
~.;, -_ ·i·_·M_~'~_"+.-- . 

..... '': . 

, 

• 
'DEPAiRTMENT OF THE TREASURY 

I • . 

, WASHINGTON 

DEC 1 3 1994 INfuf(MATION
A,SSISTANT SECRETARY 

. KBHORANDtJ),l FOR SECRETARY \ BENTSEN 

DBPUTY SE~RETARY ~ 

FROH: Alicia H.· iMunnel1 
Assistant ,Secreta 

for Eco~omic policy 
! 

SUBJECT: Update on!Health Care Costs in the Budget Baseline 

I, \ 

The staff at HCFA is still· working on the final estimates 
for Medica.re and Medicaid costs that will be in the budget 
baseline •. The savings I :reported this mdrning.(about $3 billion 
in Medicarla and $8 billio,n in Medicaid, ~n FY98, compared to the 
MSR) could be even larger: once they are done. HCFA has to . 
incorporat.a the final ecopomic assumptiorts and they expect that 
will increilse both Medica~e and Medic~id saving significantly
beyond the number available this morning. Although state 
reporting is freqUently p~oblematic, HCF~ still expects 
additional Medicaid saving when they refll~ct the latest state 
data (available later thi~ week) in the estimates. The final 
estimates 'toIdll be completed and available to us sometime next 

....week. I' 
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NO. CtLJ-·/400t?· ________~TREASURY CLEARANCE SHEET 
Da~ December 13,

\ \ . 

MEMORANDUM FOR: ~ SECRETARY ~ DEPUTY SECRETARY 0 EXECUTIVE SECRETARY 
o ACTION ; 0 BRIEFING 'I 0 INFORMATION 0 LEGISLATION 
o PRESS RELE~SE DpUBLICATION 0 REGULATION 0 SPEECH 
o TESTIMONY! 0 afHER __________ 

FROM: Alicia H. Mu~nelll Assistant Isecretary for Economic Policy 
THROUGH: I 

SUBJ)8CT: U date on Health Care Co 
 'n the Bud et Baseline 

REVIEW OFFICES (Check when office clears) 

o Undelr Seeretary for Finance o Enforcem·ent o PoHcy Management 
o D<"mestic Finance . OATF I o Schedullng 
o Economic Policy o Customs o PubHc AffairslLiaison 
o FiI.cal o FLETC o Tax Policy 

OFMS o Seeret IService o Treasurer 
o Public Debt o General C.ounsel OE&P 

o Inspector iGeneral o Mint 
o Under Secretary for International 'Affairs o IRS o Savings Bonds 

o International Affairs o Legislative Affairs 
I o Other _______o Management 

.OOCC I 
·1 NAME (Please Type) INITIAL 

INITIATOR(S) 

John Hambor 

REVIEWERS 

Robert Gi11ingha 

SPECIAL INSTRUCTIONS 


, 
DA'1;'E 

. , 
I 

, 
OFFICE EL.NO. 

I 

Director, Policy Ana1ysi 622-2350 

Deputy Assistant Secretar 
for Econobic Policy 622-2220 

o Review Officer· Date o Executive iecretary Date 

DO F 80·02.1 (04/89) 
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DEPARTMENT OF THE TREASURY 

WASHINGTON, D.C. 

February '28, ~995 
ASSI'STANT SECRETARY. 

MEMORANDUM FOR 	 SECRETARY RUBIN 

DEPUTY SECRETARY NEWMAN 


FROM: 	 Alicia Munnell~ 
SUBJECT: 	 Health Care Reform Meetings 

For several weeks a "map group" healt~ care reform meeting 
has been scheduled and then postponed, mostI recently because of 
Mrs. Clinton's trip to Copenhagen.. The most recent plan is to 
hold a principals' meeting next T~esday, M~rch 7, but rumor is 
this date could also slip. I 

The continued postponements are somew~at,dangerous: the 
Administration needs to make policy and po]itical decisions about 
how to handle the health reform issue, and !the "map group" 
meeting isa necessary step in making such Idecisions.. ' 

A month ago the agenda for the "map g:rroup" was to discuss 
coverage options for a 1995 incremental he~lth reform proposal, 
and whether or not such a proposal should oe released by the' 
Administration.. As we approach the likely,! release date for the 
Republican budget, however, determining the Administration 
response to likely Republican proposals foJ±. insurance reform and 
heaith program cuts becomes increasingly iritportant. 

. 	 I ' 
Thus, the agenda for the "map group" meeting has shifted 

toward political strategy: How should the!Administration assess 
and react to insurance, malpractice, and E~ISA reform propo~als? 
How should the Administration assess and r~act to proposals for 
very large Medicare and Medicaid cuts? What kinds of information 
should be provided to legislators and public to make them aware 
of the implications of such cuts? These i~sues will be discussed 

. in the context of 'reviewing materials to b~ prepared by HHS, 
demonstrating the effect of likely Republi6an proposals. 

. . I 
The Republicans may propose massive health care spending 

cuts at any mo~ent and are also developingl some modest reform 
initiatives. When they do so, the Administration may well be 
caught flat-footed, unable to respond quickly and coherently, 
because the principals'meetings and the associated staff work to 
flesh out the Administration position keeplgetting postponed. 
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.DEPARTMW~~:'~:T:~~:RETRY 
April 11, 1995 

ASSISTANT SECRETARY 

MEMORANDUM FOR SECRETARY RUBI~\~ 


FROM: Alicia Munnel~ 


SUBJECT: Your Meeting with First Lady 

I 

• I
The two attached memos m1ght be useflul for your 9:00 a.m. 

meeting tomorrow with the First Lady. 

Attachments 



DEPARTMENT OF THE TREASURY 
WASHINGTON, D.C. 

ASSISTANT SECRETARY 

April 10, 1995 

MEMORANDUM: FOR SECRETARY RUBI~\~ 

FROM: Alicia MunnelW' 

SUBJECT: Medicaid and Health Care Reform 

.' , I' 
AlicE!'s group had expanded to include Chris Jennings, ~ 


Jennifer Klien, ?tnd two other staffers. 


The meeting focused on the Medicaid program as 1} a source 

of deficit. reduction and 2) a mechanism !for expanding coverage. 


. I 

Two conclusions emerged. . First, wibh the exception of 
dispropor1:ionate share (DSH) payments, gletting deficit reduction 
through ME~dicaid was not a realistic option. Second, expanding

. I 
coverage costs money; the only states capable of expanding 

coverage are those with large DSH payments. 


Medicaid might serve as an alternaJive to new subsidy pools 
or refundable tax credits for coverage ~xpansion. One way to 
accomplish this would involve pooling the DSH payments and 
a~gmenting them with tobacco tax revenu~s. This c~ntralized pool 
could then be allocated among the state~ based on coverage 
expansion proposals. I 

In that vein, much of the conversat.ion focussed on the 
"TennCare" plan--Tennessee's effort to ~ffer a standardized 
benefitt.o all uninsured in Tennessee tfurough an expanded and 
state-run Medicaid program. Although T~nnessee was forced to 
limit the increase i~ coverage to 400,060 and endures noisy 
complaints from providers about inadequ<ite compensation, the plan 

. now covers the previous Medicaid population and most of the 
uninsured w~thin a managed care system., 

Although it is still too early to jjudge the success of the 

TennCare, it was considered worth pursu~ng as an option for 


'expanding coverage: Health care would ~hen proceed on a state
by:""state basis with the states taking ownership and expanding 
their Medicaid programs. , 

Going this route involves a big leap from last year's 
discussion, d~ring which all individua~s had to be covered under 
the same relatively generous plan. Ex~anding coverage through 
Medicaid produces a two-tiered health' care system. In my view, 
this is a sensible approach; it is betber for the poor and the 
working poor to have a realistic chanc~ of basic insurance than 
be chasing the unrealistic goal of cadillac plans for all. 



DEPARTMENT OF THE TREASURY 
! 

WASHINGTON, D.C. 

April 7,.1995 
ASSISTANT SECRETARY 

MEMORANDill'[ FOR SECRETARY RUBIN 

FROM: AliCia.Munnell~ 
SUBJECT: Lunch with Alice Rivlin 

In anticipation of your lunch with ~lice, it may be useful 

to summarize where the Ladies Group left! off. 


The main principals guiding the grduP's thinking were that 
the plan should 1) be simple, 2) expand Icoverage for children, 3) 

. address problems with Medicare and Medicaid, and 4)· provide $100 
billion of deficit reduction over five y/lears . The skeleton of 
the plan, contained three parts: 

. 	 . 

Insurance Reform: Two initiatives fall in the category 

- k f . It' 'I b'l'• 	 Insurance Mar et Re orms--guaranee 1ssue, ava1 a 1 1ty 
and renewal, limit exclusion +f pre-existing conditions 
for only 6 months, no limit o~ lifetime benefits, 
benchmark benef it packages, ,etc. Most of these 
components have been included in previous bills. 

• 	 Opening up the Federal Employees' Health Benefits 
program to small firms. Thisl would drastically reduce 
administrative costs for. small firms. Some questions 
arise as to whether small bus!inesses should be kept in 
separate risk pools t~ avoid ~ny increase in costs to 
federal empl6yees. 

Reform of Medicare and Medicaid: 

• 	 Most of the group agreed thatJ--with.the possible 
exception of DSH payments--it would be very difficult 
to save any money from Medic~id without significant 
harm to the sick anddisablect. 

Most 	of the savings w6uld haJ~ fo 6bmefrom Medicare. 
HHS,reluctantly came up with 1$119 billion of savings' 
over 	5 -years ($429 billion over 10 years) .. Roughly 
half 	of the 5-year money com~s from raising costs to 
beneficiaries--apparently a ~ource of major concern in 
previous health care deliber~t;:ions. 



2 


Extension of Coverage: Two types of coverage extensions were 
contemplat:ed. 

• Expanding health insurance for children. The group 
favored increasing the tobacco tax by 75 cents and 
using the $50 billion of revenues to expand coverage 
for children. The two mechani~ms discussed for 
achieving this goal were 1) a ~efundable tax credit for 
the purchase of insurance or 21) turning Medicaid back 
to the states and giving the states the additional $50 
billion to expand coverage. 

• Introducing a Long-term Care P1rogram. This program 
consisted of the HSA tax provisions and a capped 
entitlement to the states. this was viewed as 
important to help assuage the 'elderly for the Medicare 
cuts. 

The next step -  which has not yet occuFred -  was to disband the 
l~dies group and hold a meeting in Leonlpanetta/soffice to 
determine: whether the president would be interested in 
constructing a stand-by health reform pian either for 
negotiations in the reconciliation proc~ss or to consider during 
the 1997 budget process. I 

Attached is a copy of the Group's working document. 

Attachment 



DRAFT 
Insurance Market Reforms 

Access to FEHEP 

Tax Credit for Purchasing Health Insurance for Children 
(Placeholder. Assumption is thllllax credil will nOI be designed 10 COSI 

more than COSl of childrens' subsidies.) 

Long-term Care Program 
-- Capped entitlement to states 
-- Llng-term care tax changes 

MedIcaid Oasel (resuillng Crom Medicare savings) 

Effects indetenninate. but likely to be small. 

Ccu!d :ncte~e f~er!! costs: d~pending upon 

design. See text. 

~(),u (~r: \. 

WlneExclieTaxes 

Reinventing Medicaid 
-- Reform of benefits, eligibility, & financing 
•• Reform DSH payments 

Medi~re Savings Proposals 2f 	

\ 

4 
5D,D 

_/ 

6.2 15.4 
3.0 9.2 

2.1 4.1 

.....m '50:9 

Not-available-Not-available-U-----------_____ 

II 	 0.0 0.0 
32.7 79.9 

IISf' 429.2 

II 	If Medicaid grows al approximately 8.6'1> (f percentage point less than baseline Medicaid benefits growlh). five years 

savings are approximately $13.1 billion and len year savings approximately $11.1 billion. 

·t:f-A~1~-f'O'~-fJ.. o,.J~-oJ-::: '-LA-.-tiCJ;A J L 
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Medicare Savings Proposals 
(Billions of dollars. by fiscal year) 

Total Total 
1"11996-2000 1996-2005 

, 
I 

tl2spi1a1 Proposals 

Reduce Hospital PPS Update (MB~2%. FY 1997-2000) 

Extend PPS Capital Reduction from OBRA 90 

Reduce PPS-Exempt Update (MB-1%, 1998-2005) 

Reduce PPS-Exempt Capital Payments 
Moratorium on Long-Term Care Hospitals 

• 	 Expand Centers of Excellence 

• -Lower Indirect Medical Education to 5.3% by 2001 
• 	 GME Reform 
• 	 Reduce Medicare OSH Payments by 25% 

.OPOs: Eliminate Formula~Oriven Overpayment 

• .OPOs: Prospective Payment (5% savings) .. 
· 	 Part A Interactions 

Subtotal, Hospitals 

fJ]vsjcjan Proposals 
Eliminate 1996 Fee Update (Exempt primary care) 
Eliminate MVPS Upward Bias . 

• 	 Single Fee for Surgery 
• 	 High-Cost Medical Staffs (HSA proposal; eff. 10/1197) .' 

Subtotal, Physicians 

Qther provider proposals 

• 	 Competitive Bidding for Labs 
• 	 Competitive Bidding for Part B Services 

HMO Payment Parts A and B FloorlCeiling 
• 	 Home Health Prospective Payment (5% Savings; FY99) 
• 	 SNF Prospective Payment (5% Savings; FY97) 

Subtotal, Other Providers 

::;:~ 

::~~ 

HSA # -14.5 
.:.:.: 

-6.1Ii 
-0.7 

-1.0 
HSA .,\ -0.411 

\::< 
HSA -6.2I~ 

§~ -2.0 
}~ -3.1~:l 

HSA -5.2 
1:1HSA .~ -5.9 

~i -4.1., 
m 1.5 

-41.7~~ 
1'1 

'1/ HSA -4.8*'~ 
I ~~~ -0.4 
11 ~t~ -0.4m..•.(I HSA ·1.8~" ~j~ -7.3 

F 
:~~~ 

I 
.~ 

HSA @,1 -1.0 
HSA -0.6 
HSA ·1.0l'

i, -2.1 
i ~j:~ 
11 -2.6@ 

-7.2~:~i~ 

II -10.7 
.;.;:.;: 
:.:;:~ 

-20.7 
-10.3 
-B.8 
-4.B 

-44.6 

m 
m

HSA ).:,;, -7.1 
:~:~:~ 

·56.0 

-14.8 

-6.3 

-2.6 
-1.8 
-0.5 

-17.0 
-12.6 
-14.2 
-37.4 
·12.4 

5.0 
-170.8 

-12.6 
-13.5 

-1.0 
-6.6 

-33.7 

-3.3 
-1.8 
-3.4 
-8.5 
-6.9 

-23.9 

.47.6 

-55.7 
-46.7 
-23.5 
-13.9 

-139.8 

-13.5 

[!5JTAL SAVINGS 	 :;:::: -118.7 -429.21 

;~rMer,no: Medicaid Interactions (non-add) 	 :::~ 
2.1 4.1I" 

M 

i 
NOTE: ALL ESTIMATES ARE PRELIMINARY -INTERAClillONS MAY CHANGETOTAlS. 
11' Preliminary staff estimate. . '. . 
21 P.ricing assumes enactment of Medicare "extenders" in FY r996 President's Budget. 

Preliminary staff estimate of savings ~ 25% Part B premium (extender). . 
Hospital proposals shown between lines may raise more 6bjections from industry than 

other hospital proposals. 	 I' 
• 	Denotes structural Medicare reform·. .. . . .' 

HSA: Proposal or similar proposal was induded in the Health Security Act. 
. I 

Individual estimates are actuary pricing with 1996 Medicare; baseline unless otherwise noted. 
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" ~ -2: -95 06: 16 PM FROM ReF AlAAP 

Med1careSavings package 2/21/95
(in billions) , 

FY 1996-2000 


Eliminate Add-Ons For Outliers 0.6 

Medicaid 
Freeze DSH @FY 1993 Levels $a.9 (15.6', 

SO&lpitals
PPS Upc1atl:! (MS-l. 0, 97-00)
Hospital cap1~al (extender)
GME Reforlll. Packaqa ' 
MedicareOSH (25')
LTC Hospital Moratorium 
PPS-Exempt Capital· , 
PPS-Exempt (MB-L 0, ,9a-00) 

$4.0 
6.1 
3.2 
5.2 
0.4 
1.0 ' 
0.7 

Subtotal '... $21.2 (37;2'> 

Physician.!!
1996 Me t~date (Freeze) 
1997 NO Update (-1')
MVPS Upward BlaB 

, NO Urba'n HPSA, Specialty ,Bonus 
single Ff,e for Surgery
Subtotal ' 

Other Prt)viders 

Home Hea:Lth PPS (5\)

SNF PPS' , 
Competltlve Bid-"Labs 
Competitive Bid--Other B 
Centers 'of Excellence 
HMO Part B Floor/ceiling 

~ AAPCC (Remove GME, IME & DSB)
\ Waiver Liab/Favorable Presump

Profile Lab Tests 

$4.8 . 
0.8 
0.4 
0.1 
0.4 

$6.~ (11.4'!) 

$2" 0 
0.0 
1.0 
0.6 
0.2 
O.S 

. 7.1 
0.8 
O.S 

Inherent Reasonableness (Oxyg) 0.1 

IncreasG ESRO MSP to 24 Months 0.5 

Subtotal $13.3 (23.3~) 

Beneficiaries 
No Prop6sals $0.0 

I 

I 
(0. at> 

other ' 
EI subsidy (1/1/96) $7.1 (12.5\) 

( 
FY 1996-2005 

$35.9' (18.3%) 

$14. a 
14 .8 
12.6 

. 14.2, 
,'.1.8 

2.6 
3.S .. 

/.1.4 " : 
$65.7 (31.5t> 

$12.6 
2.7. 

13.5 
0.2 
1,.0 

$30.0 (1~.8') 

$8.5 

,0.0 

3.3 
1.8 
0.5 
1.8 

23.8 

1.9' 

1.3 
0.3 
1.3' 

$44'.5 (23.5') 

$0.0 (0.0') 

$13.5 (7.1t> 

Total (.'~cJ Mild"<aid) . $57.0 $189.5 

M{Qa/~ o,t'\.~ it>+J! 

".":" 

.. 
, . ! •• . . 

".' , 
. . ".: ::.:" 

}'", ..' 

," 

f., R': 
" 

"j. 



INSURANCE MARKET REFORMS DRAFT 
Under this proposal, the following insurance market reforms would be enacted at the federal level and be implemented, in many cases, 
by states, However, it should be.noted tha,t not all of the functions that states would be expected to carry out are new. Some (e.g., 
certifying health plans and monitoring fiscal solvency of insurers) are already carried out by states to one degree or another. 

The major components of insuranc.e market reform include (most ofthese .components have been included in most of the bills 
proposed in the 1 03rd and 104th Congresses): 

Plans would be required to guarantee issue (must accept all individuals), availability (must serve entire geographic area), and 
renewal of policies; 

Plans would be allowed to limit or _exclude benefits for pre-existing condition for only a maximum of 6 months (with 
appropriate provisions to reduce this period if the insured had prior, continuous coverage); 

Plans could not place any lifetime limits on benefits; 

. Plans would be required to charge age-adjusted, community-rated premiums to all eligible individuals and small firms with 
less than 50 workers 1 , 

age-adjustment is limited to 4:1 in the first year and phased-down to 3:1 over apedod of four or five years2; 

Plans would be required to conduct annual open enrollment as specified by state; 

IMost of the reform bills submitted in the 104th Congress limit community-rating to firms with 50 or fewer workers.' To 
increase the size of the risk pool, community-rating could be extended to firms with 100 or fewer workers. 

2Most of the reform bills submitted in the 104th Congress place a 3:1 band on age-adjustment factors. 

March 23, 1995 (3:52pm) -1
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DRA"FT. 

Plans must offer a benchmark benefits package to all policyholders but can also offer other· packages, 

benchmark package would offer services similar to those offered by the Blue CrosslBlue Shield plan in the Federal 

Employees' Health Benefits Program (FEHBP) 

benchmark plan would be actuarial equivalent to the FEHBP Blue Cross/Blue Shicldplan 

Sec. of HHS would specify cost~sharing and other details for the benchmark plan; 


Plans must participate in risk-adjustment mechanism operated by states; 

Plans must meet finimcial solvency standards; 
. . 	 ' . 

Multiple employer welfare arrangements (MEWAs), association plans, Taft~Hartley plans, and self-insured plans would be 
required to meet new federal standards3

; 

Employers would be required to offer, btlt not pay for, coverage for the benchmark package to their workers\ 

employers would be required to facilitate collection of premiums (for example, collecting premiums through' a payroll 
deduction at the worker's option); 

____--=-__	Smal Lfi(ms-'0LoJtld be allowed to join and offer coverage through health insurance purchasingcoQperatives (~w:...:.h~ic:::.;h~w:...:o:...:u=-ld==------_--,-______ 
operate under state rules). ... 

3Such standards would relate to solvency, fiduciary responsibilities, reporting and disclosure requirements, and adherence to 
guaranteed issue, open enrollment, and other SImilar market reforms. 

4While it is not imperative that firms be req~ired to offer coverage to their workers, facilitating the ability of workers to 
purchase coverage at the workplace could enhance their ability/opportunity to purchase coverage. . 

-2Marc.h 23, 1995 0:42pm) 



DRAFT· 

ACCESS TO FEDERAL EMPLOYEES' HEALTH BENEFITS PROGRAM 

Small firms would be allowed. to offer to their employees, through FEHBP, plans available to federal employees. 

C' .. ~\... ~~ ~~~~~~;.\... .,,~ •.• 1r1 "",,., •.,; ... ,,, ., rl",,..i,,i"'M ..",l"ti"p t", An", 1rP\I ;CCI.1P· \lIh"'t. \1/Al1lrl hp thp nrpm;l1mc: f~('prl hv c:m~1I firTY1C: ~nrl thp;r
..,JU\,.,,11 WI QP}.IIUQ""" V'VUU'U 1\".00'"1 U.L.L"",, Y "',,",'-'l..JlV'l '''''''''''-4'''' """" I.V v .......... ..."' ..... J .a..,..,_...... • ..... - ... , -- .. - .... - ...... - y" _ ....... _ .............---- .... J ..., ..... _ .... .........~ -...._ ...... _ .. .
l' 

employees if they purchased coverage through FEHBP? 

One option would be to mix the rating pools (e.g., federal workers and workers with small firms) and charge the same 
premiums to both types of workers. Under this approach, if there is adverse selection on thepart of small firms (e.g., only less 
healthier firms decide to purchase through FEHBP), premiums for federal workers would be higher than they would be 
otherwise. This would have an impact on federal government costs. 

A second option would be to keep the risk pools separate, but allow small firms and their workers to purchase coverage at the 
same prices as available to federal workers. Under this approach, if there is adverse selection on the part of small firms, 
premiums for federal workers would not increase. On the other hand, insurers would lose money on small firms. Depending 
upon a number of other factors, such losses could cause some insurers to stop participating in FEHBP. 

A third option would be to separate the risk pools and charge sma~l firms the same premiums they would face in the 
community-rated market.~ Premiums for federal workers would continue'to be determined as under current law. Under this 

________aQproach, FEHBP would serve as a purchasing cooperative for small businesses, as it does for federal workers. 

Adverse selection effects could be limited by restricting the number of firms and individuals that are allowed to enter into FEHBP. 

5This approach requires the presence of a community-rated market. Small firms would still be able to purchase coverage 
directly from insurers, through brokers, through purchasing groups, or through MEWAs. 

March 23, 1995 (3:42pm) -3



DRAFT 

T AX CREDIT FOR PURCHASING HEALTH INSURANCE FOR CHILDREN 

Placeholder. 

March 23, 1995 0:42pm) ·4· 



DRAFT
LONG-TERM CARE PROGRAM 

Capped Entitlementto States 

Begirming in 1997, states will be given a fixed allotment of money to provide home wid community based services (HeES) to 
Individuals regardless of age or income. The allotments will reflect the number of severely disabled in a state, the costs of 
HCBS, and the proportion of low income persons in the state. Services may be limited by amount and type and may be 
targeted to specific groups or geographic areas. ' 

Long-tenn Care Tax Changes 

This proposal makes three changes to the tax treatment of l6ng-tenn care services and expenses. First, I,.TC expenses and 
insurance premiums will be treated as medical expenses for income tax purposes. Employers may also treat LTC insurance' 
premium contributions as business expenses. Second, accelerated death benefits paid from rider~ onlife insurance policies will 
not be counted as taxable income. Third, disabled working persons will receive a tax credit for half of their work-related 
personal. assistance expenses up to $15,000 ..At higher incomes-$50,OOO and above-this credit is phased out. 

March 23, 1995 (3:42pm) -5



DRAFT 
TOBACCO TAX 

The current $0.24 per pack cigarette tax would be increased by ~0.40 per pack to $0.64 per pack on January 1) 1997. 

--' 

March 23. 1995 (3:42pm) -6



BEER AND.WINE EXCISE TAXES DRAFT 
Placeholder. 

March 23. 1995 (3:42pm) -7
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.. DRAFT 
REINVENTING MEDICAID 

The current Medicaid program would be restructured but would continue as an individual entitlement. This proposal contains two 
independent policies. The first policy reforms Medic.aid henefits, eligibility, and financing. The second policy reforms payments for 
dispr"t)portionate share hospitals. 

The first policy affect the AFDC and related non.,.cash populations only.6 Medicaid reform would include the following major 
elements: 

The current array of Medicaid acute care services would be reconfigured into one, standard Medicaid benefit package across 
States. States would continue to have the option of providing additiomil benefits.7 

Recipients would be required to pay nominal cost-sharing for most services. 

States would be given the flexibility to: 

continue determining eligibility with broad Federal guidelines or with minimum federal eligibility requirements' and the 
ability to expand coverage to broader populations' 

___________m_o_v_e_M_e_Q_I_c_a_IQ_r_e_cipients from a fee-for-service delive!y~ystem into manageci care s),stems; ....an'-"d"----_~_______----

more efficiently administer the program. 

Federal savings could be guaranteed by controlling the program's rate of growth. States would be given a fixed per capita 

6Acute and long-term care health .services for aged, blind and disabled recipients could be also restructured but would require 
substantial coordination with Medicare. . 

7Federal funding for the remaining optional services could continue based on the current law matching system. Alternatively, 
federal funding for these services could be capped and converted into a block grant to.states. . 
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amount based on an estimate of per capita Medicaid costs for. the services in the standard benefit package, If the federal 
contribution to states is grown at current baseline assumptions, this policy would yield no savings, Alternatively, federal 
savings could be achieved by controlling the rate of growth in the federal contribution. 8 

, h 1 -' . I' 'h'l' PI' 'b'l' ld h ' I'h rl 1.. 1.. • •• , ... ,. " ,One key Issue t..hat must _e reso.vea. concerns e.!g!",l.lty . .:...lg}· 1.1ty COu.u ue slmp.h"lCu vy vasmg it on mcome "e.g., an InmVIQUarS 
below poverty are eligible). However, under this approach, many individuals currently eligible would lo~e coverage. In addition, 
many others currently not eligible for Medicaid would gain coverage. On the other hand, it may be difficult to give states flexibility to 
determine eligibility and still retain the current eligibility structure, 

The second policy would convert federal matching payments for state payments to disproportionate share hospitals (DSH) into a 
capped, vulnerable population adjustment pooL In Fiscal Year 1996, federal DSH payments are expected to be about $11.1 billion. 
This amount would be reduced to $5.6 billion and placed into a vulnerable adjustment (VPA) pool. Payments from this pool could be 
made to eligible hospitals and other providers or to states. Funding for the pool would grow at the same rate as the growth rate in 
nominal gross domestic product. 

SAn index could be constructed to allow for growth in population and efficiency (e.g., the per capita amount increases at the 
same rate as the rate ofgrowth in nominal Gross Domestic Product per capita). Under such an index, states would be at risk for cost 
increases beyond the rate of growth in the economy, but not for increases in Medicaid enrollment. The index could be adjusted by 
state by using, for example, nominal total state product (which is concept~ally similar to gross domestic product). 
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DRAFT
MEDICARE SAVINGS PROPOSALS 

Medicare savings proposals may be divided conceptually into two categories: "traditional" Medicare cuts and structural reforms. 

Medicare Cuts 

These proposals use Medicare's price-setting authority to generate savings, in most cases by cutting or freezing provider 
payments. Examples include reducing scheduled updates for hospital, physician and other provider payments; reducing 
reimbursements for hospitals' capital and medical education costs; and changing payment formulas to impose more 
stringent upper limits on fees. 

Because of their frequent use in previous reconciliation and health reform i;>ills, these types of proposals are relatively 
familiar to knowledgeable Members of Congress, providers, and beneficiary groups. 

While generating significant scoreable savings, these types of proposals are not particularly innovative policies because 
they perpetuate the current "command-and-control" and fee-for-service structures of Medicare. Moreover, these 
policies can create undesirable incentives as providers try to compensate for lower fees by inducing higher rates of 
utilization. 

StructurQLReforms~oLMedicare---------------~--------------------------:-~ 
-------~~= 

Instead of simply cutting or limiting payments, these proposals would reform the price-setting and incentive structures 
in Medicare. 

Medicare's prices for certain goods and services could be set with a market mechanism (competitive bidding) instead of 
current centralized methods (e:g., fee schedules). Examples include competitive bidding fm clinicalla.boratory tests 

high-volume durable medical equipment, such as oxygen equipment and services. Competitive bidding would also 
Medicare to take advantage of its substantial buying power in the health care market. 
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the current environment of third-party payment and fee-for-service medicine, marginal decisions QR~EI 
consume (from the beneficiary's perspective) or provide' (from the provider;s perspective) health s~rvices are often 
subject to undesirable incentives. These incentives could be changed by introducing more provider and benefiCiary 
risk-sharing into Medicare: 

+ 	 reform the payment policy for risk-based Medicare managed care plans and establish incentives to encou'rage 
more beneficiaries to enroll in these phms; 

+ 	 establish payment risk pools for physicians at the hospital medical staff level to create incentives discouraging' 
excessive use of physician services; . - . 

+ 	 establish prospective payment systems for hospital outpatient departments, home health agency, and skilled 
nursing facility services; 

+ 	 reform Medicare payments for graduate medical education to reflect the changing needs of the medical 
marketplace, e.g., more training slots for primary care physicians and in more settings outside the inpatient 
hospital; 

+ 	 establish beneficigry coinsurance payments for the only two major areas of Medicare which do not require them, 
clinical labs and home health s.ervices. These are_also_twooLthe~fastest"gr()wing-areas-ofMedicare'spending ------ 

-------------~an;:;-:d;r.7;u-;:tiTIli:;za~tff.io;:::-;n;:;-·.rC;-::;o:;:in:s~u:ra:n::-:ce payments coul,d help beneficiaries and providers become more sensitive to 
marginal decisions about using these services. ' 

A Sample Package of Savings Proposals 

The attached package of Medicare savings proposa.1s is one possible combination of "traditional" cuts and structural reforms that 
reaches approximately $100 billion in savings over [lve years (1996-2000). 

March 23.1995 0:42pm) 	 -11

http:proposa.1s


ASSISTANT SECRETARY 

; 1,'- .:. 

95-145261 
I 

. I 
DEPARTMENT OF THE TREASURY· . I, WASHINGTON 

I 	 APR 2 I 1995 . /1 

I 	 I 
II 

MEMORANDUM FOR SECRETARY RUBIN! 	 INfORMATIOfa 
DEPUIY SECRETARY NEWMAN 	 I" 

/1 . 

From: . Alicia Munne¢ . . i 	 I 
I 	 ,I

Subject: Effect of Medicare Cuts on HI Trust Fund Financing Problems 

Some rough estimates by HCFA, at our insti~ation, have turned up some I 
interesting points about the effect of plausibly sized' medicare cuts on the HI Trust Fund I 
balance. We asked for estimates of the exhaustionldate and the 25- • 50- and 75-year /' 
actuarial balances under two scenarios: (1) a 7 pertent Hlexpenditure cap. (2) roughly I 

$75 billion (over 1996-2000) from CBO's laundry li~t of HI cuts. I
' 	 I 'I 

I 	 I . I 
Present '!

I 

CBO I 
Actuarial Balance Law 7% Cap . Proposals I 

I 
25 Years -1.33% -Q.81% . -0.79% II 
50 Years -2.68 -153 -1.95 
75 Years -3.52 '-:2:05 . -2.69 

I " 	 I 
Year or Exhaustion 2002 t003 2007 	 I 

I 	 II . 
Three points are worth noting: / 	 i 

, I 	 I
I 	 I 

• 	 None of these approaches avoids t:ust fu;nd exhaustion ~t~in the .next 10 to 15/ 
years. The CEO package extends It the longest because It IS relatIvely more front
. , " 	 I 
loaded~ The cap proposal tends to build its effect over time and have less sholjl

• 	 Iterm Impact. 	 I '1, 

• 	 Neither proposal eliminates the 10ng-t~Jm deficit. Because of its "staying powdr" • 
the cap has a relativelY,larger effect on /the 75-year actuarial balance than the! 
CBO package. Both proposals lower trye 25-year balance to roughly the same I 
leveL 1 I 

. . . I· i 
o We have asked ~CFA to pr~vide som~ further ~stimates b~sed on larger cut I . 

proposals and wIll keep you mformed./ To proVide perspectIve~ under the current 
Trustees' assumptions, a 5 percent capi 

. 
on. total spending is more than adequdte to 

I, 

produce a long-run trust fund surplus (and not deplete the trust fund in the short
term),because revenues are projected! t,o grow slightly faster than 5 percent. I 

I 
! 	

I
I 

I 	 EXECUTIVE SECRETARIAT 
! 
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A __ .5TANT SECRETARY 

MEMORANDUM FOR 	 SECRETARY RUBIN 

DEPUTY SECRETARY NEWMAN 


FROM: Alicia Munnell~ 
SUBJECT: Health Care Meeting with president 

I : 
DATE AND TIME: ,Thursday, April 27, 1995, 51,: 15 p. m. 

Cabinet Room, White HouseLOCATION: 

PARTICIPANTS: 

Secretary RubinTREASURY: 

overview Briefing MemorandumTab A:BRIEFING: Memorandum on Medicare cuts in . theITab B: 
Context of the H] Trust Fund Financing 
Problems I 
Overview of Medicare Program and CBOTab C: 
cuts I 
Overview of Medicaid Program and CBOTab D: 
Cuts 	 I 
Tax Policy Memorqndum on Tax CreditsTab E: 
Memorandum on Budget Simulations'Tab F: 
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DEPARTMENT OF THE TREASURY 

WASHINGTON, D.C. 

",_..-ISTANT SECRETARY 

April 26,1995 

MEMORANDUM FOR 	 SECRETARY RUBIN 
DEPUTY SECRETAR~,~WMAN 

FROM: Alicia MunnellW ' 
, Glen Rosselli 

SUBJECT: 	 Health care meeting with th~'President 
Thursday, April 27, 1995 at 5:15 pm 

The goal of this meeting is twofold: 

o 	 To let the President describe what type of health care 
reform package he finds acceptable I 

o 	 To deb:H,mine how the Administration should· respond to the 
large medicare and medicaid cU,ts to bile:, included in Senator 
Domenici's "Chairman's mark;" 

This meeting has taken on added urgency. ,The President will be 
at.tending the Senate Democratic retreat this weekend, and 
speaking'at the White House Conference on iAgingon Wednesday, May 
3. Both eVI~nts are ones where the interpl:ay of def icit reduction 
and' health care reform will come to the fOre. 

ACCEPTABLE HEALTH CARE REFORM 

The meet.ing will start with where the Adm~nistration has been on 
healt.hreform, summarizing previously proposed cuts in medicare 
and medicaid, our FY96 budget proposals, ~tatements in the State 
of the Union, and recent internal delibera'tions. 

OBRA93 included roughly $50 billion in Medicare cuts and HSA 
included $123 over five years. Much of the: HSA cuts were 
reinvested in expanded benefits for the e]derly. More cuts will 
now be required for any given level of deflicit reduct.ion given 
the lowering of the health care baseline ~ncluded in the FY96 
Budget. ' I 
Recent internal discussions have' focused on a health reform 
package that. would include: "I . 

1. 	$100 billion of medicare and medicaid cuts over 5 years; 
2. 	 Insurance reform, including acces~ ,to FEHPB for small 

business~ I 
3. 	Limited extension of coverage paid 'for by tobacco tax or 

reduction in medicaid DSH payment~, plus a little support
I 



for long-term care , . 

Both OMB and HHS have put together' lists ofl possible medicare 
cuts. OMB has $90 billion of medicare savings over five years, 
while HHS has $70 billion. The medicaid figure for five years 
will range batween $9 billion and $15 billibri. It is very 
difficult to get any money out of medicaid ~ithout hurting 
beneficiarie:;; the only real option is cutt!ing DSH payments. 

Should the President ~ndicate his preference fora level of 
medicare cuts 'short of $90 billion over fivb'years, it may be 
useful to note that even this amount is sma:ll within the context 
of the medicare HI trust fund'? financing problems.

• ! j • , 

Assuming that $45 billion of the $90 b:illion ~ould come from 
the HI program, these cuts would extend, the life of the 
trust fUnd by two years from 2002 to 21op4. Medicare HI and 
SMI of $90 billion is aggressive, but realistic. Attached 
find a :memo, sent to you earlier, tha;t includes CBO options 
for medicare cuts; while not all desirllable, they could be 
combined into a $90 billion package. .: 

I 

At the meeting, staff will distribute "sources'" and "uses" tables 
with estimates for five,'seven, and ten yeairs. They will also 
present four possible packages. The first lincludes Alice 
Rivlin's option to expand coverage throughf~nds collected by 
reducing medicaid DSH payments and raising Ithe tobacco tax. This 
proposal is quite controversial; many ·think 'it would be 
politically difficult to exp~nd coverage t~rough the medicaid 
program. I ' 

The key sUbstantive decisions .to be made are how much deficit 
reduction and how much coverage. expansion. I ,The other issues are 
strategic, such .as when to go public with a 'proposal .and whether 

• ~ • .1, •to start low and get bl.d up or go out l.nl.tially wl.th agreed-upon
numbers. ! ' 

RESPONSE TO REPUBLICAN PROPOSALS 

The Senate Budget Committee will begin deliberation on the budget 
resolution on April 27. Senator Domenici v'iill likely announce 
his mark 'on May 1, vote on the package the Ifollowing day, and 
have the bUdget resolution on the floor bYIMay 8. (Some have 
speculated t.hat Domenici may postpone the cuts until after the 
White House Conference on Ag·ing,.) r I:. . 
Domenici will purport to balance the budget ,by 2002. It is 
widely reported that he will have at least i $250 billion in 
medicare and $160 billion in medicaid savi~gsover seven years. 
(Remember that the Admiriistration's $100 billion for medicare and 
medicaid cOIllbined refers to a five.,..year pet-iod.) This level of 
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cuts is not possible without destroying th~ both the medicare 
program and medicaid programs. 

The Administration must resolve now how to respond to the $400 
billion in cuts that will be included in Domenici's mark. 
Attacking the Republicans aggressively is almost certainly the 
right strategy, although it is not risk fr~e. 

The Administration does have an opportunit) to score some points' 
attacking Republican proposals that are truly outlandish. Our 
ability to attack will be greatly enhanced by some material 
showing how damaging these cuts would be. Such a product is 
being worked on, but is not yet available. "It might be useful to 
ask about its status. . 

As background, it may be useful to kndw that $250 billion 
from Medicare ($125 billion from HI a~d $125 billion from 
SMI) is not unreasonable if one were determined to eliminate 
the entire Medicare deficit by progra~ cuts alone. In fact, 
the amount over 7 years is right in line with that generated 
by a 5 percent cap on Medicare's ratelof growth, which is 
roughly the amount needed to balance the fund over 75 years 
(see attached memo) . I.' 
Republican proposals are excessive because it is not 
reasona,ble to restore long run balance' solely by: 
cutting benefits. A large part of the. ;rising costs of 
the program is due to demographics; workers and 
retirees should share the burden. Alt~ough difficult, 
if not impossible, to advance in the current climate, 
some increase in the payroll tax will!have to be part 
of any long-run solution. I 

Risks caused by'an aggressive strategy toward the Republican 
health care proposals include: I 

o 	 Concern that attacking.,the Republicans might preclude our 
endgame. While analytically valid, t~is concern can be met 
by "Nev~r $400 billion, and nothing without health care 
reform." 	 , ' I; 

o 	 Once we say "too large" or "not without reform", aren't we 
haggling about price? "If.$400 billid.n is too much~ then 
how much is acceptable?" "If nothinglis acceptable without 
health care reform, then how much with reform?" The answer . 
must be that we do not want either the

I 
elderly or nonelderly 

users c,f the health care system to be Iworse off i reform must 
have at. least as large as positive impact as the cuts have 
negative. I 

o 	 Republicans will turn around and ask ~s about our plan. If 
we think their proposals are so bad, then what are we 

3 



proposing to s61ve the medicare problem? It is difficult to 
hark back to' the HSA, which did not a~dress the long-term 
medicare financing' problem. Our response would have to be 
some s.tatement about reinstituting th~ Quadrennial Advisory 
Council and the importance of health care reform. 
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ASSISTANT SECRETARY 

MEMORANDUM FOR SECRETARY RUBIN 

FROM: Glen Rossell~ 
Deputy Assistant Secretary for Economic Policy 

SUBJECT: Health Care Issues for Ways Jd Means Meeting 

. . /.. 

Administration is unlikely to release a new health care reforrri bill. However, more detailed 
specifications have been prepared and are likely to be released later this month or early next 
month to demonstrate that the President has a health plan. I 

As partof our strategy, we have held back putting our Medic~e specifics on the table so that the 
savings would not be available to the Republican majority. 

Elements of our plan include the following: 

Health care reform components-

Insurance reform 

Purchasing cooperatives for small b}lsinesses 

Increasing the self employed tax deduction to 50% 

Up to 6 months transitional coverage for the temporarily unemployed. 

Administrative simplification 

Fraud and abuse initiative 


Medicare reform components -'

Providing more choices/options under the Medicare nrogram such as Preferred 

Provider Option (PPO's). I 

Point of service options -- which is an HMO but you get your own doctor. 

Strengthening the trust fund by extending solvency td the year 2006. 

Respite benefit for families of those with Alzheimer't, 
Waiver of copayment for mamograms. 

Medicaid 

$54 billion of savings are achieved through cuts in the disproportionat share 

program. 

Per capita cap. 


More nexibility for the states. 




DEPAHTMENT OF THE TREASURY
,-I 

" WASHINGTON, D.C. 20220 

HOLD CLOSE October 4, 1995 

MEMORANDUM FOR SECRETARY RUBIN 
DEPUTY SECRETARY SUMMERS 

FROM: GlenROSs~ 

Deputy Assistant Secretary (Economic Policy) 

,CC: Sylvia Mathews 

SUBJECT: Health Care 

Attached, find a copy of a outline of the President's health care initiative. 

Although this draft approximates very closely what the fiJal product will ultimately be, 
some of the provisions and some of the wording in this dbcument are in the process of 
being revised. An updated version will be made available1late in the week. 

Note: Agai~, this doc;ument is not circulating wide1ly and should remain in a 
close hold status. ' 

Attachment 
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DRAFT 
President Clinton's 

I . 

Health Care Initiative I . 
I 

The President's hetllth care initiative is a comprehensive set of refonns d.esigned to protect working 
Americans, the elderly, individuals with disabilities, and childrbri and families with low income 
while making the he~lth care system more effective and efficiedt.: It will: . , 

I 

Preserve our commitment to the elderly, individuals 'vi~h disabiIities"and families with 
low income as we modernize our health programs 

o 	 Continue to provide Medicare beneficianes willi new choices of health care plans as 
we transform tins program for the ne}..'1 century; pbeserve the financial integrity of the 
M(!dicare Hospital Insurance Trust Fund for tHe next 10 years without imposing 
substantial new costs on senior citizens and. tho~e Vv'ith disabilities. 

o 	 Protect funding fur States to continue to pro~ide health benefitS for 36 million 
Arnencans who receive Medlcrud benefits, while provIdmg new fleXIbIlIty for how 
States can ad.rnigister their programs within a utgeted growth rate for spending per 
beneficiary. . 

o 	 Establish strong new protections against fraud and abuse in the health care system, 
which currently could add up to 10 percent to thJ cost of programs like Medicare and 
Medicaid. 

o 	 Provide funding for additional home and conunuriity-based care for individuals v,ith 
disabilities and respite care for families coping with the heartbreak of Alzheimer's 
disease. 

\ 

. 

Increase the availability and atTordability of private coverage for working Americans 

o 	 Provide new protections for working Ameri~Ls who might otherwise lose their 
health insurance coverage, through insurance reforms, grants to Stares to establish 
voluntary purchasing cooperatives for smallibusinesses, and financiIlg a limited 
period of continued health benefits for temporarily unemployed workers receiving 
tmemployment benefits. 

o 	 Increase the affordabilit:y of health benefits for individuals who are self-employed by 
increasing the ta.'{ deductibility of health ben/fits to 50 percent of costs. 

o 	. Simplify the onen complex ildrninisrration or the health care system so that fewer 
dollars are spent on bureaucracy and health care professlOnals are freed [rom 
unn<:.>ccssary paperv.:ork. 



Preserying and Modernizing Medh-;ar~ 

Medicare provides health care benefits to 35 million elderly and aisabled Americans. Medicare Part 
A provides hospital, home health, and some nursing home co~erage through a Trust Fund that is 
financed primarily through payroll taxes. Part B provides physician and other outpatient care and 
is financed jointly through monthly premiums paid by benefidaries and general revenue funds. 

The President's plan maintains the 30-year national cOrrunitmeJ to this program and makes it more 
efficient and effective. It builds on the President's 1993 deficit ~eduction package, which extended 
the solvency of ~e Trust Fund by three years, VJith further' reductions in projected Medicare 
spending of $124 billion over the next seven years, includingS89 billion in Part A savings that 

, would maintain Trust Fund solvency for the next decade. 

Key elements of the President's Medicare proposal are: 

o 	 rQntinuc~Q ExpansiQn of ChQice U!1d~r Medican~: The President's plan would continue 
the expansion of choice fo~ r:tedicare b~ne.ficiaries oflteste~ and proven health care plans. 
Currently, a record 3.5 milllon beneficlanes are enrolled In managed care plans and an 
average of 70,000 beneficiaries are enrolling each month; This progress would be enhanced 

by: I, " , 
, I ' 

-- Refmi,ng and enhancing the standards f?r participatiori, and expanding the types of health 
plan options available to beneficiaries; 

-- Improving Medicare's methodolgoy for paying hei1th plans: . 

-- Fostering improvement in the quality of care ptovided by he3lth plans available to 
beneficiaries; . I . 

I 
-- Informing beneficiaries of the availability of choices in their area, and facilitating 
enrollment in health plans. 

• 	 ~ More CQst-Effective Medi£are Program: The President's plan makes reasonable, 
rationaL and responsible reductions in the rate of ~owth in Medicare spending. These 
changes \\/'iU protect the solvency of the Pan A Trust fund, and keep the Pan B premium at 
therraditional25 percent of program costs. It includes: ~ 

-- Reforming' Medicare fmancing for graduate m~difaJ education provided by the nation's 

academic health cemersand teaching hospitals; I. .. ' , 

-- Ph.3Sing in payment reforms for skilled nUIsmg faclltty seMces and home health servIces; 



I . 
-- Constraining the rate of gro\\'1h in payments for hospit4ls, physicians, and other providers. 

-- Collecting funds from private health insurers for Medidare beneficiaries who remain in the 
workforce. . I. 

I . 

PreseITing~ and strengthening Medicaiq. . 
I 

Medicaid providl~s health care services to 36 million low-income women, children, frail elderly. and 
disabled Americ;ms. Approximately two-thirds ofMedicaid ex~nditures are for care for the elderly 
and disabled. Medicaid is financed jointly by the States and the Federal government. Eligibility 
standards are set primarily by the States for a basic benefit packkge. States add additional eligibles 
and benefits at their option. ; 

The President's plan maintains the 30-year national rommitrnen{ to providing health services to poor 
women and children: elderly, and disabled while making Medi~aid more effective and efficient. It 
would reduce Federal Medicaid spending by $54 billion over keven years. 

. f 

Key elements of the President's Medicaid proposal are: I \ 

I : 

• Covera:;~ i~ Prescrve.d: Low·income women and m'ei:r children, the elderly, individuals 
v,.ith disabilities, MedicaidlMedicare dual eligibles, ahd qualified Medicare beneficiaries, 
would retain their guarantee of health care coverage. 

• 	 Cost Effectivene.s.s: To limit the growth in federal Me;dicaid expenclitures, a per >-apitalirnit 
would be established, which constrains the rate of incr~e in federal matching payments per 
beneficiary. Since this is a pe: ~pita limit, it maintinsl the fe~eral corr:mitinent in the e:eot 
that states need to add beneficlanes. Federal payments for dIsproportiOnate share hOSpItalS 

would also be constrained. .I 
• 	 II!crea:;~d State Flexibility: States would be given ~eatly enhanced flexibility inhow to 

managt their Medicaid programs and pay for servi,*s, so that they can reduce costs, not 
coverage. States could offer coverage of additional services including nurse·supe["\!ised . 
clinics. and vocational training for people with dis1bilities. The Boren Amendment on 
hOspital and nursing home payment policy would be t,evised to allow states more leeway in 
payment policy. States would bepennined to mand~te enrollment in a choice of managed 
care plans or provide home and community-based ~are at their option without a Federal 
waiver. 	. I ' . 

• 	 Quality Protection: . Existing qualiry protections for nursing home residents would be 
maintained as would protections against impoverishrilent for the at-home spouses of nursing 
home residents. 
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Operation Restore Trust: Combating Fraud and Abus~ 
, 'I ' 

[J~e American health care system is plagued by waste, fraud, and abuse1The Clinton Administration' 
l

stepped up efforts to combat fraud and abuse and has had remarkabre'results. Key to this success 
has been Operation Restore Trust *. a pilot program launched eatller this year in New York, Florida., 
Illinois, Texas, 2nd California, More t:han3,OOO citizens have already called the newly established 
hotlinc; over 200 fraud investigations are ongoing; and 20 crimihal convictions, 7 civil judgements, 
and 7 indictments have been brought since March -- yielding $~2 million returned to the Federal 
government It i.s now time to take Operation Restore Trust nat,ionwide, with a three-part initiative 
to combat fraud and abuse in federal health programs. 

Make Operatiqc R.estore Tru~t Permanent: The President will submit legislation that \¥ill give 
I 

law enforcement officials additional authorities to investigate~ prosecute, and sanction those who 
defraud Federal health programs; ensure adequate and depehdable sources of funds to support 

, I 

program integrity activities; and change reimbursement policies that inadvertently may have 
contributed to program abuse and fraud. 

Immediate Executive Orders: The Presfdent will issue a series' of Executive Orders to coo~dinate 
he~lth car~ anti-fra~d ~ctivities gO,ven:ment-wide and d.irect !executive. d~partments to: mount a 
major medIa campaIgn m parmerslup With the Ad CounCIl; report conVlctlODS of health care fraud 
to appropriate state officials and urge them to hold hearings 6n license revocation; cut health care 
payments where they are out-of-line v.rith private sector paymeJts;,and develop legislation to provide 
monetary a\l.':3Ids to citizens whose tips lead to conviction of providers who defraud Medicare and 
Medicaid. 

Emergencv St;IDj2!emental Funding: The President will submit a supplemental appropriation 
request to allo\,\,' immediate hiring of 1,000 investigators, aUdit6rs, and computer specialists who \¥ill 
be engaged in anti-fraud and abuse activities. Efforts will bbtargeted at areas that have been the 
most ,,-ulnerabk to fTaud. 

Long-Term Care 

~rail e!,derly Americans and.tho,se ~iving 'W'ith disabilities frel~uent!y require lon~*term care, either 
In nurS1l1g homes and other InsUtlitlons or at home. The Prepldent s plan would Improve access to 
such services in the follo\l.ing ways: 

Home end Community'-Ba~cd Care: A new grant prograrp to the States would provide funding 
for home and commWlity-based care for the elderly and didbled. 

B&s.p i tc C:1r~: Fami\y members of persons with Alzheimer's disease would be eligible for up to five 
days of rcspit,: care e2ch year under 3 ne\v Medicare benefit. 

4 
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Protecting.Working Americans 

Today, a majority ofwoddng Americans receive their health card insurance coverage through their 
employer. The se:curity of that coverage often depends on econbmic conditions and on insurance 
rules that can exclude coverage for some people. i . . 
111ere has been S1J:ong, bipartisan support for a series of reforms on the group health benefits market 
to protect and preserve the coverage of working Americans, bas6d on actions tak.ing place in many

I . 

states. The President's plan includes many of those proposals· along with measures to protect 
workers when they move from job to job or from work to l:l!lemployment and back to work. 
Highlights of those proposals are: 

• 	 Po rtability of Coverage: Under the President's plan, wo'rkers who move from one job to 
another would be able to continue their existing group ~ealth insurance. . . 

• 	 Pre-eli,ting Me~jcal Conditi~~~: Group health plans l~ insurers would not be pcrmitted 
to exclude individuals from coverage because of a pre-eXisting medical condition. 

• 	 Small Bu, ineSl lI"i,!.!l£~: Grants would be provide1 to states to pennit them to create 
voluntary small group insurance purcha.sing cooperatlves to encourage competition and 

I 

affordability in the small group market. The Federal Employees Health Benefits Program 
would be made available to small employers in states thlat opt not to create such purchasing 
cooperatives. Insurers would also be required to sell co~erage to small businesses regardless 
of the heal!h SUtus of their workers. I ' 

• 	 Coverage for the Self-EmpIQye.d: Self-employed individuals, including farmers, would be 
allowed to deduct SO percent of the cost of their health insurance premiums from their 
taxable income. ' 

Tern PQrarilv Uninsured \VQrkery: Grants would be glade available to the States to finance • 
a six-month period ofhea1th benefits for laid-offworkctswho had employer-based coverage 
and are now receiving unemployment benefits. 

Adm inis1J~atiye Simplification. 

The American health care system includes a tremendous amoW1t of overhead and paperwork which 
often gets in the way of providin'g care to patients. The President remains comrnined'to reducing 
such red tape. Standards would be adopted to .sim~lify the/ use of electronic he~lth infonnation 
transactions' and shared data systems. Srrong pnvacy and. secunty safeguaras would ~ssure 
confidentiality. 

5 
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DEPARTMENT OF THE, TRI ~ASURY 


WASHINGTON . 

. April 2, 1996 

To:. THE SECRETARY 


Throu9lh: Josh GotbaLOm~ 


From: Glen Rosse~ 

Re: Health Care Reform Update: Kassebaum/Kennedy Bill 


cc: Alan Cohen ( 

The Ho~ Action on its version of Health care reform legislation was completed March 
28th, when HR 3103 passed by a vote of 267 -151 ~ith only one Republican voting 

, against it. . 

The Administration: Issued a SAP opposing the House bill for the following reasons: 
inclusion of MSA's, capping malpractice awards and limiting malpractice actions, the 
weakening of the ban on the sale of duplicative insurance pOlicies to Medicare enrollees, 
and the weakening of anti-fraud and abuse protectibns. .' 

The Serlale: The basis of this latest movement f~r ~~alth care reform is tile . . 
Kassebaum/Kennedy bill which will be brought to ttie floor under a unanimous consent 
agreement the week of April 15. 

Kennedy/Kassenbaum woulddo the following: I ' 
• 	 Allow employees to switch employers and still maintain group coverage, regardless 

of pre-existing conditions. This is commonly tailed "group to group portability. 
. 	 I 

• 	 Require insurers who offer individual coverag~ to issue an individual policy to 
anyone who meets these three criteria: I : 

1) Had coverage under a group plan for at least 18 months; 

2) Is not eligible for coverage under any group plan; and, 

3) Has exhausted so-called COBRA coverage. 


I ' 
COBRA, which stands for the Consolidated Omnibus Budget , 
Reconciliation Act of 1985, requires continued health care coverage 
tor some people who quit or lose their jobs. Under COBRA. 
employees who become ineligible tor pe~manent coverage because 
they quit or are laid off can continue cov~rage for up to 18 months. It 
applies to workers at firms of 20 or morel : 

• 	 IRequlre insurers to offer group health PlanJ to all employers in markets in which
I

they already sell - with a few exceptions. Prohibit insurers who offer a group plan 
~to an employer from excluding some of that ~company's employees or their 
dependents from a group plan because of p're-existing conditions. 

, . 
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DEPARTMENT OF THE TREASURY 


WASHINGTON, D.C. 

ASSISTANT SECRETARY 

September 13, 1996 

To: The Secretary 

From: Joshua GOlbaum,,::JG1 

Re: Child Health Care Proposals 

In June, Democrclts released their Families First Agenda, which among other things, contained a 
proposal for a children's health initiative tailored to provide help fo'r the 10 million children that are 
uninsured. The FFA health initiative has three components: I 

1. Make "Kids-Ollly" Insurance Available -- Require that all insurance companies and managed care 
plans that do business with the Federal Government (through FE~BP, Medicare, Medicaid, etc.) offer . 
"children-only" policies for children up to the age of 13. Require ttiese policies to cover no less than the 
benefits offered in their governmenJ packages. . I . 

2. Make "Kids-Only" Insurance Accessible - Require consumer protection in these policies similar to 
those under Kennedy-Kassebaum bill, including guaranteed issue~ guaranteed renewability, no 
discriminalion ~a"ed on heaKh stalus, elc. '.1 . . '. 

3. Help Make "Kids-Only" Insurance More Affotdable -- Provide assistance to working families to cover 
a portion of the cost of the premium, including tax relief and premi'u"! subsidies. 

Administration ViE~WS to Date 

The Administration's health care team has been reviewing the proposal, but has taken no position on it. 
Our initial reactioll is that it is very poorly targeted. The proposal Vvould be costly and most of the 
subsidy would gel to families whose children already have health insurance. We have -- privately 
provided suggestions to Congressional staff. I 

We are also conSidering. quietly, whether the Administration should have a health initative aimed at 
children, and what form such'an initiative might take. Beyond the ,10 million children that are 
uninsured, many more are underinsured, with limited access to preventive and primary ·care services. 
Although we are nowhere near going public with a proposal. amo~g the possibilities are: expanding 
school health pro{~rams; additional funding for consolidated healthlcenters; and increasing Medicaid 
funding for children and working families who are already eligible under current law. ~ 

Prepared by Glen ROSMIli. 
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DEPARTMENT OF THE TREASllJRY 

• 
WASHINGTON 

January 10, 1997 

To: The Secretary 


From: Joshua Gotbourn ~ 


Re: Home lIIealth Care Transfer 


Here is the I-pager you requested on home health care transfer. 



Transfer of Some Medicare Home Health qosts to Part Band 

Establishment of a Post ..Hospital Home Health Benefit in Part A 


• 	 The home health care transfer makes sense and is a re~ponsible way to help 
extend the solvency of the Hospital Insurance (HI) trust fund. 


, . I 

• 	 Medicare Purt A was originally designed to finance short-term, recuperative, post-

I 

acute care services. When OBRA -1980 eliminated Part A and Part B limitations, an 
unintended consequence was to burden the Part A Trus:t Fund with approximately 
99 percent c)f the financing for the home health benefit, regardless of whether visits 
are acute or chronic care. 

• 	 The President's proposal recognizes that Part A covers ~ost-acute care services 
and allows Part B to finance all other home health services, just as was intended 
and impleml~nted before 1980.' I 

• 	 The transfer reduces the cuts that would otherwise have to be made from Part A to 
extend the life of the trust fund, thus protecting home he1a\th, hospital, and nursing' 
home providers from excessive Medicare cuts. 

• 	 Virtually evs'/y Republican Member of the House ofRepresentatives, including Newt 
Gingrich, Dick Armey, John Kasich, Bill Archer, andBilJ Thomas, voted for this 
concept in the fall of 1995 when they passed their budg~t reconciliation bill. 

, 	 I 

Administration Proposal 

This proposal slhifts a~out 70% of the 'financing for the Medic'ilre home health benefit 
from Part' A to Part B by redefining the benefit under Part Aas a "post-hospital" home 
health benefit, E~stablishes a new Part B home health benefit and would save the HI 
Trust Fund roughly $80 billion over five years. I . . 
Under the proposal, the first 100 visits provided to a benefisiary following discharge 
from a hospital would be paid under Part A if such services begin within 30 days of 
discharge and the hospital stay was at least 3 days. All sutisequent visits would be 
paid under Part B. . 

For beneficiaries who do not have a prior hospital stay, all home health visits would be 
paid under Part B. Beneficiaries using services under Part Aor Part Bwould not be 
charged a copayment nor be responsible for paying a dedubtible. The shift in financing 
would not result in an increase to the Part B premium. 

Hom&Heanh.docOffice of Economic Policy 



DEPARTMENT OF THE TRiEASURY 

WASHINGTON, D.C. 20220 


SECRETARY RUBINMEMORANDUM TO: 
DEPUTY SECRETARY SUMMERS 

JONATHAN GRUBERFROM: 

Ht'l-Ilth Care Budget Priority: Outre'l(:h for Low Income Children 

As the debate o\'~r budgd priorities moves Ibrward. i't is in~pPriant that we consider the 
remaining hole in our safety net for low income children: the llIore [hwI three million dtildr.:n 
who are currmlfy digih/C' tor Medicaid hul nol enrolled. 

This memo lays Oul a pert;mnancc~based outreach proposal \vhich will provide incentives t(Jr 
states to cnrollihesc children, but will only reward those s~att.:s that arc successful in doing so.• I 

This approach provides a hlw cost means of ensuring that tht; I()",,'cst income children. in the C.S., 
who are now largely uninsured, obtain public coverage. cvbn as we expand eligibility much '. 

!'urtner up the im:ol1lc dislrioution through other policies. . 



Performance-Hased Outreach Bonuses tor Medic~lid-Eligible Children 

The I)robl,em '. I . . 

Millions of Vcry Low Income Child ren Remain Uninsu~ed' Access to affordnble bea I tb 
insurance for children has been significantly improved. Thy /lew State Children's Health 
Insurance Program (CHIP) will help low-income, working families purchase eoveragefor their 
cbi Idren. This nui Ids upon Medicaid, which offers cove rag, M most chi Idren in poor lami 1 ies. 

However. identifying, educating and enroBing children in tHese programs is not simple . 
. . I 

especially fiw Ip\v-inc(ll11\,: children eligible tor Medicaid. qL'spite years ol'efforts by States. 
providers. children's groups, and others. ml)re than 3 milliOl~ children who are eligible for the 
Medicaid program are still uninsured. 

Unequal Incentives for Covering Children: Despite the ('ael that Medicaid children are usually 
harder to enroll and more ~xpensive to cover, Medicaid has? lower Federal matching rate than 
does CHIP. This creates a hackward incentive to rew,ard sta~t.·s more for signing up more higher 
income children in CHIP with the better matching rate than lower income children in Medicaid. 

The Solution: Performnncc-Based Outreach Bonuses 

. . 
Reward States for New Enrollment in Medicaid: States would receive a financial "bonus" i{)r 
each child who is enrolled in the traditional Medicaid prograln above an enrollment "baseline". 
This bonus would equal 10 the extra matching percentage unLkr CHIP. erasing the difference 
hetwccn the two program!'. This bonus would be available olilly tor new enrollment, tying dollars 
to state pert<mnanL:c. 

How it Would W nrk: 

• HeFA would project baseline Medicaid enrollment 11.,1' 1998, based on 1997 enrollment. 
adjusted fin' the.:: prnjected change in the poverty rate in that state or region. 

• At the end or 1998. states would receive a bonus for J.1Ch child (calculated in persol1
years) enrolled above that baseline level. 

• The bonus would he equal to the average cost per chii~ enrolled in the stale Medicaid 
program, times tht difference between the slate's Medicaid and Cill P federal matching 
ratc. (~omhined with the Medicaid matching rale. thisl provides the same match rate for 
these ncwlv enrolled children as the state would rl~cejJ!,nll1der its new CHIP program. 

. I . 
• In each future year, the baseline would be proporlionapy adjusted upwards or downwards 

hy the prnjectcU share of the slate in poverty. and the I;}onus would be hascd on the extent 
10 which cnrollmL'nl exceeded that baseline. 



• 	 To ensure that the program works, it \vould be rcvicw~d after five years. Based on its 
success. it would be: 

l 'ontinllcd as is: 
Sunsettcd: \)1 

('ontinued. but the baseline would be reset to (hI;! actual enrollment level at that 
point in time to prevent the baseline from be~oming too artificial. 

, , 

The AdvantaZ:t!s 

Levels thePla~'ing Field: Removes the unequal and perverse incentives for states to seek out. 
higher income children lInder CHIP before signing lip lowell income children under Medicaid 

Limited Substitution for Private Insurance: Almost two-thirds of thl! more than 3 million 
children who an: el igible lor Medicaid but not enrolled arc tin insured. Thus. there wiH be little . 
problem with "substitution" of public for private coverage a~ a result of this olltreach incentive; , 
the vast majority of the children newly covered by MCdicaidi will have been otherwise uniIL,ured. 

Pays only for Performance: Under current law, Medkaid d~.cs not select which outreach 
activities it will match based on their success nor does it pay\morc for approache~ that work. . . 
Jndeed, eRO has not been willing to score federal outreach subsidies as redllcing the number pf 
uninsured children. This approach only pays states if they .+ually improve their Medicaid 

enrollment. . ' 	 I • . . 
Nothing to Lose: If state::; do not respond to this inccntivc an..!, does not enroll any additional 
children lor the bonus, then' is no cost to the Federal govcrl1l~l(;nl. We only pay if enrollment 
.rlses. 
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• 
DEPARTMENT OF THE TREASURY 

WASHINGTON 

INFORMATIONASSISTANT SECRETARY 

March 23,2000 


MEMORANDUM FOR SECRETARY SUMMERS 

DEPUTY SECRE:LARYIZENSTAT 

FROM: JON TALISMAN .' ' I· • 
ACTING ASSIST SECRETARY (TAX POLICy) 

SUBJECT: Vaccine Initiative and cOngreSsionll Health Care Bills 

Summary 

This memorandum explains the tax provisions affecting vacc~nes and the development ofnew 
drugs in H.R 2990 (currently in conference with S. 1334) an~ how those proposals differ from 
,the Administration's vaccine tax initiative. We understand t~a:t Mr. Archer has been saying that 
H.R 2990 deals with the vaccine issue, but he is riot correct. HR 2990 would expand the orphan 
drug tax credit, provide a new 40 percent medical innovation ,tax credit, and reduce the vaccine 
excise tax rate from 75 cents to 50 cents per dose. None oftliese proposals directly addresses the 

/ development of new vaccines for diseases that afilict developing countries and thus they canti.ot 
be viewed asa substitute for the Administni.tion's proposed v~ccine sales tax credit. 

Discussion 

HR 2990 would: (1) Expand the orphan drug tax·credit.to allow expenses for human clinical 
testing after the taxpayer files an application with the FDA fdr designation of the drug as a 
potential treatment for a rare disease or disorder (currently only expenses after the date ofFDA 
designation are eligible); (2) Provide a new 40 percent medic~linnovation tax credit for human 
clinical testing expenses attributable to academic medical cedters and other qualified hospital . 
research organizations; and (3) Reduce the present excise tax oil vaccines from 75 cents per dose 
to 50 cents pe:r dose. ' 

We do not object to the proposed change in the orphan drug <.:redit. It addresses taxpayers' 
concern with the long time lag between their application to F?A and FDA's designation ofa 
drug as a potential treatment for a rare disease or condition. ~xpenses related to drugs that do 
not receive FDA designation would not be eligible. This proposal would not benefit vaccines for 
diseases targeted by the vaccine tax initiative because they would not be eligible for the orphan 
drug credit (which applies only to certain rare diseases or conditions). . 

We do not support the proposed medical innovation tax credi~ for human clinical testing 
. expenses attributable to academic medical centers and qualifibd hospital research organizations. 
This proposal is unwarranted for two reasons: (1) The present research credit contains provisions 
that address contract research and basic research conducted at educational institutions; (2) It is 
unlikely that this proposal will increase biomedical research. It will likely shift this research 

1 

http:tax�credit.to
http:canti.ot


from other medical research.organizations to university-based hospitals. Further, this proposal is 
unlikely to be:nefit the development ofvaccines targeted by the vaccine initiative; many of those 

, .. . . . 	 I 

trials will have to be conducted overseas where the strains 'oflthe qiseases are prevalent. The tax 
credit for clinical trials that we discussed with you in the context ofthe vaccine initiative is . 
preferable be(~ause it focuses on the targeted diseases and wol.d~ allow the credit for expenses 
related to clinical trials conducted overseas in cases where thb US testing population is 
inadequate. . . 	 \ : . . 

H.R. 2990 also contains a provision that would reduce the eX9ise tax rate for vaccines from 75 

.cents to 50 cents per dose, effective for sales after December 31,2004. Receipts from the . 

vaccine excise tax are earmarked for the Vaccine Injury Combensation trust Fund and are used 

to compensate: those injured by vaccinations. The trust fund lias a large surplus and annual 

receipts exceed trust fund expenses. Cutting the vaccine exci~e tax rate a1so relieves the CDC 

budget.because it buys vaccines at prices that include the exci~e tax. The proposed reduction in 


. the excise taxwQuld reduce revenues by about $50 million pe~ year. The vaccine excise tax 
applies to a specified list ofvaccines routinely administered t6 children,but does not include the 
ones targeted by the vaccine initiative. A provision to add streptocOccus pneumoniae to the list of 
taxable vaccines is included in the House and Senate hilts, but was enacted last year as part of 
the extenders bill.· 'I 

cc. 	 Burman 

Elmendorf 

Herold 

Muldoon 

Robertson 

Sandberg 

Thomas 
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DEPARTMENT OF THE TREASURY 
WASHINGTON. D.C. 

April 4, 1995 

ASSISTANT SECRETARY 

INFORMATION 
MEMORANDUM FOR 	 SECRETARY RUBIN 


DEPUTY SECRETAR~~WMAN 


FROM: 	 Alicia Munnell~' 

SUBJECT: 	 Three Memoranda 

Attached are three memos that might pe useful. The first is 
a minimum ~7age memo discussing the controversy that has arisen 
over Alan Krueger's study. The second memo shows that, based on 
the decline in the dollar since January 1~94, the price level 
should be roughly 1-1/4 percent higher by late 1996. The third 
attachment contains talking points on the current budget battle 
prepared by Larry Haas at OMB. 

EXECUTiVE SECRETARIAl 
1 . . I 



I : 
DEPARTMENT OF THE TREASURY 

WASHINGTON, D.C. I' 

ASSISTANT SECRETARY 

I
April 4,1995 

i 

MEMORANDUM: FOR 	 SECRETARY RUBIN 
I:
, ' 

. 


DEPUTY "SECRETARY NEWMAN 


FROM: Alicia Munnel~ 

SUBJECT: Minimum Wage 


SllMMARY 	 I : 
The claim that raising minimum wages: has no negative effect 

I ' 

on employnlent at all has come under attaC::k. The restaurant-
funded Employment Policies commissioned a! study to reassess Alan 
Krueger and David Card's finding of no nbgative employment ' 
effect. 1?his new study concludes that C~Fd and Krueger's work is 
flawed. ~he debate 	will continue in thei academic literature. In 
the meantime, the safest argument remains i that the negative 
effect of rai 'n the minimum wage on employment--if there is any 
effect-~; small and is outweighed by the benefits of raising 
the min1mum age in terms of the boost p'rovided the incomes of· 

• 	 . I

low-wage workers. 

DISCUSSION 

Context 
. • 	 I ; One Op-Ed 1n the Wall street Journal, last week, and one op-

Ed in the Washington Post today have ci-bed an academic study by
• 	 , I " two econoln1sts, Neumark and Wascher, cast,1ng doubt on the 

reliability of a study (conducted by Pri!n'ceton' s David Ca·rd and 
, • I

by Labor Department Ch1ef Econom1st Alan Krueger) that found that 
New Jersey's increase in its minimum wage had had a positive, not 
a negativl~ effect on New Jersey minimum~wage employment. Neumark 
and Waschl~r used newly-collected data covering a subset o,f the 
businesses surveyed by Card and Krueger ,found a negative effect 
on New Jersey employment, arid concluded t,hat Card and Krueger 's 
finding was the result of bad data. 

The Card-Krueger argument--either iri its strong form that 
there is no sign of a negative effect of the minimum wage or in 
its weaker (and preferred) form that th~ambiguous evidence 
indicates that any negative effect is sn\all--has been a powerful 
support for the Administration proposal Ito raise the minimum 
wage. Thus Neumark and Wascher's critique has excited some press 
comment, and will attract more. I i 

I
I 

i 

I 



" 	 . 

For example, see the attached Op-Ed f-rom this morning's Post 
written by James K. Glassman, the former publisher of The New 
Republic, Which used to be a liberal magazine. Glassman uses 

•• t •
Neumark and Wascher to argue that m1n1muni wage 1ncreases harm 

rather than help their intended benefici~~ies, and to conclude 

that: "ultimately the cure for low work~ng wages may be nothing 

more mysterious than high personal dilig~nce." 


Card and Krueger 

All participants in the academic deba~e-in-progress--card, 
Krueger, NE~umark, and Wascher--are well-Iiespected analysts, with, 
reputations as careful students of labor economics. 

Card imd Krueger's study of New Jersey's minimum wage 
increase did find that boosting the mininium wage boosted low-wage 
employment.. Card and Krueger understood !this result as a 

_consequencE~ of the particular hiring stra·tegy followed by 
employers of low-wage labor. Economists iviewed the conclusions 
of this particular study as provocative a'nd interesting, but not 
conclusive_j : 

Card and Krueger's New Jersey minimum: wage st.udy is only a 
small part _of their recent book on -the ec;onomics of the minimum 
wage.. Most: of the book is spent arguing Ithat previous economists 
have stretched a bit too ha:-d to f ~nd th~lt the minimum wage 
reduces employment: the eV1dence 1S amb1,guous and hard to read, 
and the only certain conclusion is that the disemployment effect, 
if any, is small. 

Neumark and Wascher 

Neumark, an economist a~ Michigan strte, and Wascher, an 
economist at the Federal Reserve Board, analyzed data that had 
been collected by the anti-minimum wage increase Employme,nt 
Policies Ir'lstitute to cover the same firms: as Card and Krueger. 
Neumark and Wascher found a negative impact of the minimum wage 
on employmemt, and concluded that Card and. Krueger's findings had 
been due to data errors. . 	 \' 

There is one big reason to place more confidence in Neumark 
and Waschet·: I : 

• 	 Their conclusion--that the minimum wage has a negat,ive effect 
on employment, albeit not an effect thcit. is statistically 
significant given their small samPle-:-,eems highly reasonable. 

" There are a number of reasons to place more confidence in 

Card and Kr"ueger: -" --\ : 


• 	 Neumark and Wascher's data were collected by a group with a 

definite axe to grind. If-the EPI's dcita had not shown what 

theEPI 1l/anted, then we would not have Iheard about it. 
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Dog Bites Man: Minimu~--W;~i~'-HikesStiil Hurt 
By RtCl1.ARD 0. B.€l!MAN 

In 1994 Pnnceton economi:ns David 
Card and AJan Krueger unveiled a study 
of the New Jersey fasl·food induStry pur· 
porting to show that Increasing the m!nl
mum wage does not depress and may 
even e~and entry·level employment. 
These findings amounted to a revolution 
in economlc thinking-raising the price 
of labor increases the demand for it. In 
the dry field of labor economics.'tDis was 
akin to declaring that Colurilbus was 
wrong and the world was flat after all. 
The mainstream press loved this "man 
bites dog" story and reported the fUld·· 
ings as 'compelling"' (Washington Post), 
"influential" (San Francisco Chroniclel, 
"comprehensive" (Detroit Ne·wsl. and 
"Overwhelming" (Financial Times), to 
cite just a few of the gloWinI: descrip
tions. 

With the Card·Krueger study serving as 
the administration'S intellectual underpin, 
nings. the president last month proposed a 
21% increase in the minimum wage-to 
~.1' an hour from 54.25. But in any eropir· 
ieal work the~ is one undeniable truth: Reo 
sults are no bet1er than the data on which 
they are based. And the Card·Kr!Jegerdata 
are worse than flawed-they are grosSly 1Il. 
accurate. 

HoW do I know? My organization took 
the time to check the actual payroll records 
from many of the fast· food restaurants the 
professors had surveyed by phone. The 
payroll records do not match the Card· 
Krueger data. Only a handiul ,;ome any· 
where close. 

Consider Card·Krueger's reporting for 
franchised Burger King unUs in the Penn· 
sylvania zip code block with the first tIlree 
digits "194," Messrs. Card and Krueger re
ported data 'on eigllt such units. five Of 
which were shown as ha\1og C1Jt jobs. In 
fact. all of these units had employment 
gains-not one showed a single lost job. 
Overall. job gTDv.1hin these restaurants 
was srrong at m,. yet Messrs. Card and 
Krueger reponed them as losing 19')'. of 
their workers. 

Similar errors are found in juslabout 
every other liP code where we were able 
to match data. In the New Jersey zip code 
block with tile first tIlree digits "088." 
Card-Krueger reported an employment 
gain of 54% fur franchised Burger Kings, 
when payroll data showed job growth was 
only 23%, In that same block. franchised 
Wendy's operations were reported as in· 
creasing employment by 24%. compared 
with 12% from the payroll data-not too 
far 011 the mark.. e~cept that Card· 
Krueger's data included a unit with 96% 
employment growth 
when none actUally 
e~ceeded 26%. 

We uncovered the 
professors' errors, 
partly by instinct. 
partly by luck_ Know· 
ing from numerous 
existing studies and 
real·life experience 
that the new view was 
anomalous. and hay· 
ing. painstak:ingly RtJbert Reich 
ruled out mathemati· _ 
cal error. we co~c1uded that if Messrs. 
Krueger and Card s answers were wrong. 
perhaps they had asked the wrong ques' 
uon. 

The Card'Krueger data were collected 
by people hired to call 410 fast·food restau' 
rants in New Jersey :llld eastern Pennsyl· 
vania on two separate occasions: in Febru' 
ary 1992. before New Jersey raised its min· 
imum wage to ~.05. and then again the fol· 
lowing November. after the raise. 
Pennsylvania. tOe control group, did not 
raise its minimum wage. 

While the stated purpose of the New 
Jersey study is the impact on job growth 
of a minimum wage hike. to our surprise 
we found that only one of the 24 questions 
was related to minimum wage employ-
men!. (The other questions dealt primar' 
ily with prices and employee benefits. I 
And the sole inquiry. "How many full· 
time and part·time workers are employed 
in your restaurant. excluding managers 

and aSSlStanr ma1nagers?" is highly prob· 
lematic. I 

The survey methodology allowed each, 
telephone respondent to assign his own in', 
terpretation to hOr many people Were 'em
ployed" (e.g.. that day, week, payroll cy
c1el::llld to IhedeHnitJon of "full-time" 
(e.g ... 40 hours. '35 ·hours•. more than 20 
hours). i 

The 1992 survey results saw wild swings 
in employment patterns that could not be 
accounted for by seasonal sales changes. It 
was obvious that the Princeton survey had 
used a rubber rUler. Without consistent 
yardsticks. the survey definitions were left 
to whoever answ'ered the phone. Second. 
there was never !any possibility that this 
single question (even if defined properly) 
could have supplied sufficient data for 
analYSis. I 

The Card·Krueger inquiry focused on 

people employe~ . .The questions that 

should have been 'asked concern how many 

hours were being; worked. U, in February. 

a manager reported four full·time employ' 

ees. and in 1'ovember said he employed 

five. Messrs. Ca~d and Krueger would reo 

port an Increase ,m .employment. But If In 

February the fOljr each worked 30 hours 

{for a total of 12?1. and in November the 

flve each worked 20 hours (for a total of 

100l, then. despite the higher number of 

workers. employroeiu would aClually have 

gone down. 
 I I • 

Our analysis of' the payroll data for 
both the Nell' Jersey and Pennsylvania 
restaurants reve'als that these fast·food 
franchisees .increased employment from 
February to November along historical 
seasonal trendst However. while the 
Card· Krueger data imply that the New 
Jersey minimum wage hike resulted in 
an emploj1l1ent i'nc~ease of 12 percentage 
points relative to Pennsylvania. the ac· 
mal pa)Toll datal shOw that New Jersey's 
employment growth lagged Penn sylva· 
nia'S by live percentage points. The 
Card·Krueger results- so heavily relied 
on bv Secretary Or !:.abor Roben Reich on 
num'erous occasi'ons-had been stood on 
their nead. I 

To further test the Card·Krueger 
premise on the relationship between min· 
imum wa~es an'd emolovment. we pro
vided David ;-;et.imark or'Michigan State 
Universil\' v.ith 'all of the data we were 
able to amass-roughly 25% of the fran· 
chised units in the Card'Krueger survey. 
He and his co-author. William Wascher of 
the Federal ReserVe Board. then sub· 
jected this data io the same analvsis car· 
ried OUl by .\le~srs. Card and Krueger. 
Their estimate S.hows tllat every 1{)7, in· 
crease in the minimum wage decreased 
emplo)1l1em by 12.70/" (The New Jersey 
minimum wage increase in 1992 
amounted to an is?; hike.l 

The slgmfican'ce of this last finding mer: 
its lunner cia boration. One of the main 
contentions of the minimum wage research 
inspired bv Messrs. Card and Krueger has 
been that' whatever effect the minimum 
wage mal' once have hadon emplonnent no 
IOllgerholds in the 199()s. Yet the Neumark' 
Wascher flndind. carried out in an identt· 
cal manner as theCard'Krue~er work. '\1th 
the correct pa)~11 data. place the effect of 
rnitltmum wage~ r!ghl where PreSIdent 

Caner's minimum wage commission esti. 
mated it to be almost 15 years ago. I 

Given the counterintultive findings of 
the Princeton study, many economists in·i· 
Hally e~pressed reservations about i'L 
Gary Becker, 1992 Nobel Prize winner In 
eCOnomics. counts himself among one of 
the doubters ·who believe that these stud· 
ies have serious defects." But Pro·f. 
Krueger (who has Deen hired by Secretatly 
Reich as chief economist at the Labor De
pat1mentl has blasted academicians wtio 
reSist his findings. "Such people: he said. 
"hold beliefs which are probably not alter
able with data.' I 

Much has been WTitten in praise of the 
Card-Krueger mlnimum wage work. Laura 
D'Andrea Tyson. chairman of the pres'i· 
denCs Council of Economic Advisers. has 
called it the product of "the most sophisti· 
cated techniques available to economists)" 
But these' "sophisticated techniques." cou· 
pled to the right data, produce a result tlle 
administration cannot now deny. Higher 
minimum wages cost jobs. I 
. 

Mr. Berman is e.z:ecutive director of the 
Employment Policies institute, a research 
OT{Joni.:alioll funded by a cross·section O,f 
manufacturers. fes/aumnls alld re/ailers 
that studies entry'levei employment

• . 
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REPLY TO RICHARD BERMAN'S WSJ\ MINIMUM WAGE OP..ED 

• 'The Wall Street JoumaJ reported on January 31, '1995 that a 8roup of lobbyists opposed 
I . 

to fl minimum wage increase was 'organizing to jP'okeholesli in Professors David Card 
and Alan Kruegers study of the New 1ersey minimum wage. ' 

• 	 The Card-Krueger study was published in !he :.t!meri""" Economic Revi..., • leading 
economics journal. after undergoing professional peer-review. 

I ' 	 . . . I' " 
• 	 The survey methodology used by Card and Krueger is both widely accepted and state.-of· 

the-art. Card and Krueger enluated and reponed \on the ~llabmty of thelrc:lata. and the 
data 'Were deemed accurnte. There is no reason: to expect that New Jersey, managers 
would be less accurate in responding to a survey than Pennsylvania managers. 

• 	 BLS pa;aroll employment ~ata for all eating and Jking establishments between February 
1992 and November 1992 •• the same time period dited by Mr. Bennan -- also shows that 
the :rate of employment growth in restaurantsl in New Jersey exceeded that in 
Pennsylvania. This corroborates the original Card and Krueger findings. See graph. 

• 	 The j)ayroli data collected by the Employment POlicies Institute and reported by Mr. 
Bennan followed up a selected sample of less tIJ.n one-fifth of all the establishments 
surveyed by Card and Krueger. 

• Mr. Berman provided his small sample of payroll qata to David Neumark to analyze. 
With such a small sample, one cannot conclude with any statistical confidence that 
emplclyment growth based on our survey data differ~ from that of the payroll data in these 
restaurants. 

• ' Several methodological aspects of the Card-Krueger study should be emphasized: 

o 	 Contrary to the impression given by Mr. Bennan, the Card-Krueger survey 
interviewed managers or assistant managers, not "whoever answered the phone." 

o Contrary to the impression given by Mr. Berman, hours of work were indeed 
taken into account in two ways in the CardlKrueger study. First, they analyze 
full-time equivalent employment. And second.. the number of hours the store was 
open was also examined: This goes mu~ further than other studies on the 
minimum wage (e.g., Neumark and Wascher~s earlier work and other studies 
circulated by the Employment Policies lnstitut¢), which simply analyze the number 
of workers employed - treating full- and prult-time employees equivalently. 

o Not only did the Card-Krueger study analyze the change in employment in New 
Jersey relative to the change in Pennsylvania; it also looked within New Jersey. 
Restaurants that were required to raise their eritry wage the most had, if anything,I . 
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I : 
greater employment growth than those that' were unaffected by the increase 
(because they already paid above the new rrimimum wage). 

• 	 , Many studies ofolder data •• when the real value of b'e minimum wage was much higher 
- did conclude that a minimum wage increas~ bad a small nega.tive effect on 
employment. But when these same studies are upd~ed to incorporate newer da.ta, they 
find a statiStically insignificant effect on employmerlt' Over a dozen studies •• including 
a majo·rity of those published 'in peer-reviewed journals in the last five years - find that 
increases in the minimum wage have not notideably affected employment. The 
Administration'S position is based on the weight of :the evidence. not just one study. 



10.00/0 

14.0% 

12.0°/t) 

8.0% 

6.00/0 

4.0% 

2.0% 

O 00/ 
. /0 

r 
~ 

(. 

Employment Growth in All Restaurants 
W 
I.]) 
Ul 

GJ 

U 

in New Jersey and .Pennsylvania 
since F,ebruary 1992 to: 

i'J 

.-,J 

Grovith since Feb, t 992 to: 

II~Pe~l~~xlvania aNew JerseY] 
.................lt7.% .. 


.' .',.. '•....'.",.'.;',.....,..,....," 

November November 1) 

.D.1992 1994 
CSl 

November 

1993 


Source: Based on dat::lfroI11 the-Bureall oCta50r Statistics payroH survey. 




., 
~. 

TilE WASIIINVli};\ POST ." 
E. _James K. Glassman 

Raising the Minimum Wage Isn't the Answer ...... .. S( 

The biggest economic problem right now is received their data courtesy of the Employ-


not growth, inflation or uJle~lployment. It's "., nJ.: J.elv Lhe- c'ure frOr low worL.1· wages maiv fllen( Policies institute, an interest group

tharso'many Amencans can t earn a decent U H t,nw":; L " I".ng :;, fWlded In large part by restaurants, and that Fl 
living even though they work long hours at be nothz'ng more m'.1I,sten'ous tha h 'ph I they looked at a far smaller sample than Card 
tough JObs. '. ' I! :;' n 10 , persona and Krueger. As 

~As a group," says Labor Secretary Robert d·Z··" ' These differences will be hashed out to- Gingr 
Reich.:these Americans go by a name that Z zgence. morrow at a hearing of the Joint Economic they 
ought to be an oxymoron: the working poor." Committee, whose senior economist, Reed about 

Over. the past 15 years, the real earnings of . ' , , , Garfield, says, "Compassionate politicians and put 0 
Iower~income families have dropped while c3usmg some adverse consequences. Other- crease. They compared those changes Wlth well-meaning government programs like the messi 
those, of upper-income families have risen. WIse, a~ a pilper Issued by Republicans ~n the fast-food employment m I;earby Pennsylva- minimum wage cannot repeal the laws of and I 
Tbat's.an abrupt change from the 1950s, '60 Jomt EconOIllK Committee puts It. ..there Illa, which kept the the $1.25 standard.. supply and demand any more than they can paint, 
and '70s. when real incomes doubled across .wou!d be no 10gIC<l1 reason why the multmurn . The, results surprISed most economlsts-repeal. the law of gravity." budg, 
all income groups. wage. could not be set at $10 or $400 per !~c1udJ!1g~~rd and Krueger themselves. In fact. the real reason that so lIlany Th 

The divergence is growing, and it has hour. . I hey f~und flO eVidence tll;lt the fiSC m New workers are paid so little is that the work b.1lall 
serious.. moral, political and social implica- One result IS that some workers would lose Jerse~ s mJlllrllum wage reduced employ- they do isn't valuable enough. two I 
tions. for. example, it nearly defeated impor- thell' Jobs. !n a famous 1978 survey 111 the ment. In fact. employment went up! New "Skills matter more" is the way Reich most 
tant l.I'ade legislation last year since many AmerIcan l:.conomJC Revle~: 90 percent of Je~sey outdid Pennsylv31ll3 by 12 percentage desc'ribes the workplace today. and he has the much 
Americans believe, incorrectly. that foreign- econor:ustsagreed that ralsmg the mHllnlum pomts. '. numbers to prove it. A worker with a high broac 
ers ar,e-.to blame for their low pay. wage mcreases unemployment among low- Had Card and Krueger found an econorruc' school education and no training earns an mean 

WlUttan Reich and his colleagues do to skilled workers. perpetual-motion mach~le? Some administra- ,average of $365 a week while a trained have 
help the working poor? Alas, not much. Like That stands to reason. The Clinton legisla· tiori officials seemed to think so. Said Laura worker with the same education earns $513 from 
many/economic problems, this one is not tion, for example, would cost a business with D'Andrea Tyson, chairman of the Council of' and a trained worker who has graduated from No 
really. amenable to a government solution. 100 minimum-wage workers about $200.000 Economic Advisers, "The theory that some-college earns $785. , ' " crats, 

___T.O)!.n.Qerstand_why.,just_look_at_one_step~-Ly.~aL:rhat_extra_cost_could_come_out;,oP-how-ilnincrease-in-the-minimum-wage-might ~--_Tne. real question Is how to improve the pany 
thal President Clinton has proposed-raising profits (thus,no expansIOn next year), or 11 -;tffect employment IS now at odds WIth 'the' skills of the lower half of the work force so than 
the minimum wage from $4.25 to $5.15 an could be defrayed by firing 20 low-paid WOfk- empirical evidence." employers will pay them more. It's doubtful. crats 
hour_"He,believes this IIlcrease is long over· ers and replacing them with machines or with . But is the evidence valid? Economists Da- based on history, thal the answer will cOl11e keep 
due: If the minimum wage sel in 1979 had a few more skilled workers, whose wilge Vld Neumark of Michigan State and Wtlham from government. they 
been adjusted for inflation. it would be about don't have to ris{~ by government decree. ascher of the Federal Reserve l:\Qard have' Instead, it will come from businesses- prel't1$6 today. But this link between minimum wages il doubts. ,which will have a better chance to fund more 

Last year, only 3 percent of full-time 10Sl jobs was recently ch~llenged by research While Card and Krueger studied the re- traihing if they're relieved of some of th.e long' 
American workers earned $1.25 or less. But conductC{l by economists David Card and suits of a telephone survey of employers, high costs government imposes, including the Yr1 
a hike in-the minimum wage could affect a far Alan Krueger of Princeton. (Krueger WilS Neumark and W:lscher. in a reevaluation minimum wage. is no 
higher.proportion--cenainly everyone mak- later hired by Heich as chief economist for published last week. examined actual payroll But the ultimate answer lies with workers news 
irig up to $5.14 an hour and probably those the Labor Department.) records frOIll Burger King and Wendy's fran-· themselves. In a high-tech world, what the~' since 
makiog~,$.6 or $6.50 as well. The Economic In April 1992, New Jersey raised the chises. These records gave the opposite con- earn is directly tied to what they know. mOl', 

Policy. Institute estimates that 20 percent of minimum wage within its borders from $4.25 clusion: Jobs in' New Jersey decreased 5 Government can help a bit through tax Morc 
the work force would feel the change to $5.05. so C1rd <lnd Krueger looked at how percent compared with Pennsylvania. breaks for education, but uitimJtely the cure Repu 

Bu~ the government can't simply require employment <ll fasHoed restauranlg ill lhat The Labor Department di~putes the find- for low working wilges illay be nothing more Oem· 
busines..c.es to pay workers more without stale changed-before Clnd after the ill- ings, pointing Qut that Neumark and Washcer mysterious thall high personal diligellce. prog: 

ever' 
menl .. [ I [,milRichard Cohen - , . _ ._I.,_ 
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DEPARTMENT OF THE TREA.SURY 

WASHINGTON, D.C. 

ASSISTANT SECRETARY 

MEMORANDUM FOR SECRETARY SUMMERS 

From: ~:;=~::::E1Z~rT 
Acting Assistant Secretary (fix Potiey) 

Date: August 1, 2000 

Re: 	 Community Renewal and New Markets Act of 2000 (H.R. 4923) 
I , 

Last Tuesday (July 25th
), the House passed H.R. 4921 !As stated in the attached SAP, the 

Administration strongly supports H.R. 4923, which includes !i~ substantially similar form the . 
New Market., Tax Credit, empowerment zone, and 10w-incOIhe housing credit proposals from the ' 
President's FY 2001 budget. The elements ofH.R. 4923 arelas follows: , 

New Markets Tax Credit.-Investors would be allowed to claim a credit of 5% for each of the 
first 3 years, followed by a credit of 6% for each ofthe next!4 years, for amounts invested in 
selected community development entities which, in tum, use the investment proceeds to provide' 
equity capital and loans to businesses in low-income comrminities. Community development , 
entities would be selected by the Treasury Department folloWing a competitive application 
process and would be authorized (during the years 2001':2007) to receive a total of$15 billion of 
new investment with respect to which credits could be clauJed by the investors. Although 
similar to thl~ proposal contained in the President's budget, the proposed credit in H.R. 4923 ' 
would be slightly more valuable in present-value terms. : 

Empowerment Zones.-The existing 31 empowerment zones ("EZs") would be extended 

through 2009, and 9 additional EZs would be designated f~r the period January 1,2002 

through December 31, 2009. This expansion of the current:-H1W empowerment zone program 

would be similar to the proposal contained in the Presidentis budget (which called forthe 

designation of 10 additional EZs). Under H.R. 4923, the following tax incentives would be 

available in 40 EZs: ' I 


• 20% wage credit for the first $15,000 ofwages paid to employees who live and work in 
the EZ (i.e., a maximum wage 6redit of $3,000 per 6ligible employee); , 

• 	 $35,000 additional section 179 expensing; I ' 
• 	 work opportunity taX credit for hiring youth who reside in an EZ; 
• 	 enhanced taX-exempt financing benefits (currently available only in 20 "Round II" EZs 

enacted in 1997);. I ' . 
• 	 tax-free roll overs of gains from new investment in one EZ business to investment in 

another EZ business; and I ' 
• 	 60% exClusion for gains on the sale of small EZ business investments (rather than the 

50% exclusion under current-law section 1202). 

1 



Renewal COflmumities.-A total of 40 renewal communities (,'RCs") would be designated for 
the period July 1, 2001 through December 31, 2009, generally using the designation criteria 
provided for under earlier-introduced renewal community bills (subject to a 200,000 population 
cap for each RC). Within these RCs, the following tax incentives would be available: . 

• 	 15% wage credit for the first $10,000 of wages pL~ to employees who live and work 
in the RC (Le., a maximum wage credit of $1 ,500

1 
per eligible employee); . 

• 	 $35,000 additional section 179 expensing; . I 
I 

• 	 extension of the work opportunity tax credit for h~ring youth who reside in renewal 
communities; . I. .. 

• 	 11.)0% capital gains exclusion for RC business inv"estments held for more than 5 years; 
a11d . 

• 	 so-called "commercial revitalization deduction," lIDder which taxpayers receiving an 
allocation (up to $12 million of expenditures per RC per year) would be allowed to 
dl~duct 50% of the costs of renovating a nonresid6ntial, commercial building in the 
RC; or could elect to deduct such costs on a straight-line basis over 10 years. 

I 
District of Columbia Tax Incentives.-The bill provides that: any area within the District of : 
Columbia that is nominated to be a renewal community (and: which otherwise satisfies the . 
eligibility requirements for a renewal community) shall be given priority in the designation 
process. Th(: designation of such an area within the District ~fColumbia as a renewal·· '. . 
community would be effective for the period January 1, 200f (when the current-law DC Zone 
incentives are scheduled to expire) through December 31, 2q09 

Low-income housing credit.-·The current-law per capita liJit for each State would be gradually; 
increased from $1.25 to $1.75 for calendar year 2006 and th6reafter, and would be subsequently 
indexed for inflation. The bill also makes several programrriatic changes to the credit. 

Private Activity Bonds.-·The bill accelerates the currently stheduled phased increase in the 
State volumf~ cap for private activity bonds from $50 per cap,ita (or $150 million ifgreater) to 
$75 per capita (or $225 million if greater) for calendar year2007and thereafter. 

Brownfields.-The current-law provision (which expires on December 31, 2001) that allows 
expensing of certain environmental remediation expenses for certain targeted areas would be 
extended but only for designated empowennent zones and rJnewal communities through 2009. 

Non-Tax Provisions.-·RR. 4923 also includes several~on-Lx provisions, most notably: Federal 
guarantees for loans to certain new investment funds (e.g., ".kPICs" and "New Market Venture 
Capital Companies") that will focus on low-income commuhlties, which was part of the . 
Administration's broader "new markets" initiative, as well a:s aso-called "charitable. choice" 
provision that would allow faith-based organizations operati'ng drug or substance abuse treatment 
programs to be eligible for Federal funding. I ; .. 

Remaining issues for further negotiation.-The above provisions generally reflect the 
Community RenewallNew Markets agreement reached by ~ePresident and Speaker Hastert in 
May of this year. However, in a few areas, the negotiators differed in their interpretations of 
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what was agreed to by the President and the Speaker. These different interpretations were not 
fully resolved over the lasttwo months. Consequently, H.R.14923 (as passed by the House) 
represents Mr. Archer's interpretation of the agreement betwren the President and the Speaker. 
The primary issues that remain subject to further negotiation between the White House and 
congressional negotiators ate as follows: 

, . 

• 	 Whether the per-capita limit for the low-income housing credit should be immediately 

increased to $1.75 in 2001 (with inflation adjustments thereafter), as proposed in the 

President's budget; 


• 	 Whether the current-law tax incentives for the District of Columbia (perhaps including the 
D.C. homebuyer's credit) should be extended through 2009, rather than merely giving 

priority to areas within the District for designation as a rehewal community; and. 


• 	 Whether the new tax-free rollover provision for gains froLinvestment in empowerment zone 
. businesses should apply to investment made in a zone aft~r' the area was fIrst designated as an 
empowerment zone (which could include investment made as early as 1995), provided that 

I 

the gain is rolled over into replacement zone investment during the period 2002-2009, or 
whether the new provision should apply (as in the Hotise~passed bill) only to gains from 

. investment originally made during the period 2002-2009. 
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From: ex.mail. II JaSOn_E._Hartke@who.eop.9?V" 
To: ex .mail ("Adrienne_K._Elrod@hud.gov"" "DWalsh@doc.go ... 
Date: 7/26/00 2:33pm 
Subject: FYI 

EXECUTIVE OFFICE OF THE PRESIDENT 
I ' 

OFFICE OF MANAGEMENT AND BUDGET 
WASHINGTON, D.C. 20503 

STATEMENT OF ADMINISTRATION POLICY 
(THIS STATEMENT HAS BEEN COORDINATED BY OMS 

I
WITH THE CONCERNED AGENCIES.) 

July 25, 2000 
(House) 

H.R, 4923 - Community Renewal and New Markets Act of 2000 
I ' 

(Rep. Watts (R) OK and four crsPOnSOrS) 

The Administration strongly supports House pass1age of H.R. 4923, the 
Communit1' Renewal and New Markets Act of 2000. H.R. 4923 embodies all of 
the elements of the bipartisan agreement betweeh the President and the 
Speaker c,f the House announced on May 23, 2000 _, This initiativ'~ will help 
encourage private sector equity investment in underserved communities 

I ' 
throughOl.tt the country to ensure that all Ameri:cans share in our nation's 
economic prosperity. I' ' 
H.R. 4923 includes 'the President's New Markets !Tax Credit, authorization 
for America's Private Investment Companies (AP]Cs) and the,New Market 
Venture Capital (NMVC) program, and the extens.:ilon and expansion of 
EmpowermE~nt Zone (EZ) incentives. TheEZ incen~ives include extending the 
life of all existingEZs through 2009, equalizfng tax incentives in all EZs 
by making the Round 1 wage credit and Round 2 bonding authority available, 
in all EZS, creating new, capital gains incentiJes in EZs, and creating 9 
new Round 3 EZs. This package also includes th~ creation of 40 new Renewal 
Communities with certain tax incentives. The Administration looks forward 

I 

to securing the commitment for $200 million in appropriations for 
Empowerm,:mt Zones, as the bill moves forward. 

The bill also makes clear that religious organizations may apply for drug 
abuse prevention and treatment funds on the sa~e basis as other non-profit 
organizations. The Administration supports the/principle that community and 
faith-based organ~zations can play a valuable role in addressing substance 
abuse. At the same.time, the Administration ha~ ~ade clear that charitable 
choice provisions must be implemented consisteAt with full respect for the 
constitutional separation of church and state.jThe current version of this 
bill satisfies this constitutional prerequisi . The bill provides 
important protections for program beneficiari and, similar to the 
Personal Responsibility and Work opportunity of 1996 (P.L. 104-193), 
states that a religious organization's eligibi ity for the Civil Rights 'Act 

http:throughOl.tt
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Title VII exemption allowing religious organizations to hire on the basis 
of religion will not be affected by an organizatibn's participation in the 
program. The language also makes clear that nothihg in the bill "shall be 
construed to modify or affect" the application ofiother Federal or State 
law prohibiting employment discrimination. It also preserves state 
certification authority, while prohibiting statesl from discriminating 
against substance abuse training provided by specifically qualified . 
religious organizations. I 

While the Administration supports H.R. 4923, ther~are concerns with the 
legislation and the Administration looks forward to working. to address 
these concerns as the bill move~ through congress) Specifically; while the 
bill includes an increase in the Low Income Housing Tax Credit and Private 

I . 

Activity Bonds, that increase is phased in more slowly than is sought by an· 
overwhelming majority of Democrats and Republican~ :in the House. The 
Administration is deeply committed to ensuring that; the increase is phased 
in more quickly. The Administration is also disappointed that the bill does 
not extend more of the existing tax incentives inlthe District of Columbia. 
The Administration looks forward to addressing these concerns as the bill 
moves forward. 

The AdminiS1:ration applauds the bipartisan action Ion H.R. 4923 and uriles 
its swift passage. 

Pay-As-YOu-Go Scoring 

H.R. 4923 would affect receipts; therefore, it is subject to the' 
pay-as-you-90 requirement of t,he Omnibus Budget Re'conciliation Act 6f 1990. 
The Administ:ration has not yet completed its. estinfates of the costs of the 
bill. However, the absence of an offset to H.R. !4923 could cause a 
sequester of Federal resources. The Administration~ supports House passage 
of this bill, and will work with Congress to avoidl an unintended sequester.. I 

\ 



-<\ 	 \ I 

~O'O 0 -- SE - 0 0 1663 

DEPARTMENTOFTHETREASURY 

WASHINGTON, D.C. 

ASSISTANT SECRETARY 

February 14, !:WOO 

Memorandum for: 	 Secretary Summers 

Deputy Secretary Eizenstat 


From: 	 David Wilcox 

Marti Thomas 

Douglas Elmendorf 


Subject: 	 New Markets and the Budget Framework 
, I , 

Different parts ofthe Administration continu~d' on Monday to operate under starkly 
different assumptions about the conditionality that will be applied to various possible new budget' 
initiatives, including the New Markets initiative. 

CI 	 One of our regular contacts in the White House expressed the view that the Administration's 
I 

position is (and has been since November) that ifwe get a good enough New Markets bill, 
we'll sign it, outside of any framework. I ' 

CI 	 This runs direct1y counter to our understanding ofwhere Administration policy was as of last 
week. 

CI 	 It also potentially severely undermines the positi0ns that some ofour allies on Capitol Hill I 
are taking on our behalf. ,Marti has been told that the House Democrats arc very happy with a 
high degree of conditionality being applied even to initiatives we and they like. 

. I 

o 	 We fear that taking New Markets outside of any framework may well effectively invite an 

":open season" on unpaid-for measures. I • .' 

We strongly recommend that this issue be litigated at Tuesday's 8:30 meeting. 
. 	 I ; 
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DEPARTMENT OF TH E TREASURY 

, I 
WASHINGTON, D.C. 20220 

August 5, 1999 ' 

MEMORANDUM FOR SECRETARY SUMMERS 

DEPUTY SECRETARY EIZEN/STAT 

THRO.UGH: Gary Gensler G'~ . 
Under Secretary for ~;~uC .. mance 

FROM: 	 Cliff Kellogg ~ 
Senior Policy Advisor 
Community Development Policy 

Alan Berube J+rf 
Policy Analyst 
Office of Community Development Policy 

I 
SUBJECT: New Evidence on the Advantages ofNew Markets 

Summary 

. , 

In advanc(! of the President's tour of economically disadvantaged areas across the US, several 
cabinet agencies - including Treasury.; HUD, Labor and Chriunerce - began discussions on how' 
to highlight the latent economic potential in these areas. ''lihis memo summarizes some of this 
preliminary work, which examines communities targeted by the,Administration's New Markets ' 
Initiative. The new research includes a Treasury-commis~ioned analysis of the Consumer 
Expenditure Survey for these lower-income communities t- the first time these data have been 
analyzed at this level of geographic detail -- and a HUD report on "under-retailed" inner-city 
communities. The major findings are: 

Both urban and rural New Markets contain significant spending power. These areas 
account for a much larger portion of the natio~'s consumer spending than of its 
household income. Spending per square mile in urban New Markets is higher than in 
urban areas in general. 

New Markets contain a diversity of family incomes. Median income data can conceal 
the number ofmiddle class and higher-income families. 

I 

Inner city New Markets have substantialuntabped retail spending power. Analysis 
indicates that residents of even the most distressed city neighborhoods account for 
$67 billion in annual retail spending. Howev~r, according to a HUD study, much of 
this buying power is exercised outside oftJ:1e h~ighborhoodswhere these consumers 
live. 

The buying PQwer ofminorities is expanding. Studies suggest that growing Hispanic, 
and black populations have enjoyed greater growth in spending power over the last 
decade than the population at large. · 



Thehome mortgage industry has made significAnt inroads into serving New Markets. 
These lenders have already recognized the substantial business opportunities that 
exist in these communities. I 

We expect that in the next fe~ weeks, the President will isLe an Executive Order ~reatingan
Inter-Agency Group specifically charged with reviewing e~isting federal data sources with an 
,eye towards revealing economic potential in these areas. This group's duties would include 
producing a regular compendium ofNew Markets businest i,ndicators. 

Logic oftbe New Market Initiative ' 

Tapping tl;e economic potential inAmerica's lower-inco~ecommunities, both urban and rural, 
can benefit the residents of these communities and the businesses that successfully serve these 

. I 

markets. Many of these communities possess meaningful business advantages if approached 
strategically. These "New Markets"t possess several und~mppreciated advantages from a 
business perspective: .1' 

In New Markets, retail spending power is significant, and in urban areas, quite concentrated. 
Many of these markets are not as well-served with ret~il,outlets. This means that residents 
may need to leave their neighborhood to find adequate shopping opportunities. ' 
Some argue that urban New Markets have location ad~antages, in that they are close to 
downtown commercial districts (for firms offering buSiness services), are close to major 
interstates and airports (for distribution businesses), o~ have available real estate with the 
appropriate infrastructure for manufacturing businesses.2 

I ' 
The home mortgage industry's expansion into low and moderate-income communities since 
1993 is a leading example ofhow businesses can serve th~se customers profitably while reaching 
populations previously excluded from these markets. ! 

At the same time, there are very real barriers to New Mar~e~ business development that must be 
addressed for these areas to reach their economic potential, including: 

• Access to capital, especially equity capital.' 'I ' 

' hnial' db' I .. ,Access to tec c expertise an to usmess OpportunIties. 
! \ 

Access to market information. 

1 ''New Markets" census tracts are defmed as: (I) tracts in metropolitan ~eas with a poverty rate of20% or greater, 
or median family income 80% or less than the greater ofmetropolitaA area median family income and statewide 
median farilily income; and (2) tracts outside metropolitan areas withla:poverty rate of20% or greater, or median 
family income 80% or less than statewide median fanJily income. ! 

, , I' 
2 See Michael Porter (Harvard Business School) and his series of studies on the competitive advantages of inner 
cities. 

2 



The New Markets Initiative aims to address the first two issues. Together with HUD, Commerce 
and Labor" we have begun to work on the third issue, acce~s to market information. 

The Importance of Market Information 

Facilitating private sector investment is essential to econorPic growth in New Markets, and 
investors often look to business and popUlation demograplllcs in choosing where to invest. 
Business research indicates that there are a fairly uniform ~et of criteria that retailers use to 

, determine retail location. Although specific measures dep1bnd on the merchandise, private sector 
consultants report that retailers look for a concentrated customer base, the demographic traits of 
core customers, product demand for their merchandise and existing retailers and competitors.3 

However" potentia Investors . I . 0 ften Iack re evant 1 1"nfiormatlOn,./' or Vlew suc . h' l' •InlOrmatlon as too 
costly to amass or obtain. This is primarily a matter for the 'private sector to address, but the 
federal government can help. Up until now, the federal g9vernment has not viewed its various 
databases with an eye toward compiling useable business linformation to help investors appraise 
these communities as markets. Within the federal goverrnhent, we have pooled expertise from 
CommereeiCensus Bureau, LaborlBureau of Labor Statistics, Treasury, and HUD to review 
available government data sources and, just as importantly, determine how to present it most 
usefully for potential business investors. I ' . 
There is an increasing business audience for such data. Bill Goodyear, Chairman of Bank of 
America, Illinois, sums up the shift in corporate,percepti.!ms: "We're no longer accepting the 
deficienc:y-based statistics. And when you do that, you dan come to some pretty differen~ . 
conclusions.'.4 

Both Urban and Rural New Markets Show Significant Spending Power . 

A special analysis of the Consumer Expenditure Survey ~CES), commissioned by the Treasury 
Department for the New Markets Initiative and conductddwith the Bureau of Labor Statistics, 
shows that total consumer expenditures in all urban and bat New Markets communities equal 
almost $695 billion ($323 billion in urban New Marketst $192 billion in suburban New Markets 
and $180 billion in rural New Markets).s i' . 

These New Markets can be sizeable and lucrative markets when analyzed by local spending 
rather than median income. Traditional market analysis that relies on household income to 
project sales can be inadequate, since new market areas spend a much higher portion oftheir 

3 Intervil)W with LocationNet Consultants, June 25, 1999. Businesses seeking to site non-retail facilities, such as 

headquarters, distribution facilities or back-room processing will c~nsider different factors, specific to their firm's 

strategy. See unpublished paper by Brookings Institute, Center fot Urban Policy. . 


4 Christian Science Monitor, August 10, 1998, p.7. I ' 
S Bureau of Labor Statistics, Consumer Expenditure Survey, Feb~ary 1997 through January 1998. These and other 
figures based on the Consumer Expenditure Survey research may be subject to sampling error, and should be 
interpreted as estimates only. 
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income, especially on basic items such as food and apparel. New Market areas have a higher 
. proportion of the nation's consumer spending than of the n~tion's income: According to the 

TreasurylBLS analysis: I : 

Natiomvide, the average income ofconsumer units (hO~ehOldS) in New Markets ar~as is just 
55 perc.ent of the rest of the country, but these househo,ds spend 62 percent as much as the 
rest ofthe country. For clothing, they spend 67 percen~ as much. For food at home, they 
spend 84 percent as much. This translates into substantial spending power. 

I
CIIII81IIIIAIr lDemne In III1W JIarUtIIllnderBta:tes SpendIlIg Puwer 

$45,734 $37,127 $1.521 f $3,701 
100% 

'. NOiiON... MiiiI!8tS I 
i.N""MarI<eta ! 

The pattern is even more pronounced in central cities: jon average, New Market residents of 
central cities earn 54 percent of what other central city/residents earn, but spend 62 percent as 
much in total, 67 percent as much on clothing and 89 percent as much for food at home. 

I , 
i 

New Markets contain concentrated spending power due tO higher popUlation densities.6 

INationwide, consumer expenditures per square mile averages $983, whereas residents in New 
Markets spend over $33,493 per residential square mile. Even within central cities, the higher 
population density ofNew Markets neighborhoods translates into greater spending per square 
mile of residents - $33,493 for central city New Markets, compared with $25,879 per square mile 
for non-New Markets central cities. 

Income Hiversity in New Markets Neighborhoods 

Although we typically think of them as low and moderaterincome areas, New Markets may 
contain substantial numbers ofmiddle class and even higJier-income families ("pockets of 
affluence''') that are masked by median income figures. Fbr example, a study by , 
ShorebanklClaritas that analyzed the South Shore neighb9r~00d in Chicago showed a median 
household income of only $25,100 in 1990, but over 5,100 South Shore households still earned 

6 Treasury Department analysis ofBure~ ofLabor Statistics, consuier Expenditure Survey, February 1997 
through January 1998, plus Census Bureau calculation of square mil~age for New Markets tracts. . 

I 
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more than :$50,000 annually_ In the mghest;.income """U''''''''J:.V neighborhood, Forest Glen, where 
median household income was $65,400, only 4,300 earned over $50,000 annually_ 

South Shore median =$25,100 

"sao r 0 , .... 1990census dala 

Significant Retail Spending Power Exists in Even tbe Most Distressed Inner Cities 

Using a mor~ restrictive definition to target the most distrlssed inner cities, TreasurylBLS 
7analysis c:onfinns the importance ofretail spending in the~e areas. The Initiative for a 

Competitive Inner City (ICIC), an organization founded by Harvard Business School professor 
Michael Porter, has conducted agreat deal of research onithese sorts of inner citytetail 
advantagl::s. A widely quoted figure from ICIC is that i~er cities contain $85 billion in annual 
retail pUfichasing power.s TreasurylBLS analysis suggests that this figure is closer to $67 billion, 

7 Our analysis isolated expenditures for consumer units residing in th~se census tracts that, in 1990, had a median 
family income less than or equal to 75% ofthe metropolitan area median family income, unemployment rates 130% 
poverty and unemployment rates 150% or greater than corresponding metropolitan area rates. This deftnition thus 
isolates ar(~as ofgreater economic distress than does the New Marke,s ?efmition. 

I • 

8 "The Business Case for Pursuing Retail Opportunities in the Inner City." The Boston Consulting Group / Initiative 
for a Competitive Inner City 1998. 
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or about one-fifth of all retail spending by central city residents.9 Compared to the $323 billion 
figure for urban New Markets, the $67 billion figure uses rrlore restrictive poverty measures, 
excludes rural areas and counts only retail spending. I 

According tothe TreasurylBLS analysis, families in these most distressed inner city 
neighborhoods spend a greater portion of their income 6n retail goods than do central city 
residents in general. Although family income in the inrier city is only 48 percent of average 
nationwide famiiyincome, inner city families, on average, spend 67 percent as much on 
retail goods, 76 percent as much on clothing, and fully 91 percent as much on food at home. 

Consumers In Distressed Inner Cities Wield sUbstantill Retail Spending Power 
I 

Buying Power of Minorities is Expanding 
i , 

From 1990 to 1999, the buying power ofthe quickly-growipg African-American and Hispanic 
population segments has outpaced the buying power gro~ of the population at large, according 
to a study by the University ofGeorgia's Selig Center for Economic Growth. lO While the total 

~ We believe that the Treasury/CES estimate is more accurate for three Ire~ons: (I) the JCJC method estimates the 
number of inner city households in the US as a percentage of total US population, whereas the Treasury/CES 
method uses a sample-weighted estimate ofthese households from the ~urvey itself; (2) the rCIC method estimates 
average inner city disposable household income from data in only 6 US cities, whereas the Treasury/CES method 
uses a nationally representative survey; and (3) the Jcrc method estim~tes retail expenditures by applying a retail 
spending ratio to average disposable household income, whereas the Treasury/CES method uses actual average 
reported explmditures on retail items to estimate total retail spending'j . 

10 Humphreys, Jeffrey M., "African-American Buying Power by Place ,of Residence: 1990-1999", Georgia Business 
. and Economic Conditions, July-August 1998; Humphreys, Jeffrey M., I"Hispanic Buying Power by Place of 
Residence: 1990-1999", Georgia Business and Economic Conditions, t;l0vember-December 1998; Humphreys, 
Jeffrey M., "Total Buying Power by Place ofResidence: 1990-1999", Georgia Business and Economic Conditions, 
March-April 1998. i 
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population's buying power has increased 57 percent, African-Americans' has increased by 73 
percent and Hispanics' has increased by 84 percent. . !. . 

~~----~----~---------"~---------

._j---------' 

Retail Spending Power in Urban New Markets ...,"'........u.:t 

Despite thE: presence ofconcentrated retail spending power in urban new markets and inner 
cities, a lac,k of adequate retailers in these neighborhoods .. residents to look elsewhere to 
meet their retail shopping needs .. The "retail gap" thatexists in these areas - the difference 
between retail spending by residents and receipts at local r~tailers - represents significant 
untapped business potential. . . 

A recent HUD study confirms that many ofAmerica's urban new markets are currently "under
retailed." I I The study compared income data for residents h(these areas to retail receipts in 
those same: areas. It concluded that: / 

Forty-eight cities contained new markets areas that wer¢ significantly under-retailed. These 

areas were found not only in large cities like Chicago, whose inner-city neighborhoods had a 

retail gap of approximately $2.3 billion, but also in smdtl and medium-sized cities like New 

Haven, CT, where new market areas showed a retail gap of over $300 million. 


The rel)ort estimated the total retail gap across all urbJ ~ew markets in these 48 cities to be 

$8.7 billion. This represents nearly 17 percent of the t9tal retail purchasing power of these 

neighborhoods, and highlights the substantial untapped/market potential therein .. 


[While we agree with HUD's point that many communities are under-retailed - the Harlem USA 
and Pathmark grocery store projects are good examples - ~e believe their calculations are 
flawed. We can provide you background on this if you are interested in the detaiL] 

II HUD PD&R, "New Markets: The Untapped Retail Buying Power in America's Inner Cities", July 1999. 

7 

._-----_. ----;---,-------------------------'-'-



Success Story: The Home Mortgage Industry 

Since 1993, home mortgage lenders have made significant strides in serving new customer· 
segments among minorities and in low-income communitie~. For some lenders, complying with 
the Community Reinvestment Act was their original motivAtion to explore these markets. But 
now that these lenders have developed the expertise, market knowledge and experience to serve 
these customers, they are staying for the business opportuni'ties. This is the same approach that a 
saVvy business person would take with any new market. I: . 

Since 1993, access to the home mortgage Illarket for 10weJ~come persons, for lower-income 
communities and for minorities has increased dramatically ~qmpared to the market as a whole. 
As shown in Table 1, total conventional mortgage loans nationwide increased by 33percent 
between 1993 and 1997. In contrast, loans to census tracts rhere the median income is less than 
80 percent of the median income ofthe metropolitan area i~creased much more rapidly than the 
average, by 45.1 percent. Similarly, loans to African Americans and Hispanics grew by 71.6 
percent and ~5.4 percent, respectively, over that period, alsi much faster than the average. 

Table 1. Conventional Home Loans, 1993-1997 . 
i 

Percent change 
Total U.S. Market 33.0 
By race or ethnicity: 

African American . 71.6 
Hispanic 45.4' 

By income ofborrower 
(% o/MSA median): 

Less than 80 40.3 
80-99 30.0 
100-119 24.6 
120 or more 31.7 

By income ofcensus tract: 
Low or moderate 45.1 
Middle 32.0 . 
Upper 31.5 

Source: Federal Financihl Institutions Examination! Council, August 24, 1998. . . . . I . . 
The same pattern holds true in New Markets areas. Accorqing to a Federal Reserve analysis, 
from 1993 to 1997, total home mortgage loans increased 28 percent in NewMarkets central 
cities, and only 15 percent in non-New Markets central citibs. During the same period, loan 
amounts have also increased in these areas, with New Markets central cities increasing by 34 

.1 

. percent in loan amount, while loan amounts in non-New Markets central cities increased by only 
22 percent. . 
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35%~·_______________________~_________________~ 

Home Mortgage Leading Growing More Rapidly I.. New Markets, 1993-1997 

, I i 

~%r--------~---------------~-------~~~----~-, 

Total Loan. Total Loan Amoml 
I .. 

I_New U8iiiita III No...N"", M~ 

Sourea: Fedenil Reserve Home Mortgage data, 1993.1!X17 
I 

Successful lenders are making these loans profitably, and Jonsistent with safe and sOlDld banking . 
practice. Banks report strong performance of loans in the ~ow- to moderate-income housing 
market. For example) Bank of America in San Francisco has profitably lent more than $10 
billion as part of its Neighborhood Advantage program -- Jsystem of low- and moderate-income 
home loans -- to borrowers throughout the westemUnited!States. 12 BankBoston lent $140 
million to low- and moderate-income bOrrowers and found performance to be no different than in 
its regular mortgage portfolio.13 From 1996 through 1998! Chase Manhattan Bank financed the 
development of more than 1.6 million square feet of commercial space and the development of 
20,271 units ofaffordable housing to benefit the. stability)~owth and economic expansion of 
lower-income communities. Chase Manhattan Bank "made these loans at market rate and found 
these activities to be a profitable business for Chase and the performance of these loans to be 
excellent.,,14 First National Bank of~hicago found that by increasing the availability of its 
consumer and mortgage lending products, and introducing flexible underwriting criteria, the 
bank's penetration in low- and moderate.,income commun'ity markets grew. IS 

12 Cited by Secretary Robert E. Rubin, at the National Community Reinvestment Coalition Annual 
Conferimc,~, March 19, 1998. .. I 
13 Success in Community Development Lending: 33 Examples from around the Country, The Federal Reserve 
Bank ofPhiladelphia, 1993. I 
14 Chase Community Development Success Stories, 1998. :' 

15 []Community Reinvestment Advocates,D The Federal Resere Bank ofPhiladelphia, 1993, p. 19. 

I 
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.. 
The Dep*ty Secretary of the Treasury 

September 2, 1999· 

NOTE FOR CLIFF KELLOGG 
;:; Senior Policy Advisor 

bBERUBE 
I • 

Policy Analyst, Office of 
Community Development Policy 

I , 

FROM: STUART E.. EIZENSTAT 
,'.',' 

SUBJECf: ~ew Evidence on the Advantages of
I . . lew Markets . . 

Your August 5 memo on the shortages ofNew 
Markets is fasbinating. This initiative ofthe 
President's, which Secretary Summers as stressed, 
has tremendous potential for good. 

Attachment 

cc: Karen Kombluh 

Room 3326 622-1080 

. "~ 


