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December 9,1997 

MEMORANDUM l'OR THE PRESIDENT 

FROM: GENESPERLING AND BRUCE REED 

"•
RE: Poucy Initiative Memos 

Please find atL1.chcd additional memos ,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 you a hOll<;lng and community development 
memo, 

(1) Child Labor Initiative 

(2) Community and Economic Adjustment Initiative 

(3) New AIDS Initiative 

(4) Initiative to Reduce Racial Disparities in Health 

(5) Civil Rights Enforcement Initiative 

(6) Indian Education Initiative 
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THE WHITE HOUSE 

WASHlNGTON 

December9,1997· 

MEMORANDUM FOR THE PRESIDENT 
' .• 

FROM: GENE SPERLING 
ANNELEWlS 

PROPOSED BUDGET INITIATIVE ON CHILD LABOR 

OVERVIEW 

We have been coordinating a process to develop a Presidential initiative on child labor. This 
memo presents the first -- and most urgent - decision relating to such an initiative: whether to 
include new funds in the FY99 discretionary budget to support several programs to fight child 
labor domestically and internationally. The memo a.1oo previews other policies and ways to use 
the bully puipit to fight child labor, which we hope would be part ofan action plan to be 
announced early next year, perhaps as part of the State of the Union, You should know UlOt lhe 
non-budget items need further review and discussion before they are put forward for your 
consideration. 

THE !'ROBLEM OF CHILD LABOR 

'.I11C lLO estimates that tllCrc are over 120 miUion children between the ages of5 and 14 working 
"full time," -- though not necessarily illegally. Most are in Asia (61 %). with 32% in Afiica and 
7% in Central America. Proportionally. Africa has the highest incidence of work {40%) among 
its children. Children under 10 tend to account for as much as 20% of the child labor in rural 
~lrcas, although this concentration is even greater in certain occupations such as domestic service, 
and homc-hascd industries, Thcse ILO figures represent a significant upward adjusLment from 
the: previous consensuS view. 

or course, not all of these children are working in illegal or oUlefvtlSe unacceptable conditions, 
but tens of millions arc. Occupations that are considered particularly hur.ardous where there is: a 
high concentration of children arc: mining. ceramics. glass work, matches and fireworks, deep 
sea fishint;, and domestic service. Clearly, slavery, usually til the [01)11 of bonded labor, 
trafficking and child prostitution, arc also significant problems, but there is less documefHation 
aboul the cxtCIl! or tbe pmbklll. 



'" ';,.".,. ',"-"'" ,." - --. '" ... ~~, ..~~ ..... ,-~~, --~'"~..~-- ........- -.,,' , ..........~ ..~~~-..---"~~~~.....,, ... ,' 
~.i.!':t-::•...,..,.{':~"~'~·'·"'''''''';'''''''i'-o'''''''_""""__n",;."",,,,_''''''''''''--'.I>~. , 
P,"'" "rot .. , "'Il "... • .• - ·"U.""....... 'r 

"'.. ., " ' 

As the facts above make cleat} this is a serious and 'substantial problem around the wodd. 
However, the solutions are far less clear. The reasons families resort to child labor are often 
economic and cannot easily be overcome, The choice is som,etimes not between work and school 
but between more or less exploitative fonus ofwork. Thereforc it is vital that we examine any 
project that we support to make syre thal we are not harming'those we wish to help, 

Domestically, although we have made considerable progress in reducing illegal child labor, 
significant concerns remain ahout children working illegally on fanns. While there are no 
reliable numbers giving the dimensions ofsuch work. the best ~~ albeit conservative - estimates 
are amt fewer than 200,000 children under 18 work at some time during the year in agriculture, 
including on family farms. One source suggests that over two thirds of migrant children come 
fiom households below the poverty level,. I 

lJIere are two dimensions to this problem ofchildren working ilt the fields. First, U.S. law 
governing child labor in agriculture is more pennissive than U .8. non~fann labor law 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 oul~ide ofthe 
regular school day - 'With parental consent. Both the international standard (as defined by ILO 
Convention #138) and U,S.law governing non~farm labor prohibit most work by children Wider 
14.2 

The second dimension is inadequate child care and difficulty ofcomt)icting high school as a 
consequence of the problems created by migration. Among the many factors which colnplicate 
the provisions of services to this population are: the need for older children to stay home from 
school to care from younger children for whom the parents cannot find or affQrd 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 boih the domestic and international agendas: 

., The FY9& Treasury appropriations included language dirceting Customs to enforce a ban 
on the import of goods made with forced or bonded child labor. 

.. In January J998, an international coalition ofchild labor advocates will launch a global 
march starting in San Dit:go. 

t 1991 Migrant Scudent Record Transfer System. 

I Both dO[l1cs!ic laws and international standards exempt falllily farms and "small 
enterprises." Convention 138- pennils lit;ht work by childrcn as: young as 12, as long as Ihe work 
j~ not likely to be hHlmful to their health or development and docs !lOI prejudice thei! school 
;lltcnciancc. 
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• 	 In JWle 1998. the IW will begin debate on a convention prohibiting the most intolerable 
fonm' ofchild labor, 

.. 	 The Associated Press is expected to publish a major investigative series on domestic fann 
labor, with some segments dedicated to the problem. ofchild labor. 

PROPOSED llUDGET ITEMS 

The proposal under consideration could entail additional FY99 funding of: 

• 	 527 million for the International Programme on the Elimination of Child Labor 
[lPEC(, TIle money wuuld be given to the Department of Labor. which in tum would 
fund projC<lts nod I'eSe3l'Ch by IPEe, 

• 	 $3 million for the Customs Service to launch a high visibility effort to enforce U.S. law 
by mopping the import ofgoods made with fOrced or bonded child labor, 

• 	 550 million f~r the Migrant FAucation Program to: (I) increase participation (2) 
provide better services during the summer and (3) expand preschool. child care and Qut of 
school youth (ages 12-15) services; and 

• 	 $4.1 million for the Department of Labor to double its enforcement of domestic farm 
labor laws and significantly improve its data on and documentatIon ofagriCUltural 

. workers. 

Taken as n package, tillS group of budget items will: 

,. 	 &tablish the United Stales as the world leader in supporting efforts to reduce child labor 
internationally through IPEe. 

,. 	 Enlumcc Customs' enforcement capacity and thus send a strong signal tllat lbe U.S. will 
not allow the illegal import of goods made with forced or bonded child lahor. 
Specifically. we ~ope to leverage change in the behavior of U.s. rug importers by rni.sing 
the specter ofa high profile seizure of rugs made: wit.h. iHegal child labor import.ed from 
South Asia, 

• 	 Enhance our domestic ability to get and keep the children of migrant farm workers in 
school. document the problems orchildren in fann labor and enforce the law. 

1. 	 $27 MiHioll in New Funds (o,'IPEC 

The NEe proposes to increase support for WEe ten~fold by giving IPEC a total of $30 milHan in 
FY99 ($27 million in new funds and $3 million that we already provide) and $150 mHHan over 
five yearn for programs aimed at fighting the most intolerable Corms ofchild labor. The 
OCI)artment of Labor would manage the pm!~ram and give grants and other support ta IPEe. 

http:import.ed
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IPEe, anlLO program, was founded in 1992 to finance technieal oooperntioMlctivities in 
countries where child labor problems are acute. IPEets mission is the progressive elimination 
of child labort with a current focus on the most intolerable Corms of chUd labor such as: 
bonded and slave labor. conunerclal sexual exploitation and trafficking. hazardous work and the 
work by children under 12. IPEe's direct action progra.ms hlIVc three key characteristics: 
sustainable. main~stream. in-ooW1Uy ownership; emphasis on'prevention and abolition of the 
most intolemble forms of child lahar by involving the fiunily and developing reasonable 
educational alternatives; and reliance on partnerships including employers, among others.. 

In contrast to remedies focusing exciusively on government prohibitions. whicb,may have 
unintended adverse consequences, sucn as forcing children out offOl1llal sector jobs into more 
exploitative informal sector positions, IPEC progrartlS involve families and employers and make 
available viable educational alternatives for former child workers. IPEC also oommits support 
for serious r.esearch and data collection to docwnent the problem ofchild labor and other efforts 
to raise public awareness. 

IPEC's 1998 annual budget will be no more than $15 million, witl. a U.S. contribution of$3 
million. To date, the U,S has committed a total 0[$8,1 rniHion. 

To maximize the impact of our grant money and ensure that the funds are weH~spent. DOL 
would: foeus U.S,~supported projects on the most intolerable forms of child labor;. establisll 
parameters for Categories ofspending; require the ILO to commit additional staffand 
administratIve support to effectively administer the program. We would also suggest that you 
challenge other countries, business and !eading philanthropists to match: Qur contribution. 

IPEe has bipartisan support on (he Hill. including from Senator Harkin. who has called on 
Secretary Hcnnan ~o double the U.S. contribution to iPEC, and from Congressman Chris Smith, 
who has proposed legiSlation to increase Qur support oflPEC to SIO million annually. [PEe is 
generally well regarded by NGOs, who would likely applaud our initiative on intematioeal child 
labor and give high marks to many of IPEC's programs. Business and labor organizations have 
participated in some key IPEC projects that the U.S. has supported, so we do not expect criticism 
from either u.s. or imcrnational business or labor organizations, 

2. 	 $3 Million for Stepped "I) Customs Enforcement of Ban on the ImportutlQn of 
Good:; MHdc with F(ITeed Qr Bonded ChHd Labor. 

With dear authority cmamtting from the FY98 Treasury Dcpartmclll appropriation, the Customs 
Service wi !I launch all enforcement initiative with the following elemcnt<;; 

Designation of f.orced and endcntured child lahor {is a major enforcement priority. wilh 
11\;\'/ :Haff and offices working to document and pursue a high profile casc, for im;tance by 
targeting: a Rhipmcnt from an individual carpel manufacturer in South Asia aftcr gathering 
demonstrable t!vidence of the involvement ofcxploiHHivc cbild IHbor; 

http:progra.ms
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• Establishment of. Treasury Advisory Committee to improve coordination and establish a 
regular dialogue with NODs, other federal agencies and industry; and . 

,. Creation ofa "jump team" capable ofconducting inv~tigations of forced and' bonded 
child la.bor. initially targeted at the rug: industry in South Asia. 

It is important to note that the World Trade Organization (wio) does not currently authorize 
any ban on imports made with exploitative chlld 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 ofU.S. goods produced using techniques they do not approve. This is particularly 
important to our agricultural sector~ where we have been arguing that the ma1UlCf in which goods 
are made (e.g, with honnones or genetic engineering) should not be used as a basis for 
restrictions, The Customs initiative is carefully designed to minimize the potential for a 
challenge in the wro or retaliatory actions, by limiting Customs enforcement to cases of 
individual shipments or importers where Customs has gatiJered demonstrable proofof the 
exploitation ofchildren. ' 

3. 550 Million (for FY99) for the Migrant Education l'rogrnm [MEP): 

Because of their mobility. migrant children ~~ more than 80 percent ofwhonl are Hispanic
often do not "belong" to anyone school system or even anyone State. That is why the Federal 
role is criticaL Funded at $305 million in FY 1998. MEP is run on a Stale fannula basis for 
supplemental education and support services for migrant children. 

This progmm supports an extremely wide range of interventions specificaUy tailored to the needs 
of the local popuiatiot11t serves. Services range from the identification and recruitment of kids 
into schools, ,to all kinds of schooiwbased interventions, to after school progratns and summer 
sessions. 

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

In spite of an increase in eligible students, {he MEP has been level funded since 1994. In fY99 at 
the (:urrcnt level of funding only 75 percent (roughly 550,000 to {)OO,OOO) of digible students 
wi!! he served. The suggested increase of $5-0 million would allow the program to serve about 
half the unserved students and to continue providing a richer array of supplemental educational 
services. This investment would support the full range of MEP-supported activities, including 
c.hild care, after-school programs, summer sessions, tutoring and other activities critical to 
getting and keeping these kids in school. 

We tllItlCipalc thaI the Hispanic C::mclls and advocates-for migrant limn workers would react 
jJositively 10 1his proposaL 

;\ $50 million illVCsfmcnl in MC-:P is also Included in our Hispanic EducatlOo Action Pltln. 
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4. 	 $4.1 Million for the Department of Labor to Double Enforcement Resources nnd 
Colte;ct Data. 

With this additional money, DOL wiU add 40 FTEs to enforcement initiatives in agriculture (and 
other low Vo-age industries). Specifically. DOL wiH replicate efforts like "Opemtion Salad BowJ'~ 
- a targeted enforcement action aimed at child labor violations in the fields. These resourees 
\vill also be used to support DOL's -comprehensive compliance strategy> which combines 
enforcement with a legal strategy to enhance the value growers, processors, wholesalers and 
grocery stores place on compliance. DOL will also increase its investment in collecting data on 
farm labor. 

PROS AND CONS OF BUDGET INITIATIVES 

Pros: 
• 	 Positions the U.S. as a leader in the mainstream fight against intemational child labor, 

focllsing our IPEC support on the most intolerable child labor and focusing our Customs 
effort$: on forced or bonded child labor. 

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

• 	 The combination ofsupport for the Migrant Education Program and DOL's enforcement 
is a balanced approach that creates opportunity for kid'), but holds employers accountable 
for any illegal actions. 

.. 	 Both DOL's and Custom's enforcement approach arc aimed at attaining greater 

compliance with the law -- not just catching offenders. 


COliS: 

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

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

ore iiUOflg supporters. 


• 	 Some advocates may claim that this package is inadequate given the magnitude of lhe 

problem both domestically and illtcrnationnlly, although we believe tbul including this 

budget initiative as part of" broader child labor action plan wilt 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 Tarullo all support this efforl. Seeretilry Albright also supports it. 
although wishe..;; to reserve judgement on the spedfc 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 supports this initiative and Secretary Riley supports 
increasing the Migrant Education Program. Director Raines supports the initiative, but needs to 
reserve judgment On the specific funding level. Secretary Rubin supports the initiative, but feels 
strongly that all international efforts remain focused on the most intol.mble forms ofchild labor. 
And ofoourse. we at the NBC feel that child labor is an issue whose time has come and that it is 
a great issue for you to champion at the State of the Union and over the next three years. We " , 
hope that we will be able to develop many other policies to support these budget items and create 
a broader initiative. 

PREVIEW OF BROADER CHILD LABOR ACTION l'LAN 

We arc working on a broader intill;tivc and want to give you a sense of the actions and policies we 
will consider in our NEe process. 

A broader action plan to fight child labor would: 

.. 	 Provide a larger context for tbe budget initiative, t1luS leveraging more change as a result 
ofU,S. investment; 
Maximi?,c the impact ofthe buHy pUlpit which can be an effective tool in raising public 
S\varC:ncss and establishing international and domestic nonns; and 

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

Although we cannol predict UIC outcome of such a process, items worthy ofconsideration for 
inclusion in the larger plan might include: 

, . 

.. 	 Presidential chaHcngc to private organizations, such as the Girl Scouts or UlC Boy Scouts. 
to adopt a "No S\Vcat"policy for procuremcnt of their uniforms. 

.. 	 Department of Labor child labor cnlorccmellt strategy designed to promote greatcr 
compliance with currcnt law by encouraging -~ through cnforcemcllt actions and 
partnerships -- growers. food processors, wholesalers, and grocery story chains to value 
compliance by their suppliers. 

Department of Labor grant to supp'on the VOIU!ltary adoption of codes of Conduct and 
external monitoring in the garment industry through (he Apparel Industry Partnership and . . 
its succc:.::o(, !he F,',ir Lahor Ass(l(~ia1ion_ 
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• 	 Joint Customs, Department of Labor and Department ofState conference with U.S. rug 
importers and NGOs to urge their support of volUntary efforts to eliminate forced and 
endentured child labor in the rug industry in South Asia. specifically including broader 
support of the voluntary Rugmark labeL . 

• 	 Presidential support for an lLO Convention on Intolerable Child Labor which will be 
debated in June, including outreach to employerS. 

• 	 Plan to consult fann labor advocates and agribusiness community on possibilities for 
harmonizing U.S. farm labor law and non-fann labor law and/or U,s. law and 
international law. 

• 	 Joint U.S,-RU. conference \-vith business, government and labor organizations to 
disseminate best practices on voluntary labelling. monitoring and codes of conduct 
efforts. 

• 	 Seck an amendment to the WTO to authorize a ban on imports made with exploitative 
child labor. This would complement the Customs enforcement initiative and. if 
successful, would shield broader Cu.'itoms efforts from a VITO challenge. While 
Secretary Rubin supports this worthy goal, he feels very strongly that any effort in tilis 

, ~na should be narrowly construed to target forced and indentured child labor. 

l11cse and OUter proposals will be considered through an NEe interagency process1 including in 
shaping fast track legislation. and presented in a subsequent decision memo. 
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THE WHITE, HOUSE 

WASHINGTON 

DCGcmber9,1991 

MEMORANDUM FOR THE 1'lillSII)ENT 

FROM: 	 GENE SPERLING 

DOROTHY ROBYN 


RE: 	 COMMUNITY AND ECONOMIC ADJUSTMENT INITIATIVE 

You announced this initiative on November 5, as part of your Fast Track~related strategy to help 
workers and communities succeed in a global economy; and the $250 million over five years to 
fund the initiative is already in your FY99 budget. Thus, this memo is not a proposal but rather 
a summary orthe previously announced initiative. In addition, it dc.<jcribcs a pilot cffQlt to 
implement the initiative using existing funds. The Departments orConlrt1crce, Labor and 
Defense a':1d OMB were involved in putting together this initiative. , 

Proposal' To help trade~impactcd regions compete in a global economy, the Conununity and 
Economic Adjustment Initiative ""ill borrow a page from the Administration's successful defense 
economic adjustment effort, Key elements include: 

Create Office of Community and Economic Adjustment: Modeled after DoD's highly 
respected Office of Economic Adjustment -- the federal government's first point of 
contact with communities slated for a military base closure - the Office ofComrnunity 
and &onomic Adjustment will provide planning grant'> and help communities organize 
themselves and develop an economic adjustment strategy, OCEA will be located in the 
Commerce Department's Economic Development Administration and will draw on the 
expertise ofstaffdetailed from DoD. 	 . 

Expand Community Adjustment Assist3nce by $250 million .over' 5 Veal's: The 
Administration will propose $50 million per year in additional community adjustment 
funding as part ofEDA's budget. Of this amount, $10 million a year' will go for OCEA 
l')lanning granls; $40 million;'1 year will go to expand EDA's Till(~ IX (Sudden & Severe 
Dislocation) program, with priority for trade-impacted communities. 

Cnordilt:l(c Federal Response: As OEA has done for base closure communities. OCEA 
will coordinate Ihe Administmtion's response to trade-impacted regions hy working with 
Labor, Commerce, USDA, Treasury, SBA, HUD, nOT :md other federal <If!,cncies. This 
will ensure Ihnt communities arc aware of all available fedcrn\ resources and thAt federal 
agencies respond in a coordinated way. 
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Bach::ground: The Administration has had considerable success in helping regions hurt by 
defense downsizing through its coordinated. community-based approach to providing economic 
adjustment assistance. Initially developed for communities experiencing a base closure, this 
approach has been used effectively as weU in places such as Sf. Louis and Fl, Worth that faced 
defense industry cutbacks. Three features distinguish the approach: 

• 	 Focus on community organization and planning 

.. 	 Targeted support for implementation 

Close interagency coordination 

The Administration's secret weapon in this effort has been DoD's Office ofEconomic •.. 
Adjustment. Created by Defense Secretary Robert MeNamaIa in 1961. ORA has earned a superb 
reputation using only limited resources, Key to its success are the following: 

• 	 OEA is smaH; agile and has a focused mission: community organization and planning. 
Located outside the Pentagon physically. OEA has a community orientation not found 
elsewhere in DoD. 

As the chair ofan interagency committee established in 1970. OEA is at the center ofa 
enduring network of federal adjustment specialists and skilled at helping conununilies tap 
into a broad range of federal programs at the appropriate time. 

,. 	 OEA project tllanagers arc economic adjustment experts, skilled at helping catalyze a 
local. grassroots adjustment planning process, using modest planning grants as a financial 
C3fl'ot to get key stakeholders at the table. 

Office of Community and l!A:onomic Adjustment; 1l\c key to this initiative win be our ability 
to set up an orace in EDA that ~~ like OEA ~~ is small, agile and focused on community 
organization and planning, We are working with senior officials at Commerce to accomplish 
this. Ideally, we will use OEA project managers on detail to (and paid for by) the Conunercc 
Department. (Although OEA's current portfOlio of base closure communities is shrinking, 
another BRAe round will likely occur in 3-4 years. By detaillng some of its project Inrutagers 1Q 
Commerce l<.!mporarily. OEA can kccp its team together) 

Pilo! JUfort itt Roswell. New Mexico: Last month. Levi Strauss announced that it is closing 11 
planls, including Olle III I{oswcll, New Mexico. When Sen. Bingaman asked the NUC for help iu 
organizing a coordinatcd federal response, it presenled a good opportunity to test our Community 
and Economic Adjustmenl [nitiativc on a pHot basis. Commerce has agreed to pay for an OEA 
project manager on detail, who will be assigned to Roswell; EDA also agreed. to provide ,tn 
illitia~ planning grant of $110,000. Administralion officials announced both of thc.<;e steps at a 
Nov, 22 meeting in Roswell cOHvened by Sen. Uingan,lllll and Rep. Skeen. which brought 
to~c(her COl'l1lll1l1lily leaders with officials: from (he White House. EDA. USDA, Lal.!or, SBA and 
0012. 
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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 prevention progrnms. This increase would go to expand programs that are critical 
to preventing and treating this epidemic, including the AIDS Assistance Drugs Program 
(ADAP), which extends life-saving new treatme~t therapies to low-income and undcrscrvcd 
populations. 

Background on AIDS Funding 

Since you came into office, AIDS programs that focus on treatment and prevention have , 

improved dramatically. Medicaid, which provides coverage for haifof aU people witll AIDS, 
now covers protease inhibitors. Funding for the Ryan Whlte Program has increased by 200 
percent since FYi993, funding for research at NIH has increased by 50 percent since that year, and 
funding for tho A~AP program has increased 450 p~ent since 1996, 

1110 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 FYl998, which allowed Congress to outspend us in this 
area, And in just the last few weeks. the AIDS oommunity reacted negatively to HCFA's 
conclusion that budget ,neutrality requirements prohibit establishing a Medicaid demonstration to 
provide early treatment to relatively healthy HIV ~infected individuals. lbcro is no doubt tllut Ule 
AIDS community will be examining the Administration's FY 1999 budget submission very 
closely_ 

Proposal 

"1110 AIDS office is recommending, and we 'agree, tlml you propose un $115 million 
increase in yaur FY 1999 budget for AIDS tfC..1tment and prevention. (OMB is currently 
rccommcndi rig $100 million), All of this spending would go to existing discretionmy programs 
that emphasize prevention and treatment. We would recommend tbat the majority of this 
increase go to the ADA!' progrum, because new and effective tfCalmenl~ of this disease arc 
currently noi reaching many who need them. We also would rccollullClld mooest increases to 
CDC prevention ed~lcation programs, as welt as a range of progl1ll1ls providing funds (0 states, 
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cities, and community health centers. 

Although the $115 million that we are suggesting falls far short oftlle $400 million the 
AIDS advoca.tes 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'5 decision on the Medicaid demonstration program 
discussed above, Nancy-Ann. Min DeParle is looking into the possibility of a legislative proposal 
(which ofcourse 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 tIle 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 

GBNE SPERLING 

CHRIS JENNINGS 


SUBJECT: 	 Initiative to Reduce Radal Disparities in Hcl!1tb 

To support your mce initiative, we have developed proposals that would commit the 
nation to an ambitious goal ofseeking to eliminate"some of the most severe racral disparities in 
health care by the year 2010. African-Americans, Hispanics, Native Americans. and Nian 
Americans suffer from certain diseases up to five times as often as whites. To reduce these 
disparities. the government will 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 to this issue by (1) expanding OUf frnest public health programs so that U1cy 
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 area. 

Rncial Disparities in Health Care 

The initiative would foqu; on six of the moSt severe racial disparities in hea1tb care; 
infant mortality. cancer, heart disease and stroke, AlDS. immunization. and diabetes. Some of 
these disparities are quite startling. For example, infant mortality rates are 2 Y.t times blgher"for 
African~Americans and I Vz time.<; 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 6S suffer from prostate cancer at nearly twiC(:' the rate ofwhite5:. 
Similarly, Vietnamese women suffer from cervical cancer at nearly five times the rate ofwhites> 
while I....:atinos have two to three times the rate of stomach cancer. African-American men also 

.suffer from heart disease at nearly twice the rate of whites. Native Americans s'uffcr from 
diabetes at nearly three times the average rate, while African-Americans suffer 70 percent higher 
rates. Minorities account for 25 percent of the population yet make lip 54 percent of all AIDS 
cases, The Demographic changes anticipated over the next decade magnify the importance of 
addressing. thc..'>c disparities. As minority populations grow, finding effective ways to close (hese 
gaps will hecome a critical aspect of improving the overall hcailh orthe nalion. 

V:tlidatiou 

An initiative that $Ct.<; the ambitious goal of reducing these health disparities would 

,eceivc ovctwhdming support from publiC health groups such as the Amcric1!!l Public Health 
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Association, the American Heart Association and the American Cancer SocietYt as well as from 
minority groups such as the Intcn:ultural Cancer Council, the American Indian Hoalthcare 
Association, the National Hispanic Council on Aging, and th~ National Council of Black 
Church",,, 

Proposal 

HHS is proposing to spend $200 million in FY 1999 for this initiative. OMB is currently 
recommending an invcsunent ofS30 million (along with some retargeting of existing funding 
streams), Witll aU 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 puhlic 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. DPCfNEC strongIy support both parts ofwis initative. We believe that the 
initiative will require an additional $80 million and that $30 million Oftllis money should go to 
the new competitive grant program, 

• 	 Applying Current Effective Public Health 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. Our best public health programs 
already usc 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 usc additional doUars to target minority communities better, as 
well as to extend its efforts to other cancers (~ prostate and colorectal) 
disproportionately afflicting minorities. 

.. 	 Community GranL~ to Develop New Strategics to Eliminate Dispnrities. Eliminating 
racinl disparities in health care will require not only the focused application of existing 
knowledge and best pra.ctices, but a.lso the development of new approaches. \Vc 
fCCGrnmend that you propose $30 million ill FY 99 to enable thirty communities to 
dev!,lop innovative and effective ways to add~s racial disparities. Each community, 
cho~en through a competitive grant process, would commence an intensive program to 
address onc oftbe six health area,,>, (For example, a grant might go to a Native American 
reservation to te~a innovative approaches relating to diabetes.) These granL<; would fund 
education, outreach, and preventive approaches that have not been attempted elsewhere. 
HHS would hold periodic conferences to educate the public health and minority 
oommunitic.<; about effective strategies developed by the..-:e COJlHlnmili(!.-:, witb the aim of 
extending these approaches across tbe natiofL 

• 	 Bcginnhi!.~ 'rod:l)' to l<cdtH:e Disparities. To ensme that we uegiu this initiative 
immediately, we arc identifying ways in which tbe FY 1998 irv:;n;ascs l/l health (;.uc cao 
he used to hddrcss nlCi!ll di:;parilics. For example, AIDS education and {Iatning centers 



3 

I'...'....,....."'....';!:"'....".."""............""'''........._ ..'''<''.''''_''~~.......'''~M .. ~ .. ~'' .•........•_.... , ......._..__ _ 


.........I' ••• ~.r ..-·..".... __........,........~"V..........'.~~'~'.....'."........_ .."''"''',.M'...·'''...........~ .............................. 
 '''.... " .<1 I 

.,-.-";"'" ".. ...... •• _~~~___"W." " .. 

are beginning a new partnership WIth the Indian Health Service to develop new 
approaches to educate health providers about training and prevention. In addition, the 
National Cancer Institute will expand efforts to recni~t more Hispanics into clinical triak 
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December 9, 1997 

MEMORANDUM FOR THE PRESIDENT 

FROM: 	 BRUCE REED 

TOM FREEDMAN 


SUBJECT: 	 Cixil Rights Enforcement lnitiative 

We have developed a civil rights enforcement initiative that places a new emphasis on 
prevention and non-litigation remedies for discrimination while also strengthening civil rights 
agencies' ability to bring enforcement actions for violations of anti..discrimination law. The plan 
promote.'i 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 perfonnance goals 
for the EEOC to speed its processing ofcomplaint'> and reduce its backlogj and provides for 
greater coordination across federnl 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. Strategies that Promote Prevention and Avoid Litigation 

A. Resolving l)roblems Without Lcn~thy Court Fights 

Thc plan caUs for the dramatic expansion of Alternative Dispute Resolution (ADR) 
programs acrQSS aU relevant agem~ies. The largest initial investment is a 540 million expansion 
over three years of !he EEOC's mediation program. lbe EEOC currently sends only a small 
number ofcasts to mediation. The increased funding will allow upwards of 7QG/o ofan 
complainanl'> to choose mediation, rather than the lengthy proccs.'i of investigation and Htigation. 
(The remainder wiIi not have tbis optiOn., either because their cases nre seen as the most serious 
enforcement priorities or because their cases are wholly devoid of merit.) We expect about half 
ofull compluinanllJ. to choose the mediation option. In addition to (he EEOC program, pilot 
mediation programs will be introduced at HHS and Labor. 

B. Spotlighting the Problem and Encouraging Contplilluce 

The initiative includes a fund to improve surveillance, j(~chllical outreach, Ilnd compliance 
dforts by eivil 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 fedcnll government implement EO. 11246 .and comply with anti~discrimil1atiol1 law. This 
$1 Hmillion reform will alloW the office to increase tenfold the number of compliance revicws i1 
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conducts through the introduction ofa tiered review system. In addition, the initiative provides 
$10 million to BUD to conduct a program using paired testers, which is designed to raise 
awareness of the extent of housing discrimination through the public release of audit results and 
some focused enforcement action. This initiative also will enable the EEOC to improve 
compliance through videos for employers and a public service campaign. 

II, Making Enforcement Work 

A. Resources to EHminatc Backlogs 

One of the most common criticisms of federal civil rights enforcement relates to. the ·• 
length of time the EEOC takes to hear and decide cases. This plan uses improvements in · 
technology, mediation. and the addition of over 100 investigators to lower the average time spent 
resolving privatc~sector complaints to 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 case management techniques 
and giving state and local civil rights agencies an addilional role in enforcement activities. 

n. Coordinating and Streamlining Federal Policie.'i 

Federal civil rights offices only rarely consult Or coordinate wit.h each other. This 
initiative will institute a standing inter-agency working group to address issues ofcommon 
intcfcst. including development of strategy. implementation of pcrfonnance outcome measures. 
and sharing oftruining initiatives and datil colJection. 

We also recommend that you begin the process of implementing EEOC's proposal to 
strengthen its authority to eradicate discrimination from federal agencies, provided White House 
and Department ofJustice attorneys 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 EEOC empJoyee. Agencies, however, can then issue a finaJ agency decision 
(FAD) rejecting the AJ's decision altogether. Statistics show that agencies modify decisions 
adverse to them nearly two-thirds of the time, while modifying decisions favorable to tilem only 
about 1'% of the time. The EEOC proposal would eliminate the FAD process where there has 
been nil AJ hcnring, and permit both the complaining party and agencies (0 appeal the AJ's 
decision to the EEOC. 

C. Modernizin~ Civil Ri~hts Enforcement 

Many civil rights agencies have not rL"Ceived sufficient increases in resources to make use 
of technology l:tfld improve theirefficicney. FOT instance, unlike mO!l( orthc federal govemmcnt, 
EEOC orticcs lack the nbllily to communicate with each nIIH:]' u;;ing e~rni!IL The plan Includes a 
$15 million technology iuitiative for EEOC, HHS, Labor, and Education to provide for 
conimotlication via electronic mail; elimlnf\tc redundunt dala eHlry proc\;dures: permit the 
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sharing ofinfimnation and enhanced research capa~ilities for investigators and attorneys; allow 
for the filing of forms and complaints over the Internet; and. provide for the sharing of civil 
rights datu bll!'cs. ' 

Ill. Status of Proposals 

DPC developed this plan after consultation with representatives ofleading civil rights 
organizations, heads of federal civil rights offices, and other White House offices. OMB has 
rccorruncnded a package of $57 million for this initiative, which will fund some ofthe measures , . 
described he",. OMB is currently reviewing other ngenoy propoll!ds, including the $40 million 
expansion ofADR at EEOC and the SI8 million propoll!d by DOL..QFCCP to expand its 
compliance program. 
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December 8, 1997 

MEMORANDUM FOR THE PRESIDENT 

FROM; 	 BRUCE REED 

MlKBCOHEN 


SUBJECT; 	 Proposed Budget Initiatiyes for Indian Education •>, 

Last July, • coalition ofeducation-oriented groups from Indian Country proposed a 

Comprehensive Federal Indian Education policy staten.tent. which emphasized the importance of 

Tribal governance of Indian Education, the preservation and revitaJization of Native languages 

and cultures, and the need for equitable access to education resources. The coalition also 

proposed an Executive Order to implement this policy vision, 


This proposal has been under review by DPe staff and the Domestic Policy Council 

Working Group on American Indians and Alaska Natives. Pending a determination as to 

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 education for 

Native American students in schools controlled by the BIA and Tribes, as well as in the public 

schools attended by lrulle numbers of Indian students. 


The full set of initiatives we have developed is summarized below. Most involve 

ensuring tlull new education proposals and existing ftmding streams effectively target resources 

to schools in Indian Country. In one area ~- scnool construction and maintenance - We arc going 

further by [Iroposing a significant increase in funds over previous appropriations levels. 


Trihal Scbool Construction PropositI 

The BIA operates 185 residential and day schools serving 51,000 Native American 
studcnL", approximately 10% of all Native American students in grades K-12. Enrollment in all 
BlA schools has increased by 25% since 1987. Enrollment in just the day scbools has increased 

,47% since 1987 and 24% since 1992. Consequemly, BlA schools have experienced signHiC<Ull 
problems with overcrowding. In addition, according to a forthcoming CiAO report, BIA schoo!::;, 
compared to school::; nationwide, (1) arc generally ill poorer physical condition; (2) have more 
"ullsatisfadory environmental factors"; (3) more often lack key raeitities required for education 
rcronn (e.g., science tabs); and (4) arc less able to support compuler and communications 
technology. Overall, they arc in worse condition than even inner-city schools. 

We arc recommending an increase of$51.4 million over the FY 1998 :lpprapriation5 (ut,ld 

an increase orS47Ji millio1l 0ver (he I)cparltilClli of Interior FY 1999 n.:quf.;sl) ror (wo B\lfCc1U or 
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Indian Affairs accounts for New School Construction and Facilities Improvement and Repairs, 
TIle proposed increase would double funding.for new school construction and tOr significant 
improvements and repairs ofexisting facilities. Compared to)he BIA FY 1999 request, this step 
would double the number of new schools to be built from 2 to' 3~ and increase the nwnberof 
schools undergoing significant improvements or repairs from 6 to 22. The higher budget request 
also WQuld provide funds for needed portable classrooms, roof replacements, and other repairs. 

FY98 Appropriations FY99 BIA Request FY99DPC 
Recommendation 

New School 
Construction 

Facilities 
Improvement and 
Repairs 

$19.2 million 

$32.2 million 

$20.8 million 

.. 
$34.4 million 

$38.4 million 

$64.4 million 

Total $51.4 miHion $55.2 million $102.8 million 

The Tribes would view this proposal as a Significant step forward in improving tJIC 

quality ofedncnt!Qn for Indian students. Congressional delegations from the affected states also 
would receive the proposal warmly. 

This proposal is especially important jf you choose to propose a new school construction 
initiative on th.! tax side, because Tribes do not Issue bonds for this purpose. Evcn ifyou choose 
to propose n school construction initiative on the spending side, this initiative would be valuable, 
In the Administration's school construction proposal last year, 2. percent of the funds were set 
aside for a direct appropriation for Tribal schools, over and above the accounts discussed here. 
TIltS funding. however, is contingent on the passage of a school construction proposal. and in any 
event, is insuITiclellt to meet ule Tribes' needs. 

We have developed this proposal with the involvement ::md support orOMS, the 
Department of the Interior and the Department of Education. 

()thc.'lliitiativcs 

We arc working to nmkc. sure that other edllcation initiatives proposed for FY99 include 
an appropriate sct~aside for nlA schools .3:1d, where feasible. [or public schools tlmt serve a large 
concentration o[ Native Anlcrican students. These include: 

.. 	 l~dllcaliQI1..QnpO:1i!!liiy Zones. A percentage of grant funds will be set :tsidc for 
administratioll by the BIA. and {he Education Department will be encouraged to provide 
allcaS1 one granl to a Hlm~ schno! district with a large jlCrccntngc of Native Amcric~m 
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students. 

• 	 Earl)': In.terycotiQP CollegelSchooi PartnershillS. We are W()rking to determine the best 
ways to ensure that Tribal Colleges can effectively participate in this initiative, as well as 
to fund other college/school partnerships in communities with a large percentage of 
Native American students. 

• 	 Child (:Jml. The Child Care Block Grant already contains a scI aside for administration 
by BIA. Proposed funding increases in this program will automatically benefit programs 
serving Native Americans on reservations. 

• 	 Techno!Qgy, ntis year the BIA launched Access Native America. an initiative to 
implement the four pillars ofyour technology challenge and to connect aII'schools. 
classrooms. and libraries to the Department of Interior's Internet backbone by the year 
2000. Within the past month, ope arranged a meeting between BIA staff and the 
Schools and Librerios Corporation to help Tribal schools take advantage of the c~rate. As 
a result, the Corporation has agreed that BlA can apply for the c-rate on behalf ofall 
Tribal schools,-and BfA bas begun to develop materials and plan training so that schools 
can complete the neccssary applications. 

• 	 Teacher Prennratjon'and Recruitment. TIlis initiative/which you announced at the 
NAACP Convention on July 17, helps to prepare and recruit teachers to serve in higb
poverty urbun and rural communities. At the time this proposal was developed, we did 
not target funds to Tribal schools. We are in the process ofpreparing new legislative 
languuge to take care of that omIssion. and wiil work with our Congressional aHies to 
incorporate it into our proposal. 



TH'!: WHITE HOUSE 

WASH tNGTON 

December 10) 1997 . 

MEMORANDUM FOR THE PRESIDENT 

FROM: GENE SPERLING 

RE: l~nvjronmental Budget Issues for FY 1999 

As part ofour effort to provide you with memos un new ideas prior to your final budget 
decisions, I asked Katie 10 provide you with a memo on the nc\',' environmental initiatives that 
she has been working on with the environmental agencies. 

Attached is her memo, 



EXECUTIVE OFFICE OF THE PRESIDENT 

COUNCIL ON ENVIRONMENTAL QUALITY 


WASHINGTON, D.C, 2Q503 

December 10, 1991 

'{,};t" 
MEMORANDUM FOR THE PRESIDEN~~ fr'

FROM: KATHLEEN A. McGINTY 

SUBJECT: ENVIRONMENTAL BUDGET ISSUES FOR FY 1999 

OMB has provided its FY 1999 passback for discretionary spending for Federal agencies 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 pass back for current agency programs or proposed new environmental initiatives 
will have to cornpete for funding from the PPR. 

In gcncml, OtvlB !Ins propo;;cd li:l FY 1999 budget that is vcry strong On overall environmental 
priorities. HO\\'cvcr. 1 believe thal the proposed OMB budget fails short in certuin key areas, 

. even when the OMB rccommcndalioll tor additional funding from the PPR is taken in~o Huount. 
As a result,_ n~commend that another $359 million for water qtJality and resourcc shnvardship be 
added to the OMB recommendation for the PPR, nOI including funding that may be proposed as 
part of a separate climate imliativc. 

This menlO pf(lvidc$ background Oil cnvironmemal funding issucs for FY 1999 and sUllllllarizcs 
my recommendations for new initiatlVes for water quality and natural resource stewardship. I 
also support funding for )he Hel.\' eli mute initiative, which is being developed through an 
interagency process chaired by Gcne, 

Tim IlIIA ANIl Tim ENVIRONMENT 

Several environmental programs were included for protection in the Balanced Budget Agreement 
(BBA), includillg those counted in the function 300 budgel C3!cgory. Funding for Futl,Ction 300 
programs offers olle of' the principul yardsticks fur support for cnviro:utlcntnl pmgrnll1S and 
includes the cnvironnlcntul pari;; orthe Environmental Protection Agency (EPA), the Departmcnt 
of Inlerior (DOl). the National Atmospheric and Oceanic Adni~ni$tration (NOAA). the U.S. 
Army Corps of Engincers (COE), amllhe Dep~lnmcllt of Agriculture (USDA). 

However, t11 the FY 1999·0MB p<issbuck for llonddi:ns~, discretionary {NDD) spending. 
funding for these pfOgruIHs is down significuntly ~~ boih trom the FY 199~ cnacted kvd (minlls 
aboul $1.7 billion) Hnd thl; FY !999levcloffuHding specified in Ihc BBA (minus ,tbout $700 
million). OMH ,'(,COIIHtlCudS;l J~l'n llddhacl< 01'5298 milliun for these programsj this wo~Jld 
Slit) cre:ltc a sliol'tf,tll nf nc;tdy $400 million fl"(llll the FY 1999 BBA h.'"d. See Tab!e 1. 
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THE OMB PASSBACK 

The OMB budgel proposal for FY 1999 conlains significant funding for many important 
Administration environmental efforts. However, the OMB passback also decreases Function 300 
programs by $1.7 btU ion from FY 1998 enacted levels, rnain\y in three areas: 

(1) 	 elimination of Congressional earmarks and other low priority programs at the Army 
Corps orEngineers (-SJ.l billion); , 

(2) 	 reductions ill high-priority acquisitions from the Land and Water Conservation Fund 
(-$750 million); nod 

(3) 	 phasing down oflhc EPA State Revolving Fund waler quality programs (-$450 million). 

These major reductions were offset in part by increased appropriations fOf Superfund for FY 
1999 that Congress provided in advance In PY 1998 but made contingent on enactment of 
reauthorization legislation (+$600 million), 

Although I ha\'e conccn!s about the potential effects of some of these decreases, these reductions 
do make availt.b!c rc."oUrccs that can he used for other purposes. It will be casier to 'set: these 
reduced levels of funding if we cali show that some of the savings have gone to addressing 
remaining environmental problc!11S, 

SUMMARY OF MA.JOR OUTSTANIlING ISSUES FOR THE rrR 

OMB has proposed allocating $298 million from the PPR to Function 300 cnvirorunental 
programs and $200 million to the climate initiative. Mucll of the final discretionary funding for 
the climate initiative will be provided though the civilian energy and technology programs of the 
Department of Energy. These programs arC !lot included in Function 300, but are included 
instead in Fum~tions 250 and 270. The climate initiative will also include tax incentives. 

The proposed Otv1B Icvel of funding, includi[lg the OMB proposed nddbacks from the PPR. 
would not be adcquate 10 fund fully major, new Administration environmental initiatives and 
existing Adrninistralrm! commitments. The following is a summary of the outstanding issues for 
Function 300, :hc OMU level of ft:::lding p!'opos.;d (rom rhe PPR, and additional CEQ proposed 
PPIZ l~mdijjg (S35:t ;ll;!liull). Also, s'.:e Tahl\; 2, 

\Vater Resources 

~c;.nng..Q!::ncratioll Clean Water 

The Administratioll coultilmlllch a major new illiliHlivc to defi.ne the ncxl gcneration of cleml 
w.ller protection by C{)llll1lining to restoration of the 1000 watcisheds that rC~Ham too polluted fi}r 
fishing, or swim:ll!ng. Ullcon!mlkd ru:lOff f!(lJll hOl.h citlC:> ~Uld rural areas continues to generate 
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alarming envirorunentat and public health threats. as illustrated by the dramatic Pfiesteria 
outbreaks in Florida, North Carolina. Maryland. and Virginia. Current programs and regulatory 
steps wiJI not improve the situation until more steps are taken to address polluted runoff and to 
implement comprehensive-watershed management strategies. 

OMB has proposed $248 million for the initiative from the PPR to be added to $180 million 
already includ"d in the passback. CEQ and EPA support $500 million from the PPR, to be 
divided among five agencies (EPA, COE, 001, NOAA, and USDA). This funding would 
support a variety of activities focnsed on giving support and incentives to local governments and 
private landowners 10 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 
PPR.) 

OMS has also proposed reducing EPA's waler quality State Revolving Fund (SRFs) programs 
by $450 million from FY 1998, a reduction which EPA opposes. If the Administration does not 
provide substantial funding for a new water q'ualilY initiative) then the proposed reduction to the 
EPA's SRFs could actually put Administration FY 1999 funding for \'later quality below the 
level the Republican Congress was willing to fund in FY 1998, 

Deepening of tile e.o.r.t of New York/New Jersey 

The Administration could help ensure the economic viability of the Port of New York a.nd 
New Jersey by proposing to deepen the harbor to 45 feel. Failure to fund this project is a 
serious. and pmentially fatal, threat to the Port and to tens of thousands of union jobs. Major 
shipping lines are already tllfcatcning to relocate to Halifax if the 45-foot-deepening project 
docs not begin to move, because these lines already are turning away ships with 45~foot drafts. 
A current DOT study documents significant cargo diversion from New York to Canada 
bocause of this problem, 

Funding for this project will support an Administration agreement among environmentaHsts. 
longshoremen, and port shipping interests that was announced by Vice President Gore. The 
agreemem resolved controversy over ocean dumping, which had threatened the viability of the 
Port of New York and New Jersey by blocking harbor dredging for years, and coupled closure 
of a controversial ocean dumping sile with a series of steps to ensure the economic viability of 
the PorI. Although the agreement did not explicitly commit to dcep..::oing the harbor 10 45 fed, 
many parties tn the agreement hclicvc Ihat it is a ncccss<lry step to fulfilling the objectives of 
the agreement, 

The 01'.113 passback inch:des funding for explicit parts of the agreement but docs not incluGe 
funding for harbor deepening to 45 iCet ill part because or concerns that the Fcdeml c~,st COuld 
t(,tal $540 million. Thl: Pml ~stima(cs tile .cost at ollly $400 million and is prepared 10 (:omnHt to 
C(,st~sharing, CEQ supports thl: Army Corps of Engi:lccr.s' proposal to provide $}2 million in 
FY 1999 tow;mJ Iwrhnr dccpcn:ng whi Ie completing a longer-term study ahout the f..::asihilil), of 
evel11uafly deepening :hc harbor 10 50 feet 



'. ' 

\ 

Resource Sh~wardship 

Endangered Species 

The Administration is supporting Congressional efforts to provide 001 with additional tools for 
protecting species as part of a reauthorization of the Endangered Species Act (ESA), These 
approaches hl!lp avoid litigation and gridlock and rely on innovative approacnes such as those 
that provide cooperative incentives to private landowners and prevent crises before they arise 
through ecosystem management. 

However, many of these alLcmativc tools arc resource intensive, requiring substantially higher 
levels of funding to implement than the agency currently possesses, furthennore, a failure to 
request an ad,;:quatc amount of funding for these approaches in the FY 1999 budget could 
undermine the credibility of Administration's efforts to revise the ESA in a responsible manner. 

001 has proposed $134 million in additional funding for species and nabitat funding from the 
PPK OMI3 has recommended an increase of only S50 million but has dealt with some of the 
species and habitat funding i.ssues separately, CEQ supports $75 million of the addilioml! 
funding'proposed by DOt, if' it is focused on ESi\ reform and other innovative Adm:n~stration 
approaches to species and habitat protection. 

The Evcrclad~ 

The Administration presently 1$ implementing a historic plan to save the Everglades, As the 
Vice President's recent trip to Florida reveals, the Sllc-cess of this plan is very tmpor:aJll <lnd 
highly popular, The current Administration plan for Everglades rcstonHion calls for $ JOO 
million a year for the next three years for DOL However, the OMB passback proposes 
requesting only $50 million a year for the next six years because of a backlog of money 
stemming from the slow pace of acquisition deals. 

Although land acquisition deals have been moving slow{y, the OMB proposed !evd or funding 
would definitely be seen as Administration backtftlcking on its commiUnCl~{ to the Everglades. 
Indeed, it would be very problematic for the Administration to look like il rs backing aw;ty from 
its commitments to Evcrg!ndcs restoration when we are constantly pressuring the State of Florida 
to maiolO,in its cOltlmitmcnts. 

A beHer solution is (0 slep up cff<)fts to clear OUl the b'1Ck!og. The Admin;str~\tio!l recelltly 
negotiated a purchase of 50,000 acre>; in lhe EVl.!rgl'ldcs Agricultural Ale:!. Arter jo<.;ai C()f;l~ 
sharing arrangemcnts arc workud oul, the Federal slwrc of thi$ <I(Xll,lisitiOll could fallge from $70 
to $1 00 million, - The rcnmining fW1dirlg would be used for purchases in the EasL CO,lsi ImrfcL 
The Ol.:xt parcel has been idl.:lltificd and process.ing will begin immediately now (hat ille 
Everglades Agricu)1ttra\ Area dcul is solidified. 

CEQ SUppOl'ts DOl's pnlposal tn keep n,:qlH.::-:tillg $1(}0 qlinio:l {l year flIt Everglades n.!s:or;l!i(lll' 
instead of$50 million for FY 1999:1s proposed by OMB Further, llle ad(E!jonal $50 Il;ill:oll 
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should be provided from the PPR and not taken from Dor's base program for other acquis~tions: 

Land -and Walcr Conservation Fund Acquisitions 

OMS is currently working with CEQ. 001, and USDA on pqssibilitics for increasing funding for 
the Land and Water Conservation Fund (LWCF) other than using the PPR. Increased funding for 
the L WCF would make it possible to acquire highly desirable tracts ofland such as increased 
bison rangeland around Yellowstone, prime forest land in the Northeast, and New Mexico 
rangeland for one or largc51 elk herds in the world. 

Funding for the L WCF is supposed to be provided from Outer Continental Shelf receipts that run 
about $900 million ;:t year. However, the caps on discretionary spending constrain the amounts 
that can actually be spent with the result that L WCF appropriations for the last four years have 
averaged less than $200 mitlioo a year. An exception is the $699 million that was secured as part 
of the DBA, which included funding for the Yellowstone and Headwaters agreements. 

The OMB cfTorllo find a new budge! approach for funding for the LWCF i::: an extremely 
valuable effort and should be highly commended, 

Forest Policy 

Although levels of funding for nationa! forest policy arc not in dispute in the budget, it is worth 
noting that the FY 1999 budget will provide an excellent opportunity for announcing a far 
reaching position on managing our forests for the next century. CEQ and OMB arc currently 
working with USDA and the U}3. Forest Service on the content of that position, 

Any major forest policy announcemeni musl have three central clements: (I) cI iminatiol1 of 
unwarranted sub$idil!s such as the purchaser road credit in a way tbat holds counties and small 
businesses harmless; (2) a sclcnce-hased policy to protect remaining roadiess areas In national 
forests; and (3) dclinking ofcurrent payments to local governments based on the amount of 
timber that is harvested. 
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TABLE 1. 

OMB I'ASSBACK FOR ENVIRONMENT PROGRAMS (FUNCTION 300) 


COMPARED TO FY 1998 ENACTED AND THE BBA 

(in millions of dQllars of discretionary budget authority) 


AGENCY: 	 FY 1998 FY 1999 FY 1999 FY 1999 
Enacted B BA Protected OMB Passback OMB-BBA 

Army Corps $ 4,058 N.A. $ 2,9&8 
EPA $ 7,361 N.A. $ 7.395 
001 $ 6,245 N.A. $ 5,591 
NOAA $ 2,072 KA. $ 2,157 
USDA $ 3,293 N.A. $ 3,166 
olher $ 239 :-,r.A. $ 239 

TOTAL 	 $23,268 $22,222 $21,536 -$ 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 agencies arc 
assumed to be;1s f\)lIows -- ::ilHl1f. fur the Army Corps of Engineers, EPA and NOAA are equal to 
the agency's Wtitj budget; DOl 1$ equal to the agency's budget minus funding for PILT, 
territories, and the tl(1),cllvironmcnttlj part of the Bureau of indian Affairs; USDA is equal to the 
total for the U.S. Forest Service and the Natural Resource Conservation Servlcc~ "other" is the 
residual amount for programs 111 FY 199& that is unaccounted for when compared to the Function 
300 total and is assumed to be the same for FY 1998 and FY 1999, 

TABLE 2. 

I'IWI'OSIm ENVlIWNMENTAL FUNDING FOR FUNCTION 3(10 


FROM TilE I'RESIDENTIAL I'RIORITY RESERVI, 

(millions or dollars ofdiscretionary budget authority) 


INITIATIVE: 	 OMB PI'R CEQ ADD CEQ I'PR 
FY 1999 TO OMB 1'1'1{ FY 1999 

() Watershed HealLh ini(i:ltlVC 	 $24B +$252 $500 
o ESA Related 	 $ 50 +$ 25 $ 75 
o Evcrgladc..~ 	 $ 0 +$ 50 $ 50 
o NY/NJ Harhor 	 $ 0 +$ 32 $ 32 

TOTAl. 	 5298 +>359 $657 

NOh;; Total dots HO! include pOh.:mia! funding for fhe climate change iniliativc. which may he 
funded through activities Gthel !han Function 300 disen:lionary spending programs. 11 a!;:;o does 
no! include the new 1~)fCSI policy 01" Ihe L WCF. since they do not require funding from the PPI\. 
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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 Security. As you know. we have been holding an NEC 
process on these questions. and this memorandum reflects input from participants in that process. 
including Ken Apfel. Bob Rubin, Frank Raines, Jack Lew, Ron KJain. Janet YeUen. 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 swplus. Social Security, and tax refoan. Devoting the surplus in 
some way to 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 wiH come with an aging population. And the Social Security problem 
is more analytically and politically tractable than the Medicare problem. From a message 
perspective, strengthening the Social Security system may be our best way to beat back proposals 
to use the surplus for substantial tax cuts o'r d~tic tax reforms with adverse distributional 
implications. Any of the approaches delineated below must thus be judged not only in tenus of 
Social Security poHcy, but also JU 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 together 
before evaluating the larger strategic aud policy questions, this memorandum first presents the 
building blocks for reform, then presents a series of illustrative packages, and finally returns to 
the <lifficult strategic issues inherent in any oflhe possible appro-aches to this isslle. 

L Buildinte blocks 

The Socinl Security problem is usually analyzed in terms of the Tmst Fund. Under the 
Cll!fCOl intcnncdialc projections of (he Soci:ll Security actuaries and with IiO chlmgc in policies, 



""'~"~_"""'_"N'~'" ,.

.' 
, 

revenues and interest on the Trust Food are sufficient to fund full benefits through 2029. At that 
point. revenues are expected to be sufficient to fund only about three=guarters QfcurrenUy 
RrQmised benefits - that is, in order to avoid the Social Security system's contributing to the 
unified deficit, it would be necessary at that point to either reduce benefits by 25 percent or 
increase revenues by 25 percent, or some combination thereof. In the context of Social Security 
refonn, the I(lng~tenn gap between revenues and benefits is typically framed in tenns of the 75~ 
year actuarial imba1ance, which compares the present value of revenues plus the assets currently 
jn the Trust Fund, to the present value of benefits, The result is generally expressed as a fraction, 
of taxable payrolls over the same period. At present, the ootuarial imbalance is estimated at 2.23 
percent of taxable payrolls. This meana that actuarial balance could be restored by raising the 
Social Security payroll tax to 14.63 pe"",n! from its current level of 12.4 percent To the ex'ent 
that aetions are defcrred~ the policy corrections would have to be more severe. ., 

A complete package of rofanns 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 building blocks: 

• Tradttiona! solutions:, such as benefit reductions or revenue increases; 

• Funding from the unified surplus; 

iI Investments in private securities to raise the rate ofretum on the Trust Fund; and 

• Individual accounts, which provide an alternative source of retiree income. 

A. Traditional soJutinus 

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

1. Benefit reductions. The entire imbalance could be eliminated on the benefit side. but 
that would imply approximately a 25 percent cut in benefits. Refonns that arc often proposed 
and that would have the effect of rcduclng benefits include increasing the munber of years used 
to compute benefits, raising the nonnal retirement age, reducing annual COLAs, and reducing 
the adjustment factors used in the benefit computation formula. Actions of this: type could be 
adju~ted to achieve differing degrees of progrcsslvity. t\ more complete menu of such reforms is 
provided in the appendix. 

2. Rt'vclJue increa.fes. A second traditional alternative is to raise revenue for the Social 
Security system. Common proposals in this urea include cxpanding the coverage of the system 
to include all state and local government cillployecs~ treating Social Security bendits like other 
defined ben(:fit pensions for Income tax purposes; raising the payroll tax; or expanding carnings 
covered hy the existing payroll lax. Again, the appendix provides more inlOrmalion about such 
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possibilities. 

B. The unified surplus 

A second buHding block is the projected surpluses. which could be used to plug SOme of 
the financing gap in the Social Security system Of to fund small individual accoWlts. The 
appendix provides a menu ofpossible ways to use the surplus to addtess the actuarial imbalance 
in Social Security. But there arc two critical Issues surrounding the surplus: 

1. The perception of a "double couDting1t problem. Unti12008 the entire unified 
surplus results from surpluses within the Socia) Security system. Th~c~fcontributing the 
unified surplu~;es to the Social Security Trust Fund could therefore b~ned. since the 
excess ofSocial 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 ofus 
have been referring to as the "double counting" problem). 

An altemati~e approach would eliminate the double counting problem by pW'Chasing 
private securities for the Trust Fund (which would be scored as an outlay), but offsetting those 
purchases with reductions ofthe bonds currently held by the Trust Fund (whicn would IWt be 
scored). In effect, this approach would eliminate the surplus while merely shifting the allocation 
ofassets held by the Trust Fund (more private securities, less Treasury securities) - and would 
not represent double counting because it woutd not immediately affect the total size of the Trust 
Fund. It thus has the attraction of eliminating the double counting problem. But the 
disadvantage is that it relies heavily on a scoring rule that could be changed in the future. 
especially if those scoring 'rules are attacked as taking away funds for tax cuts. 

2. The fiduciary problem. [f specific proposals for the SurPluses are put forward, it is 
far from clear how much of the projected surpluses will be creditable to the Social Security 
system. The assessment of the impact of policy changes on the Social Security system is the 
responsibility of the Social Security actuaries. who are likely to find it difficult to credit in 
current calculations projected surpluses that are not locked in by current budget rule (e.g., paygo 
and discretionary caps). but arc freely at the discretion of future Congresses. Any ennnarking of 
the surplus would require an extension of the budget mies, but such an ex.tension probably could 
not be taken out beyond the next 10 or 15 years. Therefore, many of your advisers strongly 
prefer to restrict attention to Ihe near-tenn surpluses. 

Even within the period in which OUlcomes arc constrained by the budget rules, is doubtful 
that credit could be taken for surpluses of the magnitude now projected for two reasons; First, the 
benchmark assumption of constant real non~defcnse discretionary {NDO) may seem implausible 
and undesirable. Official OMB projections of the surplus are predicated on the assumption that 
non-defense discretionary (NDD) spending grows ot the ratc of inflation after 2002, If instead 
such spending were assumed (0 ['{!main a constant share of GDP, the projccted surpluses would 
be signilicantly ;;maHcr: $167 hil1iOll in 2010, !ilt cxmllplc, relative 10 $237 bWion if NDD grows 
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at the rate of inflation. (The figures in this memorandwn rely on the OMB projections, in which 
NDD spending is assumed ro grow with inflation, not GDP.) Second, although OMB's 
economic assumptions have proven to be too 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. 

c. Raising the rate of return earned 

Another alternative would be to raise the rate of return earned within the Social Security 
system. Sin",: rate ofreturn to the special purpose bonds held by the T~ 

per year, while the rate of return on equities bos averaged I 6 
one possible approach to improving the financial status of the Trust d 

it to invest in private securities (the appendix provides a menu ofpossibilities). ': 
But purchasing private securities raises a series ofdifficult issues related to govemment 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 woutd be prohibited 
(e.g., tobacco) or mandated (e.g., environmental or social concerns), which categories of 
investments would be excluded by investing solely in indexes (e.g.~ small businesses that are not 
publicly held), and how the exposure of the Trust Fund to volatility in financial markets would 
be handled, Secretary Rubin is particularly concerned about investing the Trust Fund in equities. 

Some experts m!!y complain that investing the TnlSt Fund in private securities is an 
accounting gimmick. with no real economic consequences. The critical question is what the 
baseline is: If experts agree that using the unified surp1uses to purchase private securities for the 
Trust Fund prevents them from being dissipated in low-priority spending or consumption-
oriented tax cuts, then they are not likely to criticize the strategy (since it produces a positive 
impact on national saving). If, however~ they believe that the baseline is that the surpluses would 
be used to reduce debt, they could attack the proposal as a shell gmiIe. As Chairman Greenspan 
and others have repeatedly emphasized, allowing the Trust Fund to hold private securities: would 
l!!£an that fewer such securities wer~ held by the private sector. In effect, in the first instance, the _ 

"proposal involves a simple reallocation ofportfolios: the private sector w u 
Bovernment {~t. and less eqUJ y, . un WOUld. hold less.SQ.vcrQ.!!!ffit debt ~d more 

u 

D. Individual accounts 

A fi.n.l1 potential buHding block is individual accounts, which arise frequently in 

discussions of Social Security refonTI. From a purely economic perspective, individual accounts 

have a variety of both attractions ane disadvantages. On one hand: 


Small individual accounts could improve 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 a higher rate ofreturn than the traditionai Social Security 
systerr., which for today's 30-year olds is likely to ha:ve a very small rate ofretum, 

On the other hand: 

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

• 	 Many individuals are unsophisticated inveslors~ and 

• 	 Administrative costs would be higher for individual plans tlwn for centralized investment 

The major objection to individual accounts has been that they would be seen as an 
opening wedge to privatizing Social S~urity, with adverse implications for the preservation and 
progressivity of the public retirement system. In particular, Bob BaH and others argue that many 
people win prefer the higher returns earned on individual accounts relative to those earned on 
traditional Social Security~ and that the social compact supporting the system will therefore erode 
-~ undennining tbe 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 accoUIlts were funded by the government as a flat 
contribution per person. the accounts would be even more progressive than Social Security, (The 
appendix provides a menu ofoptions on using the surplus to fund such flat ~ontributions per 
person.) In addition, the new accounts could be designed to be available for cushioning the 
impact of life emergencies, such as catastrophic medica! events or long-term unemployment. A 
provision of this type eQuId advance your message that the government can help limit the risks of 
full participation in the global economy. although it -could reduce the beneficial impact on 
national saving. 

n. lIIustrativc-packages 

The three iJluslmtivc packages presented below, which involve elements put forward by 
others, combine the..;;e building blocks into complete plans. The appendix provides further 
information On the potential constituent parts, to allow you to see more of the possible 
combinations. The tables present the impact of the package on the Social Security Tmsl Fund 
(all four are currently estimated to at least eliminate the 7S-year actuarial imbalance, although the 
estimates are still preliminary), as wen as the impact on the retirement benefits for a hypothetical 
65-ycur old ff!tiree in 2015 with an average earnings history, .and a sllnilar retiree in 2040. 

For purposes of'discllssion, the analysis uscs t!~c 75-ycar aCHlarial b<llancc, which i~ Ihe 
lr:lditinlla: metric used to judge reforms to the system, MallY of you;- economic advisers, 
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however, prefer other memes - sucn as ensuring perpetual (notjuslI5-yearfbalance in the 
system, putting more ofan emphasis on the unified budget balance in the outyeal'S. using the rate 
ofretum earned by the average person, or p!acing a lower bound on the Trost Fund as a ratio of 
benefits. It is worth noting that under all the approaches, the Trust Food is declining rapidly at 
Ihe end of the 75-year period (implying thaI a 75-yCllJ: deficit will reappear over time). 

,. 




Based on proposals put forward by others. the foHowing is an ilJustraIive exampie, lts presence 
does not imply in any way that it is being proposed by the Administration, 

Illustrative package 1 

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 percenL Its other steps do nol 
inchlde covering all state and local government employees. or indexing the normal retirement 
age. But it also suffers from the double counting problem, 

. 
Impact on 75 Impact on Impaclon 
year deficit in average 65
Social Security 

average 65
year old's year old's 

, system income in income in 
,

2015,1997$ 2040, 1997$ I, ,(as % of (as%of 
benefits) benefits) , 

, , .i Invest 70 percent of surpluses between 1.08 iNA 'NA 

,
2002 and 2012 in Trust Fund, with 


equity investments up to 40 percent of 

Trust Fund. 


,
Other 30 pen;ent of surplus funds +$398 

individua1 accounts, 


NA +$168 
(1.4 percent) (3.0 percent) 

. 

-$807Modify benefit fannula by reducing 0.6 -$700...... 
(5,Q percent)(6,0 percent) ~i adjustment fitetors by 6 percent 

,, 
: Accelerate increase in nannal retirement ! 0.1 -$833 -SO , ,i age, but do no! index thereafter (7.1 percent) 

-$442 -$510 

: years 

~ Extend computation period from 35 to 38 0.25 

(3,8 pereent) (3.8 percent) 

: TOTAL, without interaction effects. 2.23 -$1,807' ·S919' 
,; Actuarinlll~\lancc indudc.<; 0.22 (15.9 percent) , (6.9 percent) , ,,percent for CPl ch:mg,cs ~t{rendy ,, ,

uunounced. 
._-- I , 

ual'hlJ imlmhmec 2.23 

!-53,363' ,Hcncfit reduction consistcn( with $0 , 
current-law financing ! (25 percent) 

.
Note: Does not accoufil for Iluhrccl effects through mufied smp!us. 
, Including annuity providt.:d hy individual account 
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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 i. being proposed by the Administration. 

Illustrative 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 
commission to eliminate the actuarial imbalance in the system. But it suffers from the double 
oountmg pro blem,an eaves tile wu e surplUS on e 0 .d I 'fi d 1« th bo ks» 

Impact on Impact on [mpacton 
75·y.... average 65 average 65
deficit in year old's year old's 
Social inoomein income in 

!Security 2015,1997$ 2040, 1997$ 

• system (as%of (as % of 
. 

· benefits) • benefit') 
· 

Invest 100 percent of surpluses 2002·2007 0.25 NA NA 
in Treasury :>ccurities for the Trust Fund'" 

Reduce adjustment mctors used to ·$1,0760.82 I -$933 
calculate PIA by 8 percent, phased in i (8.0 percent) (8.0 percent) 

·between 2002 and 2011 

· i Cover state and local workers hired after NA0.22 NA 
1999 •• 

O.4S · -$833 : -$1,164 Accelerate scheduled increase in nonnal 
retirement age, index thereafter i (7.1 percent) I (8,7 percent) · 

• 

• 

-$442 -$510~ Extend benefit computation period from 35 0.25 
(3,8 percent) i (3.8 percent) I to 38 years 

• TOTAL, without interactioh effects. '2.28 -$2,208 ! ..s2 750· , 
Actuarial ba1ance includes 0.22 percent (18.9 percent) • (20.4 percent) 
for CP1 changes: alreu{}y announced. · · 

" , 
, 

· 

· I 
• 

· I 

I 


· 

i Current 75-year actuarinl imbalance I 2.23 · 

Benefit reduction consistent with 
current-law finauciu~ 

·: so 

· 
-.$3,363 
(25 percent) I 

· . . Note: 1 he figures do not account for mdlrect effects of the refonns through the Unified suq»us. 
*' Transferring Treasury securities to thc Trust Fund, under current budgetary accounting, leaves 
the unified smplus on tbe 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. 

lHustrative padtage 3 . 
Description: This package also involves private investment.,; by the Trust Fund, but it does not 
create individ:Iai accounts Unlike all the previous packages , 1t does not double count the surplus. 

Impact on 
7S·year 
deficit in 
Social 

, . Security , 
system 

, 

Impact on Impact on 

average 65 average 65· 

y~( old's 
 ycarold's ,. . 
mcomem income in 

i 2015, 1997$ • 2040, 1997$ , 

'(as%of : (as%of i , 
i benefits) I benefits) 

NA NA I, 
, 

, 
, i ,,i 

, 

Invest 100 percent ofsurpluses between 0.57 
2002 and 2007 in Trust Fund, with equity 

,, investments up to 40 percent ofTrust Fund. ,, 
: Offset with redemptions of special purpose 

, 
,~ bonds (eliminates double-counting). 

Subject Social Security benefits to taxation 
as other defined benefit pensions and phase 
out lower~income thresholds 

Recogn:ize additional changes likely to be 
adopted by BLS is measuring consumer 
price inflation (reducing COLAs by 0.2 
percentage points per year after 2000) 

, 
Extend computation period from 35 to 38 
years . 

, 

I Accelerate scheduled increase in nannal 
! retirement age, index thereafter 

; TOTAL, with interaction effects. . .Actuarial bahmcc mcludes 6.22 percent 

0.33 

, 

0.29 

, 
0.25 

0.48 

2.31 
, 

·$350 
; (3.0 percent) , 

-$70' 
i (0.6 percent) 
, , 

-$442 
(3.8 percent) 

i -$833 
i (7.1 percent) 

1-$1,695 
i (14,5 percent) 

·$404 
(3.0 percent) 

, 

-$81' 
(0.6 percent) 

, 

-$510 
(3.8 percent) 

, ,
-$1,164 

,(8.7 percent) , 
,,,i -$2,159 

, (16.0 percent) 
for CPl ch:mgcs nlready announced.' 

, 
! Current 75-year aduarial imbalance 2.23 

----~--------~-------
Benefit reduction consistent with 
{~url"e.n(-(aw financing 

: SO 
I 

, -$3,363 
! (25 percent) j 

Note; DOG~ nol reflect indirect effect through uniticd surplus, 
* 1-1<1:- lHore ;;ubs{antial effects on older retirees. 
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[II. Strategic issues 

(A) Key issues 

In addition to deciding on the substance ofany approach, we face many difficult strategic 
issues. This ;.;cction reviews three of them: whether to offer a fun or partial plan in the next 
month. and jftlle plan is partial, h,?w much specificity to provide; whether to include individual 
accounts in your initial plan; and whether to earmark a smail share of the surpluses for non~ 
retirement priorities_ 

I(A). Initially olter full plan or only down-payment 

• 
Using the surplus to provide additional funding for tile Social Security system, as well as ': 

potentially ai!hieving higher returns (either through investing the Trust Fund in private securities, 
or through creating individual accounts), makes it conceivable that you could put forward a 
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 
-- as a very strong sign of leadership. But the some token., it may attract heavy fire. While the 
use oftbe surplus could make a full plan seem relatively mUd to those intimately familiar with 
the Social S(:curity problem, most fun proposals will still involve some pain (as the iHustrative 
packages illustrate). In particular, most such proposals could be attacked as cutting benefits for 
average people. Furthermore, on both the left and the rignt, 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 therefore unnecessarily hurting retirees. 

The only way of not including any pain in a full package is to use aU of the projected 
surpluses over the next two decade.s for equity investments or individual accoWlts, as illustrated' 
in the tabte below. But such a strategy~ which uses unified surpluses wen beyond the to-year 
hudget window and is predicated on a falling share of NDD relative to GDP. is likely to lack 
credibility. It could therefore be severely attacked by both media clites and budgetary experts. 

Assuming that SO!lle traditional solutions are necessary to maintain credibility, 
announcing your own complete plan wold also subject it to partisan attack, Such partisan 
'lttacks could potentially be avoided if we pursue a hipm1isan approach over the next year or so. 
In particular, reforms that may not be attacked under a Clinton~Daschle·Lott plan could be 
attacked if you go out alone, Examples include covering all stale and local govcrnment workers, 
and taxing henefits like other defined bencfit pensions, 

. 
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f 	 ' Impact on 65~Impact on 75- ; Impact on 65· 
year old',year deficit in i year old's 

Sodal Security income, 2040income. 20 J 5 ; 
; 

system . . 
[nvest 100 percent of surpluses between 
2002 and 2023 in Trust Fund, with 

: equity investments up to 40 percent of 
; Trust Fund 

1 Cover state and local workers hired a.fter 
; 

: 2007 

TOTAL, without intenlction effects. 
Actuarial b~llance includes 0.22 
percent for CPI changes already 
announced. 

1.82 

0.19 

iNA 
; 
; 

; 
; 

!NA 

NA 
; 
; 

NA 

Current 7s.-ycar actuarial imbalance 2.23 

$0 	 ;Benefit reduction consistent with ·$3,363 
; 

current-law financing (25 percent) 

l(B). Specifidty of down-payment 

If you decide to pursue a down~payment approach rather than a full pian, you need to 
decide how specific you should be over the next month or so about various details of the down
payment, In particular~ you could, ifdesired. offer specific proposals on the following issuc.Ii: 

• 	 Whether We were supporting usc of the surplus to fund individual accounts; 

.. 	 Whether we support purchases of private securities for the Trust Fund; and 

• 	 If we set aside some share of the surplus for non-retirement priorities, what those 
priorities arc. 

A general commitment to using the surplus for Socia! Security and rctiremetlt needs, 
without any d0tails. may not be sustainable and may lack credibility, General statements could 
also be ~lr:erul ill engaging the country and tbe Hill in a debate over how to approach the problem 
- it could jump-start the discussions, On the other hand, loa mueh specificity may inevitably 
involve offering something could be altacked. 

; ·•; 2.23 ·$0 ; -SO • 
, ,; I ;; 
; 
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2. Individual accounts 

As discussed in the first section above, individuai accOWlts involve numerous poHcy 
questions. Crucial issues include whether the contributions ~hould be a flat amount per person. 
how the contributions would be Hnked to the unified surplus'fand what would happen after the 
surpluses run out)~ whether loans would be allowed against the accoW\ts for H.fc emergencies. 
whether individuals wowd be allowed to make their own contributions 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 lRAs), and whether any tax cut would be refundable 
(and if not, how low~income taxpayers would benefit). 

b.....} 
Strategic advantages. The strategic advantage of using indivl ua ccounts IS that they 

are lilcely to he a mOre effective means of neutralizing RJ:publican tax cut oposals: An 
individual account can be portrayed as a tax cut or a payroll tax rebate. luding such 
accounts as part of an Administra~ion proposal therefore allows us to pres nt a broader Social 
Security proposal that incorporates tax cuts. And tax cuts linked to indivi accounts could 
neutralize and trump ilI...advised Republican tax cut proposals. Those wh support individual 
accounts also fear (hat without such an option, Republicans could claim addressing Social 
Security through proposals such as Feldstein's regressive approach to in lvidual accounts. 
Tne logic of this argument is that we would be at a disadvantage if we only supported the 
Social Security Trust Fund, wbile the opposition was "addressing" Social Security through 
accounts that provide a bigher return, 

Strategic disadvantages. There are also serious strategic problems. Individual 
accounts may be seen by Moynihan and the AFl.rCIO as a first step toward privatization. 
More broadly, individual accounts could split tbe Democrats, as Bob Ball and others raise 
concerns about whether such accounts would undermine long-ternl 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 guarantee 
that the QveraU package be progressive. Aiso, some argue that we could get the same 
advantages in terms of higher reUJfflS through equity investments in the Trust Fund, and avoid 
many of the political difficulties involved in individual accounts. 

If we decide to support individual accounts, a major stralegic question is how c10seiy 
any such accounts shouid be linked with "Social Security": 

J",ink with Social Security. The logic here is that the Social Security message has 
power, ~o if we do have individual accounts, Ihey should be linked to that message. 
The argument (hat indivjdual accounts will necessarily lead to privatization may not 
seem a& strong when the accounts involve only a fraction of the surplus. and arc not 
financed hy diverting funds from the 12.4 percent payroll taX, Another argument in 
fBVor of {his approach is thdt even if try 10 separate accounts from "Social SecurilY" 
rcforrll. we will not necessarily he believed, 
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No Link with Social Security. The Jogic 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 
promis,e to fix Social Security separately. We could state that we would not accept a 
smaller Social Security system merely because of the, accounts, 

3. Devoting th~ entire surplus to retirement needs 

Another policy and strategic question is whether we should devote the entire surplus, or 
only part of it, to Social Security and retirement The advantage of devoting the entire surplus is 
that it providef, a dear "don't spend the surplus, we need it for Social Security and retirement" 
message, That message is muddied if we devote 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 payroU tax, . 

The downside of specifying that the entire surplus should be devoted to retirement needs 
is that it precludes funding other, non-retirement priorities (e.g,. Children's Fund, biomedical 
re5:earch, or tax reform), 11l<.! attractions of providing such funding, especially in a relatively tight 
hudgetary world, arc 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 hove ahvays emphasized public investments 
in addition to private investment/saving. Others might argue that devoting a small percentage of 
the surpluses could allow IlS to repeat our sllccessful 1996 strategy of defeating HI-advised, large 
tax schemes with small, targeted tax cuts. 

(B) Illustrative strategic options 

This S{!ction provides a very brief summary of some illustrative stflltegic options. 

Timing 

The first dimensjon of the strategic options involves timjng: 

• 	 December/Early January option. Some would like an announcement as early a& 
possible -~ even in December if ready. We all agree, however, that (his is too 
important an issue to make an announcemem until we are sure or our policy. WhCH we 
have reached agreement on the policy, some feel it may be worthy of an Oval Office 
announcement eitiler in December Of January prior to the State of the Union. 

.. 'State of the Union: Some fcel that if would be better to save until the State of the 
Union because, this: issue could be the "big idea" that would lift the entire State of tht: 
Union. 

.. 	 1998 Strategy: If you announce less than a fuB plan, another timing question invvlvcs 
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whether you announce some form of process for dealing with the rest of the Social 
Security problem. One aspect of that process could involve "setting the table" for real 
reforms after the fall 1998 elections - for example. through a Social Security 
commission reporting in December 1998; a bipartisan advisory commission to issue 
papers forums and papers; a nationwide forum with 7 regional Presidential Social 
Security Conferences. or other steps, Another aspect could involve setting up some 
sort of process for the real deal -- for example, a speciaJ session of Congress, a special 
committee of Administration and HlH representatives, or other possibilities. 

Announcements 

In addition to timing questions, there are different op[ions for what we announce. 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. 

• 	 Whole 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 sllll must confront all of the issues, As mentioned above. 
this approach may imply that we have [0 avoid some options on the revenue side. 

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

• 	 Devote entire surplus between 2002-2007 (or 2002-2012) to the Social Security 
Trust Fund as a downpayment, but make clear that the Trust Fund would invest in 
private securities to rai&'C return and counter individual accounts. ' 

• 	 70% to Social Security Trust Fund and 30% Payroll Rebate to Individual Accounts 
us l)ownpaymcot. 

• 	 60% to Social Security Trust Fund, 30% Individual Accounts and 10% for a 
Future Fund for Children and Biomedical Rese'lrch. 
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APPENDIX: POSSIBLE ELEMENTS OF COMPLETE PLAN 

BeJoware illustrative elements that have been proposed by others as elements of a Social 
Security plan. They have not been subject to any fonnal review within the Administration, 

(A) Menu On Traditional Solutions 

I 

, 
Effect on 75· Impact on Impact On 

year actuarial .veruge 65 averuge 65
, imbalance in year old's year old's,,, 

Trust Fund income in ~ income in, 

2015,1997$ , 2040, 1997$ 
(as%of (as % of ,

! benefits) benefits) 

COVERAGE: 

Cover all state and local government 0.22 NA NA 
workers hired after 1999 

Cover aU state and local gove..'11ment 0.19 NA NA 
workers hired after 2007 

, . 
BI1:NEFITS: 

Reduce adjustment factors used to 0.51 -$583 ·$673 
calculate PIA ~y 5 percent. phased in (5 percent) (5 percent) 
between 2002 and 2011 

increase benefit computation years from 0.25 ' ' : -$442 -$510 
35 to 38, phased in 2002-2004 • (3.8 percent) (3.8 percent) 

, 
Accelerate increase in nonna~ retirement 0.10 ·$833 0 
age to 67. by eliminating current il-year (7.1 percent) 
hiatus in increase between 66 and 67 

,, 
, 
: Index nonnal retirement age after it 0.30 0 ·$604 
i reaches 67 under current schedule (4.5 percent) ,
IAccelerate sched\llcd increase in nonn.l] OAR -$833 i ·$1,164 

retirement age, index thereafter (7.1 percent) ! (8.7 percent) 

, 
I,,, ,, 

15 




IRecognize additional changes likely to 0.29 
! be adopted by BLS is measuring 
: consumer priee inflation (reducing 
· COLAs by 0.2 percentage points por year 

after 2000) 
· 

Reduce spousat benefit fTOm. 50 percent 0.16 
to 33 percent of PIA 

•· 
BENEFITS TAXAnON: 

Beginning 2002, subject OASDI benefits 0.12 
to personal income tax: in same manner 
as applied to other DB pensions 

Phase out thresholds for taxation of 0.21 
OASDl benefil' 2002-2011 (85 percent 
of benefits subject to tax after 20 to) 

CONTRIIlUTION (lASE: 

Raise taxable earnings base to 90 percent 0.54 
of covered earnings. phased in between •• · 2002 and 2006 (equivalent to an increase 

,in taxable earnings limit from $65,400 to , 
I,roughly $110,000) 

. · 

-$202-$105 
(0.9 pereen!) (1.5 percent) 

-$309 ·$357 
(2.6 perCent)(2.6 percent) 

NANA 

Note: Dollar fIgures are III 1997 dollars, percentage cuts are relatIVe to future prOjected benefit 

I. 
. . 


·$70 
(0.6 percent). 
with more 
substantial 

:effects on 
older retirees 

··$81 
(0.6 percent). 
with more 

: substantial 
effects on 

i older retirees 

-$1,283 -$2.287 . 
(34 percent 

: spousal 
• (22 pereent of 

• ofspousnl 
benefit) : benefit) 

.• 

... 
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(8) Menu on Using the Surplus (Impact on Actuarial Balance of Trust Fund) 

J. Transfer surpluses into Trust Fund; buy honds only 

: Transfer All surpluses : 70 percent of surpluS1;S 50 percent of surpluses 
! surpluses 
: from;, 

: 2002·2007 0.25 
I
10.17 0.12 

2002·2012 0.60 0.39 0.27 

2002·2026 1.12 0.67 0.43 

2. Transfer surpluses into Trust Fund; buy private securities (cap al 40 percenl) 

, 

, 

i, 

.
. 


Transfer 
surpluses 

: from: 

i AU surpluses ' 10 percent of surpluses I 50 percent of surpluses 

2002·2007 ,0.88 ' 0.70 056 

: 2002·2012 

2002·2026 
, 
' 

1.36 

1.82 I 

1.08 

l.30 

0.86 

1.02 

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

Transfer 
surpluses 

All surpluses 70 percent of surpluses 50 percent of surpluses 
,, 

I 
rrom: , 

2002-2007 ' 025 0.17 0.12 
, 
, 2002·2012 0.86 0.63 050 

,, 

2002·2026 
, 

! 1.47 1 0.97 0.73 
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, 
,, , 

, 

" 

4, "Use" surpluses 10 buy private securities (no transfers into Trust Fund) 

Transfer 
surpluses 
from: 

All swpluses 70 percent of swpluses 50 percent of swpiuses 
. 

, 

uSe only 
2002·2007 

0.57 0.51 0.43 

use until hit 
portfolio cap 

0.57 (2008) , 0.55 (2010) 
I, 

0.52 (2012) 

. . . ,
Note: Pnvate r.ecuntlcs are a.<;sumed to earn 3,8 percent per year more than Treasury secunties. , 

'. 
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(C) Menu On Investing the Trust Fnnd in Private Seeurities 

Percentage ofTrust Fund assets Wider current law invested in private securities. phased in 
between 2000 IUld 2014 

, 
Effect on 75-yeor , 

, 
, actuarial imbalance , 

0,15I 10 percent 

I0.29 	 , 

, 
! 20 percent 

130 percent 0.43 

! 40 percent 0.56 

150 per~-~~t 10.68 

, , 

Note: Figures assume that the rate ofreturn on private securities is 3.84 percent per year higher 
than on special purpose bonds. Figures presented in table are very approximate. 
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(D) Menu on Individual Accounts: Impact on Retiree lncolllc 

The figures below give the annual arumity 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 workert and that half ofaccount 
balances arc invested in bonds, with the other half in private securities. 

Surpluses, 2002·2007 

i 2015 . % ofSQcial% ofSocial 12040 
, Security benefits Security benefits 

for average earner for average carner 

i 30 percent of . ,$192 1.4 percent$81 0.6 percent 
; surpluses 

i 50 peroent of $135 $320 12.4 percent11.2 percent 
_ surpluses 

.. 

Surpluses. 2002·2012 
, 2040 % ofSocjal2015 % of Social 
i Security benefits Security benefits , 

for avemge earner ; for average eam.cr , i 

30 percent of i $168 ' 1.4 percent 
 $398 : 3.0 percent, 

, surpluses I i ,, 

50 pe"",nt of i $281 : 2.4 percent , $663 4.9 percent 

surpluses ,
i 

, 
, i 

Surpluses, 2002·2023' 

2015 % QfSocial 2040 % of Social 
, 
, , 

Security benefits Security benefits . i 
for average earner , for average eamcr 

1.7 percent, 30 percent of $194 $534 4.0 percent , 

\ surpl uscs 
i,, , 

1$891; 50 percent of ' $323 2.4 percent 6.6 percent 
Isurpluses i , , 

. . . . . 
>I' USJng the surpluses for mdtvtdual accounts andJor purchases of non-Treasury secunttcs unphcs 
higher debt s'~rvicing payments relative to the baseline surplus projections. The surpluses thus 
end carlier than under the baseline. 
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• THE WHITE,HOUSE 

WASHINGTON 

" December 13, 1997 (!I)PI([J.. 
MEMORANDUM FOR THE PlU.tIDENT ;2,~ed 

5pe r /11'1 C;
FROM: 	 BRUCE REED 

GENE SPERLING Jcnl? In:!} 5 
CHRIS JENNINGS 

f30w Ie s 
SUBJECT: 	 Health Insurance Coverage Initiatives 

Throughout your Administration, you have worked to enact legislation to expand access 
to affordable health insurance. 'nlC Balanced Budget Act included an unprecedented $24 billion 
investment for state-based children's health insurance programs. This historic initiative will 
clearly reduce rhe number of uninsured. However, there arc other deserving populations whom 
we could target in our stcp~by-step reforrIlli~,Thcse jJlcludcJ.h~rc-(itycar !lIds ~fercnccd in 
the McdicttfC memo), workers between jobs. and wacke!] in Sntl!P business~... In addition, we 
arc working on possible proposals to expand Medicaid coverage to people with A[DS and 
disabilities through pilo! programs. The policy development of these proposals is still underway, 
so we have not included them here. 

~cse jnjliatives...totaLamuud.J!IQ bjUion ovq2 yCRq_ Thi~m9~nt is less 
-~ 

than half of the health investments enacted as pall !}Hhella1.ajJ~Dudill!! Act and less than 4 
perteD! De,Ee. prcmimn assistance prOpOscd in tb~Ith Security J\..ct H~ving said- titis, l;~nc of 
your advisors believe the Medicare and Medicaid srlvings left ofter last year's deficit reduction 
eifolt are sufficient to fund these initiutlvcs. There may be $05 to I billion over 5 years in 
Medicaid savings, but those savings will be difficult to achieve HEld there may be other claims on 
them (e.g., child care, benefits to immigrants). Another possible source of funds i~Jl'!1!_tobacco 
~~!iem.~l!.h-~1!JJlC !1~~urallil)k ,~ct:1:;£!l.!QbacQ.Qjmd hcal(h~, ... 

, , . ", 

Your advisors uniformly agree that we need 10 take all action~5siblc to achieve if not 
~.--~------...~---

exceed youSJ;oill of incrcasing insurance covcr~F.0r 5 mill!E!!~~~' A series of propo:mls 
nrc described in Ihis memo to help accomplish that ~oaL l11crc is less agreement on whether we 
should address a new group of uninsured people in this budget. The Department of Labor 
!\1mu~mQflS the workt·rs~hc{j.Yeco-jobs.dcmnlls1.!:ruion; of all health initiatives in the budget, 
ills their Jiigu.4Sl.prio.!ity. OMB also supports lhat demonstration if sufficient runds arc 
available. HBS believes thnt this proposal hBS merit, but I:; :::keplicHI that it will attract any more 
support lhall it hm; in the p,lst three years . 
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• A. CHILDREN'S HEALTH OUTREACH 

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

_ Medicaid eligible children are es eciall at risk of remainin u' ured. Over three 
milli~fi'SUfCi.rcnlli ren are e igible for Mcdiyaid. Educating famil~ about their options all4 
pnrolling them in Medicaid has always been a problem, but it has re~~tly become even ,more 
c!!.allengml~ Thcnum6cr 01 chddren covered by Medicaid leveled off ill 1995 and, according to 
the Census, dropped by 6 percent in 1996. While some ofthi. decline may be due to the lower 
number of children in poverty. another part may result from families' m.isun.derstandjng of1beir 
children's continued eligibility for Medicaid in the wake ofwelfare refonn. -	 . 

Options to lncrc!.se Outreach for Medicaid and the Children's Healfll Insurance Program., 
~c.wx 
~\t ~tW I To address the need for children's health outreach, \ve propose u series of policy options. 
\-'t'~ti Together, these initiatives could cost $1 to 2 billion over five years (or more depending 011 policy 
~ choices about the enhanced mutch). Prcl.iminary discussions with NGA and some children's 
• 	 advocaEcs suggest they strongly support these efforts, In addition, the Administration is 


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


Enhanced match for outreach. One option for improving state olltreach 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 enrollment over its 
baseline, it would receive an increased matching amount per newly covered child (possibly 

\" through administrative payments). This policy rewards states only if they succeed in outreuch, 
9\'NJ ('rather than matching activities that mayor may not work. Depending on the amount of the 
cr- incentive and the administrntive design, this option could cost to SO.5 to 1 billion over five years:. 

Moving outreach to schools and chUd (arc sites.· We could build upon the 
"presumptive eligibility" provision in the Balanced Budget Act to make i1 easier to enroll 
children in Medicaid and CHIP. The BBA option allows limited sites (!;...g., hospitals) 10 give 
low-income children temporary Medicaid coverage on the spot while they arc formaHy enrolled 
in CHIP or :vtedicaid. This propOS;)] wOllld bmmk!Lthcse sites to include schools: ap~te 
child care sites, and Hca<L$tau.. sites. at the :ihlh;'~ optlQJl. HeFA actuHric;; preliminarily cslll!late
twit this pmposal would cost $400 Il\illion over .l,ycms. Also, under the UBA, states that usc 
presumptive eligibility must pay for its costs out of the CHIP allotment, reducing the amount 
avnilable for other eovemgc. States have advised us that tbis requirement discourages them from 

• 
taking advantage of the pr~sumptive eligibility proviSion. HeFA actuaries preliminarily estimate 
that dropping this requirement would cost $25 million over 5 years. 
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Accessing 90 percent matching funds for outreach, A third way to increase funding 
for children's health outreach is to increase states' flexibility in \\Sing a seecial Medi<:lliq fi.md.se' 
aside in TANF for outreach fofCliTIQren losing welfare, This $5JJil million fund i.!£!!!.!E!ltIy 
nocated to s~tes with a 90 percent m~!dljng.raie""'iQrQUtreach'ncfurttics to-certain children, We 

.........,. j'Quld c:waud its use to all children. nOLjust welfare children. HCFA actuaries preliminarily 
~ estimate that this policy would cost $100 million over 5 year;, NGA supports this change. 

Simplifying enrollment. A simple, accessible enrollment process could encourage more 
families to enroll their children in Medicaid or CHIP. To help create such a process, we propose 
several actions, all of which are inexpensive, First, we could streamline the application process 
by simplifying Medicaid eligibility 31Hl by encouraging the use of simple, mail-in applications. 
HCFA has already developed a model single application form for both Medicaid and CHIP, We 
could condition some of the finan.cial incentives described above on using a single or simple 
application. Second, we are reviewing the feasibility 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. 

Iliscus:-;ion 

• 

There is lIn~mimous support aCrOSS agencies for focusing on children's health outreach, 


HBS, Treasury and CEA believe that such outreach should be the Administration's first priority, 

NEC/DPe and O~B believe that aggressive outreach will b~ ncedcd to meet or exceed the 

Administration's goal of covering 5 miilion uninsured children. Although OMS is supportive, it 
points out that because some children may be impossible to reach and S0I11C states may not usc 
these options, we are unlikely to enroll all 3 million children. NEe, also supportive, raises the 
concern that spending on an outreach initiative may be a communications challenge so soon after 
the ennctment of the $24 billion base children's health program. However. policy experts. 
Governors, and children's advocates alike \-viIl endorse this initiative, 

One great challenge is the difficulty of finding savings from Medicald to oftset the costs 
of this initiative. With this in mimi, your advisors arc considering the tobacco setliemCllt as u 
linancing source, Specifically, we arc exploring the ndvisability of allowing sta{e~ to retain the 
Federal shure of the tobacco funds lithe}' dedicate those funds to high~priority Administration 
initintivcs like child care, educatioll, and health cnre. Governor Chiles would support such an 
approach if we dedicate the funds 10 children's hcal!h care, not just outreach . 

• 3 
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• B. WORKERS BETWEEN JOBS INITIATIVE 

Families who lose health insurance while they are between jobs are a small but important 
group ofunir1Sured Americans. These people pay for health insurance for most of their lives, but 
go through brief periods wHhout coverage when they are temporarily unemployed, If they 
experience a catastrophic illness during this transition, the benefit of their years' worth of 
premium payments is lost. In addition, they could lose protection under the provisions of the. 
KassebaumMKcnnedy legislation once they regain coverage. 

Polky Options 

There are two options. The first is that we include the same proposal that we have carrkd 
in our last two budgets, All states would receive grants to provide temporary premium assistance 
to eligible low~income families, States would use tbis 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 sunsctting it in two or three 
years or possibly reducing the subsidy amount, It would still probably cost at least $1 billion per 
year to have <1 nationwide program with enough funding per states to address this problem, 

• 
A second option 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 usingfl range of approaches 
like a COBRA~bascd subsidy, Medicaid, or covering the parents of children covered by CHIP. 
Since it is a gmnt program, we could make this program as large or SOlan as we want. To give <1 

sense or the options, last year's $10 billion proposal over rour years covered about 33 million 
people with incomes below 240 percent of poverty. If we assume the same set of policy 
parameters, a demonstration 0[S1 billion over 5 years would cover about 230,000 peopJe~ a 
demonstration of$25 billion would cover about 600,000; and a demonstration of about $3.5 
billion would COVer about 800,000 people. OMB has suggesled that we could limit the costs by 
only offering assistance to people below poverty, However, NEC/DPe arc concerned about that 
this shifts lhe target away from the middle-class famnies we originally intended to help. 

Discussioll 

On policy grounds, all of the agencies support this policy_ h has been ill our last two 
budgets because or its merits. Heahh coverage for workers changing jobs could also be 
important to a vJorker security theme in the State oftbe Union. This policy remains Labor's first 
priority because it targets u particularly vulnerable group <ll1d addrc~scs lhe worker insccurity 
issues that played such a large role in the debate over Fast Track. OMB and CEA would support 
this initiative if there.arc sufficient funds, i--Il-lS believes that this rolic:)," is no more viable this 
year than it has been in the past; HHS would also object to using Medicare Hnd Medicaid savings 
to fund this proposal. Ope/NEe me concerned about dropping this policy .thogcthcr and support 
a demonstration lhat is large cnough to be viewed as improving covcrage. If resOUrces arc 

• limited, howevs.r:-;"c ~~~~~~.r.~~e!.l~e children's ~ulrcach initiative to this rropo~1. 
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• C. VOLUNTARY PURCHASING COOPERATIVES 

Workers in small firms are most likely to be uninsured. Over a quarter ofworkers in . 
firms with fewer than 10 employees lack health insurance - almost twice the nationwide 
average. While 88 percent of workers in firms with 250 or more workers arc offered heaHh 
insurance. only 41 percent of workers in firms with I~s than 10 workers are offered coverage. 
This disparity reflects the poor functioning of the sOlaU group health insurance market. Studies 
have shown that a~mjllistrative costs are higher and that small businesses pay more for the same 
benefits as Larger firms. 

Grants to States 

Given the disadvantages faced by smalt firms, the question is: arc there policies that can 
make insurance more affordable for small businesses and their employees? In the las1 two 
budgets. we have included a policy to provide seed money for states to establish voluntary 
purchasing copperatives. These cooperatives would aUow small employers to pool their 
purchasing power to try to negotiate better rates for their employees. This year, we propose both 

~ h. the original policy and a variation: a competitive grant approach so that a more limited number of
li states could receive a smaller. but more targeted, pool of funds. The total costs would be $50 10 

$100 million over 5 years. 

Discussion 

All <lgencics remai'n supportive of this policy and believe it should be included in this 
year's budget. In tbe past, we have failed to enact this proposal because Congressman FaweU 
has pushed an alternative approach more attractive to small businesses. Fawell's proposal would 
help small bosinessc.s to self·insure and in so doing escape all siatc regulation, Governors and 
~~-.~~-~. 	 . 
consumer groups have consistently opposed the FaweH approacb, fearing that it would leave the 
snUlIl group market with only the most risky and expcllsive groups; as low~risk groups move iuto 

(	 the self~insured, non·reglliate-d market Our recent conversations with FnweH suggest that hc 
may be open to 'Compromise this year in a way that he has not been in the past. 

L :&,.-J ~ t< t\l Gk 	 ' 
+, /J.~ )J.kl..'l\A
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THE WHITE HOUSE 

WASHINGTON 

December 13, 1997 

MEMORANDUM TO THE PRESIDENT 


PROM: BRUCE REED 
GENE SPERLING, 
CHRIS JENNrNGS 

SUBJECT: RefonDs that Prepare Medicare for the Retirement oftb. Baby Boom Generation 

The Balanced Budget Act (BBA) that you enacled took necessary steps to modernize lhe 
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. 
However. the BBA's policies were not intended to solve Medicare's long-term problems. 

The Medicare Commission was established to address the demographic challenges posed 
by the retirement of the baby boom generation. The que.<j,tion is whether we should take action 
prior to the March 1999 Commission deadline 10 further strengthen the program and lay the 
groundwork for implementation of likely Commission recommendations. 

The NEe and DPC have ted an interagency examination of severa~ policy options. This 
memo examines options to insure pre--6S year olds, to extend Medicare coverage of patient care 
costs associated with clinical trials, and to increase private long~lerm care insurance. Financing 
options to pay for these proposals foHow this description. 

Your advisors have differing viev.'S on whether to pursue any new proposals while the 
Medicare Commission is active and which proposals to pursue if you choose to do SQ, OMB and 
to some extent Treasury have concerns about a pre-65 option, because it may open the door to 
subsidies for a costly population and have the unintended effect of reducing employer coverage. 
Both OMI3 and Treasury oppose the clinical cancer trials proposal because it could set a 
precedent for every other disease group to ask for the same treatment 

Should you decide to pursue all of the options, traditional Medicare savings alone may 
not be sufficient to offset the costs and a Medicare incomc~related premium may be necessary. 
Such a premium will be politically contentious, although possibly more acceptable to our 
Democratic base if linked to a benefit expansion. Given the complexity of any decision to adopt 
an incomc~rctatcd premium, we outline here some of the issues. but defer a recommendation 
until we can meet with you on the subject. 



A. PRE-6S HEALTH INSURANCE OPTIONS 

Although people between 55 and 65 years old are more likely to have health insurance 
than others, they often face greater problems with access to affordable health insurallce, 
especially When they are sick. Individuals in tbis age group are at greater risk ofhaving health 
prohlems. with twice the probability ofexperiencing heart disease, strokes) and cancer at; people 
ages 45 to 54. Yet their access to affordable employer coverage is often lower because of work 
and family transitions. Work transitions increase as people approach 65. with many retiring and 
shifting to part-time work or self--employment as a bridge to retirement. Some ofthis transition 
is involuntary. Nearly half of people 55 to 65 years old who lose their jobs when firms downsize 
or dose do not get fe-employed. At the same time, family transitions reduce access to employer
baSed health insurance, as individuals are widowed or divorced, Of as their spouses become 
e-ligible for Medicare and retire. 

As a re....ult. 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~6S year aIds often face relatively high premiums and may 
face exorbitant premiums if tlley nre sick. While the Kassebaum~Kennedy legislation improved 
access for people with pre-existing conditions, it did not restrict 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. finns have cut back on offering 
pre-65 retirees health coverage; in 1984,67 percent of large and mid-sized firms offered retiree 
insurance but in 1997, only 37 percent did (although this decline may be slowing). In addition, 
in several small but notable cases (!t.J!» General Motors and Pabst Brewery). retirees' health 
benefits were dropped uniiater~lly, despite the finn's prior commitment. These "broken 
promise" retirees do not have access to COBRA continuation coverage and couid have difficulty 
finding affordable individual insurance. An even more important trend is demographic. The 
number of people 55 to 65 years old will increase from 22 to 30 million by 2005 and to 35 
million by 20 IO. Assuming current rates ofuninsurance. this trend could raise the number of 
uninsured in this age group from 3 million today to 4 million by 2005, without even taking into 
account the dedine 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 coverjng a pre-65 age group now will teaeh us valuable iessons if wc need to develop policy 
options for the 65 to 67 year aids. 

Policy Questiuns 

Two central questions determine the policy options for the pre~65 year olds: what is the 
target population~ and what is the best way to eover these people. 
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Whom to Target. As with any incremental refonn. 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 current workers, it may 
affect employers' decisions to cover retirees, as well as employees~ decisions to retire early. To 
protect against substitution, your advisors recommend limiting eligibility to a subset of the pre
6S year olds. There are two ways to limit eligibility. 

The first approach is to limit eligibility to people ages 62 to 65, The 6 million people 
ages 62 to 65 work less than to people ages 55 to 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 at which Social 
Security benefits can be accessed. Within this 6 million. we could limit eligibility to 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 "ill lead individuals to retire 
or drop retiree coverage. 

A second approach is to limit eligibility v.'ithin a broader age group - t..&. 55 to 65 year 
olds - to individuals who lack access to employer-based insurance for particular reasons: 
(I) OJ.placed w<lIkolli: About 60,000 people ages 55 to 65 lost their employer insurance when 
they lost their job because a finn 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) tumed 65 and retired, This number could grow ifemployers 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 
to a Hbrokcn promise" (i&.• when the employer unexpectedly tenninated coverage). 

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

1\ second approach· is a Medicare "buy-in." Eligible people could buy into Medicare by
r 

paying a premium. Since Federal premium assistance for this group is prohibitively expensive, 
your adVISOrs agrce that participants should pay the full premium: the age-adjusted Medicare 
payment rale, plus an add-on for the cxtm risk of participants. This add-on could be high if, as 
the actuaries I!Xpcct, most participants will be sicker than average. To attract healthlcr people 
and make it possible for more people to take advantage of the benefit, we could defer payment of 
part of the pn:mium (~...g.., this risk add-on) until age 65 by "'"'amortizing" the payment. Under tbis. 
option, Medicare would pay part of the premium as a loan up front, with repayment by the 
bencficiaries with their Part B premiums. This loan would be a Medicare cost in the short term, 
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Option 1. "Broken Promise» People Only. The minimal option. with no Federal 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 speeial COBRA popolations), 
Even taking into account the premium payments, employers would bear some of the cost..;; of 
their decision to tenninate coverage, given the higher costs ofpeople in this age group. 

Option 2. Medicare Buy-In for Select Groups. The second option is to allow a 
Medicare buy~in for a subset of 55 to 65 year olds who have limited access to employer 
insurance. One group is the "Medicare spotlsesll ~ primarily uninsured women ages 55 to 65 
whose husbands are already On Medicare. An alternative (or complement) is displaced workers. 
Since these group-ii are sma1l, Medicare costs would be low. 

Optio.3, Medi...... Buy-In for 62 to 65 Years Old Plus Selected Groups, The third 
option is to allow 62 to 65 year olds, plus a group like displaced workers, to buy into Medicare, 
ThIs group is representative of the 65 to 67 year old population, giving a sense of what would 
happen if Medicare eligibility were postponed to 67 years old, The HCFAactuaries estimate Omt 
the Medicare cost of the worst-case scenario - 300,000 sick participants -is $ LI billion per 
year, not taking into account any beneficiary pay-back. Their initial estimate for the 62 to 65 
year oids1 cosls, using more realistic assumptions, is about $300 million per year. They assume 
that 160,000 people will participate: 70.000 currently uninsured and the remainder previously 
insured by expensive. individual insurance. ~ote that OMS has not yet cleared these estimates, 

Discussion 

Despite likely business opposition, your advisors all support a COBRA option for the 
"broken promise" retirees. Beyond this, your advisors have not yet reached a consensus. OMB 
and CEA are (~oncemed that any unsubsidi7.ed entitlement for pre-65 year olds wiH not stay that 
way for long booause pressure will build to lower the premiums. To test a buy~in for the pre~65 
year olds, OMB and CEA would recommend covering only Medicare spouses, because doing so 
\vould 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, It feels strongest 
about covering displaced workers because of it~ broader goal of improving workers> security,. 
Treasury shares OMS and CEA's concerns but would not object to a general Medicare buy-in if 
there were strong incentives for participants to enroll in managed cure. This policy would make 
insurers. not Medicare, bear the risk, but ~ould be politically difficult. HHS supports the 
broadest option and IS concerned about only covering select groups since the enrollment may not 
be sufficient to justify the administrative effort. 

NECfDPC recommend a package thal 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 lhink that this package is suffiCIently narrow to limh effects on retiree health 
coverage or retirement. At the SmTlC time. the policy responds to the concerns of pro~65 year olds 
who feci vulnerable to 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. Medicaidpays for 38 percent, Medicare pays for 21 percent, and families pay for 28 
percent of the costs out of pocket. This large government rol~ may not be sustainable as the baby 
boom generation retires. Today, one in four people over age 85 lives in a nursing home. This 
CQuld increase substantially as the proportion of elderly living to age 90 is 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 legislation took a step in this direction by 
clarifying that certain long-term care insurance is tax deductible. But because many people 
incorrectly assume Medicare covers aU of their long·tenn care needs and do not know about 
private long~tenn care insurance, more action is needed. Tills action could jnclude providing 
infonnation 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. 

Information on QUAlity Private Long-Term Care Insurance 

We pmpose to leverage our role in rv1edicare 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 ofminimum standards for private long~terrn care policies, If a plan met these 
st.'Uldards, Medicare would approve its inclusion in the new managed care information system, 
(As a reminder, the BBA included provisions to provide armual information on managed care 
choices to beneficiaries.) This proposal would build upon that system and cost up to $25 million 
in discretionary funds over 5 years ($5 million in FY 1999). distinct from the user fees currently 
authori7..ed for the managed care in'fonnation system. We aiso could propose a demonstration 

. _that would test the feasibility of a partnership between Medicare and private long-tenn care 
insurance on a limited basis. Alternativety, we could experiment in providing more lo~g-term 
care through Medicare managed care. The cost ofa demonstration \vould depend on its size and 
policy pararn<;ters. hut could be Ijmited to $100 to 300 million over 5 years. 

Discussion 

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

There is. some concern at HHS that coming to an agreement on {i set of standards could be 
, 
difficult and that insurers may argue that our standards drive up the cost of the policies, making 
them unaffordable, HHS also would prefer that any demonstration be funded through the 
mandatory budget. However. these concerns may not be insurmountable, especially since one 
objeclive of a demonstration could be to mvestigate high-quality private options that are 
affordable. Finally, we are still looking into the feasibility and advisability of using tax 

incentives to encourage the purchase of private iong~term care policies and/or the use of IRAs for 
long-tern1 care financing, although Treasury has strong concerns about the effectiveness of such,
options. 
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C. MEDICARE COVERAGE OF CANCER CLINICAL TRIALS 

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

Nearly half ofall cancer patients are covered by Medicare, yet Medicare does not cover 
patient 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 10 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. 

lbe lack of participation in trials. related to lack 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 
Institute 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 to cover these trials. 

Proposal 

We have developed a proposal to expand Medicare to cover patient care costs ofcancer 
clinical trials conducted at the NCI and trials with comparable peer review. In addition) we 
would require a National Cancer Polley Board to make further coverage recommendations, and 
HHS to assess the incremental costs of such trials compared to conventional Medicare~covered 
therapies. A::suming the true incremental costs· are substantially less than the actuaries project. as 
we believe, additional trial coverage as recommended by the Board could occur. The initial 
coverage would cost $1.7 binion over five years. SeI1l1tors: Mack and Rockefeller have 
developed a more expansive and expensive proposal (co-sponsored by 26 Senators), which 
covers all FDA trials, many of which the experts believe do not meet a scientifical~y~meritorious 
standard. 
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A possible alternative way to cover clinical cancer trials' patient care costs is to dedicate 
resources from any significant increases that NIH I NCI receive in the upcoming budget. NCI 
could use these 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 drug companies desiring Medicare coyerage of additional clinical trials to 
contribute to part of the patient costs. 

Discussion 

HHS is supportive ofthis 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 notes thllt this proposal is the highest priority for most of the cancer community as weI! as 
many in the women1s comm~ity 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 RockefellerlMaGk approach. But, the Senators might well support our proposal as 
an important ilrst 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 beJieve it will create 
enonnous pressure to cover more types of cancer trials as well as non-cancer trials. Congress 
would likely (:xpand the proposal beyond coverage ofNe! trials, which will be very costly (up to 
$3 billion over five years). Moreover. similar support will be demanded for trials of treatments 
for Alzheimer's, Parkinson's, and other maladies. OMB also believes drug companies - not 
Medicare - should take the lead in improving Medicare beneficiaries' access to clinical trials. 

While rec?gnizing the OMS and Treasury concerns:, DPCINEC believes that Medicare 
coverage has potential to contribute to expansions ofclinical trials and possible break-throughs 
in cancer treatment. . Our recommendation to include it in the FY 1999 budget depends on other 
decisions. If resources: are limited. we would propose the pre-6S initiative instead oftMs one. In 
addition, a major increase in the NIH - and NCI- 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 M,edicarc and an enhancement of our biomedical research package. 
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D. MEDICARE ANTI-FRAUD POLICIES AND INCOME-RELATED PREMflJM 

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 eQuid toW.bout 
$2 billion over :5 years. This amount could fund some. but not aU 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 bi!1ion over ,5 years, 

ANTI-FRAUD PROVISIONS 

In our ongoing efforts to reduce Medicare fraud, we have identified a number of small but 
importMt poHdcs that couid total about $2 bHlion over five years, Several of them address 
problems identified by the HHS Inspector General, such as tha overpayment by Medicare for 
certain cancer drugs, tbat you highlighted in your radio address today. 

INCOME-RELATED PREMIUM 

Medicare subsidizes 75 percent of the Part B premium for aU beneficiaries> including the 
wealthiest. Higher income beneficiaries, who actually receive more Medi~ benefits than do 
poor beneficiaries. could, afford premiums without subsidies. However) the addition of an 
income~rclated premium would make Medicare less of a social insurance program. 

As you know, the Administration has publicly supported an income-related premium. [t 

if> not clear, however, that we should include this policy in our budgeL Because this issue is very 
complicated) we will not make a recommendation until we meet with you on the subject. 

Policy Options 

Building from our position last summer, the income-related premium would be 
administered by the Treasury Department, not HCFA or the Social Security Administration. 
EHgible people would fill out each year a Medicare Premium Adjustment [onn (a separate fonn 
or a line on the 1040 form) and sCltd a check to "The Medicare Trust Fund." Revenue from this 
premium, which is at least $8 billion over 5 years, depends on who pays and how much they pay. 

\Vho pays. The income thresholds determine how many people are paying the higher 
amount. We proposed thresholds of $90,000 for singles and $115,000 for couples in the Hcnith 
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 pereent premium (no subsidy) would cause 
some healthy and wealthy people to opt out of Medicare. However, an analysis by the Treasury 
Department this ran found that the effects of a 100 percent premium would be smaller. HHS 
would strongly object to changing our position to support an income~related premium that 
completely phases out the Part B subsidy. If we dedde to cbange our past policy, we should 
have a strategic discussion about the timing ofannouncing such a change. 

Discussion 

The decision to propose an income-related premium is complicited, and your advisors 
have differing views about its timing and, to some extent~ advisabHity. Some believe that we 
made a decision last summer to support this policy, regardless ofcircwnstances. Howevcr~ its 
introduction may provoke criticism. Many Democrats and possibly AARP will oppose the 
income-relatr,d, premium (though this opposition 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 
recommend this policy if you do not in the spring of 1999. Leaving it to the Commission has the 
advantage of providing both Democrat~ and Republicans with political cover, but the 
disadvantage of decreasing your control over the structure of the premium and how it will be 
spent. DPClNEC will prepare for a separate meeting 10 discuss this issue. 
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MSMORAI'lDUM FOR TI-lE PRESIDENT 

FROM: Bruce Reed 

Gene Sperling 


. Elena Kagan 


SUBJECT: .N~ Initiatives on QiscretiQn~ Side of Budeet 

As you know, OMS is tryi!?g to find an additional S6 billion for discretionary spending. 
Assuminr, tll.1.!; mow:y becomes available, the DPe and NEe recommend that you fund the new 

.... initiatives U:,tcd below·· in the amowtts listed below·.. in your FY 1999 budget. OMB bas 
signed off ok'lt.ilicse rcco>.xunendations. Some of the departments, however, may appeal for 
.increases in b<.'se pro8rS~\:ls that would cut into the ~ount of money available for new initiatives. 

• 
We already have given you detailed memos on most of these initiatives. If you approve 

the initiatives, you can announce ~y 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 Depa.rtplent ofEducation's major 
base programs. In revie ..ing the education 'pending. ron sbould note that the Department has 
just reestimated Pell Grant costs in a way thaI will free up additional monies, We had lhougbt 
we would need a $434 million increase in the Pell Grant Program to raise the maximum award 
from $3~OOO to $3~IOO. The new estimates show Vle can finance these policies with between 

: ' $150 mi!lkJ~ :1."1G $220 mi!F(h1less. We are currently considering whether to keep these funds in 
the PI':U Gti~i.1; PI.'OgnUn to sUjJpOrt a larger increase in the maximum award and make other policy 

'chanees. or altem.f.:tiveiy to invest them in the Afier~Scbool and Head Start components of the 
child care initiative. 

1. Edueali<,,, Oi'P<>rruuity Zones ($225 million): This initiative will provide funding to about 
25 higb-poverty urban and ru:1!1 ",bool districts for agreeing to adopt. "Chicago·type" scbool 
reform agenrla that Inclooe5 cmling social promotions. removing bad teachers, reconstituting 
faiHng schools~ and Mopthlg district-wide choice. 

2. Collegt-Scho({l Partnerships (SI50 million)! This initiative, which builds on Eugene Langls 
model a'helping disadvantaged youth, will provide funding for college-scboo! partnerships 

• designed to provide mentoring. tutoring, and other support services to students in high-poverty 
schools, starting in the sixth grade and continuing through high schooL The six~year funding 
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path will provide help to nearly 2 million students, The proposal also will include Chaka 
Fattah"5 idea of early notification to disadvantaged 6th graders telling them of their Pell Grant 
and loan eligibility, 

3. Campaign on Access to Higher Education ($20 million): 1bis initiative wiH fund an 
intensive publicity campaign on the affordablHty of higher education. The goal of the campaign 
will be to make every family aware that higher,education is now universally accessible W~ and 
that it is the key to higher earnings, 

4. Teacber Recruitment and Preparation ($67 million): This initiative, which you previewed 
last July at the NAACP Conference, will provide seholarships to nearly 35,000 new teachers over 
five years for committing to work in high-poverty urban and rural sehools, It also will upgrade 
the quality of teacher preparation programs serving these communities. 

5. Technology Teaeher Training (Approx. $230 million): This initiative will dedicate 30 
percent (about 5150 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 - (5195 million or_more): TIlls initiative will increase 
funding for a number of existing programs to improve education for Hispanic Americans and 
other limited English pror.cient (LEP) children and adults, It would double oW' investment in 
training teachers to address the needs ofLEP 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 effort to disseminate best practices in ESL training for edults, We would 
accompany these program increases with administrative actions to help Hispanic students 
complete high school and succeed in college. 

7. Distance Learning - (550 million?): We are still in the process ofdeveioping a new 
initiative. related to Governor Romer's Western Governors UniverSity, to promote the use of 
technology to give people ·"anytime. anywhere" access to learning opportunities. 

Child Care 

We rel;ommend placing most of the child care initiative.,~ in particular~ the propoSed 
increase in the Child Care and Development Block Grant and the establishment of a new Early 
Learning 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 funde~ at $40 . 
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million) for bt::fore~ and at1er~school programs for schoot~age children at public schools. 
Depending on the exact funding level chosen, this investment will create new programs in 1,500
4,000 schools with slots for between 75,000 and 200,000 children; at the same time, it will 
enable still more students to participate in ~school~site activities. 

2. Standards Enforcement Fund ($100 million): This new fund will support state efforts to 
improve licensing and accreditation of providers, and to enforce health and safety standards ~~ 
particularly through unannounced inspections of child care settings, The fund also will enable' 
states to issue report cards. for use by consumers, on the quality of the factHties inspected. 

3. Provider Training ($51-60 million): A new Child Care Provider Scholarship rOund. which 
you proposed at !he Child Care Conference to fund at $50 million annually, will support 50,000 
scholarships f'i!-ch year to child care workers working toward a child care credential. The 
students will commit to remaining in the field for one year for each year of assistance received, 
and win eam increased compensation or bonuses when they receive their credential. An 
additional $].]0 million will allow the Department of Labor to expand its Child Care 
Apprenticeship Training Program. which funds providers combining work toward a degree with 
on~the~job practice, 

4. Research and Eva]uation 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 bodines and consumer education activities. 

5. Head Start and Early Head Start Expansion (5284-334 million): Thi, level ofincreased 
investment in the overall Head Start bodge! should pemlit doubling the set-aside for Early Head 
Start over five years withQut reducing the resources available for children 3-5. The doubled set~ 
aside would enable more than 50,000 additional children to receive Early Head Start services in 
2003. 

w.lr.rt. Hllusiog, Urb,. 

1. Welfarc-to-Work Housing Vouchers ($283 million): This initiative will provide 50,000 
new housing vouchers t() help welfare recipients in public housing who need to move in order to 
find emp)oym~nt. HUD will distribute these vouchers on a competitive basis to public housing 
authorities working with local TANF agencies andior grantees of the neW $3 billion welfare·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 ($20 millio,n): In addition to the new welfare~to~work housing 
vouchers discussed abo've, our proposed package on housing portability and choice expands 
Regional Opportunity Counseling sites and takes administrative actions to eiiminate obstacles to 



4 • 


• 


• 


portability in the Section 8 housing program. 

3. KPlay~by~the~Rules" Homeowncrship Proposal ($30 million): This initiative will assist 
families that always pay their rent on time to become homeowners. The Neighborhood 
Reinvestment Corporation will provide downpayment assistance, interest role buydowns, or 
rehabilitation loans to approximately 10,000 families. 

4. Homeownership Opportunity Fund ($11 million): This initiative will provide funds for 
HUD to develop a loan guarantee program to aUow state and locaJ governments to leverage 
current HOME funds with private-sector investments to fund large-scale, affordable housing 
developments in distressed communities, 

5. Community Empowerment Fund ($300-400 million): This initiative establishes a 
pUblic/private fund (HEddie Mac"), which will invest in inner-city businesses and create a 
secondary market for economic deveJopment loans (like Fannie Mae). 

6. Homeless Assistance (S2S0~325 million): This level of increased invesunent includes $171 
million to help 32.000 homeless people receive Section 8 vouchers. 

Labor Hnd Workfo[£e 

1. Child Labor ($89 million): This initiative is anchored by a $30 mHlion commitment ~~ up 
from $3 million --I<) the IntemationalProgrrun on the Elimination of Child Labor (lPEC). The 
initiative also will include funding to improve Customs Service enforcement of US. law banning 
the import of goods made witb forced or bonded child labor ($3 million) and to double tbe 
Department ofLabor's enforcement of child labor laws in tbe agricultural seetor ($4 million). 
Finally, the initiative will proVIde additional funding to the Migrant Education Program so it can 
reach 50,000 more migrant children ($50 million). We are developing non-budget items to fill 
out the package. 

2~ Community Adju.stment (550 million): This initiative wilt fund the creation of the Office of 
Community and Economic Adjustment (OCEA) •.which we proposed as part oftbe Fast Traik 
debate, As you know, this office Mil be modeled after the Defense Department's Office of 
Economic Adjustment - the Administration's first point ofcontact v.ith communities 
experiencing a military base closure or defense plant closing. We expect the Office to help 35-40 
communities in its first year ofoperation. The initiative also will fund a variety ofother efforts 
to assist communities that face sudden and severe economic dislocation, 

3. Out orScnool Youth Opportunity Program (5250 million): Congress advance appropriated 
$250 million 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, 
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Health 

1. 21st Century Trust Fund (Approx. $1 billion): This initiative will provide substantial 
additional funding to NIH ($750 million) and NSF ($250 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 mill!on): 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 ~ommunity health centers, as well as by the 
CDC. 

3. ,Racial Disparities in Health Care ($80 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 (S50 . 
million) to established public health programs to adapt and apply their prevention an4 education 
strategies to eliminate racial disparities. It also includes funding ($30 million) for up to thirty 
local pilot projects to test innovative approaches to reach this goal. 

Enyironment 

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


1. Climate Change ($400 million): To support our broader climate change initiative (including 
tax incentives), this funding will go to,a number of departments in accord with peAST's 
recommendations. 

2. Second Generation Clean Water ($450 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 ($50 million): This initiative will provide grants to prosecutors for 
innovative, community-based prosecution efforts, such as Eric Holder adopted in the Distric~ 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. 

A number of the above proposals -- ~, education opportunity z~mes, university-school. 



6 • 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 described above - the Hispanic dropout plan and the race and health 
initiative - have obvious and explicit race connections. In addition: 

1. Civil Rights Enforcement ($72 million): This initiative will fund reforms to the EEOC and 
the civil rights offices at DOJ, HUD, HHS. Education, and DOL. Most important, additional 
funding of $37 million will allow the EEOC to expand its mediation program (allowing more 
than 70 percent ofaU complainants to choose mediation by the year 2000). increase the average 
speed of resolving complaints (from over nine months to six) and reduce the EEOC's current 
backlog (from 64,000 cases to 28,000). The initiative also will fund a dramatic expansion of 
HUD's civil rights enforcement office (in the 30tb anniversary year of the Fair Housing Act) M:d 
improve coordination among the government's civil rights offices. We are preparing a number 
ofnon·budgt:tary administrative actions, especially involving fair housing and lending, to 
accompany our budget proposals in this area, ' 

• 

• 




7 • Annendix - Education Rudget 

The recommended funding level for aU of the Department of Education's discretionary programs 
(including new initiatives) is $30,9 billion. an increase of $1 A billion (4 percent above FY 1998), 
In addition to providing for the new initiatives described above, (his recommended budget 
maintains or increases funding for the Department's major base programs, while reducing certain 
lower priority spending. 

Major' Base Programs 

Educatjon testing; $16 million. The full amount needed to maintain progress on test 
development. . 

Pen Grants: $1.779 million. A $289 mHlion increase would maintain higher independent student 
eligibility and raise the maximum award from $3,000 to $3,100. The additional $150 million 
previously thought ~ecessary to effect these poH.cies would increase the maximum award by 
another $50; alternatively, as noted earlier. we could use these funds to increase our investments 
in the After..School and Head Start components afthe child care initiative, 

• America Reads. $260 million. 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 milHon reflects our original first year plan. 

Title r. EducatiQnio[ the DisadVl\lltag~, Grants to LEas: $ 7.725 million, A $350 million (4.5 
percent) increase over FY 1998 to serve an addilional400,OOO children in poor communities. 
Secretary Riley requested a $492 miJIion increase. 

, Goals 2000: $510 million. A S10 million increase over FY 1998, to maintain momentum in the' 
States for school reform. 

Comprehensive Scbool Refonn;J;175 million. A $30 million increase over FY 1998 for 
demonstrations ofschool reform modds. 

Adult Education; $394 million. A S33 million (9 percent) increase over FY 1998 for basic 
education and English language training for the disadvantaged. immigrants, and welfare. 
recipients. 111is increase is part of Hispanic Education Actjon Plan discussed above. 

Special EduClItiQO; $4.811 million. Same as the FY 1998 level, which was increased by $775 
miHion over FY 1997. States can spend the increase over 2 years. Secretary Riley has expressed 

• 
concern about the lack of an FY 1999 increase. We are convinced 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. 



8 • College Work·Study. $915 million. An $85 million increase over FY 1998. make progress 
toward your goal of I million Work·Study positions by FY 2000. Given the reduction in Perkins 
loans (noted below), this increase keeps the campus-based aid programs at level funding from 
FY 1998. 

Reductions in tbe Base 

A number of programs have been reduced to make room for initiatives: and major base prograni"l, 
including: Impact Aid (·$92 million). the Education Block Grant (·$350 million), and Perkin. 
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 all higher priority than these programs. 

• 

• 
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CORE PLUS BVDGET STRATEGY 

1. WIIITE HOUSE CORE I!UOGET STRATEGY TEAM 

Bowles 
Raines 

Lew 

Pode,[a 

Mathews 

Hilley 

Klain 
Rubin 

Summers 

Sperling 

Tarullo 

Sosnick 

Reed 

Rahm 
Y'eHl4\, 

McCurry 

(Foley, Chow, Angell) 


2. WEEKLY..(ru..WEEKI,,¥}-..t\Il;CC PRINCIPALS MEETING: ~, ' 
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3. MEDlCAREIMEDICAII> PRINCIPALS 

Core Plus: 

Shalala 
Vladek 
jennings 
Min 
Herman (Medicare) 

Working Group Facilitator: Jennings 

4. CPI STRATEGY: 

Core Plus: 

Chow 
Roberts 

Working Group Facilitator: Sperling/Lew 

5. CI'I SUBSTANCE 

Core Plus: 

·Herman + Chief Economist 
SS Commissioner 
Shalala 
Munnell 

Working Group Coordinator: Yellin/Summers 

6. OMBICBO Differences: 

CQre Plus: 

Minarik 
Munnell 

Working Group Coordinator: Yellin/Summers 
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7. SOCIAL S~;CURITY: 

CQre Plus; 

Munnell 
Shalala 

SSA Administrator 


Working Group Coordinator: Summers 

8. TAX ISSUES AND BASE BROADENING 

Core plus: 

Lubick 
Minarik 

9. WELFARE TO WORK: 

Core plus: 

8hal.la 
Glickman 
Kagan 
Apfel 

10. LINE-ITEM VETO: 
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ACTION PLAN 


1. Presidential Mandate: Erskine Bowles Should Gel Mandate From the President on 
Importance of Balanced Budget Plan. 

2. Erskine Should Ask NEe to Head up White House Core Budget Strategy Team: 

5 Erskine should play leadership role in ensuring that 
Hilley, NEe, OMB, Treasury arc working together on Congressional 
Strategy . 

• Inter-Department Budget Implementation Working Group: 
.'" Gene/Rahm plus Managing Director and representative from each 
department 

** Less frequent Meetings nowfbut process in gear when need push 

3. Core Budget Strategy Team Should Meet: 

Thursday or Friday, January 9 or 10 
Tuesday January 14 
VVedne,day January 15 

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

4. Agenda: 

I, TimeHne and Process for getting to negotiations 
• Concrete outreach steps that are top priority 
• StatementsfPolicy at Inaugural and State of Union 

2. CPI process strategy 
3. Balanced Budget Amendment Strategy 
4. Longtenn Entitlement Strategy 

S. 	Other Processes To Start ~~ Not Urgent for January 
CPI substance 
Medicare/Medicaid alternatives 
tvledicarc Commission ideas 
Ik"Vtcw of Social Security Recommendations 
Analysis of Likely Republican Tax Alternatives 
Possible Base-Broadening ideas 
LincRitcm Velo 
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INITIAL AGEN()A ITEMS FOR CORE BUDGET STRATEGY 

I. 	 OVERALLIIALANCE() IlUI)GET STRATEGY: 

1. POTUS want as key White House priority? 

2. How to capture Presidential leadership? 

" Republican field hearings? 

• Emphasize in dramatic way in Inaugural/SOU? 

3. Congressional Outreach Strategy for Eacb 	Key Group: 
Core Democrats 
Illue Dog 
Repuhlican Moderates 
Ask Hilley for explicit 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. Bipanisan 	Rusines... Outreach Strategy: 

Early Outreach 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. Dreyer for plan 

6. Hc;tltb Care Outreach/Roll-Out Strategy: 
• Defcnse of Medicare policy 
• Promotion of reforms 

.. Defense of Home health 

• Ask Jennings for plan 

7. \Velfare/Education Outreach Strategy 
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II. 	 BALANCED BUDGET AMENDMENT 

1. Vote Count 	in House and Senate 

.. Appears Split in House: Whip occurring now 

.. Senate comes down to Cleland, LUl1dricu, Johnson (SO) and Torricelli 
.. Secure Feinstein 
.. Any chance for Moscly~BraunJsomeone surprising? 

2. 	Message Development on Balanced Budget Amendment 

.. Research on what works 
• Share research? 

3. Communication tbat for Balanced Budget for 2002 but Dot for Constitutional 
Balanccd Budget Amendment for 2002 

4. 	Do we Ctt into "How to Fix" Lobbying? If so, when? 

.. Escape hatch/anti-recession fixes 
• Bad Bill easier to defeat in states? 

5. Social Security Issue as Key Democratic Alternative? 

• Likelihood Republicans accept a Social Security exctusion with later date? 
.. Hollings. Conrad, and Dorgan? 

6. Cabinet Involvement: Rubin, Defense, Riley? 

7. POTUS and VPOTUS Involvement: 

• Do we wait 	till end or speak out 

8. Debt Limit Vote: 
.. Greenspan or financial community speak out in light of recent events? 

9. Role of Judges as Budget Committee Chairpersons: 

• meaningless 	or over judicial involvement? 

10. Other Amendment Strategy: 
• Medicare exclusion 
• capital budget 
• Best Technical BB Amendment 
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III. 	 CI'I PROCESS 

1. Wha1 process would we want to happen to facilitate a broad~bascd technical 
agreement? 	 • Set up a 12 person expert board: two appointed by 


rOTC'S, Greenspan, Lou. Daschlc, Gcphardt and Gingrich. 

*'" Potential for some baseline agreement among 

8 of 12 
'" '" Something that hipartisan negotiators could 

turn to 
"'* Risk: seen as promoting/some Oems not go along 

• Set up 	15 Person expert board -- 1983 Greenspan style, (Executive Order) 
** President, Senate) House each choose 5: better 
institutionally 
.. Each 5 can be no more than :;; of one party. 

• Wait until negotiations and have each major party in the negotiations 
choose one Or two experts? 

""" Less forward le,an, yet some possible expert 
process that could be pointed 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 Idea: Panel of Experts gives Best 
Recommendation: one up or down vote. 

2. )5 Process a Relatively Safe Means to Take Bold Leadership without Committing to 
Sp~cifie result'? 

3. How should we react if Moderates l:omc to us with proposal for bipartisan proce.. ..s? 

4. Why different from Boskin Commission? [s thert enough to point to already? 

• Hard for us to say thut there is a broad-based agreement currently, wben 
people sec I30skin VS. BLS, 

:5. Create Process I>csigned to Lead to COLA as Partial Long-term Social Security Fix 
and not as part of nalanccd Budget Plan: 

• Easier to g;et 	agreement fur changes thut impact people further out 
• Takes away rcnsons for not waiting for BLS longtcrm 
solutions 
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OYF:RALL STRATEGY ON LONGTERM ENTITLEMENTS 

1. Longterm Medicare: 

• N{ltion ready to address it 
• Eli'e support 
• Arc solutions palatable? Is it easier to get cOnsensus for commission but far 
harder to get consensus for any plan. 

2. Social Scc:uri1y: 

• Less national consensus and urgency 
• Easy for politicians to avoid imperative to act: 
• Partial solutions make it even casier to avold 

longtenn 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. CPI: 

• If consensus is this best way to address longterm Socia! Security and 
savings? 

4. Bipartisan Commissions! 

• Understanding Presidential role and opportunities 
• What is the conditions for major politically tough reforms? 
1983 Commission! 1986 Tax reform 

5. Legacy Analysis: 

• Political risk for legacy reward analysis 

6. If Presidential Direction on Longtcrm: Jmpact on Short-term Action. 
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CP[ SUBSTANCE 


1. Distributional .imPacts and di~tributional Fixes: 
•'. ~ \ ' 

• Even. if~COLA adjust'ment correct, could have adverse 
distriblitio~ar consequences

I'. " .., 
• On ~policy .and political grounds, best to look for package . 

• Structural: less payroll tax on low-income 
workers 

• Programmatic: higher education and EITe for 
poor 

, , 

2. COLA and Elderly: 

• Need to have administration opinion as to COLA for elderly 

3. Quality Adjustment: 

4. New Goo,is. 

I . 
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