
oriented tax cuis, then they are not likely to ¢riticize the strategy (since it produces a positive :
impact on national saving}. If, however, they believe that the baseline is that the surpluges would
be used to reduce debt, they could attack the proposal as a shell game. As Chairman Greengpan
and others have repsatedly emphasized, allowing the Trust Fund to hold private securities would
inean that fewer such securines were held by the private sector, In effect in the first instance, the

roposal involves a simple reallocaiton of portfolios: the private sector would hold more
government debl, and lesd equity; and tie TrusrFaad would hold less povernment debt and more
&

L T——-—

B Individoal accounts

A final potential building block is individual accounts, which arise frequently 1n
discussions of Sogial Security reform. From a purely economic perspective, individual accounts
have a vanety of both attractions and disadvantages, On one hand:

. Small individual accounts could imprave norms on saving behavior, and thus have a
“magnification” effect,
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. The accounts give people a tangible benefit that they can see.

. Such accounts would offer @ higher rate of return than the traditional Sacial Security
systeir, which for today's 30-year olds is likely to have s very small rate of retum,

On the ather hand:

. Individual accounts could reduce national saving - relative 1o using the surplus entirely
for Social Security — by encouraging individuals 10 save less in other accounts, and
perhaps by encouraging some employers to reduce pengion plans.

. Many individuals are unsophisticated investors, and

. Administrative costs would be higher for individual plans than for centralized investment,

The major objection to individual accounts has been that they would be seen as an
opening wedge to privatizing Social Security, with adverse implications for the preservation and
progressivity of the public retirement system. In particular, Bob Ball and others argue that many
people will prefer the higher returns earned on individual accounts relative to those camed on
traditional Social Security, and that the social compact supporting the system will therefore erode
- undermining the social insurance inherent in the Social Security program. In the context of
using the unified surplus to fund such accounts, however, it may be possible to mitigate some of
these concerns. For example, if the individual accounts were funded by the government as a flat
contribution per person, the accounts would be even mores progressive than Social SBeourdty. (The
appendix provides a menu of options on using the surplus to fund such flat contributions per
person.} In addition, the new accounts could be designed to be available for cushioning the
impact of life emergencies, such as catastrophic medical events or fong-term unemployment. A
provision of this type could advance your message that the government can help fimit the risks of
full participation in the global cconomy, although it could reduce the beneficial impact on
national saving,

H, IHustrative packages

The three iltustrative packages presented below, which invelve elements put forward by
others, combine these building blocks into complete plans. The appendix provides further
miormation on the potential constituent parts, to allow you 1o see more of the possible
combinations. The tables present the impact of the package on the Social Security Trust Fund
{all four are currently estimated to at least eliminate the 75-year actuarial imbalance, although the
estirates arc still preliminary), as well as the impact on the retirement benefits for a hypothetical
63-year old retiree in 2015 with an average carnings history, and a sumilar retiree in 2040

For purposcs of dizcussion, the analysis uses the 75-year actuarial baiance, whicl iy the
traditional metrie ased to frdye reforms to the system, Many of your cconomic advisers,

3
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however, prefer other metrics - such as ensuring perpetual (not just 75-year) balance in the
system, putting more of an emphasis on the unified budget balance in the outyears, using the rate
of return eamed by the average person, or placing a lower bound on the Trast Fund as a ratio of
benefits. It is worth noting that under all the approaches, the Trust Fund is declining rapidly at
the end of the 75-year period (implying that a 75-year deficit will reappear over time}.

i
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Based on proposais put forward by others, the following is an iflussrative exarpple. Us presence
does not imply in any way that it is being proposed by the Administration.

[tlustrative package 3

Description: This package invests 70 percent of the surpluses in private securities for the Trust
Fund and creates small individual accounts with the other 30 percent. s other steps do not
include covering all state and local government employess, or indexing the normal retirement
age. But it also suffers from the double counting problem.

carrent-law financing

Impacton 75- | Impacton Impact on
year deficit in | average 65- average 65-
Social Security | year old’s year old’s
system income in income in
2015, 1997% 2044, 1997%
(as % of (a5 % of
benehits) benefits)
Invest 70 percent of surpluses between 1.08 NA NA
2002 and 2012 i Trust Fund, with
equity investments up to 40 percont of
Trust Fund.
Other 30 percent of surplus funds NA +3168 +§398
individual accounts, {1.4 percent} (3.0 percent)
~] Modify benefit formula by reducing 0.6 ~$700 -5807
’ adjustment factors by 6 percent ) (6.0 pereent) {5.0 percent)
Aceelerate increase in normal retirement | 0.1 -$833 -0
age, but do nof index thereafter {7.1 percent)
Extend computation period from 35 10 38 | 0.25 -$442 3510
years (3.8 percent) (3.8 percent)
TOTAL, without interaction effects. 2.23 -81,807*% ~S919*
Actuarial balance ineludes 8.22 {15.9 percent) 1 {6.9 percent}
percent for Pl changes already
announced,
Current 75-year actuarial imbalance 2,23
Benefit reduction consistent with 30 -83,363

{25 pereent}

Note: Does not account for tndirect effects through unified surplus.
* Including annuity provided by individual account
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Based on proposals put forward by others, the following is an iflustrative example. Its presence
does not imply in any way that it is being proposed by the Adnrinistration.

Hustrative package 2

Description: This package retains the bonds-only structure of Trust Fund and adopts several
other steps that were prominent in proposals made by some members of the Gramlich
cormission te eliminate the actuarial imbalance in the gystem. But it suffers from the double
counting problem, and leaves the unified surplus “on the books.”

carrent-law financing

Impact on Impact on frapact on
75-year average 63- average 63-
deficit in year oid’s year old’s
Social income in income in
Security 2015, 19978 2040, 19978
system {as ¥ of {as % of
bensfits) benefits)

Invest 100 percent of surpluses 2002-2007 | 0.25 NA NA

in Treasury securities for the Trust Fund®

Reduse adjustment factors used to 0.82 -$933 -$1,076

caiculate PIA by 8 percent, phased in (8.0 percent) (8.0 percent)

between 2002 and 2011

Cover state and local workers hired after 022 NA MNA

1999 )

Accelerate scheduled increase in normal 0.48 -$833 ~£1,164

retiremont age, index thereafier (7.1 percent) (8.7 percent)

Extend benefit compuiation perod from 35 | 0.25 ~3442 -&510

te 38 years {3.8 percent) {3.8 percent)

TOTAL, without interaction effects. Z2.28 -$2,208 ~32,750

Actuarial balance includes 8.22 percent {18.9 percent)y | (20.4 percent)

for CPP1 changes alveady announced.

Cuorrent 75-year actuarinl imbalance 2.23

Benefit reduction consistent with 56 -$3,363

{25 pereent}

Mote: The figures do not account for indirest effects of the reforms through the unifled surplus.
* Transferring Treasury securities to the Trust Fund, under current budgetary accounting, leaves

the unified surplus on the books.

-
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Based on proposals put forward by others, the following is an illustrative example. Its presence

does not imply in any way that it is being proposed by the Administration.

Hiustrative package 3

Description: This package also involves privale investments %}5; the Trust Fund, but it ddes not
create individual accounts. Unlike all the previous packages, it does not double count the surplus,

Impact on Impact on Impact on
75year average 65- average 65«
deficit in year old’'s year old’s
Social income in income in
Security 2015, 19978 2040, 19878
system {as %o of {as % of
benefits) benefits)
Invest 100 percent of surpiuses between 0.57 NA NA,
2002 and 2007 in Trust Fund, with equity
investments up to 40 percent of Trust Fund,
Offset with rademptions of special purpose
bonds (eliminates double-counting).
Subject Social Security benefits fo taxation | 0.33 -£350 -$404
as other defined benefit pensions and phase ' {3.0 percent} {3.0 percent}
out lower-income thresholds
Recognize additional changes likely to be 0.29 ~$70* -pR1*
adopted by BLS is measuring consumer (0.6 percent) (0.5 percent)
price inflation (reducing COLAs by 6.2 )
percentage points per year after 20003
Extend computation peried from 3510 38 6,25 ~$442 -$310
YERrs ' (3.8 percent} (3.8 perceat)
Accelerate scheduled increase in normal 0.48 -$833 -$1,164
retirement age, index thereafter (7.1 percent) (8.7 percent)
TOTAL, with interaction effects. 2.31 -51,695 -§2,159
Actuarial balance includes 8.22 percent {14.5 percenty | (16.0 percent}
for CPI changes alresdy announced.,
Current 75-year actuarial imbalance 2.23
Benefit reduction consistent with 0 33,363
carrent-law financing (25 percent)

Note: Does net refiect indirect effect through unified surpius.

¥ Mag more substantial ¢ficets on older retirees,
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[IL, Strategic issues
(A) Key issues

In addition to deciding on the substance of any approach, we face many difficult strategic
issues. This section reviews three of them: whether to offer a full or partial plan in the next
month, and if the plan is partial, how much specificity to provide; whether to include individual
accounts in your initial plan; and whether to earmark a small share of the surpluses for non-
retirement priorities. ' -

1{A). Initially offer fall plan or only dewn-payment

Using the surplus to provide additional funding for the Social Security system, as well as
potentially achieving higher returns {either through investing the Trust Fund 1n private securitieg,
or through creating individual sccounts), makes it conceivable that you could put forward s
complete solution to the Social Security problem that would not look excessively harsh or
draconian. '

Providing a complete plan would be seen -- by both the elites and the general population
-« 8§ & very strong sign of leadership. But the some token, it may attract heavy fite. While the
use of the surplus could make a fuli plan seem relatively mild to those intimately farniliar with
the Social Security problem, most full proposals will still involve some pain (as the iHustrative
packages 1llustrate). In particular, most such proposals could be attacked as cutting benefits for
average people. Furthermore, on both the left and the right, we can expect prominent officials to
make the argument that we can grow our way out of the Social Security problem -~ despite the
fact that the increase in growth would have to be Implausibly large to make a substantial
difference - and that we are therefors unnecessarily hurting retirees.

The only way of not including any pain in 2 full package 15 to use ali of the projecied
surpluses over the next two decades for equity investments or individual accounts, as ilusirated’
in the table below, Butsuch a strategy, which uses unified surpluses well beyond the 10-year
budget window and is predicated on a falling share of NDD relative to GDIP, is likely to lack
credibility. 1t could therefore be severely attacked by both media clites and budgetary experts.

Assuming that some teaditional solutions are necessary (o maintain credibifity,
announcing your own complete plan could also subject it 1o partisan attack, Such partisan
attacks could potentially be aveided if we pursue a bipartisan approuch over the next year or so.
In particudar, reforms that may not be attacked vnder a Clintor-Daschle-Lott plant could be
atiacked if you go out alone. Examples include covering all state and local government workers,
and taxing benelits like other defined benefit pensions.

A
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Impact on 75+ Impact on 65+~ | Impact on 63~
year deficit in year old’s year old’s
Sccial Security | income, 2015 | income, 2040
system

(nvest 104 percent of surpluses between | 182 NA NA

2002 and 2023 in Trust Fund, with

equity mvestments up to 40 percent of

Trust Fund

Cover state and local workers hured after | 8.19 NA NA

2007

TOTAL, without interaction effects, 223 «3$0 50

Actuarial balance includes 0.22

pereent for CPI changes already

anngunced.

Current 78-year actuarial imbalance | 2.23

Benefit reduction consistent with $0 -33,363

current-law financing (25 percent)

1B}, Specificily of down-payment

If you decide to pursue a down-payment approach rather than a full plan, you need to
decide how specific you should be over the next month or so about varjous details of the down-
payment. in particular, you could, if desired, offer specific proposals on the following issues:

Prioriics are,

L

Whether we were supporiing use of the surplus to fund individual accounts;
Whether we support purchases of privale securities for the Trust Fund; and

I we set aside some share of the surplug for non-retirement priorities, what those

A general commitment to using the surplus for Social Security and retirement needs,

without any details, may not be sustainable and may lack credibifity, General statements could
alse be useful in engaging the country and the Hill in a debate over how to appreach the problem
- it could funp-srt the discussiony, On the other hand, tog much specificity may inevilably
mvolve offering something could be attacked,

st
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2. Individual accounts

~ As discussed in the first section above, individual accounts invelve numerous policy
guestions. Crucial issues include whether the contributions should be a flat amount per person,
how the contributions would be linked to the unified surplus{and what would happen after the
surpluses run out), whether loans would be allowed against the accounts for iife emergencies,
whether individuals would be allowed to make their own conteibutions in addition to those made
by the government, whether new accounts would be created for this purpose (or whether these
accounts would be combined with existing IRAs), and whether any tax cut would be refundable
{and if not, how low-income taxpayers would benefit).

are likely to be a more effective means of neutralizing Republican tax cut
individual account can be portrayed as a tax ¢t or a payroll tax rebate,
accounts as part of an Administration proposal therefore allows us to presgnt a broader Social
Security proposal that incorporates tax culs. And tax cuts linked to indivi accounts could
neutralize and trump ill-advised Republican tax cut proposals. Those who support individual
accounts also fear that without such an option, Republicans could claim to addressing Social -
Security through proposals such as Feldstein's regressive approach to individual accounts.,
The logic of this argument is that we would be at a disadvaniage if we only supported the
Social Security Trust Fund, while the opposition was “addressing™ Social Security through
accounts that provide a higher return,

Strategic disadvantages, There are also serious strategic problems. Individual
accounts may be scen by Moynihan and the AFL-CIO as a first step toward privatization.
Muaore broadly, individual accounts could split the Democrats, as Bob Ball and others raise
concerns about whether such accounts would underming long-term support for the Social
Security system. Even some of those who would accept individual accounts in the end would
argue that starting there is giving away the store - without locking in a Republican guacantee
that the overall package be progressive. Also, some argue that we could get the same
advantages in terms of higher rewrns through equity investiments in the Trust Fund, and avoid
many of the political difficulties involved in individual accounts,

If we decide to support individual accounts, a major strategic question is how closely
any such accounts should be linked with “Social Secarity”:

Link with Social Security. The logic here is that the Social Security message has
power, so if we do have individuat accounts, they should be linked to that message.
The argument that individual accounts will necessarily icad 1o privatization may not
seen as strong when the accounis involve oaly a fraction of the surplus, and are not
financed by diverting funds from the 12.4 percent payrol) tax. Another argument i
favor of this approach is that even if try to separate accounts from “Social Security”
relorm, we will not necessarily be telieved,

12



No Link with Social Security. The logic of distinguishing the accounts from “Social
Security™ is that we would have a better chance of keeping the Democrats from
revolting if we describe the accounts as part of a universal pension approach, and
promise to fix Social Security separately. We could state that we would not aceept a
smaller Social Security system merely because of the accounts,

3, Devoting the entire surplus to retirement needs

Anocther policy and strategic guestion is whether we should devote the entire surplus, or
only part of it, to Social Security and retirement. The advantage of devoling the entire surplus ig
that it provides a clear “don’t spend the surplus, we need it for Social Sécurity and retirement”
message. That message is muddied if we devete any part of the surplus to non-retirement needs,
In addition, using the near-term surpluses for anything but retirement needs would imply that we
were financing such non-retirement items through the regressive payroll tax. ’

The downside of specifying that the entire surplus should be devoted to retirenient needs !
is that it precludes funding other, non-retirement priorities (e.g., Children’s Fund, biomedical
research, or tax reform). The attractions of providing such funding, especially in a relatively tight
budgetary waorld, are clear. It may be hard to explain why we can’t use even 10 percent of the
projected surplus for such high priorities, when we have always emphasized public investments
in addition to private investment/saving. Others might argue that devoting a small percentage of
the surpluses could allow us to repeat our successfol 1996 strategy of defeating ill-advised, large
tax schemes with small, targeted tax cuts,

{B) IHustrative strategic options
This section provides a very brief summary of some illustrative strategic options.

Timing . :

The first dumension of the strategic options involves (ming:

+ ' December/Early Jannary option. Some would like an announcement as early as
possible -- even in December if ready. We all agree, however, that this i3 (oo
amportant an ssue to make an announcement antil we are sure of our policy., When we

have reached agrecment on the policy, some feel it may be worthy of an Oval Office
announcement either in December or January prior 1o the State of the Union.

+ State of the Union: Some feel that if would be better 10 save until the State of the
Usion -~ becavse this issue could be the “big idea™ that would [t the entire State of the
Union,

. 1998 Stratepy: I you snnounce less than a full plig, another timing guestion invojves

13



whether you announce some form of process for dealing with the rest of the Social
Security problem. Oune aspect of that process could involve "setting the table” for real
reforms after the fall 1998 elections - for example, through g Social Security
commission reporting in December 1998, a bipartisan advisory conunission to issue
papees forums and papers; a nationwide forom with 7 vegional Presidential Social
Security Conferences, or other steps, Another aspect could involve setting up some
sort of process for the real deal -- for example, a special session of Congress, a special
cominittee of Administration and Hill representatives, or other possibilities.

Announcements

in addition to timing questions, there are different options for what we amnounce. The

proposals below do not reflect any specific recommendation, but they do reflect the type of
strategies that key adviser have been putting on the table for discussion.

Whaole Plan Announcement: Announce a full plan in January 1998, Take a
combination of a surplus strategy and a set of traditional reforms, and announce the
whole deal in January, We still must confront all of the issues. As mentioned above,
this approach may imply that we have to avoid some options on the revenue side.

Downpayment Strategy: Devote enfire surplus between 2002-2007 (or 2002-2012) to
Social Securify as a downpayment, but make divisions between the Trust Fund and
individual acconnts part of an ongoing dialogue,

Dievote entire surplus between 2002-2007 (or 2002-2012) to the Social Security
Trust Fund as a doewnpayment, but make clear that the Trust Fund would invest in
private securities to raise return and counter individual accounts. -

70% to Secial Securily Trust Fund and 30% Payroll Rebhate to Individual Accounts
as Downpayment,

60% to Social Security Trust Fund, 30% ludividual Accounts and 10% for a
Future Fund for Children and Biomedical Research.



APPENDIX: POSSIBLE ELEMENTS OF COMPLETE PLAN

I3elow are iHustrative elements that have been proposed by others as elements of a Social
Security plan. They have not been subject to any formal review within the Administration.

{A)} Menu on Traditional Solutions

retirement age, sndex thergafier

{7.1 pereent)

Effect on 75~ | kmpact on Im}:mct an
year actuarial | average 65- average 63-
imbalance in | year old’s year old’s
Trust Fund income in income in
2015,1997% 2040, 19978
{as % of {as % of
benefits) benefits)
COVERAGE:
Cover all state and lacal government 0.22 NA NA
workers hired after 1999
Cover all state and local government 0,19 NA NA
workers hired after 2007
BENEFITS:
Reduce adjustment factors used to 0.51 -$383 -$673
calculate PIA by 5 percent, phased in {5 percent} {3 percenty
between 2002 and 2011 :
Increase benefit computation years from 025 - -$442 -$510
35 (o 38, phased in 2002-2004 (3.8 percent} | (3.8 percent)
Acceleraie increase in normat retirement | 0,10 -3833 G
age to 67, by climipating current | I-year {7.1 percent)
hiatus in increase between 66 and 67
Index normal retirement age afier it 0.30 it 5604
reaches 67 under current schedale {4.5 percent)
Aceelerate scheduled ncrease in normal | 0.48 -$833 -$1,164

(8.7 pereent)




of cavered earnings, phased in between
2002 and 2006 (equivalent to an increase
in taxable eamings fimit from $65,400 w0
roughly $110,00603 ’

Recognize additional changes likely to 0.29 ~$70 h:«»&gi

be adopted by BLS is measuring {0.6 percent), | {0.6 percent),

sonsumer price inflation (reducing with more with more

COLAs by 0.2 percentage points per year substantial substantial

after 2000} reffects on effects on
older retirees | older retirees

Reduce spousal benefit from 50 percent | 0.16 -$1,282 52,287

t6 33 percent of PIA {22 percent of | {34 percent

- spousal of spousal

benefit) benefit)

BENEFITS TAXATION:

Beginning 2002, subject OASDI benefits | 0.12 -$105 -$202

to personal income tax in same manner {8.9 percent) | (1.5 percent)

as applied to other DR pensions ’

Phase out thresholds for taxation of .21 -$309 -$357

OASDI benefits 2002-2011 (85 percent (2.6 percent) | (2.6 percent)

of benefits subject to tax after 2010}

CONTRIBUTION BASE:

Raise taxable eamings base to 80 percent | .54 A I NA

Note: Dollar figures are in 1997 dellars, percentage cuts are relative to future projected benefit

£8
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(B} Menu on Using the Surplus {(Impact on Actuarial Balance of Trust Fuund)

1. Transfer surpluses into Trust Fund, buy bonds anly

Transfer All surpluses 74 percent of sm"pius;'cs 50 percent of surpluses
surpliuses

from:

20022007 (.25 0.17 0.12

20022012 | 0.60 4.39 0.27

2002-2026 1.12 0.67 0.43

2 Transfer surpluses inio Trust Fund; buy privaie securities {cap af 40 percent}

Transfer All surpluses 70 percent of surpluses 50 percent of surpluses
surpluses ‘

from:

2002-2007 0.88 .70 .36

2002-2012 1.36 1.08 0.86

2602-2026 1.82 1.30 1.02

3. Invest in bonds only, until on-budget balance moves into surplus (cap at 40 percent}

Transter All surpluses 70 percent of surphuses S0 percent of surpluses
swptuses :

from:

2042-2007 0.25 0.17 0.12

2002-2012 0.80 0.63 0.50

20022026 1.47 4.97 4.73
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4. “Use” surpluses to buy private securities (no iransfers into Trust Fund)

Transfer All sarpluses 70 percent of surpluses 50 percent of surpluses

surpluges
frany

use only 0.57 0.51 .43
2002-2007 .

use uptil hit .57 (2008) 0.55 2010) (.52 (2012}
portfolic cap :
Note: Private securities are assumed to earn 3.8 percent per year more than Treasury securities,

I8



ACIMTNRER Y.

{C) Menu on Investing the Trust Fund in Private Securities

Percentage of Trust Fund assets under current law invested in private securities, phased in
between 2000 and 2014

Effect on 75-vear
actuarial imbalance
10 percent 3.45
20 pereent 0,29
30 percent (.43
40 percent 0.56
50 percent 0.68

Naote: Frgures assume that the rate of retumn on private securities is 3.84 percent per year higher
than on special purpose bonds. Figures presented in table are very approximate.



(D} Menu on Individual Accounts: Impact on Retiree Income

The figures below give the annual annuity income in the given year that would obtain
from investing either 30 or 50 percent of the projected surpluses, for the years given, in
individual accounts. The figures assume a flat contribution per worker, and that half of account

balances arc invested in bonds, with the other half in private securities.

Surpiuses, 2002-2007
2015 % of Social 2040 % of Social
Security benefits Security benefits
for average earner for average camer
30 percent of 381 4.6 percent 3192 1.4 percent
surpluses
50 percent of 5135 1.2 percent $320 2.4 percent
surpluses
Surpluses, 2002-2012
2015 % of Social 2040 1 % of Social
Security benefits Security benefits
for average earner for average carnier
30 percent of $168 1.4 percent $368 3.0 percant
surpluses ' _
50 percent of %381 2.4 percent $663 4.9 perceat
surpiuses
Surpluses, 2002-2073%
2015 % of Social 2040 % of Social
Security benefits Security benefits
for average eamer for average earner
3¢ percent of $194 1.7 percent $534 4.0 percent
surpluses
56 percent of $323 2.4 percent p S 6.6 percent
surpluses :

* Using the surpluses for individual sccounts and/er prrchases of son-Treasury securitics imphies
14 Iy !

higher debt servicing payments relative to the bascling surplus projections. The surpluses thus

end curdier than under the baseline.
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THE WHITE -HOUSE

 WASHINGTON
3 L To.
" December 13, 1997 Copre ik
MEMORANDUM FOR ’l‘i»ii>§ﬁ%ﬁﬁl\ﬂ‘ s o e Reedd
{2-29-947] o ¢ (i)
PROM: BRUCE REED Sperling
GENE SPERLING | Jenmimas
CHRIS JENNINGS B

SUBJECT:

Throughout your Administration, you have worked to enact legislation to expand access
to affordable health insurance. The Balanced Budget Act included an unprecedented $24 billion
investment for state-based children’s health insurance programs. This historic initiative will
clearly reduce the number of uninsured. However, tiwrc are other deserving populations whom
we could target in our step-by-step reforms. These jnclude the pre-64 vea year olds (referenced in

the Medicare memo), workers between jobs, and workers in small businessgs. In addition, we

- arg working on possible proposals to cxpand Medicaid coverage to people with AIDS and

disabilities through pilot programs. The policy dmciopmem of these proposals is still underway,
30 we have not included them here.

Taken togedher, these initiatives total around $10 billion over § years. Thigamount is less
than half of the health investments enacted as part of the Balanced Budpet Act and less than 4
percent of the premium assistaace proposedin the Health Securify Act. Having said this, none of
your advisors believe the Medicare and Medicaid savings left sfter last year's deficit reduction
eifort are sufficient to fund these utiatives. There may be $0.5 to 1 billion over S vears in
Medicaid savings, but those savings will be difficult to acldeve and there nay be other ¢laims on
them (¢.g.. child care, benefits to migrants). Another possible source of funds is the tobasceo
§_<:zz§czzlent, given the natural 1ink beteeen tobagee and health _-‘3;3-?‘-"«‘3‘

Your advisors umfermly agree ihat we need 1o take alt actiong possible to achieve if nat
exceed your popl of increasing insurance coverage for 5 million children. A series of proposals
arc deseribed in s meme to help accomplizl that goal. There iy Jess agreement on whether we
should address a new group of uninsured peonle in this budget. The Department of Labor
strongly suppants the workers:hetween-jobs demonsteation; of all bealth initiatives in the budge,
iLis teeir hiphest prionty. OMB also supports that demonstration if stfficient funds arc

available, HHS belicves that this proposal has merit, but is skeptical that it will atiract any more
support than it has in the past three years.
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. A. CHILDREN'S HEALTH OUTREACH P2 -1 -7

The Children’s Health Insurance Program (CHIP) provides funds for coverage of
millions of working families” uninsured children, a population that previously had trouble
affording coverage. It also builds upon the Medicaid program, which covers nearly 20 million
children. But important work remains to be done. o particular, we need to work with states to
enroll the millions of uninsured children in these programs.

Medicaid eligible children are especially at risk of remaining uninsured.  Over three
million uninsuréd CRTTAFED are eligible for Medicaid, Educating families about their options and
enrolling them in Medicaid has always been a problem, but it has recently become even mare
challenging. The muviber of children covered by Medicaid leveled off' in 1995 and, according 10
the Census, dropped by 6 percent in 1996, While some of this decline may be due to the lower
number of children in poverty, another part may resait from families’ misunderstandi ir
children’s continued eligibility for Medicaid in the wake of welfare reform.

Options te Increase Qutreach for Medicaid and the Children’s Health Insurance Program
¥

P

ﬁl&&%@ To address the need for children’s healtly outreacly, we propose & sarics of policy options.

E Together, these initiatives could cost §1 to 2 billion over five vears {or more depending on policy
AW choices about the enhanced match). Prelunmary discussions with KOA and some children’s

% advocates suggest they strongly support these efforts, In addition, the Administration is

developing partnerships to encourage 3 complementary range of private outreach activities.

Enhanced match for sutreach. One option for improving state outreach is to provide an
enhanced match to enroll children who are eligible for but not previously enrolled in Medicaid,
At the end of each year, if a state can document that it has increased its enrollmont over its
baseline, it would receive an increased matching amount per newly covered child {possibly
through admintstrative payments). This policy rewards states enly if they succeed in outreach,
gm {‘; rather than matching activitics that may or may not work. Depending on the amount of the
incentive and the adminisirative design, this option could cost 10 $0.5 o 1 billion over five years.

Moving outreach to schools and child care sites.. We could build upon the
“presumptive ¢ligibility” provision in the Balanced Budget Act to make it casier to enrol!
children in Medicaid and CHIP. The BBA option allows limited sites (g.g., hospitals} to give
low-income children temporary Medicaid coverage on the spot while they are formally enrolied
in CHIP or Medicaid, This proposal wonld hroaden ihese sites 1o include schools; appropriate
_,_@ child care sites, and Mead Start sites, atthe glate’s optign. HCFA actuaries preliminantly estinate
hatihis propossl would cost $400 million over Svears. Also, under the BBA, states that use
presumptive eligibility must pay for its costs ont of the CHIP aliotment, reducing the amount
available for othur coverage, States have advised us that this requirement discourages them from
taking advantage of the presumptive eligibility provision. HCFA actuaries preliminarily estimate
. that dropping this requirement would cost $25 million over 5 years.

z
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Accessing 90 pereent matching funds for outreach, A third way (o increase funding
for children’s health outreach is to increase states’ flexibility in using a special Medicaid fungd set
aside in TANF for mzmach fof children 1051119, welfare, This $SQ§ miiiion fund is c;zmgtly

_ 4 ¢ Ljust welfare children, P{LFA actuarics preilmmz«mi}
estamato tlzal this pol:cy wm%é cost $100 miltion over 5 years. NGA supports this change,

Simplifying enrollment. A simple, accessible enrollment process could encourage more
famifics to enroll their children in Medicaid or CHIP. To help create such a process, we proposc
several astions, all of which are inexpensive. First, we could streamliine the application process
by simplifying Medicaid eligibility and by encouraging the usc of simple, mail-in applications.
HOFA has already developed a model single application form for both Medicaid and CHIP. We
could condition some of the financial incentives described above on using a single or simple
application. Second, we are reviewing the feasilsility and cost of a nationwide 1-800 number that
will link families with their state or local offices. Such a number could be placed in public
service announcements, on the bottom of school lunch program applications, and on children’s
goods like diaper packages.

Discussion

There is unanimous support asress agencies for focusing on children’s health cutreach,
HHS, Treasury and CEA believe that such outreach should be the Administration’s first priority.
NEC/DPC and OMB believe that aggressive ontreach will be needed 1o meet or exceed thie
Administration’s goal of covering 5 million uninsured children, Although OMB is supportive, it
poinis out that because some children may be impossible to reach and some siates may not use
these options, we are unlikely (o enrolf all 3 million children. NEC, also supportive, raises the
concern that spending on an outreach initiative may be 3 commumcations challenge so soon after
the enactment of the $24 billion base children’s health program. However, policy exports,
Governors, and children’s advocates alike will endorse this initiative,

One preat challenge is the diffieulty of finding savings {rom Medicaid 1o offset the costs
of this initiative. 'With this in mind, your advisors are considering the tobacco settiement ag a
financing source. Specifically, we are exploring the advisability of allowing stales te retain the
Federal share of the tobaces funds If they dedicate those funds to high-priority Adininistyation
initiatives dike ¢hild care, education, and headth care. Governor Chiles would support such an
approaach i we dedicate the funds 1o children’s health care, nol just outreach,
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B. WORKERS BETWEEN JOBS INITIATIVE 2-29-41

Families who lose health insurance while they are between jobs are a small but important
group of uninsured Americans. These people pay for health insurance for most of their lives, but
go through brief periods without coverage when they are temporarily unemployed. [f they
experience a catastrophic illness during this transition, the benefit of their years™ worth of
premium payments is fost. In addition, they could tose protection under the provisions of the
Kassebaum-Kennedy legislation once they regain coverage.

Pelicy Options

There are two oplions. The first is that we inchude the same proposal that we have carried
in our last two budgets. All states would receive grants to provide temporary premium assistance
to eligible low-income families. States would use this money to partially subsidize families’
premium payments for up to 6 months. This program costs $10 billion over four years, or about
$2.5 billion per year. The same program could be scaled back by sunsetting it in two or three
years or possibly reducing the subsidy amount, It would still prebably cost at least $1 billion per
year to have a nationwide program with enough funding per states to address this problem,

A second eption is to propose the same policy but in a limited number of states. To test
how best to address this population’s needs, we would select states using a range of approaches
like a COBRA-bascd subsidy, Medicaid, or covering the parents of children covered by CHIP,
Since it is a grant program, we could make this program as large or small as we want. To give a
sense of the options, last year's 310 billion proposal over [our years Eovered about 3.3 million
people with incomes below 240 percent of poverty. 1f we agsume the same set of policy
parameters, a demonstration of §1 billion over 5 years would cover about 230,000 peaple; #
demonstration of $2.5 billion would cover about 60¢,000; and a demonstration of about §3.5
billion would cover about 800,000 people. OMI has suggested that we could limit the costs by
only offering assistance to peaple below poverty. However, NEC/DPC are concerned about that
this shifis the target away from the middle-class families we originally intended to help.

Discussion

On policy grounds, all of the agencies support this pelicy. 1 has been in our last two
budgets because of its merits. Floalth coverage for workers changing jobs could also be
snportant 1o a worker security thame in the State of the Unlon. This poticy remains Labor’s first
priority because if targets a particularly vilnerable group and addresses (he worker insecurity
issues that playved souch a large role 1 the debate over Fast Track. OMI3 and CEA would support
this initiative 1f there are sufficient funds. HHS believes that thig policy is no mote viable this
year than it has been in the past; HHE would also object to using Medicare and Medicaid savings
to fund this proposal. DPC/NEC are concerned about dropping this policy aliogether and support
a demonstration that 1s large enough to be viewed as improving coverage. H resources are
timited, however, we Aygg@?ﬁrafar the children’s outreach initiative o thig proposal.

B
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. C.  VOLUNTARY PURCHASING COOPERATIVES FRF LI BN

Workers in small firms are most likely to be uninsured. Over a quarter of workers in”
firms with fewer than 10 emplovees lack health insurance — almost twice the nationwide
average. While 88 percent of workers in firms with 250 or more workers are offered health
insurance, only 41 percent of workers in firms with less than 10 workers ate offered coverage.
This disparity refiects the poor functioning of the small group health insurance market. Studies
have shown that administrative costs are higher and that small businesses pay more for the same
benefits as larger firms.,

Grants 1o States

Given the disadvantages faced by small firms, the question s are there policies that can
make insurance more affordable for small businesses and their emiployees? In the fast two
budgets, we have included a policy to provide seed money for states to establish voluntary
purchasing cooperatives. These cooperatives would allow small employers to pool their
purchasing power o try to negotiate better rates for their employees. This year, we propose both

the original policy and a variation: a competitive grant approach so that a more limited number of
I states could receive a smaller, but more targeted, pool of funds. The total costs would be 350 10
3100 million over 5 years.

Discussion

All agencics remain supportive of this policy and believe it should be included in this
year's budget, In the past, we have failed to enact this proposal because Congressmian Fawell
has pushed an alternative approach more attractive to small businesses, Fawell’s proposal would
help small businesses (o self-insure and in so doing escape all state regulation.. Governors and
consumer groups have consisiently opposed the Fawell approach, f’earmg that it would leave the
small group market with only the most risky and expensive groups, as low-tisk groups move into

the seifuinsured, non-repulated market. Our recent conversations with Fawell suggest that he
may be open 1o c0mpwm15& this ycar in @ way that he ims aot been in the past.
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THE WHITE HOUSE
WASHINGTON

December 13, 1997

MEMORANDUM TO THE PRESIDENT
FROM: BRUCE REED

GENE SPERLING -
CHRIS JENNINGS

SUBJECT:  Reforms that Prepare Medicare

The Balanced Budget Act (BBA) that you enacted took necessary steps to modernize the
Medicare program and prepare it for the twenty-first century. It extended the life of the Trust
Fund to 2010, invested in preventive benefits, provided more choice of plans for beneficiaries,
strengthened our ongoing fraud activities, and lowered cost growth to slightly below the private
sector rate through provider payment reforms and modest beneficiary payment increases.
Héwever, the BBA's policies were not intended to solve Medicare’s long-term probiems.

The Medicare Commission was established to address the demographic challenges posed
by the retirement of the baby boom generation. The question is whether we should take action
prior to the March 1999 Commission deadline o {urther strengthen the program and lay the
groundwork for implerentation of likely Commisston recommendations. '

The NEC and DPC have led an interagency examination of several policy options. This
memo examines options to insure pre-68 year olds, 1o extend Medicare coverage of patient care
costs axsociated with clinical trials, and to increase private long-{erm care insurance, Financing
aptions to pay for these proposals follow this deseription.

Your advisors have differing views on whether to pursue any new proposals while the
Medicare Commission is active and which proposals to pursue if you choose 1o do so, OMB and
to some extent Treasury have concermns about 2 pre-83 option, becauge it may open the door o
subsidies for a costly population and have the unintended effect of reducing emplover coverage.
Both OMI3 and Treasury oppose the clinical cancer trials proposal because it could set a
precedent for every other disease group 10 ask for the same treatment,

Should you decide to pursue all of the oplions, traditional Medicare savings alone may
not be sufficient to offset the costs and a Medicare income-related promium may be necessary,
Such a premium will be politically contenticus, although possibly more acceptable to our
Democratic base if Hnked to & benefit expansion. Given the complexity of any decision to adopt
an income-related premiuvm, we outline here some of the issues, but defer a recommendation
until we can mect with you on the subject.



A. PRE-65 HEALTH INSURANCE OPTIONS

Although people between 55 and 65 years old are more likely 1o have health insurance
than others, they often face greater problems with access to affordable health insurance,
especially when they are sick. Individuals in this age group are al greater risk of having health
problems, with twice the probability of experiencing heart disease, strokes, and cancer as people
ages 45 to 34. Yet their access {0 affordable employer coverage is often lower because of work
and family transitions. Work trensitions increase as people approach 63, with many retiring and
shifting to part-time work or seif~cmployment as o bridge to retirement. Some of this transition
is involuntary. Nearly half of people 535 to 65 years old who lose their jobs when firms downsize
or close do not get re-employed. At the samie tine, family transitions reduce access to employer-
based health insurance, as individuals are widowed or divorced, or as their spouses become
eligible for Medicare and retire.

As aresult, the pre-65 year olds, more than any other age group, rely upon the individual
health insurance market. Because their costs are not averaged with younger people’s (as in
employer-based insurance), the pre-63 year olds often face relatively high premiums and may
face exorbitant premiums if they are sick. While the Kassebaum-Kennedy legistation improved
access for people with pre-existing conditions, it did not restriet costs.

These access problems will increase because of two trends: the decline in retiree health
coverage and the aging of the baby boom generation. Recently, firms have cut back on offering
pre-65 retirees health coverage; in 1984, 67 percent of large and mid-sized firms offered retiree
‘insurance bul in 1997, only 37 percent did (although this decline may be slowing). In addition,
in several small but notable cascs (g.g,, General Motors and Pabst Brewery), retirees” health
benefits were dropped unilaterplly, despite the {inn’s prior commitment. These “broken
promise” retirees do not have access to COBRA continuation coverage and could have difficulty
finding affordable individual insurance. An even mote important trend is demographic. The
number of people 55 to 65 years old will increase from 22 to 30 million by 2005 and to 33
million by 2010. Assuming current rates of uninsurance, this trend could raise the number of
uninsured in this age group from 3 million today 10 4 million by 2003, without even taking into
account the decline in retiree health coverage.

The last reason for considering the coverage issues of this age group is the likelihood of
proposals to raise Medicare eligibility age to 67, consistent with Social Security. The experience

with covering a pre-65 age group now will teach us valuable lessons if we noed o develop policy
options {or the 65 w 67 year olds.

Pelicy Questions

Twao central quostions determung the policy options for the pre-65 year olds: what is the
target population, and what is the best way 1o cover these people.



Whom fe Target. As with any incremental reform, targeting is essential to reduce the
chance that the policy unintentionally offsets or reduces employer health coverage. While this
policy will not affect employers’ decisions to offer coverage to their curtent workers, it may
affect employers’ decisions to cover retirees, as well as employees? decisions to retire early. To
protect against substitution, your advisors recommend Jimiting eligibility to a subset of the pre-
63 year olds, There are two ways to limit gligibility.

The first approach is to limit eligibility to people ages 62 to 65, The 6 million people
ages 62 1o 05 work less than to people ages 55 1o 59 (48 percent versus 74 percent}, are more
likely to have fair to poor health (26 versus 20 percent), and are more likely to be uninsured or
buy individual insurance {28 versus 21 percent). In addition, 62 is the age st which Social
Security benefits can be ageessed. Within this 6 million, we could limit ehigibility 1o the 2
million without access to employer or public insurance, and require that they exhaust COBRA
coverage. These steps should reduce the likelihood that the policy will Jead individuals to retire
or drop retiree coverage.

A second approach is to limit eligibility within a broader age group — 6.8, 55 to 65 year
olds — to individuals wha lack access to employer-baged insurance for particular reasons:
{1y Risplaced workers: About 60,860 people ages 55 to 65 lost their employer insurance when
they lost their job because a firm closed, downsized, or eliminated their position.  (2) Medicare
spouses: As many as 420,000 people lost employer-based family coverage when their spouses
{almost all husbands) turned 65 and retired. This number could grow if employers drop retirees’
dependent coverage for these spouses as a result of this policy. (3) “Broken promise” people: A
small but visible and vulnerable group is the pre-65 retirees who lost retiree health coverage due
1o a *broken promise” (L., when the employer unexpectedly terminated coverage).

How to Provide Coverage. The second question is: what is the best way to increase
aceess to affordable insurance? One approach is to extend COBRA continuation coverage for
longer than 18 months, Currently, COBRA allows insured workers in firms with 20 or more
employees 1o continue that coverage for 18 months by paying 102 percent of the premium. The
major problems with extending COBRA are that (1) people in small firms are not eligible, (2)
businesses will consider the pelicy an unfunded mandate, and (3} the policy could lead to
discrimination against hiring older workers. In addition, firras could use this longer COBRA
mandate as an excuse to not cover any employees.

A seeond approach'is a Medicare “buy-in™ Eligible people could buy into Medicare by
paying a premium. Since Federal premium assistance for this group is prohibitively expensive,
vour advisors agree that participants should pay the full premiunm: the age-adjusted Medicare
payment rate, pius an add-on for the extra risk of participants. This add-on could be high if, as
the actuaries expect, most participants will be sicker than average. To attraet healthier people
and make 1t possible for more people o take advantage of the benefit, we could defer payment of
part of the premium (g, this risk add-on) wntil age 65 by “amaortizing” the payoient. Under this
aption, Medicare would pay part of the premium as a loan up front, with repayment by the
heneficiaries with their Part B premiums. This loan would be a Medicare cost in the short tern,



Option 1. “Broken i’}mmise” Peaple Only. The minimal option, with no Federd cost,
is to require employers to offer COBRA coverage to retirees whose coverage they have dropped.
This would allow retirees to buy into their active employer plan until age 65 at a premium
(possibly 150 percent of the group rate, as has been done for other special COBRA populations),
Even taking into account the premium payments, emplovers would bear some of the costs of
their desision to terminate coverage, given the higher costs of people in this age group.

Option 2. Medicare Buy-In for Select Groups. The second option is to allow s
Medicare buy-in for a subset of 55 to 65 year olds who have limited access to employer
insurance. One group is the “Medicare spouses” — primarily uninsured women ages 55 10 65
whose husbands are already on Medicare. An alternative (or complement) is displaced workers,
Since these groups are small, Medicare cosis would be low.

Option 3, Medicare Buy-In for 62 to 63 Years Old Plus Sclected Groups. The third
option is to allow 62 to 65 year olds, plus a group like displaced workers, to buy into Medicare,
This group 1s representative of the 65 to 67 year old population, giving a sense of what would
happen if Medicare eligibility were postponed 10 67 years old, The HCFA actuaries estimate that
the Medicare cost of the worst-wase scenario ~— 300,000 sick participants —ig $1.1 billion per
year, not taking into account any beneficiary pay-back. Their initial estimate for the 62 to 65
year olds’ costs, nsirzg more realistic assumptions, is about $300 million per year. They assume
that 160,000 peaple will participate: 70,000 currently uninsured and the remamécr prwlomzly
insured by expensive, individual insurance. Note that OM : ¢ | these est :

Discussion

Despite likely business opposition, your advisors all support a COBRA option for the
“broken promise” retirees. Beyond this, your advisors have not yvet reached a consensus. OMB
and CEA are concerned that any unsubsidized entitlement for pre-65 year olds will not stay that
way for long because pressure will build to lower the premiums, To iest a buy-in for the pre-65
year olds, OMB and CEA would recommend covering only Medicare spouses, because doing so
would probably have a smaller effect on the general trend in retiree health coverage and
retirement, The Department of Labor supports a general Medicare buy-in. t feels strongest
about covering displaced workers because of its broader goal of improving workers” security,.
Treasury shares OMB and CEA’s concerns but would not object to a general Medicare buy-in if
there were strong incentives for participants to enroli in managed care, This policy would make
insurers, not Medicare, bear the rigk, but could be politically difficult. HHS supports the
broadest option and is concerned about only covering select groups since the enroliment may not
be sufficicnt to justify the administrative effort.

MEC/DPL recommend a package that includes (1) a Medicare buy-in for 62 to 65 year
olds; (2) a Medicare buy-in for displaced workers; and {3) COBRA for the “broken promise”
people. We (hink that this package is sufficiently narrow to finit effects on retiree health
coverage or retirerment. At the same tme, the policy responds 10 the concerns of pre-63 year olds
who feel vulngrable 1o losing employer coverage and/or facing unaffordable premiums.
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B. PRIVATE LONG-TERM CARE OPTIONS

A second idea to improve access to insurance focuses on long-term care, Unlike acute
care, long-term care is not primarily financed by private insurance, which pays only 6 percent of
its costs. Medicaid pays for 38 percent, Medicare pays for 21 percent, and famities pay for 28
percent of the costs out of pecket. This large government role may not be sustainable as the baby
boom generation retires. Today, one in four people over age 85 lives in a nursing home. This
eould increase substantially as the proportion of elderly hiving to age 90 ig projected to increase
from 25 percent to 42 percent by 2050. Thus, it is important to encourage the development of
private insurance options. The Kassebaum-Kennedy legisiation took a step in this direction by
clarifying that certain long-term care insurance is tax deductible. Bui bevause many people
incorrectly assume Medicare covers all of their long-term care needs and do not know about
private long-term care insurance, more action is needed. This action could include providing

. - information to Medicare beneficiaries about private insurance, funding a demonstration program

to improve the quality and price of private insurance, or both. None of these options includes a
new Medicare entitlement or subsidy.

Infermation on Quality Private Long-Term Care Insurance

We propose to leverage our role in Medicare to improve the quality of and access to
private policies. HCFA would work with insurers, state regulators, and other interested parties to
develop a set of minimum standards for private long-term care policies. 1f a plan met these
stariards, Medicare would approve its inclusion in the new managed care information system.
{As a reminder, the BBA included provisions to provide annual information on managed care
choices to bengficiaries.) This proposal would build upon that system and cost up 1o 325 miliion
in discretionary funds over 5 years (35 million in FY 1999), distinet from the user fees currently
authorized for the managed care information system. We also could propose a demonstration
- that would fest the feasibility of a partnership between Medicare and private long-term care
insurance on a limited basis. Alternatively, we could experiment in providing more long-term
care through Medicare managed care. The cost of & demonsiration would depend on its size and
policy parameters, but could be himited to 3100 to 300 million over 5 years.

Biscussion

We believe this proposal has significant potential and is worth further development.

There is some concern at HHS that coming 1w an agreement on a set of standards could be
difficult and that insurers may argue that our standards drive up the cost of the polictes, making
thent unaffordable. HHMS also would prefer that any demaonstration be funded through the
mandatery budget. However, these concerns may not be insurmountable, especially since one
objective of a demonsiration could be to nvestigate high-quality private options that are
affordable. Finally, we are still looking into the feasibility and advisability of using tax
incentives 1o encourage the purchase of private long-term care policies andfor the use of IRAs for
Aong-ferm care financing, although Treasury izas strong concerns about the effectiveness of such
options.



C. MEDICARE COVERAGE OF CANCER CLINICAL TRIALS

Medicare has not traditionally covered patient care costs associated with clinical trisls.
Scientists and advocates believe that we are not making sufficient progress in treating cancer, in
part because the lack of Medicare coverage limits participation in these trials. HHS and DPC
have been working on an approach that covers patient care for a limited number of these trials.
Because of concerns about its cost, OMB and Treasury strongly oppose this option.

\ Nearly half of all cancer patients are covered by Medicare, vet Medicare does not cover
paitent care costs associated with these trials. This care can often be prohibitively expensive for
cancer patients and their families. Expanding Medicare coverage could increase access to trials
for the many beneficiaries with cancer. Historically most insurers have covered clinical trials for
children. As a consequence, nearly 70 percent of children with cancer participate in clinical
trials. Scientists agree that this participation rate has helped improve cancer treatments for
children, and some argue that it is one reason for the dramatically higher survival rates for
children cancer patients, .

The lack of participation in trials, related to Jack of Medicare coverage, has significant
implications for research in all cancer areas, particularly for those cancers like prostate cancer
where clinical trials are particularly undersubscribed. According to a former National Cancer
astitute director, if 10 percent of all cancer patients participated in such trials, trials that
currently take three to five years would take only one year. Additionally, as the nation's largest
insurer, Medicare plays a significant role in setting the standard for the insurance companies. A
commitment from Medicare to cover clinical trials would go a long way to encourage private
insurance companies 1o cover these trialg,

Proposal

We have developed a proposal 1o expand Medicare to cover patient care cosis of cancer
clinical trials conducted at the NOI and trials with comparable peer review. In addition, we
would require a National Cancer Policy Board to make further coverage recommendations, and
HHS to assess the incremental costs of such trials compared to conventional Medicare-cavered
therapies. Assuming the trug incremental costs are substanttially less than the actuaries project, as
we believe, additinnal trial coverage a8 recommended by the Board could occur. The initial
coverage would cost $1.7 billion over five years. Senstors Mack and Rockefeller have
developed 2 more expansive and expensive proposal {co-sponsored by 26 Senators), which
covers all FIDA trials, many of which the experts believe do not meet a scientifically-meritorious
standard.



S P b omonba

A possible alternative way fo cover clinical cancer trials’ patient care costs is to dedicate
resources from any significant increases that NIH / NCI1 receive in the upcoming budget, NCI
could use thess increases to simplify and centralize its clinical trials system, which has the
potential to increase patient access. Although this option may be effective, the cancer
community has clearly stated its preference for extending Medicare coverage. Another
possibility is to require drag companies desiring Medicare coverage of additional clinical trials to
contribute to part of the patient costs,

Discussion

HHS is supportive of this policy and believes that it would not only give Medicare
beneficiaries choices, but would encourage the private industry to cover clinical trials as well,
HHS noles that this proposal is the highest priority for most of the cancer community as well as
many in the women's community who believe it is an essential step to improve breast cancer
treatment. The advocates have made it clear that they would strongly prefer the more expansive
and expensive Rockefeller/Mack approach. But, the Senators might well support our proposal as
an important first step and this would matter greatly to patient groups and the cancer community.

OMB and Treasury strongly oppose the Medicare coverage option. They note that
Medicare would incur a large cost to provide medical services that are experimental and,
therefore, unlikely to help the majority of beneficiaries. They also beheve it will create
enormous pressure to cover more types of cancer trials as well as non-cancer trials. Congress
would likely expand the proposal beyond coverage of NCI trials, which will be very costly (up to
$3 billion over five vears). Moreover, similar support will be demanded for trials of treatments
for Alzheimer’s, Parkinson’s, and other maladies. OMB also believes drug companies — 1ot
Medicare — should take the lead in improving Medicare beneficiaries’ access fo clinical {rials,

While recognizing the OMB and Treasury concerns, DPC/NEC believes that Medicare
coverage has potential to contribute to expansions of ¢linical trials and possible break-throughs
in cancer treaiment. Our recommendsation {0 include it in the FY 1999 budget depends on other
decisions. If resources are limited, we would propose the pre-63 initiative instead of this one. In
addition, a major increase in the NIH — and NCJ - budgets could lessen the need for this
policy. But, if sufficient resources are available, we would recommend that you support this
benefit as a reinvestment in Medicare and an enhancernent of our biomedical research package.
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D. MEDICARE ANTI-FRAUD POLICIES AND INCOME-RELATED PREMIUM

Funding for Medicare initiatives will probably require Medicare offsets. One approach is
to use Medicare anti-fraud initiatives. HHS and OMB believe that these offsets could totaf about
$2 billion over 5 years. This amount could fund some, but not all of the initiatives described
above. To fund a more expansive series of initiatives, you may have to consider an income-
related premium, which generates at least $8 billion over 5 years.

ANTI-FRAUD PROVISIONS

In our ongoing efforts to reduce Medicare fraud, we have identified a number of small but
important policies that could total about §2 billion over five years. Several of them address
problems identified by the HHS Inspector General, such as the overpayment by Medicare for
certain cancer drugs, that you highlighted in your radio address today.

INCOME-RELATED PREMIUM

Medicare subsidizes 75 percent of the Part B premium for all beneficiaries, inchuding the
wealihiest. Higher income beneficiaries, who actually receive more Medicare benefits than do
poor beneficiaries, could afford premiums without subsidies. However, the addition of an
income-~related premium would make Medicare less of a social insurance program.

As you know, the Administration has publicly supported an income-rel ated premiwn. it
is not clear, however, thal we should include this policy in our budget. Because this issue i very
complicated, we will not make 4 recommendation until we meet with you on the subjecti.

Policy Options

Building from our position last summer, the income-related premium would be
administered by the Treasury Depariment, not HCFA or the Social Security Administration.
Eligible people would fill out each year a Medicare Premium Adjustment form (a separate form
or a linc on the 1040 form) and send a check fo “The Medicare Trust Fund.” Revenue from this
premium, which is 21 least $8 billion over 5 years, depends on who pays and how much they pay.

Who pays. The income thresholds determing how many people are paying the higher
amount, We proposed thresholds of $90,000 for singles and $115,000 for couples in the Health
Security Act. Last summer, the Senate, including most centrist Democrats, passed a policy that
began the extra premium payment at $50,000 for singles and $65,000 for couples. During the
budget debate, we did not express support for particular thresholds.



How much., The amount of the payment for the wealthiest beneficiaries is a second
question. In the budget debate, we argued that a 100 percent premium (no subsidy) would cause
some healthy and wealthy people to opt out of Medicare. However, an analysis by the Treasury
Department this fall found that the effects of a 100 percent premium would be smaller, HHS
would strongly object to changing cur position to support an income-related premium that
completely phases out the Part B subsidy. If we decide to change our past policy, we should
have a strategic discussion about the timing of announcing such a change.

Discussion

The decision to propose an income-related premium is complicdted, and your advisors
have differing views about its timing and, to some extent, advisability. Some believe that we
made a decision last summer to support this policy, regardless of circumstances. However, its
introduction may provoke criticism. Many Democrats and possibly AARP will oppose the
income-related premium {though this apposition may soften if the premium is linked to a
Medicare investment}. In addition, Republicans might label it a new tax and use our support for
it as an issue during the 1998 campaign. The Medicare Commission almost certainly will
recormmend this policy if you do not in the spring of 1999, Leaving it to the Commission has the
advantage of providing both Democrats and Republicans with political cover, but the
disadvantage of decreasing your control over the structure of the premium and how it will be
spent. DPC/NEC will prepare for a separate meeting to discuss this issue,
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WASHINGTON
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December 15, 1997

MERMORANDUM FOR THE PRESIDENT

FROM: Bruce Reed
Gene Sperling
-Elena Kagan
SUBJECT: "New Initiatives on Discretionary Side of Budget

As vou know, OMB is trying to find an additional $6 billion for discretionary spending. *
Assuming this moucy becomes available, the DPC and NEC recommend that vou fund the new
initiatives lizted below -- in the amounts listed below « in your FY 1999 budget. OMB bhas
signed off on these recommendations. Some of the departments, however, may appesal for
- -inéreases in buse programs that would cut into the amount of money available for new initiatives,

We already have given you detailed memos on most of these initiatives. 1f you approve
the initiatives, you can announce any or all of them in the State of the Union

Because so many of the new initiatives involve education, we are attaching an appendix
to this memo that shows recommended funding levels for the Depaniment of Education’s major
base programs. in reviewing the education spending, you should note that the Department has
just reestimated Pell Grant costs in a way that will free up additional monies. We had thought
we would need a $434 million increase in the Pell Grant Program to raise the maxirmum award
from $3,000 te $3,100. The new estimates show we can finance these policies with between
o $15G miflion and $220 millivn less. We are currently considering whether to Keep these funds in
o, the Pell Greaw Program to support a larger increase in the maximum award and meake other policy

changes, of alfematively to invest them in the After-School and Head Start components of the
child care initiahive,

Education

1. Educaticss Gy pertunity Zenes {$225 million): This initiative will provide funding to about
2$ high-poverty urban and rural school districts for agreeing to adopt a “Chicago-type” school
reform agenda that includes cnding social promotions, removing bad teachers, reconstituting
failing schouls, and adopting district-wide choice.

2. College-Schacl Partnerships (8150 million): This initiative, which builds on Eugene Lang's
model of hielping disadvantaged youth, will provide funding for college-schoo! partnerships
designed to provide mentoring, tutoring, and other suppeort services (o students in high-poverty
schoals, starting in the sixth grade and continuing through high school. The six-year funding



path will provide help to nearly 2 million students. The proposal also will include Chaka
Fattzh's idea of early notification to disadvantaged 6th graders telling them of their Pell Grant
and loan eligibility. :

3. Campaign on Access to Higher Education (820 million): This initiative will fund an
intensive publicity campaign on the affordability of higher education. The goal of the campaign
will be to make every family aware that higher education is now universally accessible - and
that it is the key to higher carings.

4. Teacher Recruitment and Preparation ($67 million): This imtiative, which you previewed
last July at the NAACP Conference, will provide scholarships 1o nearly 35,000 new teachers over -
five years for commiting to work in high-poverty urban and rural schools, 1t also will upgrade
the quality of teacher preparation programs serving these communities.

5. Technology Teacher Training (Approx. $230 million): This initiative will dedicate 30
percent (about $150 million) of the Technology Literacy Challenge Fund (which is being
increased from $425 to $500 million) to ensure that at least one teacher in every school receives
intensive training in the use of technology for education, so that those “master teachers” can train
their colleagues. An additional $80 million will begin an effort to train every new teacher in the
latest technology. )

6. Hispanic Education Action Plan ~ (3195 million er more): This initiative will increase
funding for a number of existing programs o improve education for Hispanic Americans and
other limited English proficient (LEP) children and adults. It would double our investment in
training teachers 1o address the needs of LEP children; boost the Migrant Education Program by
16 percent; increase the TRIO college preparation program by 10 percent; and create a 5-year,
$100 million #ffort to disseminate best practices in ESL training for adults. We would
accompany these program increases with administrative actions to help Hispanic students
complete high school and succeed in college.

7. Distance Learning ~ (850 million?): We are still in the process of developing a new
initiative, related to Governor Romer’s Western Governors University, to promote the use of
technology 1o give people “anytime, anywhere” access to learning opportunities.

We recommend placing most of the child care initiative « i particular, the proposed
increase in the Child Care and Development Block Grant and the establishment of & new Early
L.earning Fund -- on the mandatory side of the budget. The smaller pieces of the initiative that
we propose placing on the discretionary side are the following:

1. After-School Program Expansion ($100-200 million): This program expansion will
increase funding of the 21st Century Community Learning Center Program (now funded at $40 .



million} for before- and afier-schonl programs for school-age children at public schosls.
Depending on the exact funding level chosen, this investment will create new programs in 1,500-
4,000 schools with glots for between 73,000 and 200,000 children; at the same time, it will
enable still more students to participate in gther school-site activities.

2. Standards Enforcement Fund (3108 million}: This new fund will support state efforts to
improve licensing and accreditation of providers, and to enforce health and safety standards --
particularly through usannounced inspections of child care settings. The fund also will enable”
states to issue report cards, for use by consumers, on the quality of the facilities inspected.

3. Provider Training (35160 millionp: A new Child Care Provider Scholarship Fund, which
you proposed at the Child Care Conference to fund at $50 million annually, will support 50,000
scholarships each year to child care workers working toward a child care credential, The
students will commit to remaining in the ficld for one year for each year of assistance received,
and will earn increased cornpensation or bonuses when they receive their credential, An
additional $1-10 million wall allow the Department of Labor to expand its Child Care
Apprenticeship Training Program, wh:ch funds providers combining work toward a degree with
on-the-jobs pzactzcc

4. Research and Evaluation Fund {$10-30 million): This new fund will establish a National
Center on Child Care Statistics, and provide grants for research projects and state and local child
care hotlines and consumer education activities.

5. Head Start and Early Head Start Expansion {82&4*334 mililon) This level of increased
investment in the overall Head Start budget should permit doubling the set-aside for Early Head
Start over five years without reducing the resources available for children 3-5. The doubled set-
aside would enable more than 50,000 additional children o receive Early Head Stant scrwccs in
2003,

. 1, Welfare-to-Work Housing Vouchers (8283 million): This initiative will provide 50,600
new housing vouchers to help welfare recipients in public housing who need to move in order to
find employment. HUD will distribute these vouchers on a competifive basis to public housing

- authorities working with local TANF agencies and/or grantees of the new $3 billion weifare-to-
work program. (A separate proposal, for which no new funding is needed, would allow families
in public or assisted housing to use vouchers to buy a home; HUD expects this proposal to assist
some 25,000 people become homeowners over two years, though OMB believes this figure to be
exaggerated. )

2. Housing Portability/Choice (820 million): In addition 10 the new welfare-to-work housing
vouchers discussed above, pur proposed package on housing portability and choice expands
Regional Opportunity Counseling sites and takes administrative actions to eliminate obstacles to



portability in the Section § housing program.

3. “Play-by-ithe-Rules” Homeownership Proposal ($30 millien): This inttistive will assist
farnilies that always pay their rent on time to besome homeowners., The Neighborhood
Reinvestment Corporation will provide downpayment assistance, interest rate buydowns, or
rehabilitation loans to approximately 14,000 families.

4. Homeownership Opportunity Fund {($11 millien): This initiative will provide funds for
HUD to develop a loan guarantee program to allow state and local governments to leverage
current HOME funds with private-sector investments to fund large-scaie, affordable housing
deveiopments in distressed communities.

5, Community Empowerment Fund ($300-400 million): This initiative establishes a
public/private fund (“Eddie Mac”™), which will invest in inner-city businesses and creaie a
secondary market for economic development loans (like Fannie Mac},

6. Homeless Assistance ($250-325 million): This level of increased investment includes $177
mitlion to help 32,000 homeless people receive Section § vouchers.

1. Child Labor ($89 million): This initiative is anchored by a $30 miflion commitment ~- up
from $3 million - to the International Program on the Elimination of Child Labor JPEC). The
initiative also wil] include funding to improve Customs Service enforcement of 11.8. law banning
the import of goods made with forced or bonded child labor (§3 million) and to double the
Department of Labor's enforcement of child labor laws in the agricultural sector (34 million).
Finally, the initiative will provide additional funding to the Migrant Education Program so it can
reach 56,000 more migrant children ($50 million). We are developing non-budget items to fill
out the package.

2. Community Adjustnient ($50 million): This initiative will fund the creation of the Office of
Community and Economic Adjustment {OCEA), which we proposed as part of the Fast Track
debate. As you know, this office will be modeled after the Defense Department’s Office of
Economic Adjustment — the Administration’s first point of contact with communities
experiencing a military base closure or defense plant closing. We expect the Office to help 35-40
communities in its first vear of operation. The inifiative aiso will fund a variety of other efforts
o assist communities that face sudden and severe economic dislocation.

3. Out of Sehoel Youth Gpportunity Pregram ($250 million): Congress advance appropriated
£250 miilion for this program last year contingent on the passage of authorization legislation,
The program will fund competitive grants for efforts to increase employment among out-of-
school youth between the ages of 16 and 24.



Health

1. 21st Century Trust Fund (Approx. $1 billien): This initiative will provide substantial
additional funding to NIH (§750 million) and NSF (8250 million), ramping up substantially over
time, for research activities -- particularly on the treatment and cure of diseases. We will provide
you with a separate memo on this initiative in the next day or two. Funding for this initiative
will come from comprehensive tobacco legislation.

2. AIDS Programs Expansion ($165 million): A funding increase for the Ryan White Program
of almost 15 percent will go principally toward ADAP, to ensure that new and effective
treatments of AIDS reach those who need them. Some of the funds will support education and

prevention programs operated by states, cities, and community health centers, as well as by the
CDC.

3. Racial Disparities in Health Care (380 million): This initiative will address racial
disparities in six areas of health care: infant mortality, breast and cervical cancer, heart disease
and stroke, diabetes, AIDS, and immunization. The proposal includes additional funding (350
million) to established public health programs to adapt and apply their prevention and education
strategies to eliminate racial disparities. It also includes funding (330 million) for up to thirty
local pilot projects to test innovative approaches to reach this goal.

(Katie McGinty proposed and has further information about these initiatives)

1. Climate Change (3400 million): To support our broader climate change initiative (including
tax incentives), this funding will go to.a number of departments in accord with PCAST’s
recommendations.

2. Second Generation Clean Water (8450 million, including some on mandatory side): This
initiative will assist in restoring 1000 watersheds that are too polluted for fishing or swimming,
Funding will go to five agencies to support a variety of activities designed to address polluted
runoff and implement comprehensive watershed management strategies.

Crime

1. Community Prosecutors (350 million): This initiative will provide grants to prosecutors for
innovative, community-based prosecution efforts, such as Eric Holder adopted in the District of
Columbia. A full 80 percent of the grants will go to pay the salaries and training costs associated
with hiring or reassigning prosecutors to work directly with community residents.

Race

A number of the above proposals -- ¢.g,, education opportunity zones, university-school .



partnerships, housing vouchers - can be presented as part of the race initiative, because they
target predominantly minority areas or provide disproportionate benefits to members of minority
groups. Other proposals descnbed above -~ the Hispanic dropout plan and the race and health
initiative ~ have obvious and explicit race connections. In addition:

1. Civil Rights Enforcement (872 million): This initiative will fund refornss to the BEOC and
the civil rights offices at DOJ, HUD, HHS, Education, and DOL. Most important, additional
funding of $37 million will allow the EEQOC 16 expand its mediation program (allowing more
than 70 percent of ail complainants 10 choose mediation by the year 2000}, increase the average
speed of resolving complaints (from over nine months to six} and reduce the EEOC’s carrent
backlog {(from 64,000 cases to 28,000). The initiative also will fund & dramatic expansion of
HUIY s civil rights enforcement office (in the 30th anniversary year of the Fair Housing Act) and
improve coordination among the governunent’s ¢ivil rights offices, We are preparing a number
of non-budgetary administrative actions, especially invelving fair housing and lending, to
accompany our budget proposals in this area, - _



The recommended funding level for all of the Depariment of Education’s discretionary programs
(including new initiatives) is $30.9 billion, an increase of $1.4 billion {4 percent above FY 1998).
In addition to providing for the new initiatives described above, this recommended budget
maintains or increases fundiog for the Department’s major base programs, whée reducing certain
lower priority spending,

Major Base Programs

. The full amount needed to maintain progress on test

éeﬁciopmcm

Egummz,mmnm A $289 mitlion increase would maintain higher independent student
eligibility and raise the maximum award from $3,000 to §3,100. The additional $15¢ million
previously thought necessary to effect these policies would increase the maximum award by
another $50; alternatively, as noted earlier, we could use these funds o increase our inw estmenis
in the After-School and Head Start components of the child care initiative.

AW&M@ We did not get our America Reads bill in FY 1998, We did
obtain increases for tutoring in the Corporation for National and Community Service. Congress
did, however, “advance appropriate” $210 million for FY 1999 for Education, contingent upon
enactment of new law. The increase to $260 million reflects our original first vear plan.

Lfor the Disadva 1 AS . A 3350 million (4.5
percent) increase over FY 2993 to serve an aédmonal 4@2) {32}{3 chnldren in poor communities.
Secretary Riley requested a $492 million increase.

' Goals 2000- $31G million. A $10 million increase over FY 1998, to maintain momentum in the:
States for school reform. '

’ ;3175 million. A $30 million increase over P’Y 998 for

demensiraixons of scfwoi mfnrm maodels.

. Adult Education: £394 million. A 333 million (9 pergent) increase over FY 1998 for basic
education and English language training for the disadvantaged, immmgrants, and welfure
recipients, This increase is part of Hispanic Education Action Plan discussed ahove.

Special Education: 34.811 miflion. Same as the FY 1998 level, which was increased by $775
million over FY 1997, States can spend the increase over 2 years, Secretary Riley has expressed
concem about the lack of an FY 1999 increase. We are convineed that no increase will satisfy
the advocates, and would prefer to negotiate this level in Congress, rather than use up scarce
funds in your budget now.



W&ﬂ&iﬁ&mﬂh&n An 385 million increase over FY 1998, make progress
toward your geal of 1 million Work-Study positions by FY 2000, (iven the reduction in Perking

toans (aoted below), this increase keeps the campus-based aid programs at level funding from
FY 1998,

Reductions in the Base

A number of programs have been reduced to make room for initiatives and major base programs,
including: Impact Aid (-$92 million), the Education Block Grant (-3350 million), and Perkins
Loans {-$85 million). Each of these has a vocal constituency. We believe we can make the case
that our funding of initiatives and base programs are ail higher priority than these programs,



CORE PLUS BUDGET STRATEGY

1. WHITE HOUSE CORE BUBGET STRATEGY TEAM
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3. MEDICAREMEDICAID PRINCIPALS

Cuare Plus:

Shalala

Viadek

Jennings

Min

Herman (Medicare)
Working Group Facilitator: Jennings
4. CPI STRATEGY:
Care Phus:

Chow
Roberts

Werking Group Facilitator: Sperling/Lew -

5. CPi SUBSTANCE
Core Plus:
Herman + Chief Economist
88 Commissioner
Shalala
Munneil

Working Group Coordinator: Yellin/Sumtners

6. OMB/CBO Differences:
Core Plus:

Mimarik
Munnel}

Working Group Coeovdinater: Yellin/Summers



7. 8OCIAL SECURITY:
Core Plus:

Murmell

Shaijala

SSA Administrator

Working Group Coordinator: Summers

8 TAX ISSUES AND BASE BROADENING
Core plus:
Lubick
Minarik
9. WELFARE TO WORK:
Core plus:
Shalala
Glickman
Kagan
Apfel

10. LINE-ITEM YETO:



ACTION PLAN

1. Presidential Mandate: Ecrskine Bowles Skould Get Mandaie From the President on
Importance of Balanced Budget Plan,

2. Erskine Should Ask NEC te Head np White House Core Budget Strategy Team:

* Erskine should play leadership role in ensuring that
Hiliey, NEC, OMB, Treasury are working together on Congressional
Strategy.

» [nter-Departiment Budget lmplementation Working Group:
*#* (ene/Rahm plus Managing Director and representative from each
department

** Less frequent Meetings now/but process in gear when need push
3. Core Budget Strategy Team Should Meet:

Thursday or Friday, January 3 or 10
Tuesday January 14
Wednesday  January 15

POTUS Meetings:
Thursday January 16: Overview Strategy:
Wednesday  Janumary 22: Longterm Session

4, Agenda:

1. Timeline and Process for getting to negotiations
« Conerete sutreach steps that are top priority
+ Statements/Policy at Inavgural and State of Umon
2. TP process strategy
3. Balanced Budget Amendment Strategy
4. Longterm Eattiement Strategy

8. Other Processes To Start -~ Neot Urgent for January
CPI substance :
Medicare/Medicaid aliernatives
Medicare Comniission ideas
Review of Social Security Recommendations
Analysis of Likely Republican Tax Alwrnatives
Pogsible Base-Broadening ideas
Line-ltem Velo



INITIAL. AGENDA ITEMS FOR CORE BUDGET STRATEGY .

OVERALL BALANCED BUDGET STRATEGY:
1. POTUS want as key White House priority?

2. How to capture Presidential leadership?
+ Republican {ield hearings?
* Emphasize in dramatic way in Inaugural/SOU?

3. Congressional Outreach Strategy for Each Key Group:
Core Demacrats
Blue Dog
Republican Moderaies
Ask Hilley for expdicit plan for each Group

Issues: Message from now until the release of the budget
Who should be delivering it?
When? Briefings?
Strategy for Cultivating Key Spokesman on Hill
Means for sharing information

4. Bipartisan Business Outreach Strategy:
Early Gutrcach to 20 Key CEOs

5. Opinion Leader/Press Rollout
* Both overall importance/commitment on balanced budget
» Stages of roll-out
» Ask Rahm, Gene, Lew, Summers, Drever for plan

6. Health Care Outreach/Roll-Out Strategy:
 Defense of Medicare policy
+ Promotion of reforms
= Defense of Home health
» Ask Jennings for plan

7. Welfars/Education QOutreach Strategy



IL BALANCED BUDGET AMENDMENT
1. Vote Count in House and Senate
* Appears Spiit in House: Whip occurring now
« Senate comes down 1o Cleland, Laadricu, Johnson (8D) and Tarricelli
+ Secure Feinstein ‘
« Any chance for Moscly-Braun/someone surprising?

2. Message Development on Balanced Budget Amendment

» Research on what works
v Share research?

3. Communication that for Balanced Budget for 2002 but not for Constitutional
Balanced Budget Amendment for 2002

4. Do we Got into “How to Fix" Lobbying? If o, when? ‘

+ Escape hatch/anti-recession fixes
» Bad Bill easier to defeat in states?

%, Social Security Issue as Key Demoeratic Alternntive?

» Likelihood Republicans accept a Social Security exclusion with later date?
» Hollings, Conrad, and Dorgan?

6. Cabinet Invelvement: Rubin, Defense, Riley?
7. POTUS and YPOTUS Involvemcnt:
» Do we wait till end or speak out

8. Debt Limit Vot
» Gregnspan or financial community speak our in light  of recent events?

9. Role of Judges as Buadget Committee Chairpersons;
« meaningless or over judicial involvement?
10. Other Amendment Strategy:
+ Medicare exclusion

« capital budget
» Best Technical BR Amendment



i CPI PROCESS

1. What process would we want to happen to facilitate a broad-based technicsl
agreement? -« Sct up a 12 person expert board: two appointed by
POTUS, Greenspan, Lott, Daschle, Gophardt and Gingrich.
** Potential for some baseline agreement among
Boii2
** Something that bipartisan negotiators could
tun 1o
*¥ Rigk: seen as promoting/some Dems not go along

» Set up 15 Person expert board -~ 1983 Greenspan sivle. (Exccutive Qrder)
¥* President, Senate, House each choose 3: better
institutionaily
** Fach 5 can be no more than 3 of one party.

+ Wait until negotiations and have each major party in the negotiations
choose one or two experis?

** Less forward lean, vet some possible expert
process that conld be peinted to by budget
negotiators

« Set Up Social Security or Bipartisan Entitlement Process and ask that first
Report be on Cost-of-Living Adjustment

+ Base-Closing Commission ldea: Pancl of Experis gives Besi
Recommaendation: one up or down volc.

2. Is Process 2 Relatively Safe Mcans toc Take Bold Leadership withoui Committing to
Specific result?

3. How should we react if Maderates come to us with propesal for bipartisan process?
4. Why different from Boskin Commission? Is there enough to point to already?

» Hard for us to say that there is a broad-based  agreement currently, when
peaple see Boskin vs, BLS,

5. Create Process Designed to Lead to COLA as Partial Long-term Social Security Fix
and not as part of Balanced Budget Plan:

« Basier to get agreoment for changes that impact people further ot

» Takes away ressons {or not wailing for BLE longterm

sofutiong



OVERALL STRATEGY ON LONGTERM ENTITLEMENTS

1. Longterm Medicare:

» Naotion ready to address it

» Elite suppon

+ Are solutions palatable? Is it easier to get consensus for commission but far
harder to get consensus for any plan.

2. Social Sceurity;

» Less national consensus and urgency

« Easy for politictans to avoid imperative to act:

= Partial solutions make it cven easier to avoid

longierm solutions

« productivity debate: will tax reform advocates say reform unnecessary if
higher productivity through new tax code.

» How much cure Social Security should be linked to savings debate?

3. CPE:

+ If consensus is this best way to address longterm Social Security and
savings?
4, Bipartisan Commissions:
« Understanding Presidential role and opportunities
» What is the conditions for major politically tough reforms?
1983 Commussion/ 1986 Tax reform
A Legacy Analysis:

» Political risk for legacy reward analysis

6. If Presidential Direction on Longterm: Impact on Short-term Action.



CPI SUBSTANCE
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1. Distributional -impaets and distributional Figes:

. f £ ’
» Bven if COLA adjustment correct, could have adverse
distributional consequences

. {}fzb;mlécy and political grounds, best to look for package.

« Structural: less payroll tax on low-income
warkers

» Programmatic: higher education and EITC for
poor
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2. COLA and Elderly: - ;

w
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+ Need to have administration opinion as to COLA for elderly
3. Quality Adjustment:

4. New Gouoils.
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