
The final FY99 budget represents a significant step forward for America, protecting the surplus until 
Social Security is reformed, forging a bipartisan agreement on funding the International. Monetary Fund, 
and putting in place critical investments in education arid training, from smaller class sizes to after-school 
care, and from summer jobs to college mentoring. While the final budget is clearly a win for President 
Clinton, Vice President Gore, and Congressional Democrats, there is still more work to do to prepare 
America for the 21st century. Unfortunately, Republicans blocked school modernization, Patients Bill of 
Rights, comprehensive tobacco legislation, child care investments, and campaign finance reform. 

Budget Victories: 

Saving Social Security First. The President's commitment t<? Save Social Security First held the 
line against several Republican efforts to drain the surplus. 

Investing in Education and Training. While House RepublicaIi tried to slash their education budget 
'by over $2 billion, President Cliriton and Congressi()nal Democrats' deiivereO on their education agenda: 

v More High-Quality Teachers With Smaller Class Sizes: $1.2 billion for the first year of the 
President's new initiative to hire 100,000 new teachers to reduce class size in the early grades to a 
national average of 18. Through smaller classes this initiative will help recruit high-quality 
teachers and will insure that students will receive more individual attention, a solid foundation in 
the basics, and greater discipline in the classroom. 

V After School Programs: $200 million to expand programs and serve a quarter of a million 
children. 

V Child Literacy: $260 million for a new literacy initiative, consistent with the President's America 
Reads proposal. 

V College Mentoring for Middle School Children: $121 million for GEAR-UP, a new mentoring 
initiative to help up to 100,000 low income middle school children prepare for college. 

V Education Technology: A $145 million increase to ensure that every child has access to 
computers, the Internet, high-quality educational software, and teachers that can use techno/logy in ' 
the classroom. 

V Child Care Quality: ,$182 million to improve the quality of child care for America's working 
, families. , ",', , .. "',' "., ,',' 

V Teacher Recruitment: $75 million for new teacher quality programs including to recruit and 
prepare thousands of teachers to teach in high-poverty areas. , 

V Head Start: A $313 million increase to fund President's request of up to an additional 36,000 
slots for children and keeping on track towards one million chlldren served by 2002. 

V ·Charter Schools: A25% increase in funding for Charter Schools to keep on track toward 3,000 
quality charter schools early in next century. ' 

V Hispanic Education Initiative:' Increases of $524 million to enhance educational opportunities. 

V Pell Grants: The largest maximum award ever for Pell grants -- $3,125 a year per eligible student. 

,V Summer Jobs: $871 million to provide up to 530,000 young people iSummer Jobs. 
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Investing in a Cleaner Environment. President Clinton won important new investments to combat 
'water pollution, protect national parks, natural forests, and other public lands, restore salmon and other 

endangered species, and develop clean energy technologies and defeated many anti-environment riders: 

V $1.7 billion for the President's Clean Water Action Plan. 

V' $325 million to preserve precious lands. 

V' A 23 percent increase to protect threatened endangered species. 
, 	 , 

V' More than $1 billion, a 25 percent increase, to fight global warming. 

Responding to the Farm Crisis at Home. The final budget includes about $6 billion in emergency 
assistance to farmers, ranchers, and their families -- $1.7 billion over ;the vetoed agriculture bill. 

And to the Financial Turmoil Abroad. The final budget in~lude~the President's full funding 
'request 0[$1 f~fbilli()l1 for ih~ tM:F:" ., "',' ,',',',' ,',' '0,'" '" ,,' , ' , 

Moving People from Welfare to Work and Empowering Communities. President Clinton 
and Vice President Gore are committed to tapping the potential ofA.n:1erica's urban and rural communities.' 
This budget moves forward on their vision to help revitalize America's communities. ' 

V' Welfare to Work Housing Vouchers: ,$283 million for 50,000 vouchers. 

V' Access to Jobs: $75 million to link people on welfare to jobs. 

V Community Development Financial Institutions (CDFI) Fund: A 20% expansion. 

V' Empowerment Zones: $60 million in flexible funding. 

A Strong Research and Development Agenda. The President's budget included an unprecedented 
commitment to key civilian research. The final budget includes many increases in priority areas: 

V' 	 National Science Foundation: A 7 percent increase in support for science and engineering research. 

V' ,National Institutes ~fHealth: A 14 percent, $1.9 billion increase to support greater research on 
diabetes, cancer, genetic medicine, and the development of an AIDS vaccine. 

V' Next G~~~~~tion Intern'~t; More than $100 million for a Fed~r~iR&D initiative which will connect 
more than 100 universities at speeds that are up to 1,000 times faster than today's Internet. 

V' 	 Advanced Technology Program: About$70 million for m::w awards for leading-edge civilian 
technology projects. 

Other Highlights: ' 

V' 	 EEOC: A $37 million increase to reduce the average time it takes to resolve private sector 
complaints and reduce the backlog ofcases. ' 

V' 	 Fighting Abusive Child Labor: A lO-fold increase, from $3 million to $30 million, in our 
commitment to the International Programme for the Elimination of Child Labor (IPEC). 

V' 	 Police on the Street: Funding for 17,000 additional Community Oriented Police Services (COPS) 
Program police officers toward the President's goal of 100,000 additional officers by 2000. 

V' 	 Food Safety Initiative: $75 million to expand food safetyresearch, risk assessment capabilities, 
education, surveillance activities, and food import inspections 

v 	 HIV/AIDS Prevention and Treatment: An unprecedented over $350 million increase to help 
prevent fuid'treafHIV [AIDS; With: special efforts to address the needifofthemih6riiY community. 
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Much Work Still Left to Do: 
In the waning days of the session, the President and Congressional Democrats prevail~d in making critical 
·investments to·advancethePresident's comprehensiveeducationagenda;cMuchwork remains for the future 
because Republicans in Congress killed, atleast for now, critical priorities, including: 

X School Modernization. Beginning with his State of the Union address, the President fought all year 
to modernize our schools. His fully paid for tax credits would have leveraged nearly $22 billion in 
bonds to build and renovate schools. In the .final days of the budget negotiations, Republicans in 
Congress refused to even meet on the critical issue of school construction. , . 

Patients Bill of Rights. President Clinton repeatedly urged the Congress to pass a strong, enforceable 
patients' bill of rights that would assure Americans.the quality health care they need. Congressional 
Republicans killed this year's effort to pass a Patients Bill ofRights. 

Comprehensive Tobacco Legislation. This year, President Clinton made' passage of legislation to 
reduce youth smoking a top priority, in order'to stop kids from smoking before they start through a 
significant price increase, measures to prevent tobacco companies from marketing to children, and 
critical public health prevention and education programs. Congressional Republicans opted to act as 
politicians instead of parents, and killed this year's effort to pass bipartisan comprehensive tobacco 
legislation to reduce youth smoking. 

XCainpaigfiFinanceReform~ At the begiooirtg of the year,thePtesidentrtiade passage of bipartisan, 
comprehensive campaign finance reform a priority for his Administration. After months of delay, the 
House of Representatives overcame defenders of the status quo and passed the Shay-Meehan bill'. 
However, the Senate Republicans killed this historic legislation. 

Child Care Initiative. IIi his State of the Union, the President proposed an historic child care 
initiative to make child care better, safer arid more affordable for America's working families. The 
President's proposal included $7.5 billion over 5 years for chilq. care subsidies for low-income 
working families and tax credits to help 3 million working families pay for child care. The 
Republicans refused to support these critical investments. 

Work Incentives Bill for People with Disabilities. At the commemoration ofthe Americans with 
Disabilities Act last July, the President endorsed the bipartisan !effords-Kennedy bill that enables 
people with disabilities to go back to work by providing an option to buy into Medicaid and Medicare, 
as well as other pro-work initiatives. This bill was on the list of top Administration priorities in the 
final budgetriegotiations, but rejected by Republicans. The President will continue to fight to give 
people with disabilities, the opportunity to work --including the critical health insurance that makes 
work possible. 

X Speeding ToxIc Cleanups: . President Clinton ta.Iled f()r 8.tt 'acldltlona.fS650 million ~- a40 percent 
increase -- to accelerate Superfund cleanups with a goal ofcompleting a total of 900 cleanups by 
2001. The Republican majority refused thes~ funds, threatening to delay cleanup at up to 171 shes 
across the country. 
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The final FY99 budget represents a significant step fo,rward for Americ~ protecting the surplus until 
Social Security is reformed, forging a bipartisan agreement on funding the International Monetary Fund, 
and putting in place critical investments in education and training, from smaller class sizes to after-school 
care, and from summer jobs to college mentoring. While the final budget is clearly .a win for President 
Clinton, Vice President Gore, and Congressional Democrats, there is still more work-to do to prepare . 
America for the 21st century. Unfortunately, Republicans blocked school modernization, Patients Bill of 
Rights, comprehensive tobacco legislation, child care investments, and campaign finance reform. 

Budget Victories: 

Saving Social Security First. The President's commitment to Save Social Security First held the 
. line against several Republican efforts to drain the surplus .. 

Investing in Education and Training. While House Republican tried to sl~h their education budget 
by over $2 billion, President Clinton and Congressional Democrats delivered on their education agenda: 

~ More High-Quality Teachers With Smaller Class Sizes: $1.2 billion for the first year of the 
President's new initiative to hire 100,000 new teachers to reduce class size in the early grades to a 
national average of 18. Through smaller classes this initiative will help recruit high-quality , 
teachers and will insure that students will receive more individual attention, a solid foundation in 
the basics, and greater discipline in the classroopl. 

~ After School Programs: $200 million to expand programs and serve a quarter ofa million 
children. 

~ 	 Child Literacy: $260 million for a ~ literacy initiative, consistent with the President's America 
Reads proposal. 

~ 	 College Mentoring for Middle School Children: $120 million for GEAR-UP, a~mentoring 
initiative to help up to 100,000 low income middle school children prepare for college. 

~ 	 Mucation Technology: A $114 million increase over FY98 to ensure that every child has access . 
to computers, the Internet, high-quality educational software, and teachers that can use technollogy 
in the classroom. 

~ 	 Child Care Quality: $182 million to improve the quality ofchild care for America's working 
families. 

~ 	 Teacher Recruitment: $75 'million for~ teacher quality programs including to recruit and 
prepare thousands of teachers to teach in high-poverty areas. 

~ 	 Head Start: A $313 million increase to fund President's request ofup to an additional 36,000 
slots for children and keeping on track towards one million children served by 2002 .. 

~ 	 Charter Schools: A 25% increaSe in funding for Charter Schools to keep on track toward 3,000 
quality charter schools early in next century. 

~ 	 Hispanic Education Initiative: Increases of $524 million to enhance educational opportunities. 

~ 	 Pell Grants: The largest maximum award ever for Pell grants -- $3,125 a year per eligible student. 

~ 	 Summer Jobs: $871 million to provide up to 530,000 young people Summer Jobs. 



Investing in a Cleaner Environment. President Clinton won important new investments to combat 
water pollution, protect national parks, natural forests, and other public lands, restore salmon and other 
endangered species, and develop clean energy technologies and defeated many anti-environment riders: 

t/ $1.7 billion for the President's Clean Water Action Plan. ) 

~ $325 million to preserve precious lands. 


t/ A 23 percent increase to protecithreatened endangeredspecies. 


t/ More than $1 billion, a 26-percent increase, to fight global warming. 


Responding to the Farm Crisis at Home. The final budget includes about-$6 billion in emergency 
assistance to farmers, ranchers, and their families -- $1.7 billion over the vetoed agriculture bill. 

And to the Financial Turmoil Abroad. The final budget includes the President's full funding 
request of$17.9 billion for the IMF. 

Moving People from Welfare to Work and Empowering Communities. President Clinton 
and Vice President Gore are committed to tapping the potential of America's urban and r:ural communities. 
This budge~ moves forward on their vision to help revita,lize America~s commUnities. 

t/ Welfare to Work Housing Vouchers: $283 million for 50,000 vouchers. 

t/ Access to Jobs: $75 million to link people on welfare to jobs.. 

t/ 	 .Community Development Financial Institutions (CDFI) Fund: A 20% expansion. 

t/ Empowerment Zones: $60 million in flexible funding. 

A Strong Research and Development Agenda. The President's budget included an unprecedented 
commitment to key civilian research~ The final budget includes many increases in priority areas: 

, 	 , 

t/ 	 National Science Foundation: A 7 percent increase in support for science and engineering research. 

t/ 	 National Institutes of Health: A 14 percent, $1.9 billion increase to support greater research on 
diabetes, cancer, genetic medicine, and the development of an AIDS vaccine. 

t/ 	 Next Generation Internet: More than $100 million for a Federal R&D initiative which will connect 
more than 100 universities at speeds that are up to 1,000 times faster than today's Internet. 

t/ Advanced Technology Program: About $70 million for new awards for leqding-edge civilian 

(' teclmology projects,':,"'.' 


Other ffighlights: 

t/ 	EEOC: A $37 million increase to reduce the average time it takes, to resolve private sector 

complaints and reduce the backlog ofcases. 


t/ 	 Fighting Abusive ChUd Labor: A 10-(0Id increase, from $3 million to $30 million, in our 

commitment to the Iriternational Programme for the Elimination ofChild Labor (IPEC). 


t/ 	Police on the Street: Funding for 17,000 additional Community Oriented Police Services (COPS) 
Program police officers toward the P,residentts goal of 100,000 additional officers by 2000. 

t/ 	 .Food Safety Initiative: $79 million to expand food safety researc~ risk assessment capabilities, 
education, surveillance activities, and food import inspections . 

t/ HJV/AIDS Prevention and Treatment: An unprecedented over $350 million increase to help 
prevent and treat HIV/AIDS, with special efforts to address the needs of the minority community. 



Much Work Still Left to Do: 

In the waning days of the session, the President and Congressional Democrats prevailed iIi making critical 

investments to advance the President's comprehensive education agenda. Much work remains for the future 

because Republicans in Congress killed, at least for now, critical priorities, including: 


~ 	 School Modernization. Beginning with his State of the Union address, the President fought all year 
to modernize our schools. His fully paid for tax credits would have leveraged nearly $22 billion in 
bonds to build and renovate schools. In the final days of the budget negotiati~ns, Republicans in 
Congress refused to even meet on the critical issue of school construction. 

Patients Bill of Rights. President Clinton repeatedly urged the Congress to pass a strong, enforceable 
patients' bill of rights that would assure Americans the quality health care they need. Congressional 
Republicans killed this year's effort to pass a Patient$ Bill ofRights., 

Comprehensive Tobacco Legislation. This year, President Clinton made passage oflegislation to 
reduce youth smoking a top priority, in order to stop kids from smoking before they start through a· 
significant price increase, measures to prevent tobacco companies from marketing to children, and 
critical public health prevention and education programs. Congressional Republicans opted to act as 
politicians instead of parents, and killed this year's effort to pass bipartisan comprehensive tobacco 
legislation to reduce youth smoking. 

~ 	 Campaign Finance Reform. At the beginning of the year, the President made passage of bipartisan, 
comprehensive campaign finance refonn a priority for his Administration. After months ofdelay, the 
House ofRepresentatives overcame defenders of the status quo and passed the Shay-Meehan bill. 
However, the Senate Republicans killed this historic legislation. ' 

Child Care Initiative. In his State of the Union, the President proposed an historic child care 
initiative to make child care better, safer and more affordable for America's working families. The 
President's proposal included $7.5 billion over 5 years for child care subsidies for low-income 
working families and tax credits to help 3 million working famip.es pay for child care. The 
Republicans refused to support these critical investments. 

'Work IDcentives Bill for People with Disabilities. At the commemoration of the Americans with 
Disabilities Act last July, the President endorsed the bipartisan Jeffords-Kennedybill that enables 
people with disabilities to go back to work by providing an option to buy into Medicaid and Medicare, 
'as well as other pro-work initiatives. This bill was on the list of top Administration priorities in the 
final budget negotiations, but rejected by Republicans. The President will continue to fight to give 
people with disabilities the opportunity to work --including the critical health insurance that makes 
work possible. 

Speeding Toxic Cleanups. President Clinton called for an additional $650 million -- a 40 percent 
increase -- to accelerate Superfund cleanups with a goal ofcompleting a total of900 cleanups by 
2001. The Republican majority refused these funds, threatening to delay cleanup at up to 171 sites 
across the country. . 
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Saving Social Security First 
In his State of the Union address, President Clinton asked a basic question -- "what should we do 
with this projected surplus?" -- and gave an historic four-word answer: "Save Social Security First." 
With our fiscal house in order, marked by the first budget surplus in a generation, President Clinton 
is determined to seize this unique opportunity to strengthen this most important program for 
generations to come. Protecting the surplus is a key step towards enacting Social Security reform .. 
President Clinton defeated repeated efforts to squander the surplus and, at the end of this Congress, 
it remains intact. 

Invests in Education and Training 
In the face ofHouse Republican efforts to slash their education budget by more than $2 billion, 
President Clinton and Vice President Gore delivered on their education agenda: 

NEW EDUCATION AND TRAINING INITIATIVES IN FINAL BUDGET AGREEMENT: 

t/ 	 More High-Quality Teachers With Smaller Class Sizes. In his State of the Union address, 
President Clinton said, "Tonight, I propose the first-ever national effort to reduce class size in 
the early grades. My balanced budget will help to hire 100,000 new teachers." Throughout 
the year, Republicans failed to consider this important initiative. The final budget provides 
$1.2 billion for the first year of the President's new initiative to hire 100,000 new, well
prepared teachers, to reduce class sizes in the early grades to a national average of 18. 

GEAR-UP: College Mentoring Initiative To Help Up to 100,000 Students Prepare for 
College. In his State of the Union address, President Clinton urged Congress "to support our 
efforts to enlist colleges and universities to reach out to disadvantaged children, starting in 
the 6th grade, so that they can get the guidance and hope, they need $0 they can know.that· 
they~ too, will be able to go on to college." The President proposed $140 million to get this. 
effortstart~ but the House appropriations bill denied funding and the Senate provided only 
$75 million. The final budget provides $120 million for this new initiative which: was 
authorized as part ofthe higher education legislation enacted on October 7th. GEAR-UP 
will expand mentoring efforts by States, and provide new grants to partnerships ofmiddle . 
schools, institutions ofhigher education, and community organizations, to provide intensive 
early intervention services to help prepare up to 100,000 students at high-poverty middle 
schools for college. 	 . , . 

t/ 	 Child Literacy Initiative to Help Children Read Well By the End of the Third Grade.. 
In 1996, President Clinton proposed an America Reads Challenge to help three million 
children improve their reading skills. In 1997, he insisted that the new initiative be included 
as part of the Balanced Budget Agreement. With this budget, he has won the $260 million 
that he.proposed to help ensure that all children can read well and independently by the end 
ofthird grade. The budget includes the legislation creating a program that is consistent with 
the President's America Reads proposal. The new program will provide competitive grants 
to States ~o (1) improve teachers' ability to teach reading effectively; (2) promote family 
literacy programs to help parents be their child's first teacher; and (3) improve the quality of 
tutoring programs by supporting tutor training. ' 



youth Opportunity Areas To Help Increase Job Opportunities:for 50,000 Youth in High
Poverty Communities. Authorized in the Workforce Investment Act, President Clinton's 
Youth Opportunity Grants to direct resources to high-poverty areas, including Empowerment 
Zones and Enterprise Communities, to provide comprehensive services designed to increase 
employment and school completion rates for disadvantaged youth. The President's FY99 
budget included $250 million for this new innovative program. While the House Republican 
budget did not fund this critical initiative, the final agreement includes the full $250 million 
request, which will help provide job training and social services to 50,000 youth. 

t/ 	 New Learning Anytime, Anywhere Initiative. The President's FY99 budget included a new 
initiative to enhance and promote distance learning opportunities -- learning outside the usual 
classroom settings, via computers and other technology -- for all adult learners. The final 
budget includes $20 million for the Education and Labor Departments to implement this new 

, 	initiative to demonstrate new high-quality uses of technology for distance learning in post
secondary education and training, and to help provide more accurate labor market information. 

i/ Teacher Recruitment and Preparation - $75 million. On October 7th, President Clinton 
signed legislation that had incorporated the President's Teacher Recruitment and Preparation 
proposal. While House Republicans did not fund this important initiative, ~e final budget 
provides $75 million, which will help recruit and prepare thousands ofteachers to teach in 

I high-poverty urban and rural communities and will ~trengthen teacher preparation programs 
across the country.· . 

t/ 	 Training New Teachers to Use Technology Effectively. President Clinton's FY99 budget 
requested $75 million to train new teachers in how to use technology to improve student 
achievement. The House and Senate Republicans denied the request. The final agreement 
includes the full $75 million the President requested. 

t/ 	 Hispanic Education Action Plan To Attack Unacceptably High Drop-Out Rate. 
Because the high-school drop-out rate ofHispanics is unacceptably high, President Clinton's 
FY99 budget included the first-ever Hispanic Education Action Plan. As part of this plan, 
the President proposed significant increases in Title I funding and a number ofother 
programs that enhance educational opportunity for Hispanic Americans. The final budget 
includes increases of$524 million for these programs; for example, it provides a $301 
million increase for Title I; $600 million for TRIO college preparation programs, an increase 
of$70 million over FY 1998, which will provide support services for over 700,000 students; 
and $50 million for Bilingual Education Professional Development.;... double the FY 1998 
level - to begin to provide 20,000 teachers over five years with. the training they need to 
teach Limited English Proficient students. 

EXPANDED KEy EDUCATION AND TRAINING INVESTMENTS; 

t/ 	 Expanded After-School Programs To Serve A Quarter of A Million Children. In his 
State ofthe Union address, President Clinton asked Congress to "dramatically expand Ol;lf 

support for after-school programs." The President and Vice President proposed $200 million 
for after-school programs in their FY99 budget. While the House Republican budget did not 
fund $140 million of the President's and Vice President's request, which would have denied 
services to about 175,000. children, the final budget includes full funding for the President's 
and Vice President's initiative, which will serve a quarter ofa million children each year. 
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Expanded Head Start President Clinton proposed a $313 million increase for Head Start 
to add 30,000 to 36,000 ne~ slots for children, continuing on the path to serving one million' 
children by 2002. The House Republican budget did not provide the President's increase 
and would have denied up to 25,000 children Head Start slots ifenacted. The final budget 
includes the President's full increase for Head Start, which is funded at $4.660 billion. 

Summer Jobs Protected for Half a Million Youth. While House Republicans attempted to 
eliminate the successful Summer Jobs program, President Clinton prevailed with his request 
for $871 million in funding, which 'will finance up to 530,000 summer jebs for disadvantaged 
youth~ 

Expanded Educational Technology - Connecting Our Children to the Future. President 
Clinton's and Vice President Gore's budget requested $721 million --:- a $137 million increase 
- for educational technology to ensure that every child has access to computers, the Internet, 
high-quality educational software, and teachers that can use technology effectively in the 
classroom. The House Republican denied the President's and Vice President's request for a 
funding increase, cutting funding $43 million below last year. The final agreement includes 
$698 million -- a 20-percent increase over the $584 million funding level in FY98, including 
the new $75 million initiative for training new teachers and $10 million for new grants to 
public-private partnerships in low-income communities to provide residents access to 
computer facilities for educational and employment purposes. Education technology has 
always been a top priority for the President and Vice President; since 1993, they have created 
the Technology Literacy Challenge Fund and increased overall investments in educational 
technology by thirty-fold, from $23 million to $698 million this year. 

t/ Protected Goals 2000 to Promote High Academic Standards. President Clinton created 
Goals 2000 in 1993 to promote high academic standards for all students and proposed a 
modest expansion in this year's budget. While the House Republican budget tried to cut the 
prpgram in half, the .fInal budget includes $491 million which will help all 50 States continue 

. raise academic.standards and help at least 12,000 schools implement innovative and effective 
education reforms. 

t/ 	 Improved Child Care Quality. In his State of the Union, the President proposed an historic 
child care initiative to make child care better, safer and more affordable for America's 
working families. While the budget does not include critic~ investments in subsidies and 
tax credits to help working families pay for child care, it does mclude the President's request 
of$182 million to improve the quality ofchild care. .; . 

':'." 

Expanded Work Study To Help Nearly One Million Students Work Their Way 
Through College. President Clinton's FY99 budget included a significant expansion of the 
Federal Work Study program. The final budget agreement provides $870 million -- a $40 
million increase over the FY 1998 level of $830 million -- which will allow nearly one 
million students to worle their way through college and keeps us on track to the President's 
goal ofone million students in work study by the year 2000. . 

Expanded Job Training To Help 666,000 Dislocated ·Workers. President Clinton's FY99 
budget included.a significant'expansion in the dislocated work~rprogram. While the House 
froze job training funds for dislocated workers, the final agreement includes $1.4 billion 
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which will help some 666,000 dislocated workers get the training and reemployment services 
they need to return to work as quickly as possible. This represents an increase of $55 million· 
- to help 27,000 dislocated workers -- compared to FY98. Since 1993, dislocated worker 
funding has been expanded by 171 percent -- helping to well more than double the number of 
workers served. 

\ 

Expanded Charter Schools to Promote Creation High-Quality Public Schools. 
President Clinton's FY99 budget included $100 million for Charter Schools to keep us on 
track toward the President's goal of creating 3,000 high-quality public charter schools that 
will educate more than half a million students by early in the next centm:y. Charter schools 
are public schools started by teachers, parents and communities, that are given flexibility in 
decision-making, in exchange for high levels of accountability for results. The final budget 
provides $100 million -- the President's 25-percent increase -- for Charter Schools and will 
give parents and students more choice, better schools, and greater accountability for results 
in public education. 

Assistance to Help Over 400,000 More Students in Distressed Communities Learn 
Basic Skills. President Clinton proposed a $392 million increase in Title I funding to help 
students in high poverty communities receive the extra help they need to master the basics to 
reach high academic standards. The House Republican budget proposed a freeze in Title I
funding. The final budget provides a $301 million increase, from $7.375 billion in FY98 to 
$7.676 billion in FY99. This funding will support educational services for nearly 11 million 
students, over 400,000 more than last year. 

Largest Maximum Pell Grant Award Ever. Last year,President Clinton signed into law 
the largest one-year increase in Pell Grant scholarships in 20 years. This y~ar, the final 
budget provides $7.7 billion for Pell Grants, an increase of$359 million over FY98, 
increasing the maximum Pell Grant award from $3,000 to $3,125 -- that's the largest 
maximum award ever, 36-percent higher than it was in 1994. This year, approximately 4 
million students will receive Pell Grant awards. 	 ' 

Extends Trade Adjustment Assistance (TAA). President Clinton proposed extending 
TAA and NAFTA-TAA in his FY99 budget in order to provide training and income support 
to workers adversely impacted by trade. The final budget extends these important programs 
through Julie 30, 1999. 

Moves Forward On The Environment 
In the tmal budget, President Clinton won important increases to combat' water pollution, protect 
national parks and other precious lands, restore salmon and other endangered species, and develop 
clean energy technologies. At the same time, President Clinton forced Congress to drop special
interest riders that would have cut roads through wilderness, forced overcutting on our national 
forests, crippled wildlife protections, and blocked common-sense actions to address global warming. 

t/ 	 Clean, Safe Water 'for America. The final budget provides $1.7 billion -- an additional 
$230 million or 16-percent increase from last year -- for the President's Clean Water Action 
Plan, a five-year initiative to help communities and farmers clean up the almost 40 percent of 
America's surveyed waterways'still too polluted for fishing and swimming. In addition; the 
budget provides ~tates $2:15 billion in financing for clean water construction projects. 



i 

Preserving Precious Lands. An additional $325 million for FY99 -- a $55 million increase 
from last year -- through the Land and Water Conservation Fund will be used to acquire 
dozens of natural and historic sites around the country, including critical winter range for 
Yellowstone bison, New Mexico's Baca Ranch and the last remaining private stre.tches of the 
Appalachian Trail.. 

tI' 	 Protecting Endangered Species. The fin'al budget provides an additional $32 million in 
FY99 -- a 23-percent increase from last year -- providing funds for protection and recovery 
ofendangered and threatened species, as well as enhancements for important habitats. 

Leading the Fight Against Global Warming. The final budget provides over $1 billion-
a 26-percent increase from last year -- to support research investments that will reduce 
greenhouse gas emissions, oil consumption, and energy costs for consumers and businesses 
by promoting increased energy efficiency arid clean energy technologies. 

tI' 	 Defending Our Environment Against Stealth Attacks. President Clinton forced Congress 
to drop special-interest riders that would have rolled back hard-won environmental 
protections. Anti-environmental language in the budget bills would have: 

Forced overcutting oftimber on national forests and accelerated logging ofAlaskan 
rain forest. 

Allowed intrusive helicopter landings in Alaska wilderness and the first road ever 
carved through a designated wilderness area. 

Hindered salmon restoration in the Pacific Northwest, and allowed harmful 
commercial fishing in wilderness waters ofGlacier Bay National Park. 

" 	 . 

Blocked common-sense actions to reduce greenhouse gas emissions,and barred the 
Administration from informing' the public about the threat of'global warming. 

Placed restrictions on the use ofbrownfields funds that would have denied 
municipalities the funds they need to undertake clean-up at brownfield sites. 

Responds to the Farm Crisis at Home••• ' 

fI' 	 Emergency Farm Assistance. President Clinton vetoed the Agriculture Appr~priations bill 
on October 8th "because it fails to address adequately the crisis now gripping our Nation's 
farm community." The final budget includes a significant increase in total emergency 
assistance to farmers and ranchers compared to the bill the President vetoed -- about $6 
billion in the final budget versus $4.2 billion in the vetoed bill, that's 40 percent more 
assistance than the bill the President vetoed. The final bill increased the amount for crop loss 
compensation bYli$228 million, and increased the amount for economic loss compensation by 
$1.4 billion, bringing the amoUnts for these to $2.6 billion and about $3 billion, respectively. 
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•••.And to Financial Turmoil Abro~d 

1/ 	 Full IMF Funding To Help Address International Financial Crisis. With America's 
fiscal house in order, the United States is now the bulwark ofeconomic stability in the world. 
Some other nations around \the world, however, are experiencing major economic upheaval, 
hurting our exports, farmers, and ranchers. A strong International Monetary Fund is a 
stabilizing force in the world economy and is a critical piece ofPresident Clinton's strategy 
to protect the international financial system -- and therefore the U.S. economy -- against the 
risk of new, escalating"or spreading crises. President Clinton fought for and won full 

, funding of$17.9 billion for the IMP -- a critical part of his strategy to help address the global 
financial crisis and tO'keep our economy strong. A stronger IMP will giye the U.S. and its 
allies new flexibility in developing responses to protect the world from the spread ofthe 
financial crisis. 

1/ 	 Fully Funds President Clinton's Child Labor Initiative. In his State of the Union 
address, the President pledged to send legislation to Congress to fight abusive child labor and 
proposed making the United States the world leader in supporting programs to reduce 
abusive child labor, with a lO-fold increase in our ~ommitment to the International 
Programme for the Elimination of Child Labor (IPEC), from $3 million to $30 million a 
year. While the Senate, with the strong leadership ofSenator Harkin, fully funded the /' 
President's request, the House failed to do so, providing only $6 million. In the final budget, 
Congress agreed to the President's full request of$30 million for IPEC. The budget also 
fully funds the President's $9 million request for domestic enforcement and a migrant youth 
job-training demonstration. 

Moves People from Welfare to Work and Empowers Communities 
President Clinton and Vice President Gore are committed to tapping the potential ofAmerica's 
urban and rural communities. This budget moves forward on their vision to help revitalize 
America's communities: ' 

, 

1/ 	 50,000 WeICare-to-Work Housing Vouchers. President Clinton's FY 1999 Budget included 
$283 million for 50,000 new vouchers exclusively for people who need housing assistance to 
make the transition from welfare to work. The original House bill included $100 million, 
while the Senate provided only $40 million. The final budget includes President Clinton's 
full request of$283 million for 50,000 welfare-to-work housing vouchers';i\;;;,; ,,; ,: 

iX< ;1', . "X~;'<i¥:,~:' ,'" ' 
Flexible Funding Cor Empowerment Zones. President Clinton and Vice President Gore 
requested mandatory funding for second-round urban and rural EmpOwennent Zones. The final 
budget includes $60 million in this flexible discretionary funding for the next round of 
Empowerment Zones and 20 new rural Enterprise Communities. 

Extended WelCare-to-Work Tax Credit This tax credit encourages employers to hire, 
invest in training, and retain long-term welfare recipients. The credit is for 35 percent of the 
first $10,000 in wages in the first year ofemployment and 50 percent of the first $10,000 in 
the second year. President Clinton proposed to extend the credit in his FY99 budget and the 
final budget includes an extension through June 30, 1999. 

Community Development Financial Institution (CDFI) Expansion. The Administration 
requested a major expansion of the CDFI program to continue building a national network of 
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community development baDks; The original House bill froze CDFI funding at $80 million, 
while the Senate cut funding to $55 million. The final budget increases CDFI funding from 
$80 million in FY98 t~ $95 million in FY99 -- a 19-percent increase. ' 

Public Housing Reform. This legislation makes the President's landmark housing reform a 
reality. This bipartisan bill will allow more economic integration and deconcentration in our 
Nation's public housing, encourage and reward work, provide protections for those most in 
need, and put the Nation back into the housing business with the first new housing vouchers 
it?- five years. 

FHA Loan Limit Increased. President Clinton's FY99 budget included_an increase in the 
FHA loan limit to expand homeownership opportunities to more Americans. The final 
budget inc~udes an increase in the FHA loan limit, 'raising the limit from $86,317 to 
$109~032 in the lowest cost areas and from $170,300 to $197,621 in the highest cost areas. 

t/ 	 Extended Work Opportunity Tax Credit This taX credit encourages employers to hire 
individuals who have traditionally had a hard time securing employment. Targeted groups 
include disadvantaged youth, including those iiving in empowerment zones and enterprise 
communities, welfare recipients, and qualified veterans. The maximum credit paid to the 
employeds as much as 40 percent ofan individual's first $6,000 in wages. The President 
proposed to extend this credit in his FY99 budget and the final budget includes an extension 
through June 30, 1999. 

"Play-by-the-Rules" Homeownership Initiative. J>resident Clinton's FY99 budget· 
included $25 million for the Neighborhood Reinvestment Corporation to start the "Play-by
the-Rules" homeownership initiative, which would make homeownership more acc~ssible to 
10,000 families who have good rental histories, but are not adequately served in the housing 
market. The final budget includes $25 million for this new initiative. 

Increased Funding for Homeless Assistance. The President proposed a major expansion 
ofHUD's con$uum ofcare program, designed to help homeless persons obtain health care, 
jobs, and permanent housing. The final budget includes $975 million in funds for the 
homeless -- a $152 million, or 18 percent, increase over last year. 

t/ HUD Fair Housing. The President proposed a major expansion ofHUD's Fair Housing 
programs, as part ofhis "One America" initiative. The final budget expands HUD's Fair 
Housing programs from $30 million in FY98 to $40 million in FY99. That"33-percent 
increase includes $7.5 million for a new audit-based enforcement initiative proposed by the 

. Administration. 

t/ 	 Regional Opportunity Counseling. The Administration requested funds to help counsel 
Section 8 certificate and voucher holders on their full range ofh6using options. ,While the . 
Senate did not include any funding for this initiative, the final budget includes $10 million 
for this voluntary effort to expand the housing and employment opportunities available to 
low-income families. 

Expansion ofHUD's Youthbuild Program. The Administration proposed expanding 
funds for Y outhbuild by more than a quarter. While the original House bill provided $35 
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million and the Senate provided $40 million, the final budget includes $42.5 million -- an 
increase ofover 20 percent. 

Cleaning Up Brownfields. The Administration proposed $91 million for EPA's brownfield 
activities, such as grants for site assessment and community planning. The final budget 
includes the President's request of$91 million . 

.t/ 	 Community Development Block Grant (CDBG) Expansion. President Clinton's FY99 
budget included an expansion ofCDaG. The final budget increases funding for CDBG from 
$4.675 billion in FY98 to $4.750 billion in FY99 -- that's a $75 million expansion this year. 

Increased Help For Communities Suffering From Sudden and Severe Economic 
Dislocation. President Clinton's FY99 budget included a 10-percent increase in funds for 
EDA so that they can better respond to sudden and severe economic dislocation. The final 
budget increases funding for EDA from $3Ql million to $393 million -- that's a 9-percent 
expansion this year. 

t/ 	 Expansion of NADBank. The Administration proposed providing the North American 
Development Bank's (NADBank) Community Adjustment and Investment Program $37 
million ofpaid-in capital, which would allow the Bank to leverage private capital markets to 
provide additional financing to trade-3fIected communities. The final budget includes $10 

. million ofpaid-in capital for the NADBank. 

"
t/ 	 $75 Million for Welfare-to-Work Transportation Funds. While the House and Senate 

provided $50 n;rillion -- the minimum amount "guaranteed" in the transportation bill -- the 
fmal budget includes $75 million for this competitive grant program. These funds will assist 
states and localities in developing flexible transportation alternatives, such as van services, to 
help fonner w~lfare recipients and other low income workers get to work. 

Individual Development Accounts. Since 1992, President Clinton has supported the 
creation of Individual Development Accounts (IDAs) to empower individuals to save for a 

. first home, post-secondary education, or to start a new business. Congress recently passed 
legislation authorizing IDAs, and the final budget includes $10 million to get this program 
offthe ground. ,

t/ 	 Heating and Cooling Assistance for Low-Income Families Jlrotected., More than five· 
million low-income families receive help to pay for home heating costs through this 
program, yet the House Republicans tried to eliminate it. The final budget includes \the 
President's full request for funding to help low-income families pay for home heating and 
cooling assistance. 

Advances a Strong Health and Technology Research Agenda 
For six years in a row, President Clinton and Vice President Gore have proposed substantial 
increases in the Federal government's research and development portfolio to build a healthier, more 
prosperous, and productive future. In FY 1999, the President proposed, within the first balanced 
budget in a generation, the largest commitment to key civilian research in the history ofour country 
as part ofthe "Research Fund for America." Congress agreed to support'significant increases in 
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R&D, including:· 

V' . 	 Expansion of National Science Foundation. President Clinton proposed a major expansion 
ofresear~h and development funds for the National Science Foundation (NSF). The final 
budget includes a 7-percent increase -- from $3.4 billion in FY98 to $3.7 billion in FY99
in the NSF research budget to support science and engineering research across all fields and 
disciplines. NSF supports nearly half of the non-medical basic research conducted at 
universities. 

. V' Expansion of National Institutes of Health for Biomedical Research: President Clinton's 
FY99 budget included the largest-ever dollar increase in funds for the National Institutes of 
Health (NIH). The final budget includes almost $2 billion expansion ofNrn: research funding 
-- a 14-percent increase. Scientists are on the cusp of important new breakthroughs in 
biomedical research, which could revolutionize the way medical experts understand, treat, and 
prevent some ofour most devastating diseases. This increase will enable scientists to pursue a " 

.. wide range ofcutting edge research from Alzheimers to AIDS to genetic discoveries. 

V' 	 Research and Experimentation Tax Credit. President Clinton proposed to extend the 
research tax credit because it provides incentives for private sector investment in research and 
innovation that can help increase America's economic competitiveness and enhance U.S. 
productivity. The final budget extends this research tax credit until Iune 30, 1999. 

V' 	 Expansion of Energy Department Science Budget. President Clinton's FY99 included an 
8 percent increase in the Department ofEnergy's'science budget, including support for the 
National Spallation Neutron Source. The final budget fully funds the President's request. 

V' 	 Funds Next Generation Internet In his State of the Union address, President Clinton said, 
"I ask Congress to step up support for building the next generation Internet... And the next 

. generation Internet will operate at speeds up to a thousand times faster than today." The 
fmal budget includes more than $100 million funding for the Next Generation Internet, a 
Federal R&D initiative which will connect more than 100 universities at speeds that are up to 
1,000 times faster than today's Internet, and establish the foundation for the networks and 
applications (e.g. telemedicine, distance learning) of the 21st century. 

V' 	 Expansion in Advanced Technology Program (ATP). President Clinton's FY99 budget 
proposed an expansion ofATP to promote cutting-edge high-technology projects. While the 
Senate froze funding at the FY98 level and the House cut funding by $13 million, the final 
budget increases A TP funding to $204 niillion -- an $11 qrillion increase over last year -
which will allow for about $70 million in new awards to develop high-risk technologies that 
promise significant commercial payoffs and widespread economic benefits. 

, 

Improving the Public Health of America 

For six years, President Clinton and Vice President Gore have been workirig hard to expand our 

Nation's health care investments, including research, prevention, and quality care for more 

Americans. 


V' 	 New Efforts to Prevent and Treat mV!AIDS. The Congress has responded to the 

9 



President's and Vice President's request to substantially increase efforts to prevent and 
treat HIV/AIDS. Congress has provided $1.4 billion for Ryan White Care Act activities. 
This funding level includes a 61-percent increase for the AIDS drug assistance program, 
which provides funds to States to help uninsured and underinsured people with life-saving 
treatments for HIV IAIDS. In addition, Congress provided about $630 million for HIV 
prevention activities at the Centers for Disease Control and Prevention. 

Historic $130 Million Effort to Address IDV/AIDS in Minority COllUliunity. Minority 
communities make up the fastest growing portion of the HIV/AIDS cas~load (44 percent of 
all new HIV cases). In FY99, there will be an unprecedented $130 million investment, 
including that will improve prevention efforts in high-risk communities,- and expand access 
to cutting edge HIV therapies and other treatment needed for HIV/AIDS. 

t/ 	 Critical New Investments to Protect Public Health at the Centers for Disease Control 
(CDC). The Congress has responded to President Clinton's request for a $2.4 billion 
investment -- a $222 million increase -- in public health at the CDC. This critical 
investment will address a host of public health challenges, including fighting emerging 
infectious diseases, combating new resistance to anti-biotics, and ll,nproving prevention for 
some of our nation's leading killers, such as diabetes, HIV/AIDS/and heart disease. 

New Efforts to Improve the Quality of Health Care. Congress has responded to the 
President'S requ~st for a $25 million investment in new research at the Agency of Health 
CpIe Policy and Research (AHCPR) to research on the quality, costs, and outcomes of the 
health care delivery system. Identifying critical health care problems and educating health 
plans, medical professionals, patients, and advocates about solutions can lead to important 
improvements in the quality ofhealth care. 

t/ Increasing Funding to Provide Health Insurance to Low-Income Children in Puerto 
Rico and the Territories. Thousands of uninsured children in both Puerto Rico and the 
other territories will now be eligible for meaningful health care coverage for the first time 
under the Children's Health Insurance Program (CHIP). J1te territories were currently on 
schedule to receive an inadequate and inequitable $10.7 million in FY99. Today, the 
Congress responded to the President's request and provided the territories with an additional 

. $32 million in FY99. for their new CHIP programs that will meet the needS of their uninsured 
-children .. 

t/ . Funding the President's Commitment to Eliminate Racial Health Disparities. 
Minorities suffer from higher rates for a number ofcritical diseaSes. For example, African 
Americans under the age of65 have twice the rate ofheart disease as whites, and Native 
Americans suffer from diabetes at nearly three times the average rate. The Congress has 
taken a critical first step in. investing in the President's multi-year proposal to eliminate racial 
health disparities in six health areas, including HIV IAIDS, cancer, diabetes, and 
immunizations. The Congress has given the Administration authority to fund grants for 
communities to develop new strategies to address these disparities and has granted the 
President's request for increases in other critical public health programs, such as heart 
,disease and diabetes prevention at CDC, that have proven effective in attacking 'these 
disparities. 
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Lead Poisoning Prevention. The President requested a $25 million increase in funding for 
HUD's Office ofLead Hazard Control, in order to reduce the threat posed by childhood lead 
poisoning and other housing-related environmental health hazards. While the Senate did not 
provide any additional funding, the final budget includes a $20 million increase for lead 
poisoning prevention. 

Other Highlights ... 

t/ 	 Reduces Backlog and Expands Alternative Dispute Resolution at Equal Employment 
Opportunity Commission (EEOC). The President's FY99 budget included $279 million-
a $37 million increase over the previous year -- to significantly expand EEOC's alternative 
dispute resolution program and reduce the backlog ofprivate sector discrimination 
complaints. The final budget fully funds the President's request -- providing the first real 
increase for EEOC in several years. 

President Clinton's Food Safety Initiative. The final budget provided approximately $79 
million in new funds for the President's Food Safety Initiative to help implement a far
ranging plan to improve surveillance of food borne illnesses, education about proper food 
handling, research, and inspection of imported and domestic foods. The new funds are part 
ofan Administration-wide effort, led by the Department ofAgriculture and the Department 
ofHealth and Human Services, to create a seamless, science-based food safety system. 

t/ 	 More Police on the Streets. In 1994, President Clinton fought for and won a commitment 
to put 100,000 police officers on the street. The final budget includes funds for 17,000 ) 
additional Community Oriented Police SerVices (COPS) Program police officers toward the 
President's goal of 100,000 cops on the beat by 2000. 

Increasing Law Enforcement ,in Indian Country. The final bill includes $20 million in 
FY99 for more police officers and public safety initiatives in the approximately 56 million 
acres of Indian lands serving more than 1.4 million residents. 

t/ , Brings Financial Stability to Tennessee Valley Authority· (fVA). The final budget 
includes $50 million that will allow TVA to better provide for the citizens of the seven states 
- Alabama, Georgia, Kentucky, Mississippi, North Carolina, Tennessee, andVirginia - that 
it serves. The agreement will let TVA refinance part of its debt to compeliSate for the loss of 
Federal funds for its non-power programs. The final budget also prevents TVA from losing 

, the Land Between the Lakes Recreation Area. ' 
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In the waning days of the session, the President and Congressional Democrats prevailed in 

making critical investments in advancing the President's agenda. However, much ~ork remains 

for the future because Republicans in Congress killed, at least for now, critical-priorities, 

including: 


School Modernization Tax Credits. Beginning with his State of the Union address, the 
President fought all year to modernize our schools. His fully paid for tax credits would 
have leveraged nearly $22 billion in bonds to build and renovate schools. In the final 
days of the budget negotiations, Republicans in Congress refused to even meet on the 
critical issue of school construction. 

, 
Patients Bill of Rights. President Clinton repeatedly urged the Congress to pass a 

'strong, enforceable patients' bill ofrights that would assure Americans the quality health 
care they need. Congressional Republicans kilfed this year's effort to pass a Patients Bill 
ofRights. 

,~ 	 Comprehensive Tobacco Legislation. This year, President Clinton made passage of 
legislation to reduce youth smoking a top priority, in order to stop kids from smoking 
before they start through a significant price increase, measures to prevent tobacco 
companies from marketing to children, and critical public health prevention and 
education programs. Congressional Republicans opted to act as politicians instead of 
parents, and killed this year's effort to pass bipartisan comprehensive tobacco legislation 
to reduce youth smoking. 

Campaign Finance Reform. At the beginning ofthe year, the President made passage of 
bipartisan, comprehensive campaign finance refonn a priority for his Administration. After 
months ofdelay, the House ofRepresentatives overcame defenders ofthe status quo and 
passed the Shays-MeehanbilL However, the Senate Republicans killed this historic 
legislation. 

.' 
Child Care Initiative. In his State ofthe Union, the President proposed an historic child 
care initiative to make child care better, safer and more affordable for America's working 
families. The President's proposal included $7.5 billion over 5 years for child care 
subsidies for low-income working families and tax credits to help 3 million working 
families pay for child care. The Republicans refused to support these critical 
investments. 

Speeding Toxic Cleanups. President Clinton called for an additional $650 million -- a 
40 percent increase -- to accelerate Superfund cleanups with a goal ofcompleting a total 
of900 cleanups by 2001. The Republican majority refused these funds, threatening to 
delay cleanup at up to 171 sites across the country. 



X Work Incentives Bill (or People with Disabilities. At the commemoration of the 
Americans with Disabilities Act last July, the President endorsed the bipartisan 
Jeffords-Kennedy bill that enables people with disabilities to go back to work by 
providing an option to buy into Medicaid and Medicare, as well as other pro-work 
initiatives. This billwas on'the list oftop Administration priorities in the final budget 
negotiations, but rejected by Republicans. ThePresiden,t will continue to fight to give 

. people with disabilities the opportunity to work --including the critical health insurance 
that makes work possible. 

X 	 Education Opportunity Zones. President Clinton; iIi his budget, called for Education' 
Opportunity Zones to help high-poverty urban and rural coI11iTIunities increase student 
achievement by raising standards, improving teaching, ending social promotions, and 
turning around failing schools. The Republican majority refused to provide the requested 
$200 million in funds,. which would have helped about 5qhigh-poverty, low-achieving, 
urban and rural school districts. 

Minimum Wage. President Clinton and Congressional Democrats called for a $1 
increase in the minimum wage over two years -- to raise the wages of 12 million workers. 
For someone who works full-time, this minimum wage increase would have meantan 
additional $2,000 per year. However, 95 percent of Senate Republicans voted to kill the 
President's minimum wage increase. 

Medicare Buy-In. President Clinton proposed providing new options for Americans 
ages 55 to 65 to obtain health insurance, including buying into Medicare. This policy 
would not have hurt the Medicare Trust Fund .. The RePublican majority killed this new 
initiative that would have helped provide health care to hundreds ofthousands of 
vulnerable Americans. 

, ' 
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FOR iMMEDIATE RELEASE Contact: HCF A Press Office 
September 14, 1998 (202) 690-6145 

BBA EXP.ECTED TO RESTRAIN PUBLIC-SECTOR HEALTH SPENDING WHILE 
, PRIVATESECTOR HEALTH SPENDING INCREASES 

National Health Expenditure Study Projects 
, He~lth SpendingWill.Double Over ~he Next Decade 

Public health spending growth is expected to be outpaced by private sector health 
spendirg in the U.S. over the nex,t ~veyears, according to a study conducted by the Health Care 
Financing Administration. 'The slowdown is due primarily to substantial Medicare savings , 
achieved in the Balanced Budget Act of 1997 (BBA), Those savings result from 'new payment 
systems that promote ~fficiency, tighter' controls on waste" fraud and abuse, and smaller payment 

. 'hikes for providers. . . , 

The study also,projects that the nation's health spending will more than double, from $1 
trillion in 1996 to '$2 1 trillion in 2007: Health spenclingas a share ofgross domestic product 
(GOP) is expected' to increase from 13:6 p~rceni to' 16.6 'percent. . 

. The study, by HCFA's Office ofthe Actuary, is published in the September/October issue 
o'fHealth Affairs. ' " 

The authors pn;dict that natk;na)' health 'spending growth will accelerate beginning in 
1998, with average annual groWth of 6:5 percent between 1998 and 200 1, up from a 5 percent 
averag~ annual growth during the years 1993 through 1996. ' 

The HCFA economists anda~ttiariesexpect faster private spending increases because of 
recent stronger.groWth in real per capita income. Ihey 'say that should boost underlying demand 
for medical services. They also expect private sector managed care enrollment to grow more' 

, slowly and the increase in the percentage Q~ unirisured Americans to temporarily slow. 

, However, because of the BBA"s effect on Medicare, real pe'r capita public sector growth 
is expected to decelerate between, 1998: and 2002. The actuaries ex'pecUhe introduction of , 
prospective payment systems that promote efficiency and cutbacks in payment formulas will slow ' 
the ~ate of increase in Medicare, expenditures. ' 

" 

I, 
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Between 2001 and 2007, average annual growth is expected to be similar for both the 

private and public sectors. Public sector spending growth is estimated to accelerate after 2002 

because some of the changes in the BBA are one time reductions and other will. expire. 


Patterns ofgrowth are expected to differ substailti'ally by type of service. All health 
providers will be affected by rising 90sts. Hospitals are expected to continue to benefit from 
rel~tjvely slow growth inlabof,compensation as downsizing continues, Hospital spending growth 
is projected to lag behind the growth in drug, physician and other professional services as the: 
trend to move from inpatient.to'other settings is reinforced by the growth of Medicare managed 
care, , 

Expenditures tor drugs are' expected tog~ow rapidly throug~ 2007 as more prescriptions 
are written and the mix of prescriptions shift to more expensive drugs, In addition, slower growth 
is exp'ected in both n.ursing home and home health expenditures as provisions of the BBA 
implementing Medicare PPS systems and introducing new Medicare limits and caps are felt in the. 
public-sector. 

Detailed information on the forecasts, both by type of service and source of funds, is 
'available on the HCF A home page at http://www.hcfa.gov/statsINHE-Projl 

### 
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The NextTen Years of Health 

Spending: What Does The 


Future Hold? 

A new balance ofprivate:' and public,sectorJorces will determine the 

nlte of spendtnggrowth over the next decade. 

BY SHEILA SMITH, MARK FREELAND. STEPHEN' HEFFLER. DAVID 

McKuSICK. AND THE HEALTH EXPENDI'!URES PRO]ECTlON TEAM 

THE SUSTAINED LOW GROWTH in na plete data).! Howe~er. real per capita na~ional 
tional health spending since 1993 is health spending is projected to accelerate 'for 
m:lrkedly different from the p:lttern of 1998 (Exhibit 2),~ Recent stronger, growth in 

growth observed over the past thirty years. real per capita inc'ome is expected to boost 
However. the oudook for the next few years is underlying demancl. for medical sen;ces. :lnd 
som~\\'h:lC l~ss propitious. Following five higher m~dicJ.l inflJ.tion is expected to fuel 
years of near-stability. health spending is ex increasing health spending growth. An,antici' 

:1.28 pected to rise as :l share of ~oss domestic pated slowdown ln t~1! growth of privatc· 
product (GDP) beginning in 1998. climbing sector managed care enrollment and a pause 
from 116 percent in 1996 to :In estimated 16.6, in thc downward trend for private health in· 
percent by 2007 (Exhibit 1). National health surance coverage also are expected to contrib· 
spending will likely reach 52.! trillion by 2007. ute to the accelerJ.tion in health spending 

The pronounced recent slowdown in growth. 
health spending has exceeded the expecta-' In a reversal of recent trends. the high~r 
tions of most industry analysts. Wh:lt chis antiCipated growth in real per capita national 
means for future health spending is of great health s~nding v..rill be driven almost entirely 
interest to stewards, of public. programs. by rising e.xpendicures in the private rJ.ther 
whose long·term funding,is uncertain; co em· than the,public sector (Exhibit 3). Growth in 
ployers. for whom the costs ~f health benefits real per capita public spending is projected to 
eat incre:lsingly into their bottom line; :lnd for level out in 1997""1998 and then to slow 
the medically unin~ured and those who strive through 2000. This follows a period of reIa· 
to includ~ them in the nJ.tion·s health cJ.re . tively rapid growth in real per capita public 
system. spending for the eJ.rly to mid·1990s. Growth 

Gro\vth in real' per capita national health ' in aggregJ.te real per capita nationJ.l heJ.lth 
spending is ex~cted to edge upward only spell-ding is projected to be 3.4 percent over 
slightly in 1997. remaining near its trough in 1997-2007. This is below the average pace for 
1996 (the last year for which we have com· 1970-1993. when re:il per capita health spend· 
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EXHIBIT 1 
National Health Expenditures (NHE), By Sources Of Funds, Amounts, And Average 
Annual Growth, Selected Calendar Years 1970-2007 

Source of funds 1970 1980 1990 1993 1996 1998· 2001· 2007· 

National health 
expenditures (billions) 573.2 5247.3 5699.5 5894.9 $1.035.1 $1.146.8 5'1.384.1 52.133.3 

Private funds 45.5. 142.5 415.1 505.9 552.0 606.4 746.6 1.145.9 

Consumer payments 41.2 130.0 383.0 466.7 508.5 5,58.7 690.0 1.065.1 
Private health . " 

insurance 16.3 ' 69.8 238.6 ' 303.0 337.3 375.0 471.0 754.4 
Out-of·pocket payments 24.9 60.3 144.4 163.7 171.2 ' 183.7 219.0 310.7 

Other private funds 4.4 12.5 32.1 39.2 43.5 47.6 56.6 80.8 

Public funds 27.7 104.8 ' 284.4 389.0 483.1 540.4 637,4 987.4 

Federal· 17.8 72.0 195.8 279.6 350.9 393.8 461.3 712.9 
Medicare 7.7 37.5 112.1 153.0 203.1 231.1' 267.8 415.6 
Medicaid 2.9. 14.5 42.7 76.8 91.8 102.1 123.7 201.3 
Other federal 7.3 19.9 41.0 49.8 55.9 60.6 69.9 96.0 

State and local 9.9 32.8 88.5 109.3 132.2 146.6 176.1 274:5 
Medicaid 2.5 11.6 32.7 43.7 55.9 63.4 79.6 135.7 
Other state and local 7.4 21.2 55.8 65.6 76.3 83.2 96.5 138.8 

GOP deflator 0.305 0.603 0.936 1.026 1.102 1.138 1.221 1.469 

Averace annual crowth 
from prior year shown 

National health 
expenditures 12.9% 11.00/0 8.6% 5.0% 5.3% 6.5% 7.5% 

Private funds 12.1 11.3 6.8 2.9 4.8 7.2 7.4 

Consumer payments 12.2 11.4 6.8 2.9 4.8 7.3 7.5 
Private health 

insurance 15.7 13.1 8.3 3.6 5.4 7.9 8.2 129 
Out-of·pocket payments 9.2 ' 9.1 4,3 1.5 3.6 6.0 6.0 

Other private fundS 11.1 9,9 6.9 3.5 '4.6 5.9 6.1 

Public funds 14.2 10.5 11.0 7.5 5.8 5.7 7.6 

Federal 15.0 10.5 12.6 7.9 5.9 5.4 7.5 
Me'dicare 17.2 11.6 10.9 9,9 6.7 5.0 7.6 
Medicaid 17.6 11.4 21.7 6.1 5.5 6.6 8.5 
Other federal 10.6 7,5 6.7 3.9 4.1 4.9 5.4 

State and'iocal 10:1 10.4 7,3 6.5 5.3 6.3 7.7 
Medicaid 16.8 10.9 10.2 8.5 6.5 7.8 9.3 
Other state and local 11.0 10.2 5.5 5.2 4.4 5.1 6.2 

GOP deflator 7.1 4.5 3.1 2.4 1.6 2.4 3.1 

NHE as percent of GOP 
(percent of total) 7.1 8.9 12.2 13.6 13.6 ·13.7 14.5 16.6 

SOURCE: Health Care Fin,anczng Administration. Otllce 01 tile Actuary; and U.S. Department of Commerce. Bureau of Economic 

AnalYSIS. 

NOTE: GOP is gross domestiC product. 

a PrOJected:,,' ' 

ing growth tended to cycle around a trend just ing across types of service and sources of pay-
below 5 percent. but well above the average of ment are conditional on assumptions regard
1.5 percent for 1993-1996 (Exhibit 4). ing future macroeconomic conditions. as well 

The projection process is subject to uncer- as on assumptions regarding the natUre and 
tainty. [n Ught of the wide variation in histori- impact of future institutional change in the 
cal experience. and the recent and. ongoing health sector. 
structural change in health care markets. ' W,e begin with a brief description of the 
these estimates m\lst be regarded as merely an model framework for national health spend-
indication of probable trends. Projections of ing projections. and then discuss the assump
aggregate growth rates and patterns of.spend- tions underlying these projections (including 
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EXHIBIT 2 
Growth In Real Per Capita National Health Expenditures, 1970-2007 

Annual percent change' 

7 

6 

:5 

4 

3 

2 

,1975 1980 1985 ',1990 1995 2000 2005 

SOURCE: Heemn Care Financing Administration .• OffIce of the Actuary. ' , 
NOTES: National flealth expenditures (NHE) are deflated Dy the gross domestic product (GOP) detlator, Mucn of tne increasE 
shown for 1998 re.flects a sharp decline in the deflator rather than an increase In nominal NHE. Figures after 1996 are 

"projections: . 

a deSCription of the projections for Medicare 
expt!nditures from the 1998 Medicare trus
tees' report. which are incorporated in the 
spending projections). This discussion pro

.vides the context for our description of the 
patterns of growth anticipated for ht!alth' 
~pending across different sectors and the vari

. ous in£h.,lences on these patterns. . 

A MODEL FRAMEWORK FOR, • 

HEALTH SPENDING PROJECTIONS 

These projections are generat~d'within a 
model framework that incorporates actuariaL 
ecohomic. and judgmental factors. Health 
spending growth is decomposed into five. 
contributing factors: population growth. 
economywide inflation (as measured by the 
GDP deflator). excess medical inflation (in 
excess of grov ..·th in the GOP' def1at~r). per 
capita use of· services. and intensity (real in
puts per unit of service). Growth in use or 
intensity of services associated with shifts in 
the age/se.'C composition of the population is 
controlled for by the use of weighted indexes 
based on the distribution of use and intenSity 
of servtces across age/sex groups.) 

Projections of medical prices. use. and in
tensity are based on an analysis of past trends 
and relationships observed in the national ' 
health expt!nditures. This analysis addresses 
relationships between indicators such as per 
capita use and intenSity. demographic 
changes. and' macroeconomic variables in
cluding real per capita income. In addition. we 
evaluated, the. role of supply. incorporating 
projections of health personnel where avail
able, Projecteclcrends in use. intensity. and 
medical prices also reflect analysis of hi~tori
cal patterns ofgrowth across types of servt'ces 
that may be substirutes or complements. 

In our analysis we use enrollment in health 
maintenance organizations (HMOs) as a 
proxyfor the effects of the growth of all man
aged care enrollment. The use of this proxy is 
based on the assumption that the effects of , 
managed care. both in the form of increased 
e'nrollment in other modes of m:l:naged care 
such as preferred prOVider organizations 
(PPOs) and in'the increasing effectiveness of 
efforts to manage utilization as managed care 
spreads. are likely to be correlated with HMO 
enrollment. Throughout" t~is paper, managd 
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EXHIBIT 3 

Growth In Real Per Capita Private And Public National Health Expenditures, 

'1970-2007 

Annual percent change 

8 

6 

4 

2 

o 

-2 ' 
1970 1975 1980 1985 1990 1995 2000, 2005 

SOURCE: Heann Care Finaneln'g AdministratIon. Office of tl'le Actuary. 
NOTES: National health expendItures (NHE) are deflated by the gross domestic product (GOP) detlator. MUCh of tne increaSe 

Shown tor 1998 retlects a Sharp decline in the deflator rather tha.n an increase in nominal NHE. Figures atter 1996 are 
proJections. 

carc is defined broadly to includecoverJge 
provided by all organizations that accept fi
nancial risk and exert substanriahdministra
tive control over patients' access to medical 
prOviders or services.· " 

The spending projectiOns maintain consis
tency with actuarial forecasts produced in the 
1998 Medicare trustees' report and with 
Medicaid projectiqns based on the same 
macroeconomic assumptions.' These projec
tions embody the effects of current law for 
these programs.6 

PROjECnON ASSUMPTIONS 

The patterns of projected spending growth 
hinge on a number of assumptions regarding 
future macroeconomic conditions and health
sector developments. The influence of judg
mental assumptions that underlie these pro
jections is. particularly important. The past 
few years have been marked by accelerating 
sttuctural change in markets for health care 
and for health insurance. In response to per
sistently rising health care costs, health care 
delivery systems have evolved in 'ways that 

have fundamentally nansformed the incen
tives that influence the de'mand for medical 
C3re, In the process, the relationships of all 
participants in these markets, from providers 
to health plans, employers. public payers; and 
consumers, have been altered ' 

.. MACROECONOMIC ASSUMPTIONS. 
Demographic nends are e,.'(pected to act as a 
mild restraint on health spending over the 
coming decade. Population growth is pro
jected to average 0.8 percent for 1997-2007. 
slightly below the average rate of growth of 1.0 
percent for 1980-1996. Growth in the popula; 
tionsage sL'(ty-five and older and age eighty· 
five and older will slow: although the popula
tion Will concinue co age, it will do so more 
slowly-than it has over the previous three dec
ades. In this sense.che coming decade repre
sents the calm before. the storm. co be fol
lowed by a period of aq:eleration in aging 
baby boomers' demand for health services.7 

Economywide ,inflation is projected to de
cline sharply in i998 but should be approXi
mately che same on average for 1997 - 2007 as it 
was fot 1990-1996. Our projection of growth 
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EXHIBIT 4 
Real Per Capita N~tlonal Health expenditures, Average Annua,l, Growth Rate From 
Prior Year Shown, Sele.cted Calendar Years 1970-2007 

1970 1980 1990 1.993 1996 1.998 2001
Spending category 1980 1990 1993 1996 1998 2001 2007
National health expenditures 4.5% 5.1% 4.2% 1..5% 2.6% 3.1% 3.4% 

Health services and suppiies 4.8 5.3 4.3 1.6 2.7 3.2 ' 3.5 
Personal health care 4.6 5.1 4.2 1.4 ,2.3 3.1 3.5 

Hospital care 5.4 3.8 3.7 0.2 ·0.8 1.6 2.6 
Physician services 4.4 6.5 3.5 -0.1 2.1 3.8 3.8 
Dental seNices 2.8 3.3 3.1 3.3 3.6 3.0 2.7 
Other professional services 7.6 12.3 5.7 4.3 4.6 4.6 4.1 
Home health care 17.5 12.4 15.5 6.2 2.2 4.5 4.0 

Drugs and other medical 
nondurables 1.3 4.9 3.7 3.1 5:1 5,0 4,7 

Prescription drugs 0.1 6.2 5.5 4.1 6.6 6.2 5.6 
Vision prOd ucts and 

other meaical durables 0.7 4.9 1.3 -0.8 1.2 2.0 ' 1.7 
Nursing home care 6.8 5.3 4.8 2.3 2.8 2.2 2.4 
Other personal health care 3.6 5.0 12.3 11.6 5.6 7.4 8.6 

Program aaminlstration 
and net cost 7.3 7.2 5.4 0.8 7.6 4.6 4.3 

Government public health 
activIties 8.7 5.4 4.5 8.3 . 4.7 3.7 2.9 

Researcn ana construction 0.1 2.1 1.5 -0.5 0.6 0.4 0,3 
Research 2.6 2.7 1.6 2.0 1.5 1.1 0.7 
Construction -1.7 1.5 1.4 -3.3 -0.5 '-0.5 -0.2 

GOP dellator 	 7.1 4.5 3.1 2.4 1.6 2.4 3.1 

132 	 SOURCES: Health eare Financing Administration, Ottlce 01 the Actuary; and U.S. Department 01 Commerce: Bureau Of EconomIC 
Analysis. 
NOTE: National healtn elpendi\ures dellatea by tne gross domestic proauct (GOP) deflator. 
a Projected. 

in re:ti GOP assumes that growth will slo'w recent rise in re:ti per capita income and the 
from its 1997 peak of 3.8 percent coward a subsequent decline: chis causes spending to 
~suscainable- rate of growth (2 percent) by accelerate through 2001 and then to deceler
1999 and will rem.lin ne.lr this rate through . ate modestly through2007. 
2007. 	 . II HEALTH-SECTOR ASSUMPTIONS. The 

Consistent \vi.th our projection of declin pronounced slowdown in he.llth spending 
ing growth in re:ti GOP over 1998-20Q7.we since 1992 is often attributed to the effects of 
expect growth in re:ti per c.lpita' inco~e t6 m.lrlaged care. Conventional wisdom holds 
taper off from its 1998 peak. Real income that m.lnaged care restrains costs: nonethe
growth will be r.lpid through 1998 as the pro less; economists disagree about the magni
jected sharp decline in inflation boosts con tude and nature, of this effect and about 
sumers' buying power. It then is expected to whether it has been the dominant factor be
decelerate and become stable for the remain hind the recent deceleration. Even if such an 
der of the proje~tion period. effect is assumed to exist. there is a lack of . 

Rising incomes tend- to increase demand consensus on whether the shift from tradi
for he:tith services.8 However. the nature Of tion::ti fee-for-service to managed care cover
he::tith C.lre markets causes a lag in this effect. age can be expected to result in a' one-time 
prinCipally bec.luse priv.lte and public third reduction in expenditures (thus reducing 
party payers insubte these markets from the groW'th only temporarily), or whether the rate 
ilnmediate effects of rising or falling incomes.9 

, of spending growth can be permanently 
As a result. alag occurs in the effects of the reduced:o . 
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A grO\\wg body of rese:l!ch confirms' that 
shifts in enrollment from fee-for-service cov
erage to managed careha'/e helped to restrain 
costs.n However. the question of whether 
managed care. in the absence of furrher shifts 
in enrollment. can be exp~cted to have a per~ 
manent effect on growth in' health care costs 
has been more difficult to address. '. 

The theoretical justific:ltion for such a sus
tained reduction in growth is based on the 
hypotheSiS that managed care' may slO\v the 

plans are expected to continue to compete for 
enrollees through the broadening of benefits 
rather than through price competition. The, 
expected result 'of the shift to managed care 
therefore will be observed brgelr in the form 
of more comprehensive benefits packages for 
Medicare managed Care enrollees.!) 

The combined effect of public- and pri
vate-sector .trends in managed care enroll

'ment will restrain growth in real per capita 
personal health care spending over the projec

rate of diffusion of new tech .. r---,----..---:--..., tionperiod. Ho\vever. trus ef
nologies,l: Since medical inno
varion of ten', increases costs. 
slower rates of diffusion could 
be expected to restrain growth 
in health care costs. David 
Cutler and LoLiise Sheiner sug
gest that managed care slows 

"Growth in 
Medicare 

managed care 
enrollment isnQt 

the, rate of diffusion of new 'expected to reduCt: 
medical technologieS. which growth in6verall 

fect will be smaller than it was, ' 
ove~ the preceding decade. 

' Access to and affordability 
of private, health insurance 
coverage also are important is
sues for health, spending 
growth. Health insurance co\'
erage stimubtes demand for 
health services, because in-

indicates the potential for asured consumers pay only J 

sustained reduction in the Medicare fraction of the costs incurred 
growth of medical spending, II spending. '~ for services. The recent decline 

Our ten-year projection as
sumes a primarUy one-time d- 
fect for managed care. with full effects real-
i::ed with some lag, In addition to trus primary 
effect. we have assumed a small reduction in, 
the long-term trendrate' of growth resulting 
from the effects of the interaction bet:VJeen 
managed care and technological change. Both 
of these effects art: associated with rising' 

in the insured pop'ulation is 
- believed to have reduced the 

rate of health spending growrh. 16 
, 

Because private insurance is prirnarUy pro
vi.ded through employment, coverage rates are 
driven largely ,by labor-market conditions 
that influence the package of wages ~lnd bene
fits offered. Employers attempt [0 balance the 
need to restrain costs against the need to at

spending growth.' ' 'tract and retain employees, Our projections 
If managed care has bet!n a cost-restraining. 

influence in the private sector. ariotherkey 
question for spending projections is the effect 
of managdi care in the public sector. parricu
lady for ~kdicare's high-use population, 
Growth in Medicare managed care enroll
ment is projl!cted to pick up through 2000 as 
a result of the BJ.ianced Budget Act (BBA) of 
1997, However. contrary to experience in the 
private sector. trus growth in enrollment is 
not expected to reduce growth in overall 
Medicare spending. Medicare'~ payment 
mechanism will continue to be based largely 
on average per beneficiary costs in fee-for
service :-'ledicareH As a result. managed C:l!e 

assume that recent tight labor-market condi
tions will result in a short-term increase in the 
population with pri~ate health insurance co v- , 
erage. with a corresponding modest boost to 
health expenditures. In the longer term we 
expect the downward trend in private insur
ance coverage to resume as growth in health 
benefit costs, continues to excl!ed growth in 
compensation and as employees contribute 
more for their health coverage. The resulting 
inc'rease in the uninsured population will be a 
restraining influence on growth in private
sector spending as We approach 2007. 

• EFFECTS OFTHE BBA. As private health 
expenditures accelerate over the next three 
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years, grov.'th in Medicare expenditures is ex
pected to move in the opposite direction, pri
marily as a result of the BBA.17 The BBA incor
porates four principal types of change to 
Medicare: (1) introduction of prospective 
payment across a wide range of services; (2) 
cutbacks in payment formulas where rates 
were perceived to be overly generous; (3) in~ 
creased private insurance options for Medi
care beneficiaries; and (4) alteration? in re~ 
gional payment patterns to encourage 
availability of ~\edicare HMOs.18 , 

'Prospective payment shifts' to private 
prOviders the financial risk of providing the 
jppropriate mix of treatment. By shifting risk. 
the BBA attempts to slow the increase in per 
capita costs of medical care by changing the 
prOVider incentives associated with fee-for
service payment. The introduction of pro

,spective payme:nt is expected to reduce 
growth in spending for skilled nursing care, 
outpatie:nt hospital services, and homehe:1lth 
care. 

Re:ductions to prOVider payment updates 
through the ye:1r 2002 will cause Medicare 
spending to fall. These cuts are concentrated 
in the hospital sector, \vhere profit margins 
associated with treatment of Me:dicare pa~ 
tients have be:en rising. 19 

In light of its perceived role in private-sector 
cost containment, the encouragement of 
~le:dicare managed care enrollment might be 
seen as primarily an attempt to restrain 
growth in costs. Howe\'er, under the: current 
p:1yme:nt mechanism, savings from price re
ductions. emphaSiS on cost-effective treat
ment, and avoidance of unnecessary care: do 
not accrue to ~!edicare. However, the BBA 
reduces Medicare payments to managed care 
plans below the previous baseline in two sig
nificant ways: directly, by lowering payment 
updates during 1998-2002, and indirectly, 
through the impact of fee-for-service savings 
proviSions, which interact with the managed 
care payment mechanism to reduce payment 
updates to plans. The implementation of risk. 
adjusters to adjust capitated payments on the 
basis of health status is scheduled for 2000' 
and also is expe:cted to reduce Medicare pay

ments for managed care per beneficiary. 

HIGHLIGHTS OF THE HEALTH' 


SPENDING PROJECTIONS 


Growth in health expenditures is expected to 
turn upward through the end of the century, 
The rebound in personal health care expendi

, tures will be driven predominantly by in
creases in use' and .intensiry of services.~o Ex
cess medical innation is expected. to rise 
slightly but to remain relatively subdued. This 
projected pattern of growth is in accord with 
the trend over the past several years. \Vhile 
declining excess medical inflation contrib
uted to the unusually slow growth in expen
dirures since 1993, the dominant factor was a 
decline in the groWth of quantiry of services, 
stemming from both use and intenSity. The 
projected rebound in 1998 will mark a reversal 
of this declining trend in use and intenSity, 
augmented by a more modest increase in 
medical infl:1tion. ~I 

, Spending by tYP~ of service is likely to dif
fer somewhat from recent patterns (Exhibit 
5).Spending on physician services is expected 
to rebound sharply as additional Medicare 
beneficiaries move into managed care, causing 
a reallocation of Medicare expenditures away 
from inpatient. care and toward ambulatory 
services. The projected rebound in inpatient 
hospital spending will be dampened by this 
development. " ' 

Growth in prescription drug spending is 
expected to continue at a relatively rapid 
pace, supported by continued declines in out
of-pocket payments for drugs associated with 
the shift of Medicare patients into managed 
care and an accelc:ration in new product intro-, 
ductions. Drug-price inflation began to rise in 
early 19Q8 and is expected to excee:d its rela
tively slow pace of recent years through 2007. 

Expenditures for extende:d care are ex
pected to decelerate substantially. Growth in 
home health spending will slow sharply as 
heightened scrutiny of prOViders results in 
tight~r controls for Medicare and as the BBA 
further limits growth in Medicare home 
h~alth costs. Cutbacks in prOjected spending 
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EXHIBIT S . . 

National Health expenditures, Average Annual Growth Rate From Prior Year Shown, 

Selected Calendar Years 1970-2007 " . 


1970 1980 1990 1993 1996 1998 2001 . 
Spending category 1980 1990 1993 1996 1998 2001 2007· 
National healtfl expenditures 12.9% 11.0% 8.6% 5.0% 5.3% 6.5% 7.5% 

- H.ealth services and supplies 13.3 11.1 8.7 5.0 5.3 6.6 7.6 
. Personal healtn care 13.0 11.0 8.6 4.9 4.9 6.4 7.5 

Hospital care 
Ph)'SiCian services 

13.9 
12.8 

9.6 
12.5 

8.0 
7.8 

3.5 
3.2 

3.4 
4.7 . 

4.9 
7.1 

6.6 
7.8 

Oental services 11.1 9.0 7.4 6.7 6.2 6.3 6.7 
Other professional services 16.3 18.5 10.1 7.8 7.3 8.0 8.1 

.Homenealttl care 26.9 18.6 20.3 9.7 4.8 7.8 8.0 

Orugs and other medical 
nondurables 9.4 10.7 8.0 6.6 7.7 8.4 8.8 

Prescription drugs 8.2 12.1 9.9 7.6 9.3 9.6 9.8 
Vision products and 

other medIcal durables 8.8 10.7 5.6 2.6 3.8 5.3 5.7 
Nursing home care 15.4 11.2 9.2 5.8 5.4 5.5 6.4 
Other personal health care 12.0' 10.8 17.0 15.4 8.3 10.9 12.8 

Program adminiStration 
and net cost 15.9 13.1 9.8 4.2 10.4 8.0. 8.4 

Government pUOlic health 
activities 17.5 11.3 8.9 11.9 7.3 7.0 6.9 

Research and construction 8.1 7.7 5.8 2.8 3.2 3.7 4.3 
Research 10.8 8.4 5.9 5.5 4.1 4.4 4.7 
Construction ·6.2 7.1 5.7 0.0 2.1 2.8 3.7 

SOURCE: Health cant Financing Administration. Office 01 the Actuary. 
a PrOJected. 

for skilled nursing facUities (SNFs) by both 
Medicare and Medicaid will restrain growth 
in trus area as weil, despite an acceleration in 
private-sector spending. . 

• HOSPITALS. Based on current data, we 
expect to find that growth in spending for 
hospital services slowecl in 1997. The lower 
growth rate is attributable to :i slQwdown in 
hospital input price inflation (our 'measure of 
medical prices for the hospital sector) and in' 
intensity of services prOvided per inpatient 
day. Utilization will be a positive factor for 
growth. as t~e rate of decline in inpatient days .. 
slows. A modest rebound in expenditures is 
expected for 1998 as input price inflation in
creases and the rate of decline in inpatient 
utili::ation continues to slow. 

. Growth in spending fo~ hospit:u services 
will remain well below groWth in. aggregate 
national health spending throughout the pro
jection rnterval (Exhibit 5). Trus' is particu
larly the case for the period through 2001; the 
hospital spending share is expected to fall 
from 34.6 percent in 1996to 32 percent in.2001 

(Exhibit 6). a faster rate of decline than has 
. been observed in recent years. 

The main e.xpianation for the shore-term 
. deciine in share is the expected effect on inpa~ 

tient spending of multiple changes to Medi
care associated with provisions in the BBA. 
The combination of reductions in the growth 
of Medicare paymen~ rates for hospital serv
ices and the effects of substitution away from 
inpatient care as Medicare beneficiaries move 
into managed care will restrain Medicare hos
pital spending. for 1998-2000 Medicare 
spending for inpatient hospital services is ex' 
pected to grow at the lowest rate in the pro
gram's history (an average of 3 percent per 
year), compared with 8.2 percent per year for 
1993-1996. . 

Growth in outpatient services also is ex, 
pected to decelerate from its historicaUy rapid 
pace over the coming decade. extending a de
celerating trend. Medlcare's.scheduled switch 
to a PPS for outpatient services in 1999 will 
contribute to crus slowdown. 

• PROFESSIONAL SERVICES. Spending 
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EXHIBIT 6 
National Health expenditures, Spending By Category, Aggregate Amounts; ~nd 
Percent Distribution, Selected Calendar Years 1970-2007 

SpendIng category , 1970 1980 1990 1993 1996 1998" 2001" 2007' 

National health 
expenditures (billions) 573.2 5247.3 5699.5 .5895.1 $1,035.1 $1.146.8 ' $1.384.1 52.133.3, 

Health services and 
,supplies 67.9 235.6 675.0 866.1 1.003.6 1.113.2 .1.346.7 2.085.3 

Personal t'lealtt'l care ' 63.8 ' . 217.0 614.7 787.0 907.2 998.2 1.203.2 ,1.859.2 
Hospital care 
Physic,an services 

28.0 
13.6 

102.7 
45.2 

256.4 
146.3 

323.0 
183,6, 

358.5 
202.1 

383.2 
221.4 

442.7 
' '272.0 

649.4 
427.3 

Dental services . 4.7 13.3 ,31.6 39.1 47.6 53.7 64.5 95.2 
Otner professional 

services 1.4 6.4 34.7 46.3 58.0 66.8 84.2 134.5 
Home nealth .care, 0.2 2.4 13.1 22.9 30.2 . 33.2 41.6 66.1 

Drugs and other 
meaical nonduratlles 8.8 21.6 59.9 75.6 91.4 106.1 135.0 223.6 

Prescription arugs 5.5 12.0 3,7.7 50.0 62.2 74.3 97.9 171.1 
Vision prOducts and 

other medical 
duratlleS 1.6 3.8 10.5 12.3 13.3 .1.4.3 16.7 23.3 

NurSing home care 4.2 17.6 50.9 66.3 78.5 87.3 . 102.3 148.3 
Other personal health 

care 1.3 4.0 11.2 18.0 27.6 32.4 44.2 91.4 

Program aam,n,stration 
and net cost 2.7 11.9 40.7 53.8' 60.9 74.1 93.4 151.3 

Government putllic health 
act,vitles 1.3 . 6.7 19.6 ,25.3 35.5 40.9 50.1 74.9 
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Research and construction 
Researcn 
Construct,on 

5.3 
2.0 
3.4 

11.6 
:5.5 
6.2 

24.5 
12.2 
12.3 

29.0 
14.5 

·.14.5 

31.5 
17.0 
14.5 

33.5 
18.4 
15.1 

37.3 
20.9 
16.4 

48.0 
27.5 
20.5 

Percent aistrltlut,on ,n 
national t'lealth 
expenditures 100.0% 100.0% 100.0% 100.0% 100,0% '100.0% 100.0%' ,100.0% 

Health services and 
supplies 92.7 95.3 96.5 96.8 97.0, 97.1 97.3 ' 97.8 

Personal health care 87.1 87.8 87.9 87.9 87.6 87.0 86.9 87.1 
Hosp,tal care . 38.2 41.5 36.7, '36.1 34.6 33.4 32.0 30.4 
Physician services 18.5 18.3 20.9 20.5 19.5 19.3 19.7 20.0 
Dental services 6.4 4.5 4.4 4.6 . 4.7 4.7 4.5 
Other professional 5.4 

services 1.9 2.6 5.0 5.2 . 5.6 5.8 6.1 '6.3 
Home neallh care 0.3 1.0 1.9 2.6 2.9 2.9 3.0 3.1 

Drugs and other 
medical nonduraoles 12.0 8.7 8.6 8.4 8.8 9.3 9.8 10.5 

Prescllption orugs 7.5 4.9 5.4 5.6 6.0 6.5 7.1' 8.0 
Vision prod ucts and 

other meaical 
duraoles 2.2 1.5 1.5· 1.4 1.3 1.2 1.2 1.1 

NursIng home care 5.8 7.1 7.3 7.4 7.6 7.6 7.4 . 7.0 
Other personal nealth . 

care 1.8 1.6 1.6 2.0 2.7 2.8 3.2 4.3 

Program administration 
and net cOSt 3.7 4.8 5.8 6.0 5.9 6.5 6.7 7.1 

Government public nealth 
activities 1.8 2.7 2.8 2.8 3.4 3.6 3.6 3.5 

Research and construction 7.3 4.7 3.5 . 3.2 3.0 2.9 2.7 2.2 
Research 2.7 2.2 1.7 1.6 1.6· '1.6 1.5 1.3 
ConStruction . 4.6 2.5 1.8 1.6 1.4 1.3 1.2 1.0 

SOURCE: Health care Financing Administration, Offic,e of the ACwary. 

• Projected. 
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for physician servi.ces is e.xpected to pick up • DRUGS. Recent rapid growth in drug 
speed over the next four years, with annual costs over the past. rwo years has often been 
increases climbing from a low of 2.9 percent cited as a contributing factor to health plans' 
"for 1996 to 7.3 percent by 2000. Contr::u-y to escalating costs. Recent higher spending 
the pattern observed for hospital services and growth is almost entirely accounted for by ris
extended cue, this acceleration is apparent ing utili::ation (number of prescriptions) and 
for both public- and private-sector spending, intensity (including changes in size and mbc 
albeit with somewhat different timing. of prescriptions). Drug price inflation (as 
Growth in ~Iedicare spending for phYSician measured by the CPI for prescription drugs). 
services is expected to increase slightly in which has histOrically been a major factor in 
1998 and 1999 as M<#icare beneficiaries shift rapid grO\vth. has been relatively restrained 
to mamged care. This is prin- 1---,----.---, since 1993. Excess inflation for 
cipally the result of substiru- prescription drugs averaged 

. cion of physician set'\ices for. "The: most impor~ only 0.5 percent for 1993-1997. 

hospital cue. Medicare spend- rant moderating in~ follOwing a period (1982-1993) 
ing for physician services will of 5.3 percent average growth. 
grow at an annual me of 8.9 j1ue:nce for growth Response by both consum

percent for 199i-1999, up from in health care costs" ers and health pbns to slower 
an 8.6 percent Jverage growth growth in consumers' out-of
me for 1994-1996. After 2000 is e:xpected to be: pocket payments for drugs has 
growth in ~lcdi..:are physician the slowdown pro, clearly played a roh: in the re-
spending will slow briefly as· cent rise in utili=ation. In :lddi
risk adjusters :lre introduced "jecte:d fodvkdicare tion to slower drug price inIb
into p:lyment Iormubs for and Medicaid." tion, growth in out-oE-pocket 
rri'an:1ged C:lre. expenditures h:ls 'been low 

Private-sector physician since 1993. which reflects the 

spending v/ill :lccelerate from :l much lower shift to m:lnaged C:lre, in which copayments 

initi:ll pace than th:lt of public expendirures: for drugs tend to be much lower. 

an :lver:lge of 4.7 percent for 1997-1999. up Growth in drug spending is expected to 

from 1.6 percent for 1994~1996)~is accelera- acceler:lte moder:ltelythrough 1998 :lnd to 

tion reflects consumers' demand for incre:ls- sustain fairly r:lpid r:ltes of growth through 

ing :lccess to speci:llists :lnd a wider choice of 2007. Re:ll per capita growth is expected to 


our-of-network options. coupled with:ln ex- :lver:lge jusc below 6 percent. :lbout equal to 

pect~d acceleration in medical price infbtion, the average during the 1980s. While drug 

as measured by the Consumer Price Index prices are prOjected to :lcccierate from recent 

(CPI) for physician services for.1998-2000. lows, average inflation r:ltes are :lssumed to 


Spending for other profession:ll services rem:lin below the exceptionally r:lpid p:lce of 

such as .specialty clinics and independent the 1980s. with excess drug price inflation av

pr:lctitioners such as podi:ltrises. opeome- er:lgirig 1.7 percent for 1998-2007. Rapid 

trises. and chiropr:lctors is projected to in- growth in use :lnd intensity are expected to 

cre:lse from 6".8 po:rcent annual growth in 1996 continue to account for most of the growrh in 

to:l pe:li<. oE 8.3 percent by 2001. Spending for spending. . 

suchset'\1.ces has tended to grow rapidly rela- • NURSING HOMES AND HOME 


tive to physici:ln services. While growth in HEALTH. Expenditure growth for nursing 

"this sector is projected to remain relatively home care is expected co :lcceler:lte briefly in 
high, the gap re!:ttive eo growth in spending 1997:lndthendece!erateforI998-2000.grow
for physiciari services is expected to t:lper off ing 5.1 percent on average (down from 5.8 per
over the projection interval. in an extension of cent for 1993-1996). This slowdown isac
the historical trend. counted for by the eff~cts of slower growth in 
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Medicaid expenditures and a sharp cutbac~ 
in the rate ofgrowth for Medicare sperid.iil.g 

.	after the introduction of prosp~ctive pay
ment. The decline in public-sector funding is 
expected to be partially offset by an accelera
tion in private-sector funding. primarily from 
out-aE-pocket e."(penditures. Slower growth 
in nursing horne :spending also reflects the 
somewhat slower growth of the population. 
over age eighty-five. Growth in population for 
this group is e:\1'ected to average 2.4 percent, 
compared \\ith 11 percent for 1980.:..1996. 

Growth in home health spending has de
celerated sharply from the rapid pace of 
growth over the past decade. Lower growth is 
estimated for 1997, with expenditures increas
ing only 3 perce~t as agencies gear up for the 
effects of new linlits and new aggregate per 
bendiciiry caps under Medicare introduced 
in October 1997.:~ 

Despite the restraining effects of the BBA. 
home health spending is expected to continue 
to outpace growth in total national health 

1.38 	 spending Over the projection interval. Some of 
the lower growth in Medicare spending will 
be offset by increased growth in exp:nditures 

. by private-sector payers and Medicaid. 

CONCLUSION' 

Dramatic changes have t:tken place in modes 
of payment and delivery for health care serv
ices. particularly in the private sector. over the 
past decade. The rapid rate of increase in 
health benefits costs. combined with nc:i.r
stagnarion in re;tl wages. made the search for 
alternatives to the unrestrained fee-for-service 
model increasingly worthwhile for employers. 
While redUCing employees' resistance to 
change. The key outcome of this development 
was the strong growth in" private m:maged 
care enrollment. which has proved successful 
in containing costs for health benefits in the 
private sector. at least in the short term. Real 
per capita growth in spending in the public 
sector. in which structural changes have been 
less ex·tensive in recent years, has been rapid 
in comparison to the private sector since 1989. 
foUowing a period of rel:i.tively slow growth in 
public-sector spending throughout the 19805. 

•••••••••••••••••••••••••••••••••••••••••••••••• # •••••••••••• 

One critical question for the coming dec
ade is whether· managed care and other re
lated changes in.modes of payment can con
tinue to restrain growth in health care cOSts. 
Although the expansion of managed care will 
conrinue to be a factor in determining growth 
in health care costs. it will playa smaller role 
than it has in recent years. This is largely due 
to the antidpatedslowdown in private-sector 
enroUment as penetration exceeds the 85 per
cent rate reached in 1997.21 

Two developments are likely to have more 
important effects on health spending growth 
over the coming decade. The most important 
moderating influence for growth in health 
care costs is expected to be the slowdown 
prOjected for Medicare and (to a lesser extent) 
Medicaid. For htiedicare. this reduction will 
occur in response to cost-containing ·pro\i
sions of the BBA. including the implementl
[ion of prospective payment for a wide range 
of services. as well as scheduled reductions in 
payment rates to proViders. The second devd
opment is the recent higher growth in real per 

. capita income, which. when combined with 
the anticipated slowdown in private-sector 
managed care enrollment increases, will boost 
growth in real per capita private health 

,spending. This trend will more than offset the 
slower growth e."<P~ted for the public sector. 
producing a pet acceleration in growth for ag
gregate real per c:l.pit:l. n:l.tional health spending 

While spending growth is projected to ac
celerate over the next few years. our analysis 
concludes that the changes in markets· for 
health care experienced over the past decade 
can 'be expected to slightly moderate the race 
ofgrowth in real per capita health care spend
ing However. this reduction is unlikely to be 
substantial enough to offset long-term pres
sures on' the system associated with growing 
demands on available economic' resources. 
both for the public and the private sectors. 

The opinions expressed hac arc the responsibility of 
the authors and do not necessarily represent th.:. views 
of the Health Care Financing Administration. 
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NOTE~ 	 Insurance Truse Fund. House Docume::nt 105-2-1-1 
I. 	 Defhted using the gross dome::stic produc~ (Washington: U.S. GPO;1998).1-78. 


(GDP) dellitor. 7. Board of Trustees. Federal Old-Age and SuC'i
2. 	 A large fraction of the: acceleration in rc;al per vors Insurance and Disability Insurance Trust 


caplti growth apparent in 1998 is actually asso . Funds. 1998 Annual Report of ehe Board of Truscccs 4 

ciated \\ith a sharp dip in the GDP delhtor. ehe Federal Old-Age and Surviv.ors Insurance and Dis

which is projected to increlSe only 1.2 percent in abiliry Insurance Truse Funds. House Document 105
1993. down from 2 percent in 1997. Theincrease 243 (WlShington: U.S. GPO. 1998). 1-219. 

in nominal terms is much less dllmatic: Nominal 8. W.G. Manning et al.. -Health Insurance and the 

growth in :lg"crregate national health spending is Demand for Medical Care: E\idence from a Ran

projected to increase from -1.8 pe'rcent in 1997 to dorni..=ed Experiment: American Economic Review. 

5.:3 percent in 1998. compared with an increase in T7. no. 3 (1987): 251-277; and T. Ge::t=en. Healeh 

real per capita groWth from 1.8 pe::rcent in 1997 to Economics: Fundamencals and Flow of Funds (New. 

15 percent in 1998. York: John Wiley and Sons. 1997),' 388-395. 


1 	 The:: age.:sex indices were developed using the 418-421. 

'folloWLng sUC"eys: 1993 National He::alth Inter 9. T. Get=eil. -Macroeconomic Forecasting of Na

view Survey. 1987 National Me::dical Expendinire tional Health Expenditures: in A~anccs in Healeh , 

SuC'·ey. 1990 :-.iational Hospital Discharge Sur Economics and Heuleh Services Research. vol. 11. ed. R. 

vey. 1992 N:ltional Hospital Ambuiltory ~Iedical Scheffler and L Ros~iter (Gree::nwich. Conn: JAI 

Care Survey. and 1985 National :-.iursing Home:: Press. 1990). 27--18; andJ. Cookson and P. Re:illy. 

SUC"ey, Popuiltion by age WlS based on Social Modeling and Forecaseing Healeh Care Consumpeion. 

S.:curiry Administration Area Popuiltion prbje:c Milliman and Robe::rtson Re:se:arch Report (Rad: 

tions from the 1998 trustee:s' reporr. nor. Pa.: Milliman and Robe::rrson. 19 ~!:ly 199-1). 


,-I. 	 This re:pre:sentation is cle::arly an oversimplifica 1-:25. 

tion of thc :lctual changes assocIated with thc' 10: Throughout this p:lpe:r we: use the term feeIor, 

growth of -managed care: which I~:ivcs room for service as a synonym for the largely unrestrictecl 

substantial v.ariation in the: actual te:chniques (unmanaged) form of, fe:e- for-service cove:rage:. 

use:d to restrain costs. Many' PPOs manage care which was the: dominant form of he:alth insur
 139 
whoUy or primirily by constraining access to a ance: cove:rage into the 1990s. although. stnctly 

restricted p:md of providers who agree: to disinterpreted. the: tenn is not e:xclusive of some: 

counted rate:s. whe:reas H~10s often pily a more rype::s of managed care. since some PPOs con

active: role in the determination of thc nature of tinue to pay for services primarily on :l (dis

seC'ices provided through urili::.1tion ma'nage counte:d) fe:e:-for-se:rvice basis. 

me:nr. Although such differences e:xist and have 11. R. Milia and H. Luft. -ManJge:d Care: PiJn Per

implications for the e:ffe:cts of managed care over fonnance since 1980: A Uteraturc Analysis: Jour· 
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used in the 1998 annual reports of the: Old-Age 61-10 (C:lmbri~ge. 'Mass.: National Bure:au of 
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for hospitals. skille:d nursing bcilitie:s. and home: Shanbrbmur. "Managed Care lnd He:alth Care 
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OASDI Truscces Repore. 12. M. Ch.:rne:w. A.M. Fendrick. and R.A. Hirth. 
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Trust Fund. 1998 Annual Repore of ehe Board ofTruscations for Cost Growth: Healeh AffuJrs 

eees of ehe Federal Hospical Insurance Truse Fund. (March/April 1997): 196-206; D. Cutle:r. -Te:ch

House:: Document 105-245 (Washington: U.S. nology. Health Costs. and the: NIH" (P:lpe:r pre:

Government Printing Office. 1998). 1-98; and pared for the N:ltional Institutes of Health Eco

Board of Trustees. Fe:deral Supplementary M.:di nomics Roundtable on Biomedical Research. 
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An Essay on Technologica.l Change. Insur:mce. 
Qualiry of Can:. and Cost Containment: Jo~mal 
ofEconomic Literature Qune 1991): 523-552. 

13. 	 Cutler and Sheiner. -Managed Care and the 
Growth of Medical E.xpenditures.

14. 	 The BBA modifies but does not eliminate trus 
link. Relevant provisions include restraints on 
growth in payment rates. the introduction of 
risk adjusters in 2000. and the carve-out of pay
ments for disproportionate share. The intrOduc
tion of risk adjusters to payment formulas in 
2000 is expected to reduce problems with b\'or
able selection bias into managed care plans. 

15. 	 The introduction of risk adjusters to payment 
formulas for managed care. scheduled for the 
year 2000, will reduce the rate of increase to 
Medicare cost growth associated with the move
ment of beneficiaries to managed care. 

16. 	 A. Krueger and H. Levy. -Accounting for the 
Slowdown in Employer Health Care Costs: 
NBER Working Paper Sc:ries no. 5891 (Cam
bridge. Mass.: National Bureau of Economic Re
search.January 1997).1-28. 

17. 	 Board of Trustees. HI Trust Fund. 1998 Annual 
Report of the Board of Trusrca of the Federal Hospiwl 
Insurance Trust F~nd.I-98: and Board of Trustees. 
SMI Trust Fund. 1998 Annual Report ofthe Board,;[ 
Trustccs ofthe Federal Sllpplemencary Medica/Insurance 
Trust FUM. 1-7B. 

lB. 	 Initial implementation was scheduled for nurs
ing homes in July 199B. for hospital outpatient 
sef\ices in January 1999. and home health serv
ices in October 1999. 

19. 	 Medicare Payment Advisory Commission. Report 
co the Congress: Medicare Paymenr Policy. vol. I 
(Washington: MedPAC. March 199B). 53-55. 

. 	 20. Include~ spending for hospital care; physician. 
dentist. and other professional 'services; home 
health care; durable and nondurable medical 
products; nursing home care; and other personal 
health care. 

21. 	 Although this general pattern of growth is be
lieved to be credible. one caveat is called for in 
interpreting its implic:ltions. Within the.projec
tions model. medical prices are measured. by a 
mix of consumer price indexes (CPls) and input 
price indexes. Neither of these rypes of indica
tors is likely to accurately capture variation in 
medical prices. The medical CPls. in particular. 
are like!y to miss much of the vatiation in prices 
which results from negotiated discounts from 
list prices. Since measurement ertor is captured 
in our measure of intensity.trus may result in an 
understatement of the contribution of variations 
in medical inflation to health expenditures 
growth. 

2::!. 	 The Health· Care Financing Administration's 
(HCFA's) program-integrity efforts appear to 

ha\'e contributed to 'a marked slowdown in 
Medicare cost growth in 1997 prior to the imple
mentation of the BBA. . 

il Mercer/Foster Higgins. Narional Survey of Em· 
, player.Sponsored Health Plans (New York: William 

M. Mercer. Inc.. 1997). 9. 
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.00 \ lII~olicy: More cash for NIH, 
~. i·.1d be fit ed 

~@'!o~ ne manag care, 

By MICHAEL D. REAGAN 

President Clinton wants to add 10%, or 
$1.15 billion, to the National Institutes of 
Health budget for fiscal 1999, bringing the 
total to $14.8 billion. And doubling the NIH 
budget in five years is being seriously dis
cussed in Congress. That's a no-brainer, a 
great idea, right? But compared with other 
needs? Maybe not. 

Some of those other needs are within 

medical care: 
'.The 1997 Balanced Budget Act 

in~luded more than $20 billion to develop 
health coverage for perhaps half of the 
country's uninsured children; that leaves 5 
million other children uninsured Can we 
assUme that all of the $14 billion it will take 

~..-- ~'-' . , -. -'irlt"Pff~JDf~fjMS-SEEN', 5-\\-<:\8 ..t~·"u....~ 
,. ~essIf2.~· lion is a ed to.,~"!!"~'!l~~-~~e~ .;,,~~E:~~?~,"-"~,c-.:~the~~!th·&. ~.d':'f",,,,,,, ~~i;. 
~o~. ;..:=~ "w~unlJa ance·'liue\';,.,;'are,'=DcuCldJ.ilJU 'w~ e'economy,· u'to""'w 

,hr. oj.)ligg~r:~,~ "', , ~', .W'liit"aI~,~ffi~ti~~~l~e:nation's li~th!Their"sloV.Tjpac~'·coilla:l\ . 

• eSl en m on as agam propos 
budgeting $5 billion for school moderniza
tion, after abandoning an earlier version 
last year. That's nice-but the General 
Accounting Office estimated the national 
need at $112 billion. And early Head Start 

. . 	 ' 
combmed wIth foo~ and h~alth tr~atme~t 
for very young .ch1Idren, 1S a wmner m 
usefulness, but still greatly underfunded. 

• An Alameda County research. study in 
. the New England Journal of Medicine con

'Better medical care can be 
obtained, and with less waste, If 

we devote more funding to 
clinical evaluatlo~ of existing 

. 
'. treat~ents, procedures and 

to double NIH's budget will be better spentoff-label U888 of applI'Ovttd drugs.' 
t~~ if some or all of it were spent on cov
er~ge for more kids? . 

f"
, . Congress and the administration are h-ell'I,bellt

u. 	 on reducing the cost of Medicare 
seniors into HMOs. Maybe some 

money could be used 'to lessen the 
Dn!fi811l'P-. onseniors to.give up their long

. family physicians in order to accept 

firmed that long-term poverty l'S a' c'-aus
ative factor m' depr~ssl'on and other mental 
Pro,blems. Perhaps more money,shoul, d.be 
pumped into the, federally funded; but 

"locally operated community development' 

,p:.o~amsU:at!U'e :~V1vtng ec?nomically 

'. 	 . 
tures at. the rate of ~5% a year~ Im~e 
wha~ could be done ~th schools, mner.clty: 
housmg an~ economic development, p~blic 
transportation so that ex-wel!~e clients 
can get to the suburban jobs m n~d of' 
workers and Qther urban and rural infra
structure needs if'we increase<fthetr. bud
gets 15% a year. ' 

The NIH budget proposals are being jus
tified in part as needed to make up' a 
shortfall caused by managed care compa
nies!' reluctance to pay routine costs of 
patients in early clinical trials and by aca
demic medical centers' deteriorating 
financial situations (also partly caused by 
the economics of managed care competi
tion). Consider this irony: Because the 
companies paying extraordinarily high 
executive salaries and squeezing patient 
expenses to keep Wall Street happy don't 
want to continue contributing to clinical 
trials, we taxpayers are to give No.1 bud
get priority.to NIH: 

Because health plans are immediate 
beneficiaries of federally funded medical 

h h 	 h ul'dn't Co I I researc. w y so, ngress egis ate . t d th t th fir t'dms ea a ese ms se aSl e some 
small percentage of m'come to t' con mue 
contribUting to research? In short, why 
shOtM, medical research win the budget 
sweepstakes without even having to 

or~:liinizajti(c)11alSr.e througn.,m~~~_ged.,c~re .:~:~~:~~~~~::a~O~e:du~to~~~r~~:;~''''~, ~gl!lp,~t~L.._~, "", . . . ' 

California has led the ~~; iri sho~'-: ~J.!.~g~;~#,d',y;~¥Pi:~l{" '~~Id, . \M~lui.el!~'t~efZ!lf!.';tilnm,emer;it~fYl:.ofe8-· 
trulittsoPIUS1JCaite<I.,' strongly .Phrased a.n~~ .:.,,-, .~"':EnviiO~ental. ~l . n'~progr , ' ~~!Offpv.l)lic~'poliCy at·ue Riverside."'LI'~;'. ..' 
"'!'>~'U6 tn~ISl!laJ{~B' can markedly reduce .' . • 

. contribution to' sickness and'" r'.....;,.;..-~----~~~ 
rates. Might ,not a nation9.1 cSJp,Paigt!.;:.:.. ' 
on this state's mOdel (that :' the ' 
in operation when Gov. Pete 

w",.,nflfcurbing the' anti -tobiacc:O(:an:lpaignh,;'\ 
media) be a bet:ter;·1iBle:olf·:s.jm:leTi;;'~ 

http:priority.to
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Has Falling Union Membership Contributed to Rising Inequality? Rising wage 
inequality among men over the past 25 years has occurred at a time when male union i)(j~~ \ e S 
membership has been falling dramatically .. A new study estimates that the sharp drop 
in male union membership from 31 percent in 1973-4 to 19 percent in 1993 can 
explain 10 to 20 percent of the rise in male wage inequl:J,lity over that period. Other 
studies have found that the fall in union membership can account for about one-
quarter of the rise in male wage inequality over the 1980s. Declining union 

, membership can increase wage inequality because.unionsJel}dto increase wages for 
, ! H"·\. ~.l ~ .. 

low-skilled workers relative to high-skilled workers ..The re~~\g':,:4Y also found that' 

in the public sector, where membership has increased, uniorit>,:~J',)n has apparently", ' 

forestalled rising wage inequality to a significant degree: There was little overall t . 

change in union membership for women over the period stu~ied. . , '. Cz0, Ji. . 

.Study Documents Continuing Crisis in Low-Income Rental Housing. Despitc0r Jf4~(~ 
robust economic ~rowth betwee~ 199,3 and, 1 ~95, t~e number ~f ?ousehold~with' ~? ~V,. 

'.'worst-case" housmgneeds remamed at an - hI h. 5.3 nulllOn; accordmg to /~ 1{ ((J, . 


_a new s a nom me partment of Housing and Urban Developm~t. Households ~.~~ .fa 

with worst-case needs are defined as un~sisted renters with incomes below 50 1<.(' " ' 

percent of the area median who pay more than half of their income for rent or Iive in . Q. tP."'I 

severely substandard housing.. While all of these families qualified Jor HUD ,'1 "'~ 


ij 

, assistance, the Department did not have adequate funding to help them. The number \ l' 


offamilies with worst-case needs increased by 8 percent between 1991 and 1993 and JS '\ 

l,hen held steady between 1.993 and 1,995. Worst-case needS, increased dramatically .{~ 

for working poor families over this period, rising by 24 percent between 1991 and ~ 

1995. The number of rental units .affordable to families with less than half the area 


, median fell by 900,00 units (9 percent) betwe~n 1993 and 1995. . 


, GAO Reports on Uninsured Medicaid-Eligible Children. In 1996, 3.4 million 

·Medicaid-eligible children-23 percent of those eligible under the Federal 

mandate-were among the 10.6 million children without health insurance, according 

to a recent study from the General Accounting Office. The report finds that the 

demographic and socioeconomic characteristics of uninsured Medicaid-eligible 

cl}ildren suggest that outreach strategies could be targeted to specific groups. .In 

particular, the majority were children of the working poor or near poor, arid their 

parents were often employed by small firms and were themselves uninsured. 

Hispanics have the highest uninsured rate among uninsured Medicaid-eligible. 


. children. Over one-third of uninsured Medi.caid eligible cbjldren live jn ~ant 


..~. families. And nearly three-q.ualters of the uninsured M~dicaid-elil:ible c~ive 

in the West and South .... The stiidy reports that some states have undertaken education 
~ 
and outreach initiatives and have tried to change the image of the program and 
simplify enrollment. However, more effort to tar et' immi rant d ethnic ~ 
communities might be warranted, rate ies rovided for in the Balanced ' 
Bu~get Act-'·such as continuous enro ment and presumptive eligibility-have n'ot 
been widely implemented. . . - . . .'. 
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Me tions 
Kill 00,000 
aYear, 
Study Says 
• Health: Adverse 
reactions to prescribed 
drugs are found to be far 
more common than 
previously thought. But 
some question research 
methods. 

By TERENCE MONMANEY 
TIMES ~tED[CAt WRITER 

Properly prescribed medications 
may kill more than 100,000 people a 
'year, taking more bves than dlabe· 
tes or pneumonia, according to a 
new analysis that suggests pre~ 
scription medications Cause more 
harm than previously believed. 

The study. appearing today in the 
Journal of the AmerIcan Medical 
Assn .. estimates that 76,000 to 
137.000 people died in 1994 from 
such treatmentli. That would make 
so*caHed adverse drug reactions 
between the sixth and fourth lead
ing cause of death in the United 
States_ 

Moreover, of the 33 million hos
AfllOClMtrlPr£'tll 

President Clinton speaks at forum on race and sports in Houston on Tuesday. JOining him are, from left. Jackie Joyner·Kersee, Dennis 
Green. Carmen Policy, Joe Morgan. Keyshawn Johnson. Jim Brown, Felipe Lopez, John Thompson. Vince Dooley and John Moores, A4-~.. . 

,::'. 

he Virginia Rejects 
_Pleas, Executes 

;<1::": . 

.mall 


for 
 Paraguayan
!ari
5tO

lent By NORMAN KEMPSTER 

_1 of TIMES sr.4FF WRITER 

:t of WASHINGTON-The governor 
the of Virginia refused Tuesday night 

pri- . to block the execution of a 32" 
4two year 01d Paraguayan citizen: 

';100, brushing aside a warning.from U,S. 
e, a Secretary -of State Madeleine 
ence Albright tha t the ,case could 
lude undermine international justice and 
lk of endanger American citiZens traY. 

eling abroad, - 
.he Minutes after Gov.. James S. 

nent Gilmore III xejected _clemency, 
Angel FrancJjco -Breard' was exe~ 


d die euted by lethal il\jection at the Btate 

,affy prison in Jarratt. about 55 miles 

:ler's _south of Richmond, 
, and The governor said Breard "was 
, the convicted and sentenced to death 
Vere for the attempted rape and brutal 
j up murder" of a as-year-old neighbor. 
, and Ruth Dickie, in 1992, The U,S. 
con Supreme Court refused to inter~ 

)ute. vene Tuesday.. ~ 
)fthe The Case attraeted'international 
eset attention because··Breard was 
in a never informed of ,his 'right to 

four' receive dJplomai1e-isslstance--from 


1m to the Paraguayan, Embassy" as 
vner~ required by the Vlenrui'convention, 
:'lg in a cornerstone of Internationallliw. 
what Pollce in theWa.lilngtOiisuburb 


" is of ArlingtOn, where the crlme took 

!11rtc:e. "rlmitterJ. that the~ had not 


;Times Wins 2 Pulitzers 
for Spot News~'·Photos . .~

• Journalism: Honors bestOWed for bank shootout, 
addiction slories. Public service prize goes to N.D. paper. 

By DAVID SHAW photograpba-22 in all-were pub· 
TIMES STAff WRITER lished last fall. illustrating the 

paper's tWO-day series of stories on 
The Los Angeles Times won tWO "Orphan' of Addiction" written by 

PulitZEr Prizes and the New York reporter Sonia Nazario, 
Times won three Tuesday,. but the Most Pulitzers are glv~n to indi
most coveted Pulitzer of-all-the Viduals. butthe prize for the shoot· 
gold medal_. for rneritorious'-public out coverage was given to The 
service-'waB awarded to the small Times' staff, 30 of whom worked on 
Grand Forks, N.D,._Heraj'f (cifeu various aspeets of the story on the 
lation 37,000) for its coverage ofthe first day alone; this was the third 
March 1997 floods and lire. that Pulltzer in six years awarded to the 
dastroyed more than 10% of·the entire loeal reporting staff of The 
city's homes and ravaged· ~tie Times for coverage' of"3 Southern 
newspaper's own offices.. . '~'I Call1arnia tragedy, The staff alBo 

The Pulitzer Prize Board pral:'ed ~ro~h~u~~:rfnin~:~ f~~~~r:~r~~ 
Angeles and in 1995 for the 

III'tII.mD fOR RImI Northridge earthquake. 
Novelist Philip Roth won in This was the fourth time since 
fourth time as finalist. A6 1969 that The Times bas won two 

Pulltzers in a Single year_ The 
paper has now won 22 since Its firstthe Grand Forks paper for its, ~sus in 1942,tained and· informative cov~age. 

, vividly illustrated with ph~to The New York Times. which has 
grapha.: that helped hold its':~om won 77 PulitzeTO-more by far than 
munity together in the wak~" of any other news organization-won 
disast7T, .' .• ! ~' ", three Tuesday for the fourth time 

The Los Angeles' Times' won its since 1978. The three went to: 
Pulitzers.in the spot neWS category -Linda Greenhouse, in beat report· 
fOT.. "ca:mprehensive coverage~'Q! a ing. for her "conSistently illumi
botched hank robbery. and suhae· nating cover.ge of the United 
quent .police shoowut" in'Nonh States Supreme Court" to Michiko 
HollywDo,d -!ast s~ring and in t~e Kakutani. in criticism, for her 

"'("I",!,;""~:>' ~ intp\lhrt:nt \\'ri~ing on 

Debate Derails 
Disposal Plan 
for Napalm' 
By ERIC L1CHTBLAU 

• TIMESSTAfFWlUl1:R 

A decade ago, it was a barge 
loaded with garbage that generated 
an international stink. floating 
homeless down the East Coast 
because no one would take its 
contents. . 

Now it is a rail car lilted with 
napalm. bound for the Chicago area 
from Southern California this week 
amid a runaway debate about how 
best to dispose of the deadly chem
ical remnants of the Vietnam·War .. 

The train left Fallbrook in ' 
northern San Diego-County on Sat-

o urday carrying two 6.oo0-gallon 
drums of napalm in one car, It 
rumbled through Texas on , 

Tuesday, headed for an Indiana 
treatment plant as the first step In a 
two·year plan to dispose of 3 mil· 
lion gaUons of the jellied gaSOline 
and turn it into industrial fuel. 

But there is a hitch: The treat
ment plant no longer wants the 
stuff. and an array of powerful 
people in the Midwest wants the 
train to turn around, 

The political maelstrom that the 
dlspoaal has generated in the Chi· 
cago area in recent weeks "has 
made It impossible to continue with 
this napalm recycling project," 

, Pol1ution Control Industries Presi~ 
dent Robert L, Campbell said 
TH~sr!rtv" Th~ tult of Wfl:- over the 

pitalized patients in 1994, some 2,2 
million had a nonfatal reaction 
serious enough to require-medical 
attention. the researchers say. 

Although some experts ques* 
tioned 'he study's methods, the 
new estimates put the probtem in 
the most dramatic light yet. 

The study "puts into dear per.~ 
spective that adverse drug reac
tions are a major form of death and 
injury that can be prevented." sard 
Dr, Sidney Wolfe, director of_the 
Public Citizen Health Research 
Group. He said the injuries and. 
.deaths detailed in the study are 
nearly twice as high as estimates 
recently done by his consumer 
group. 

The findings should :flot encour
age people to abandon vital medj~ 
cations, said the study's leader. Dr. 
Bruce Pomeranz of the Qniversity 
of Toronto. who said he was sur
prised by the death toll. "What's 
needed is more awareness of the 
potential problems with taking 
some drugs, Before you take a 
medication you should know about 
its risk .. beneflt ratio," he saJd. 

In addition. Pomerani and other 
researchers say that the new find
ings should spur hospitals and doc· 
tors to monitor patients more 
closely to reduee potential to>de 
drug reactions,' .:' 

The Pharmaceutical R~searcti 
and Manufacturers of America, an 
drug industry group, cautioned 
patients not to panic, "Prescription 
medicines are safe and effective 
when used properly," president 
Alan Holmer said in a statement. 

The analysis did not specify 
which drugs were most risky dr 
what dise..es patients had when 
the adverse reactions occurred. But 
other studl.. have found that the 
drug types caUSing the most. serlous 
medical problems in hospitalIzed 
patients are palnkillers-from nar· 
eotics that halt breathing to aspirin 
.. , , " , ' '.* :; ~ ,., 

http:cover.ge
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;ton on Tuesday. Joining him are, from left. Jackie Joyner·Kersee. Oimn.s 
:rown, Felipe Lopez: John Thompson, Vince Dooley and John Moores. A4 

ns 2 Pulitzers Debate Derails 
·~:ews;.-~Pbotos DIs~l.Plan 
~Wed f6~ .".. "0 "toIit; '.' for Napalm· 

. HPaP.Cll. 
photograp e pubc 
Ushed last raU, illustrating the 
paper's two ..daY series of.stories on 

two "Orphans of A'ddictj.<)Il" written by 
ork' reporter SoniliNazano. . '. 
the Moat Pulitze;';~~ gjv~n to'indi· 
the' viduals, but thepiiie lorilie shoot'
bile out coverage was given to The,.U: Times; ot.af!. 30.0{ whom worked on 
cu." . various aspects of;the story on the 

, ilie' Iirst day alone;'~ was·the th~d 
hili Pulitzer m six years awarded to tHe 
the entire 'local re)l9rting staff of The 
:he Times for' coverage of'a Souf.hern 

Callfornia tragedy. The staff also 
,ed ~o~~~:~insb~~~ fc~~~:fl!: 

Angele. and in 1995 for the 
Northridge earthquake. • 

This was the fourth time' since 
1969 that The TIme. has won two 
Pulitzers' in a single year. The 

IS-
paper has now won 22 since its first 
ln 1942.81', 

:0';' The New York Times, which has 
won 71 Pulitzel'l!-more by far than"''of any other news organization-won 
three Tuesday for the fourth urne 

its since 1978. The three went to: 
'ry. Linda Greenhouse, in beat report

ing. for her "consistently iUumi ~ 
nating coverage of the ·United 

th 

: a . States Supreme Court;" to Michiko 
he Kakutani. in .criticism, for her 
'or ,"passionate. intelligent writing on 
'ul books and contemporar:r litera~ 
of ture." and to the New York TImes 

staff for its "revealing series that 
he Pie... 50' PULITZER, A6 
IS 

!1y ElUC UCHl'BLAU 

A decade ago. it was a barge 
loaded with garbage that generated 
an international stink. floating 
homeless down the East Coast 
because no one would tak~ its 
contents. 

Now it is a rail car filled with 
. napalm. bound for the Chicago area 
from Southern California this week 
amid a runaway debate about how 
best to dispose of the deadly chem
ieal remnants of the Vietnam·War. 

The train left Fallbrook in 
northern San Diego County on Sat· 
urday carrying two 6,OOO-gaUon 
drums of n~palm in one ear. It 
rumbled through Texas on 

Tuesday, headed for an Indiana 
treatment plant ,as the first step In a 
two-year plan to dispose of 3 mil
lion gallons of the jellied gasoline 
and tum it into industriai fuel. 

But there is • hitch: The treat
ment plant no longer wants the 
stuff, and an array of powerful 
people in the Midwest wants the 
train to turn around. 

The political maelstrom that the 
disposal has generated in the Chi
cago area in recent weeks "has 
made it impossible to continue with 
this napalm recycUng project," 

. PoUution Control Industries Presi
dent Robert L. Campbell said 
Tuesday. The tug of war over the 
issue has given the firm no choice 
but to pullout of the SL7-million 
contract. he said. 

Pl....... NAPALM, AS 


Kill 100,000 
aYear, 
Study Says 
• HeaHh: Adverse 

reactions to prescribed 

drugs are found to be far 

more common than 

previously thought, But 

some question research 

methods, 


By TERENCE MONMANEY 
TT~tES ,\fE01CAL WR1TtR 

Properly prescribed medications 
may kill more than 100.000 people a 
'year, taking more lives than dlabe~ 
les or pneumonia. according to a 
new analYSis that suggests pre~ 
scription ~edicatton8 cause more 
harm than previously believed. 

The study. appearing today in the 
Journal of the American :-'ledical 

, Assn .. estimates that 76.000 to 
, 	137.000 people died in 1994 from 

such treatments, That would make 
so-caJled ad\~erse drug reactions 
between Lhe sixth and fourth lead
ing cauSe of death in the United 
States, 

Moreover. of Lhe 33 million has· 
pitalized patients in 1994. some 2.2 
million had a nonfatal reaction 
serious enough to require medkal 
attention, the researchers say. 

Although some experts ques~ 
tioned the study's methods. the 
new estimates put the problem In 
the most dram'atic light yet: 

The study "puts into clear per· 
spective that adverse drug reac,* 
lions are a majOr .form of -ieath and 
injury that can be prevented." said 
Dr. Sidney Wolle. director of the 
Public Citizen Health Research 
Group. He said the injuries and' 
deaths detaHed in the study are 
nearly twice as high as estimates 

'recently done by his consumer 
group. 

The findings should not encour~ 
age people to abandon Vital medi .. 
cations, said the study's leader. Dr. 
Bruce Pomeranz of the University 
of Toronto. who said he was sur .. 
prised by the death toll. "What's 
needed is more awareness of the 
potential problems with taking 
some drugs, Before you take a 
medicatton you should know about 
its risk-benefit ratio," he said. 

ln additlon:Pomeranz and other 
researchers say that the new nnd~ 
ings should spur hospitals and doc
tors to monitor patients more 
cJosely to reduce potential toxic 
drug reactions. '. .; 

The Pharmaceutical R~search 
and Manufacturers of America. an 
drug industry group, cautioned 
patients not to panic, "Prescription 
medicines are safe and effective 
When used properly." president 
Alan Holmer said in a statement. 

The analysis did not, spedfy 
which drugs were most risky or 
what diseases patients had when 
the adverse reactJons occurred. But 
other studies have found that the 
drug types causing the most serious 
medical problems in hospitaUzed 
patients are painkHlers-from nar~ 
cotlcs that halt breathing to aspirin 
pills that induce stomach bleeding; 
antibiotics and antiviral drugs. 
which can cause severe diarrhea. 

Pl....... DRUGS. A8 




( enjoyed my lime 10 the 
J thought it was a very v. 
believe I mad~ a real contrihution 
But jt's a different set of 
ferent people, I think, en. 
more or less, depending on 

Q: With the global etenomy 
more of a reulity every day, is lIwrt: u 
danger that vigorous antitrust 
en/Mcemen( s going 10 be a brake On the 
ability olns. companies to compete? 

In" 
nllmber of intf!fnalion'tl cUllnlries, 

Thjij ha,:; been il sea change in terms of 
enforcement: Where two years ago, we 
had $40 million in crjminCiI nnes, IlJst 

would have been passed right along 
lO every ('onsumer who drinks a soda 
pop or a heer Ollt of an aluminum can. 

We had a recent 
merger between 
Kimberly-Clark, These were basic con
sumer products like Baby Wipes. in 
whir:h we retluired divestiture in order to 
keep the prkesdown.... We did a ease in 

N \TION _ ..............__ ................_.

DRUGS: Study Finds 100,000 Deaths a Year 

tins col.l.nlrY'~ f'flUwmic devdo[lml'ni: 
near lull empluyment. low inllation, the 
stock I'fUJrket continuing to "ouibulI" itsdf. 
Yet the line between the well-off and the 
not weU~oll seem.s to be growing mere 
marked. What role do you see lor antitrust 
inthiJ.' 

.Answer: Antitrust really is the part of 
the economjc team in government that 
focuses on consumers. Our concern is not 
simply what's good for business. but 
what's good for America's consumers. 
That is as true for the sort of small~ time, 
one-time consumer. , .. We've done 
cases recently involving the price of 
school milk-you're talking only about a 
few cents on a carton of mHk-up 
lhrough some very sophisticated tech
nologies; whether it's telephones, com: 
puters. But 1 think. in that respect, anti 
trust i. probably the most focused part of 
the government's economic analysis in 
terms of consumer interests, 

Q: Coulan't that have heen saw of anti
trust over the years, and this is really j1Ut 
a shift of rhetoric here? Harn't it always 
been to protect the consumer? 

A: When it did what It was supposed to 
do. it's always been consumer focUBed. 
However. there were times in the his
tory of antitrust where, I think, people 
worried about competitors. In other 
words. they were concerned about the 

Ranald J. Ostrow ha.s covered the Ju.s
tice Deportment and related a...,;g,.menl8 
for The Times since 1966. 

A: I think it's just the opposite. You 
'started out by saying, look at how strong 
our economy is right now. 1 think there's 
no doubt the American economy is the 
strongest in the world. But it's also the 
most competitive economy in the world. 
If you look at what's going on in Asia and 
elsewhere, you see BOrne of the problems 
that these countries face becal,lBe of reg~ 
ulatory protection, of a model that says 
let's protect OUr domestic firm in the 
International arena, I think that hurts a 
country's businesses. The U.S. economy 
right now is a very competitive econo~ 
my, and we need to make sure, through 
the appropriate enforcement of the anti 
trust laws, that that competition remains 
vigorous domestically. 

Q: Do you think, in the case of Japan, 
that that might be whafs happening with 
their economy right now? 

A: I think that's part of what's going 
on... , People are not used to competing 
in the rough and tumble. That's one 01 
the problems 1 think that we dealt with 
in the breakup of American Telephone 
and Telegraph, where you had a long
term monopoly, used to a highly 

year, because of our international 
efforts, we went over $200 million. This 
year. we're on a trajectory.to beat last 
year's record, 

Q: Mergers are at an aU~time high. Do 
the numbeTs themselves caU for greater 
antitrust en/orcement,or islherea change 
in the nature 01 these mergers that 
underscores the need {or greater 
en/orcement.' 

A: I think there are twoor three things 
that lead to thig. Obvlougly, if you gee a 
rise in the numbers, pure and simple, 
that's going to mean, you're likely to 
have more 'enrorcement action just as a 
percentage. 

But there are two tnings that ar"e 

really key here. One is that these are 

strategic mergers. These are not IE 

aged buyouts. These are nol, if YOll 


. economic takeovers. These 
looking either for synergy in 
nesses, which would be good for con
sumers' or looking for market power, 
which would be not so good for 
consumers. 

The second -factor is, if you look at the 
size of these mergers. up until quite 

iilwlysis, the price of 
havi! gone up some and 

case involving 
Scott Paper and 

Texas on the cost of while bread. a basic 
commodity. 

Then, of course, we do some much 
more elaborate and oomplicaled cases 
like AT&T. But if you look at the AT&T 
divestiture. from 1984 to today. in rea] 
terms, adjusted tor inflation, the cost of II 
long di,Blance phone can has come down 
60%. You can get frequent flyer mUes, 
you Can get this "x" cents a minute kind 
of deal. Remember when we aU had the 
rotary dial telephones. and you look ILO~ 
day Jallhe kinds of services. A lot of that 
is the product of competition that we sel 
in place-the JUstice Department did
in the AT&T breakup. And there are 
numerous other rases we're looking at. 

I've announced this issue of airline 
pricing in hub cities, This is obviously a 
real COnfern for America's consumers. 
and we are doing the work to find out 
whether there are important antitrust 
issues there or not. 

Q: About this job. do you 'lind it mOr(' 

challenging. rewarding or less 0/ u nightly 
problem when you go home from" working 
here, than in the IWhite J/vuse I counsel's 
office' 

the experience 

see that (JS the 
in that field, in 

ContIDued from Al 
and cardiovascular and anticoagulant drugs, which can 
cause a range of problems including internal bleeding, 

In addition, some people are aHergic or sensitive to 
particular drugs, while other bad reactions happen 
when two or more drugs are combined. For instance. 
the widely prescribed anergy drug terfenidine, or 
Seldane, was withdrawn from the market this year 
after reports that it triggered heart rhythm problems in 
people al"" taking the commonly administered antibi· 
otic erythromycin. 

Adverse drug reactlons especially trouble the elder
ly, experts 'say, because they are more likely to have 
multiple underlying health problems and also tend to 
have a weakened liver and kidneys. the organs that 
break down and eliminate medications. 

Medical researchers believe that adverse drug reac
tions have been underestimated for years, That is 
chiefly because hospitals and physicians seldom report 
such reactions, dismiss them a::; unavoidable or munake 
them lor disease symptoms. 

The U.S. Health Care Financing Administration last 
fall proposed new federal regulations requiring hospi
tals to step up drug-reaction monitoring. But some 
physiCians have criticized the proposed monitoring 
system, which would involve periodic reviews of 

patient charts. as lntrusiveand costly. midpoint of 106,000 drug-induced deaths. '('hat means 
In their study. the Toronto researchers pooled and that in 1994-which the researchers chose as a repre

analyzed' data from 39 U.S. studies on adverse drug sentative year-O.32% of patients on' it nrpqrri.nltnn 


reactions published between 1964 and 1996. They drug; or three out of every thousand, 

looked at two groups: Patients who underwent an reaction. 

adverse drug reaction while in the hospital that was at Their approach was "conservative," the researchers 


reactions. 

'What's needed Is more awareness of the potential problems:wlth taking some drugs. 
Before you take a medication you should know about Its risk-benefit ratio.' 

DR. 8RUCE POMERANZ 
Of tile Urriversity of rcrCnlo. whO said he was stJrprised by the death lOll 

least serious enough to prolong their stay, and also 
outpatienLB who had a drug reaction bac! enough Lo 
hospitalize them. 

WhUe other studies have looked at those 
separately. this was the first to combine them, 
1.0 the "extremely high" prevalence of drug reactions, 
as the researchers calJed a. 

Between the upper and rower fatality estinUlles is the 

,! 

~\ 

http:year-O.32
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TO 	 TA, S.onrrary 


DllIpl.t1:meDt ofHaalth and Hwnau Sarvieel5 


FROM The Administrator 

, Health Care Financias A.tlminiatration 


SUBJECT 	 Contbruation otMedJ.care SELBeT-DECISION 

ISSUE 

Yeu are required 10 make adetetmination regard1ng the cOlltinuatlon ofMedJcare SELBei 
, by the end ofthe calea.dat year. This determination must ac:ldrcss the impact ofthe 

SELECT demonatratioD on Medigap policy premium costs. Medicare ~tures. and 
&aa8la to and qualitY ofoare received by bene!oilriI8. Thill memorandum outlin •• 
evaluation tinding;s relating to these impaas And the iaNCI imrolvcd in r:rWdnS the ' 
detennination. 	 ' ' 

IA,CKGROtJ'1!D 

, A Medicaro SELECT policy is atype ofMedicare supplemental (Medlgap) insurance policy 
under which Medigap benefits may be reduced or eliminated ifservices Ite provided outside 
ofa.' Sm..BCT i.ruIurerts network. In exchanse for reduced Ueedom. ofchoice on Medigap 
benefits. emo1leea can generally receive Medigap coverqe throusb a Medk:a:re SELECT . 
polley fof a reducocl prawn compan:d to a comparable standard MediCAR: "'pplcmCfttll 
policy. 

OriJinaUy proposed by the Buah Administration, Medicare SEI.ECT was established by the 
0mmbu:I Bud,Ft a.cconciliation Am of 19s\O U I. d8l.1'1oftlttStion projeot iD. IS ttatoa for 3, . " 
years. After aabort-term extension otthe demOIlSlfation. P.L. 104-18 was enactc:d in 
1995. Tbis legislation expaaded the Mcdiwc SELECT program to all SO states and 
requited that the SCCIlct8JY conduct I. study and provicic Conaress with your determinations 
by Deoem'ber 31t 1997, al to wh~ther: (1) 1&'Viftsi in pmmium. COltS haw Dot been realized 
under Medicare SELECT; (2) alpifioant additional MediClIR ~turcs have raukod 
due to Medicare SELECT; and (3) 1CC'C8& tOllld quality ofcare has been signitlcantly 
djminished for SELBCT enrollees. ' 

Ifyou make a positive findiJig in any otWi three areas,MediGld SELECT would be 
tennJnated after June 30. 1998; otherWIse It would beoome permanent. ' 

DISCUSSION 
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AccordiDs to an evaluatiaD oftbe dernDDltnUiar1 and. a ft'lOte reeent update of the 
. .valuation, both conc\lCted by Research TriaIJ&1o Inatitute (llTI) a.ad fi.mdod by the HMlth 
care Financing Administration's (HCFA) O1ftce ofResearch IUld Demonstrations (ORO), 
me following relevant findings relating to premium costs, Medicare expenditures, and 
a.cc:ess.'quality issues emerged. 

o 	 PrmniQrn. ~HI .. lDitial findings :trom llTI', evaluation iDdica.ted that SELBCT 
policies were almost always cbeaper than the lame company's own standard 
Medilap pOlicy for any eae group but. due to the wiele use ofattained. ap ratini by 
Medicare SELECT iUUitI, SELECT policies WII"8 ganaral1y more mcpensiva for 
older bc:ncticiaries when comp8l"Cd to COMnt.lnity-rated policQ oWCIOd by 
Prudent1aIIAARP. However.ln RTI's most recent compartson, as a result ot 
dramatic; incR:ases in Prudential!AARP premiums, SELECT policies were senera1ly 
cheaper than comparison community-rated policies. 

o 	 Me41cm Expenditure•• RlTs initUsl ttndq iJ:xti.cated t1mt Medicare to!lt~ generally 
increased as 11 result ofMcdicare SELECT. The inalusion ofadditional data, 
however. provided a much more mixed picture. According to the most recent 
amdym oftbe dem.onatration, Medicare program coati inmeued in five states,. 
deorea:scd in ttiral states. and were oot affected. in throe Itlltea. Because the statel 

. studied were not chosen to be representative of'the nation, however, their . 
experience is not necessirrily indicative ofa national program. Conaequently, the . 
etrect of SE.l.ECT on Medicare program expendirures is ambiauous. 

o 	 Consumer AcceaI and Satisfaction ·lln's evaluation tound thai there were no 

health status differea.cesbctwccn SELECT and nonSELECT beneficiaries. In 

addition, there were no cillfer&nces in ovcnll satis&.."'tion level. between these 

populationt. FiMlly, oomplSints about quality o£care were negligihle and. were 

I'CIlOlved to th~ bcmefici&rios' eatia&c:tion in the DJAjority of O&KI. 


I remain concerned tbat DWly Medicare Sm:aeT plans are not actively managing care but 
rather .Ire acl2ieviras premium ~01'lJ solely throuah diaoountini 8.n-an,gements with 
hOlpitah. AJ & reNlt, the progre.m, as CiWTatly ItJUOturecl, i. nol ~ tlw policy Soali 
put forth when the program was first proPOied, lWJle1y, ~ inGlllti\'Ca for the 
management ofMedicare supplemental benefits and thereby reducing costs for beneficiaries 
&D4 the Medicare prOarBm. However. 8llY proposal to restructure the MedicaTe SELECT 
Pl'Osram, whither regulatOr)' or'legillatiw. would fsu::e &tiiFoppolitial1. in the tongren. 

I recommend )'ou make negative determinations on all three questions poied. by the statute. 
thus permittins the program 10 become pe:n:nanent. Neptive findinsa on premiW'DI and 
acct8IlJe Slrlightf'orward. A neptivc finding on a·significant increue in Medicare costs is 

http:However.ln
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more diffioult. However, the .Yi.d~ i. equivOGal ucl appear8 to be dominated by the 
experience ofonly a few Statts trom which It is'difi:icult to pnm-lIliD. 

Given the current demands on HCPAresulting from BBA implementation efforts, 
reItNotwins t~ Sl!LSCT program. il ftCt an iame that I would recommend taking on at 
this timet 

DJCISIQN 

Concur____ Dat'____NolLOOneut----'-

Nuu;y-Aun Min DcParle 
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The Honorable Alben Gore, It 
PrC5idcnt ofthe SCl'latc 
VV~o~D.C,20'lO 

Dear Mr, President: 

I am relpoctfblly submitting thI clmrminatiOIl requited by P.L. 104-18, which ImCddccl ~ 
'4358(c) ofthe Omnibus Budget aeConcwation Act peI1JIItUq Mcd1care SELEcT supplemental' 
poHties to be o1fered in all States. 

Baaed upon tho orisinal Report· to tonsress I submitted to you last May 1996. and. 1,lPOIJ 

addhtonal stUdies to update thaI tntonnalioD, I have determined that 1he MfIdicme SELECT 
d.emonstratioa did.IW result in: 

o 	 excessive premiWl1l COItI for persons enrolled in Medicare SELECT as compared 
to other supplemental p01ioi8S; 

o 	 diminished access and quality ofcare for SELECT emoUees; or 

o 	 sipitlcam additional expenditures to the Medicare prosrsm, 
. . 

The e'Vldenee CXIllccrnlog whether the SELECT demonstration ~.ultCld in "significant" additional 
expenditures to the Mec1i.carc program wu mixed, Aocording to an evaluation ofthe 
demonstration aDd a more rec«tt update orthe evaluation. both ,onducted by the Research 
TriIDslelnJtitute lAd fUnded by the Health Care Fmanoins Admiaistration, Medicare COIt& 
increased in flvc states. decrea.scdin three sta.tes end were W\chanSed in three at&t.a. Beause tho 
demomtm1on states w~ DOt thosen to be representative grlhe nation 'their experience is not 
necessarily indicative ofa llatiOnal program. NeVertheless, there does not appear to be abasts to 
determine that the Medicare SBIJ!CT demOnstration resulted in significant additional 
expadiNr.' to the Medicare progatn. 

I am AlSO lencliIJl aoop>, ofthis 1ette.r to the Speakeroftbe HOIJH ofbp~lentltiva, 

Sincerely. 

Donna E·, Shalala 



SENT BY:Xerox Telecopier7020 ; 1-30-~6 ; 1:51PM 	 aS~1~~~~ ~u~ 4~b ~~~li~ 0 
1~N-12-199S 11111. HCFR LE~IS~RTJON 	 2e2613eB16B P. r!I6/12I1 

The Honorable Newt Gmsrioh 

Spaabr orthe House ofR.a:pn:Juntathi. 

Wuhlngt4n, D.C.10'lS 


Dear Mr. Speaker: 

. 11m respmfblly IUbmitUDg the detemdnadon requirec:l by P.L. 104-18, wmc;h amended section 

4358(1:) otthe Omnibus B\ld,et Recond1iation Act permitting Medicare SELECT supplemental 

policies to be otrered in all State•. 


Baaed upon the original Report to Congress I submitted to you last May 1996, and UPOll 


adc!ftlonal StudiOi to update that iut'ormation,. I hav" determined that tho Medicare SELBCT 

demonstration did..D.Jd reault ill; 


o 	 excessive premiums colta tor penon. enrolled in Medicare SELECT as compared 
to other supplemental polioiOI; 

o 	 diminished acecis and quality of eare for SELECT enrollee5~ or 

o 	 IipiBcant additional ax.peaditurll to the Medicare program. 

The evidence concerning whether the SELBCT demoD8UBtion resulted in "significant" additional. 
expenditures to the Medi~ program was mixed. Accordingto III evaluation ofthe 
demonstration and & more recent update ofthe evaluation. both conducted by the Research 
Triansl. Institute and fUnded by the Health Cue Fi1w1cinS Admi.a.iBUatiOD, Medicare coati 
inc;rc:uo:l in five statea, clectalCd in tnrcc .tatellU'ld were unchansed in three state!. Because the 
JlIIIUtWl'lt ;a(;ulI ,,1 ..1... nt_I. 11,,1 ,1111.,.." 1,'1 11~ ,''''IIII'''vl~ull If'&' ,I,r IIv· lu,I,·,I\ ;I\,&.I p ,u~ll..... ~I"'I"'·,lIII\M 
necessarily indi(ilfive ora national program. Nevertheless, there does not appMr to be i baail to 
determine that the MedictJ\'! SELECT demonstration resulted in sianificant additi~nal 
'''P8ftditures to the Medicare prosram. 

1am also sendJng & copy ofthts letler ~ the President otthe ~te, 

Donna E. Shalala 
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Bxhiblt 3.:1 ' 

Estimated.SELECT Cost Impacts 
Ulimg the Fixed Effects Model" . 

-
Estimaled El1imated 

CoeBicienl SELECT . Coefficient Sl!LECT 
' .EIf&gS. Estimm ~, EBimilGa 

.16 Quarters Data 1992~1994 IS Quarters Data. 1992-1994 
Alabama 0.152 .. 16.40/0· 0.14.6 .. 15.7% 

(0.023) (.025) 
Arimna 0.140 .. IS.O 16.40.1S2 • 

(0.053) (.OS8) 
California -0.086 .. -1.2 ·0.085 •• -8.2 

(O~Oll) . (.012) 
FIQrida -0.02911 -2.9 -0,044 .. -4.3 

(0.016) (.018) 
Indiana. 0.378·· 45.9 0.313 •• 45.2 

(0.091) (.100) 
K.cntudty 0.008 liS' 0.8 0.012 liS 1.2 

(0.024) (.026) 
Minnesota 0.009 tiS 0.9 . 0.005 115 0.5· 

(0.037) (.040) . 
Missouri ·0.109 •• ·]0.1 -0.117 .. -11 

(0.030) (.033) 
Ohio -0.209 " -18.9 -0.190 .. ..17.3 

(0.090) (.100) 
.Texas 0.016·· 7.9 0.080·· 9.3 

(0.021) . (;025) 
WiKoD5in 0.137 .. 14.7 16.10.149 • 

, ,(0.050) (.056) 

NOTES: S.6 S.7 
Stan.dard errors In·puentheses. 

#- aignJ.fl.cam lime .10 level 
• ... aipificant at .OSle-ve.l 

.. -.~ at .01 level 

NS - not significant. 


~AREJCLk4~ 

TOTAL. P.0~ 



, -, 
EXECUTIVE OFFICE OF THE 'PRESIDENT 


OFFICE OF MANAGEMENT AND BUDGET 


WASHINGTON, D,C;. 20503 


October 7, 1997 
THE DIRECTOR 

The Honorable Bob~Livingston 


Chairman 

Committee on Appropriations 

U.S. House ofRepresentatives 

Washington, D.C. 20503 


Dear Mr. Chairman: 

The purpose of this letter is to provide the Administration's views on H.R. 2264, the 

Departments ofLabor, Health and Human Services, Education, and Related Agencies 

Appropriations Bill, FY 1998, as passed by the House and by the Senate. As the conferees 

develop a final version of the bill, your consideration of the Administration's views would be 

appreciated. 


Both the House and Senate versions of the bill provide requested funding for many of the 
Administration's priorities. The Administration is pleased that both the House and the Senate 
Committees limited the number of appropriations riders, consistent with the terms of the 
Bipartisan Budget Agreement (BBA). The conferees are urged to continue this practice. As 
discussed below, the Administration will seek restoration of certain of the reductions to the 
President's request. We recognize that it will not be possible in all cases to attain the 
Administration's full request and will work with the conferees toward achieving acceptable 
funding levels. 

The House and Senate have included $1 billion and $2 billion more, respeCtively, than the 
President has requested for dozens of authorities in the Department ofEducation, while cutting 
the President's request in a broad array of important programs. We urge the conferees to reduce 
funding for lower priority programs, or for programs that would be adequately funded at the 
requested level, and to redirect funding to programs of higher priority, particularly those specified 
in the BBA, as noted below. 

Unfortunately, a number of controversial amendments were passed on the House and/or. 
Senate floor, such as an amendment that would create education block grants from Administration 
priorities such as Goals 2000 and Title 1 (Education for the Disadvantaged), amendments to 
prohibit or prevent the use of funds in the Act for supervising the Teamsters reelection, and an 
amendment to prohibit the use of funds in the Act for the President's National Testing initiative. 
In addition, certain provisions of the House and Senate bills, such as the lack ofFY 1998 funding 
for the President's America Reads Challenge ,and insufficient funding for Pell grants, are contrary 
to the BBA. If such policies were adopted, particularly in light of other concerns raised in this 
letter, the President's senior advisers would recommend that the President veto the bill. 



Department ofEducatioo 

The Administration appreciates efforts of the Congress to provide substantial new funding 
for education activities. Unfortunately, the Senate-passed education block grant would 
undennine all of these gains. The Senate's education block grant provisions would effectively 
tenninate most elementary and secondary education programs, including Title I, Goals 2000, 
School-to-Work, Charter Schools, Safe and Drug-Free Schools and Communities, and Bilingual 
and Immigrant Education. The block grant proposal would not ensure that funds are directed to 
educational problems ofgreatest concern, and would provide virtually no targeting toward the 
neediest school districts and students. On September 16th, the President made it clear that he will 
veto any bill that contains such block grant provisions. 

Both the House and Senate have failed to provide the $260 million necessary for the 
President's America Reads Challenge in the Department ofEducation. Both the House and the 
Senate have provided advance appropriations for America Reads to the Department ofEducation 
for FY 1999, pending new authorization, which would produce a full year's delay in getting 
needed reading assistance to millions of children. The House has provided only $10 million of the 

. $42 million requested for America Reads in the portion of the Corporation for National and 
Community Service budget funded by this bill; the Senate has provid~d only $16 million for the 
same program. The BBA specifically calls for funding a child literacy program consistent "with 
the goals and concepts of the President's America Reads program" at the levels proposed in the 
President's FY 1998 Budget. America Reads is one of the Administration's highest funding 

. priorities. The Administration believes that full FY 1998 funding for this initiative should be 
restored to both the Department ofEducation and the Corporation for National and Community 
Service activities funded in this bill and the V AIHUD Appropriations bill. 

The Administration is working closely with the authorizing committees to develop 

legislation effective for FY 1998. There is ample time to enact legislation, as needed, by 

April 1st for a program that would begin on July 1st, in time for summer activities and the 1998
1999 school year. The Administration also strongly urges the Congress to make the funds 

available on April 1, 1998 under existing authorities, in the event that final action on the 

authorization bill is not completed in a timely manner. 


The Administration is strongly opposed to House provisions that would bring a halt to the 
President's National Testing initiative. In his September 20th radio address, the President stated 
that he will veto any legislation that denies our children high national standards through the 
prohibition of the President's national testing initiative. The national tests proposed by the 
President are critical because they will, for the first time, provide students, parents, and teachers 
the opportunity to measure how well students are performing in comparison to national standards 
and international benchmarks. As a result, national tests will help hold schools accountable to 
parents and communities for the performance of all students. The Department of Education has 
the authority to develop these tests under the Fund for the Improvement of Education (FIE). We . 
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support requirements that the Department ofEducation contract with the National Academy of 
Science to conduct a study and report on the testing initiative. In addition, we support the Senate 
provision that places overall responsibility for the testing initiative with the independent, 
bipartisan National Assessment Governing Board. The Administration urges the conferees to 
provide adequate funding for the FIE program that finances this testing initiative, so that sufficient 
funding will also be available for continuation grants, new awards, and congressional direct,ives. 

The BBA specifies funding at the levels proposed in the President's request for Pell grants, 
which supports both a $3,000 maximum award and expanded eligibility for independent students. 
While the FY 1998 maximum award level is set at $3,000, both the House and Senate have cut 
the Pell request significantly. Further, neither the House nor the Senate authorize the 
Administration's proposed independent student policy. This authorization is no different from the 
Committee's annual procedure of authorizing the maximum Pell grant award, We urge the 
conferees to fully fund Pell grants and to authorize the independent student change 

We are concerned about three Senate amendments that could transfer almost 
$100 million from unobligated balances in the Pell grant program to other Department of 
Education programs. These funds are needed to fund the $3,000 maximum award and the 
President's proposal to expand eligibility for low-income independent students. Therefore, the 
Administration opposes these amendments. 

The Administration strongly opposes a House provision that would prohibit the 
investigation ofviolations by, and imposition of penalties upon, States that do not comply with 
the statutory requirement of the Individuals with Disabilities Education Act (IDEA) Amendments 
of 1997 to serve eligible individuals with disabilities age 18 or older in adult State prisons. The 
1997 Amendments reduced State burdens by reducing the number of eligible individuals and by 
limiting the types of services that must be provided .. Since prison education programs have a 
positive effect on reducing recidivism and on post-release employment success, the requirement to 
serve this population should be properly enforced. 

The Administration urges the conferees to fund the Office for Civil Rights (OCR) at the 
President's request of $61.5 million, $6 million above the House bill and $4 million-above the 
Senate bill. OCR plays a vital role in ensuring equal access to education for all students through 
enforcement of civil rights -laws and regulations. Promoting harmonious race relations is an 
essential part of the President's Initiative on Race. Because OCR enforcement efforts are a 
fundamental bridge to achieving this goal, OCR must be funded accordingly. 

The Administration urges the conferees to fund the Program Administration account at 
the Senate level of$340 million. Congress provided the Education Department $3.6 billion in 
new program spending in FY 1997, and both the House and Senate bills provide a further increase 
of nearly $3 billion, from $26.3 billion to approximately $29 billion, for FY 1998. The 
Departm~nt must have suffident staff resources to properly manage these new funds and 
programs and to ensure the highest possible level of program performance. 
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The House has provided only $387 million for Goals 2000, $233 mi.llion below the 
request, while the entire Education Reform account is $223 million below the request. This 
violates the BBA, which stipulates that the Education Reform account be funded at the 
President's request. The Senate has provided $530 million for Goals 2000, $90 million below the 
request. The Administration urges the conferees to fund Goals 2000 at the President's request to 
support education reform and challenging academic standards·in all 50 States. 

The Administration urges the conferees to fund Safe and Drug..Free Schools and 
Communities (SDFSC) at the President's request of $620 million, $64 million above the level 
recommended by the House and Senate. SDFSC, the largest Federal school-based drug and 
violence prevention program, serves more than40 million students in over 97 percent ofthe 
Nation's school districts and is an essential component of a comprehensive effort to reduce teen 
drug use. 

The Administration urges the conferees to fund the Adult Education State Grant program 
at the President's request of $382 million, $42 million above both the House and Senate funding 
levels. The President's request wouid meet increased demand for literacy training created by new 
welfare reform and immigration legislation. At the President's requested funding level, this 
program would help over 4.2 million adult learners complete high school, start on the path to 
postsecondary education and better jobs, and become more effective parents. At the.House or . 
Senate funding level, about 107,000 adult learners would be denied services. 

The House has included language amending the definition ofan eligible lender in the 
Federal Family Education Loan Program. The language would provide a broad exception to the 
current limitation on how much ofa bank's portfolio can comprise guaranteed student loans, 
including loans that a bank holds as a trustee for a third party. It would also permit finance 
companies, the financial solvency of which, ....unlike banks .... is not regulated by a public entity, to 
be eligible lenders. These provisions would increase the Federal exposure to financial risk and 
weaken parts of the statute enacted specifically in response to prior abuses. The provision should 
not be included in the conference bill. 

The Administration urges the conferees to fund Title I; Education for the Disadvantaged 
Grants to Local Educational Agencies at not less than $7.395 billion, exclusive of "comprehensive 
school reform. It This level would provide a minimum increase over the 1997 level of $7.295 
million. The most appropriate use of the $100 million above FY 1997 would be for Targeted 
Grants. This amount would provide additional education services to help over 130,000 students 
in our poorest communities master the basics and reach challenging academic standards. 

The Administration is concerned about the Senate's $52 million funding level for the 
Statistics program, $14 million less then the President's request. With this funding level, the 
Department of Education would not be able to move forward on a number of studies, including 
those providing key data on early childhood, student achievement, teachers, and adult literacy. 
The Administration urges the conferees to provide the requested funding level. 
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The Administrationsupports th.e Senate-passed language assigning to the National 

Assessment Governing Board the responsibility for development of voluntary national tests. In 

order to carry out these responsibilities, we ask that the Conference bill include an additional 

$600,000 for the Board for this purpose . 


. The Administration supports the Hou~el.~wel of$SOmillion for After School Learning 
Centers (21st Century Community Learning Centers), which is the same as the Presidents Budget 

. request. . These grants will help communities and schools provide safe environments' for learning 
during after-school hours. 

We also urge the conferees to fund other high priority Education programs at the 

President's requested level, including Eisenhower Professional Development, and Charter 

Schools. 


Department of Health and H.uman Services 

, The Administration is deeply,concemed that both the House and Senate have failed to 
provide $21 million for the Administration's new Adoption Initiative. The goal of this program is 
to double the number ofchildren adopted or permanently placed outside of child welfare systems 
by FY 2002. The additional investment is small compared to the potential rewards of placing . 
children in supportive and loving homes. The Administration strongly urges the conferees to fully 
fund this urgently-needed program at the President's requested leveL 

Both the House and the Semite have rescinded $21 million in mandatory research funds . 
. The President's request assumes $18 million in discretionary and $21 million in mandatory welfare 

research funds, for a total of$39 million. In order to gauge the effects ofwelfare reform, 
research is needed now more than ever. The Administration strongly urges the conferees to drop 
the rescission and to fund this critical welfare research at the ~resident's requested level. 

The,Administration strongly opposes the House-passed amendment that takes away the 
authority oftIi~ Secretary ofHealth and Human Services to certify that Federal funds may be used 
for needle-excnangs, programs. Under current law, the Secretary may authorize such funding only 
after a fqnnal deterrrllmition that a needle-exchange program would both prevent the spread of 
disease 'a~d not encourage the use of illegal drugs. The Department of Health and Human 
Services is currently engaged in research to answer these questions. It is premature to foreclose 
possible public health benefits by legislative mandate before the scientific evidence has even been 
considered. 

The Administration urges the conferees to fund the Health Care Financing Administration 
(HCFA) program management accopnt at the requested level.of$1,775 million. The House has 
funded HCFAprogram management at $1,679 million, $96 million below the President's request, 
and the Senate has provided $1,719 million, $56 million below the President's request The . 
President'S request level is critical to enablihg HCFA to mount an aggressive initiative against 
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Medicare fraud, waste and abuse. The President's request would also.enS.ure that HCFA is able 
to comply with Year 2000 systems requirements and perform the CFO audit. The President's 
request for the Medicare Transaction System would fund consolidation ofHCFA's current 
contractor systems, which ne~ds to occur prior to, and independent of, final resolution of any 
Medicare modernization issues. The House has not provided any funding·for contractor 
consolidation, and the Senate has provided $35 million less than the request for this program. 
HCF A also faces implementation challenges as a result of the BBA. The Administration urges the 
conferees to appropriate the $200 million in managed care user fees authorized in the BBA. We 
are committed to working with the Congress to determine the appropriate level ofadditional 
funding for BBAimplementation. 

The Administration prefers the Senate funding level of $208 million for the Title' X Family 
Planning program. This level will serve an additional 80,000 clients in FY 1998 and will enable 
the Family Planning program to continue its priorities, including outreach to women not 
likely to seek services and emphasis on comprehensiveness of reproductive health services. The 
Administration also supports efforts to encourage minors to discuss their health care needs with 
their families. 

Both the House and Senate have included a provision that prohibits the purchase of 
managed care coverage that includes abortion. The President believes that abortion should 
be safe, legal, and rare. However, the provision would not only maintain, but would further 
limit the range of conditions under which a woman's health would permit access to abortion. 
Furthermore, it would require a physician to make a legal determination that these 
conditions have been meL The Administration opposes this attempt to constrain further the 
availability ofabortion services. Nonetheless, itis helpful that the provision is clear that 
limitations on the use ofFederal funds to provide abortion services under managed care plans do 
not affect in any way the ability of States to provide such coverage using their own funds, nor the 
ability of managed care providers to participate in Federally-funded programs while also offering 
other coverage paid for by State or private funds. 

The Administration is pleased that both the House and Senate have provided increased 
funding for many of the Ryan White AIDS CARE Act programs, including the AIDS Drug 
Assistance Program (ADAP). The Administration urges the conferees to provide as large an 
increase as possible for all Ryan White AIDS CARE Act programs, including ADAP, consistent 
with the President's other priorities in the bill. We also urge the conferees to allocate funds in a 
way that maximizes the provision of primary care. 

The Administration is concerned that neither the House nor the Semite has provided a 
specific amount for AIDS research through a single appropriation for the National Institutes of 
Health's (NlH's) Office of AIDS Research, as requested in the President's budget. The single 
appropriation would help NIH plan and target NIH research funds effectively, minimizing 
duplication and inefficiencies across the 21 institutes and centers that carry out HIV IAIDS 
research. 
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The Administration is concerned that the House has funded HIV prevention activities at 
the Centers for Disease Control and Prevention at $12 million below the President's request. The 
FY 1998 Budget proposes a $17 million increase for this. activity to target HIV prevention for 
intravenous drug users at risk of developing the virus. The conferees are encouraged to fully fund 
the President's request of $634 million. 

The Administration strongly endorses an amendment offered in both the House and 
Senate that repeals the $50 billion tobacco settlement credit contained in the Balanced Budget Act 
of 1997. The amendment, sponsored by Senators Durbin and Collins and Representatives Lowey 
and Roukema, garnered strong bipartisan support and should be adopted in conference. 

Department of Labor 

The BBA specifies funding at the levyls proposed in the President's budget for Training 
and Employment Services, including Job Corps. The FY 1998 request included $250 million for 
the Youth Opportunity Area proposal. The House bill provides '$100 million in FY 1999 for this 
program, while the Senate bill provides $250' million in FY 1999, contingent upon enactment of 
authorizing legislation by April 1, 1998. We urge the conferees to adopt the Senate approach, 
provided that the date for enactment of authorizing legislation is changed to July 1, 1998. The 
House and Senate bills redilce requested funding for the adult training grant program by $21 and 
$109 million, respectively. We urge the conferees to restore funding for this program. 

The Administrationappreciates the House's allocation of $18Jmillion to help finance the 
. year 2000 conversion of State Unemployment Insurance (UI) systems and the' Senate's allocation 
of $150 million for the same purpos~. However, both amounts are below the level needed to 
provide adequate funding to meet the year 2000 costs. The conferees are urged to provide the 
$200 million request for year 2000 conversidn costs. The House and the Senate have failed to 
provide $89 million for spending on UI "integrity" initiatives (e.g., increased eligibility reviews, 
tax audits). The spending is explicitly assumed in the Balanced Budget Act of 1997, and would, 
over five years, achieve $763 million in mandatory savings assumed in the Act. 

. On July 17, 1997, the President sent to Congress a budget amendment for $'6.2 million for 
the Labor Department to administer the $3 billion Welfare-to-Work program. The House-passed 
bill includes no funds for Welfare-to-Work administration, while the Senate-passed bill provides 
$4 million .. We urge the conferees to include $6.2 million to administer the Welfare-to-Work 
program, which was agreed to by Congress in the Balanced Budget Act of 1997. 

The Administration urges the Conferees to provide the President's request of$1.064 

billion for the. Job Training Partnership Act. 'These resources are essential for locally-b~sed 

strategies to help disadvantaged adults obtain and hold good jobs with career potential. 

Furthermore, data show that t!lisad~lt training program has a positive net impact on earnings. 
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The Senate has provided $990 million, and the House $981 million, for the Department of 
Labor workplace protection programs. Both levels are about half of the President's proposed 
increase. Without the requested level, the Department will not be able to carry out a balanced 
program of targeted enforcement with expanded partnerships and compliance assistance in the 
regulated community, or streamline its operations to provide assistance to small businesses in 
complying with various workplace laws and related executive orders, such as the systems and 
technical assistance improvements requested for the Office ofFederal Contract Compliance. The 
conferees are urged to provide the requested level for the Bureau of Labor Statistics to ensure the 
continued accuracy and reliability ofall the Bureau's programs.' Funding for the independent 
National Labor Relations Board has been frozen, a cut of$11 million below the request. The 
Administration urges the conferees to enact the Administration's request for these programs. 

Social Security Administration 

The House has provided $245 million for additional Continuing Disability Review (CDR) 
funding and SSI reforms implementation, $45 million less than the President's request. The 
Balanced Budget Act of 1997 contains a provision that provides authority for a $290 million 
upward cap adjustment ($45 million more than prior law) to the non-defense discretionary 
spending caps for funding provided for additional CDRs. This is consistent with Senate action 
and the President's request. Failure to provide the additional funds would mean that some 15 
percent fewer individuals would have their status reviewed in FY 1998, potentially costing 
hundreds' of millions of dollars in benefits to individuals who would have. been found no longer 
eligible. We urge the conferees to provide the additional $45 million, consistent with Senate 
action. 

The Senate has reduced funding for the Office of the Inspector General (IG) by $7 million 
from the President's request of $44 million. The reduction to the IG request would hamper the 
IG's ability to perform audits and investigations needed to prevent fraud, waste, and abuse and to 
assure program integrity. The Administration urges the conferees to restore funding to the 
maximum extent possible in this key area. 

The Senate has reduced fun~ing for research and demonstration projects by $7.4 million 
from the President's request of$16.7 million. The reduction in research and demonstration 
funding would reduce SSA's ability to understand the reasons for growth in the disability 
programs and implement initiatives intended toimprove SSA's record in returning disabled 
beneficiaries to work. At the same time, the Senate specified that not less than $2.25 million shall 
be available to establish a demonstration project to assist persons with disabilities due to the loss 
of a limb to return to work. The Administration urges the conferees to restore funding to the 
maximum extent possiblein this key area, but to do so without identifying specific projects and 
funding levels. The Administration believes that SSA staff are in the best position to establish a 
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research and demonstration projects agenda that gives full consideration to ~ssisting all persons 
with disabilities, without special regard to the specific impairments that are the cause of the 
disabilities. 

Additional Administration concerns are contained in the enclosure. 

Sincerely, 

.~~~ 
Director 

Enclosure 

Identical Letter Sent to The Honorable Bob Livingston, 

The Honorable David R. Obey, and The Honorable John E. Porter, 


The Honorable Ted Stevens, The Honorable Robert C. Byrd, 

The Honorable Arlen Specter, and The Honorable Tom Harkin 
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Enclosure' 
(Conference) 

ADDITIONAL CONCERNS 
H.R.2264 - DEPARTMENTS OF LABOR, HEALTH AND HUMAN SERVICES, 
EDUCATION, AND RELATED AGENCIES APPROPRIATIONS BILL, FY 1998 

The Administration looks forward to working with the conferees to address the following 
concerns. 

All Agencies Covered by the Bill 

• 	 Across-the-Board Administrative Cut. The Senate bill calls for a $76 million 
administrative cut, spread across all agencies covered by the bill. Such a cut would 
have a serious impact on the operation of important programs throughout these 
agencIes. 

• 	 Operating Plans. The House Committee report calls for all agencies covered by 
the bill to provide to the Committee "operating plans" for appropriations. The 
administration is prepared to work with the conferees to discuss the purpose of 
this request and determine how to address it. 

Department ofHealth and Human Services 

• 	 Community Schools: Violent Crime Reduction. While the Administration 
supports the House and Senate funding of Violence Against Women Act, 

, programs, neither the House nor the Senate has provided funding for the 
Community Schools program within the Violent Crime Reduction Programs 
account. The Houseihas provided no funding for Developmental Disabilities 
Special Projects activities. We urge the conferees to restore funding-for these 
programs. 

• 	 Medicare Survey and Certification User Fees. The President's budget proposes 
total funding of $158 million for the surveys and certification program, $148 
million in budget authority and $10 million in user fees. The House has provided 
$148 million in budget authority, $10 million below the President's request. The 
Senate has provided $158 million in budget authority but has not enacted the $10 
million in user fees. The Administration believes that health care providers who 
derive considerable benefit from the Medicare program should fund the cost of 
conducting initial surveys required for entry into the program, We urge the 
conferees to enact the Administration's survey and certification user fee proposal 
and,to fully fund the President's request for this activity, ' 



• 	 Aging Services Programs. Within the Administration on Aging, the House and the 
Senate have provided no funding for the Alzheimer's' Initiative. This important 
program would provide critical resources for the elderly. 

• 	 Head Start. The Administration is concerned that the Senate, while providing the 
full request for Head Start, would make the funds available in a manner that is 
inconsistent with the Head Start Act. It appears that the Senate intends to double 
the amount of funding for the Early Head Start program out of the overall increase 
provided forHead Start over the FY 1997 appropriation. We urge the conferees 
to provide these funds in accordance with the bipartisan authorizing statute in 
order to support the President's goal of serving one million children by FY 2002. 

• 	 Hansen's Disease. The House bill includes language that would transfer HHS' 
Hansen Disease treatment facility at Carville, Louisiana, to the State ofLouisiana. 
The Administration supports this transfer, but objects to how the language 
transfers property to the State ofLouisiana and how it handles personnel issues. 
We believe that the General Services Administration, the Federal Government's 
property asset manager, should handle the transfer as authorized in the Federal 
Property and Administrative Services Act of 1949. In addition, the Administration 
strongly opposes those provisions pertaining to the computation of employee 
annuities and disability retirement benefits. The Administration urges the 
conferees to delete these provisions. There are a variety ofways to ensure the 
well-being of and retirement benefits for these employees, and the Administration 
wants to work with the conferees to draft language that is consistent with current 
law. 

• 	 Additional Health Concerns .. The Administration is concerned that: . the Senate 
has not provided th~ full request for the Agency for Health Care Policy and 
Research; the House has not provided the full request for the Office ofEmergency 
Preparedness; neither the House nor the Senate have provided the full request for 
the HRSA Organ Transplantation program. To the extent possible, we urge that 
the requested funding levels be provided for these additional health concerns. 

Neither the House nor Senate bills fully-fund the request for HHS's Office for Civil 
Rights. 	 The Administration urges the conferees to provide the $20.5 million 
requested in the Budget, which would allow OCR to strengthen its compliance and 
enforcement activities related to adoption, foster care, managed care, and welfare 
reform. 

Social Security Administration 

Official Time. Language in the House bill would bar the expenditure of trust fund 
money for employees who conduct union activities on official time. Paying for 
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such expenses is consistent with both Federal law and ssA's"collective bargaining 
agreements. Restricting certain funding sources from paying for this activity 
would unfairly shift costs to the general fund and not reduce the amount ofFederal 
funds expended on this legitimate activity. This limitation should be·stricken from 
the bill. 

• 	 SSI User Fee. Both the House and the Senate have included language to authorize 
increases to the fee States pay SSA for administering State ,payments that are 
supplemental to SSI benefits, and provide for such funds to be available, subject to 
appropriations action, upon collection for SSA administrative expenses. This 
provision is identical to language in the Balanced Budget Act of 1997, which al!)o 
includes a provision directing that these additional fees shall be credited as a 
discretionary offset to discretionary spending to the extent that the amounts are 
made available for expenditure in appropriations acts. The Administration 
commends the actions of both the House and the Senate and urges the conferees to 
delete the au'thorization language that is now duplicative of the Balanced Budget 
Act. 

Railroad Retirement Board 

•. 	 Inspector General. The House has included language prohibiting the use of any 
funds other than those in the Inspector General (lG) account for the provision of 
supplies, space, and services by other offices of the Railroad Retirement Board 
(RRB) to the IG. The language should be stricken from the bill. The 
Administration believes that the current means of financing centralized services 
provided to the IG is consistent with the provisions of the IG Act and that the 
RRB should not be singled out in this respect. The Administration also notes that, 
once the amount specified in report language related to these support services is 
factored into the total for the IG,the Committee would effectively reduce the IG 
budget by 17 percent from the FY 1997 enacted level. The President's request is 
for level funding; the reduction in the House bill is excessive. 

• 	 Inspector General. The House has included language prohibiting the RRB IG from 
using funds for any audit, investigation, or review of the Medicare program: RRB 
has statutory authority to administer a separate contract for RRB, Part B Medicare 
claims. The Administration believes that this language should be dropped. As 
long as RRB has authority to negotiate and administer a separate Medicare 
contract, the RRB IG ought not be prohibited from using funds to review, audit, or 
investigate activity related to that contract. 



• i' .. 

" ..

• 

Armed Forces Retirement Home 

• 	 The House bill would reduce the $25 million capital program by one~third. The 
Senate bill would reduce the capital program by three~fifths. This program 
includes the renovation of the Sheridan dormitory in Washington and design of the 
medical facility in Mississippi. The Administration strongly supports full funding 
of these renovations, which are badly needed to serve these elderly veterans. 
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MEDICARE IN THE BUDGET: Highlights' 

, MEDICARE SAVINGS 

.' $115 biUion over 5, years, nea~ly '$400 ,billion over 10 ye~rs. This includes: 
$40 billion.in hospital savings, ,! 

$22 billion in managed ca're, savings 
, $16, billion in hom.e h~alt~,savings 
$10' billion in skill~d hursiflg facility savings 
$15 billion in beneficiary contributions: and' " '" ' ' , 
$20 billion in physician"other provider;a:nd frau'dciIJd abuse savings ' , 

+ 	 $7 billion in spending 0'1'preventive benefits, &other ben'eficiary provisions 
, 	 :". 

,. 	 Extends the life of the :Part A'Trust Fund by'~ decade. 
• • ,P .' '., " , 

• 	 Slows Medica,respending growth per beneficiary to a rate equal to that of 
projected private spending per pers,on over .the riext5years. ' 

, ' 

• 	 , End Medicare's'growthas a percent of'GOP in the ne~t f~ve years. ,Medicare, 
, spending .remains closedo toda~'s 2.8 percentof GDP.: ' 

, MANAGEO CARE REFORMS 

Improved payment methodol,ogy 


• 	 ,Ends overpayment to managed ,care plans.~ The well-documented, flawed 
payment rates will be corrected through slowergrowih r~tes for the [Iext 5,years. 

• 	 Reduces ,bias against turalmanaged care. ,Man'aged care rates will phase in 
'a 50 I 50 blend of local ~nd national rates, with a "floor" for the 'lowest rate 

, ' counties and a minimurrigrowth:rateJor all. " 

, New choices 

, • 'New·p~an options for b~nefici~ries: 'Beneficiarfe~" managed care optiorls,will ) 
; . , "be expandedtoincludepreferredpr~vid~r organizations: provider~spo.ns~red ',' ,: 

, "':'~,..,': ',organization's/private,'fee-for.:service plcims with;consu'mer protections, and. a:',"·,
· ;;"_',,~-, 'J">: _ .,,' 1/,'\; ,.:., ..,'.• ' .••. , •. '~'."'" : _ ,'- .• "'~ ,;.....:... ,:~~ ;_~ ,~.;:; '>-' ", ••,... ..;."'.:,;,.,:' ',;'\, • 

, ", emoristration basis, 'medical'savln ~'a¢counts :~;~,\:( ;;f',:'~: 

, , ,;~:t}:,,/?::~~:~~;l~j::j~,~t~~~~%~, '" ">::'<";:;}:!,:,:;,,.)':;:. 
:go , 'hlfontulti()irto~en~oLirag'e'iberi~fici~,rIEJ$:·to'participate:' ,,', 
Behe1jciariesWilf.be edupatep~bou(their'plan:~dption5thr6ugh a series of' , ' 
'refotms;intluding :standardized lnform~tlo,n:~"enr()ilment ,periods; a'rid nation" ",' '.",-' 

" education and publicity 9ar:npaigns.':"~,' ""', ' , 

http:Behe1jciariesWilf.be
http:billion.in


FEE-FOR-SERVICE PAYMENT REFORMS 

• 	 Prospective payment systems for the fastest growing 'services; 
Home Health ' ' 
Skilled Nursing Facilities 
Hospital Outp~tient Departments 
Rehabilitation Hospitals 

• 	 Prudent purchasing. ,The ability to efficiently manage the program will be 
improved by new comp,etitive pricill~i demonstrations and allowing Medicare to, 
change payments by,up to 15 percent per year to bringing line with inherent 
reasonableness. 

NEW BENEFITS & INCREASED BENEFICIARY CONTRIBUTIONS 

• 	 New preventive benefits that should save Medicare money in the long-run: 
Mammography screening 
Screening Pap smears & pelvic exams 

, Prostate cancer screening 
Colorectal cancer screening , 
Diabetes self-management and test strips 
Bone mass measurement 

• 	 Fair beneficiary contribution. The. home health reallocation will be included in 
the Part B 25 percent premium. This amount is phased in, and over the 10 years 
will raise about $40 billion. 

'FRAUD AND ABUSE INITIATIVES , 

• Builds upon Operation Restore Trust fraud-combating efforts through: 

Penalties for services offered by a 'provider who, has been excluded by 
Medicare or Medicaid 
Penalizes hospitals who contract with providers excluded by Medicare or 
Medicaid 

;" , , " -, Civil monetary penalties for illegal referrals, " . , ' 

~i;;;§:'f;:~LV;:'o< ;:, :; ",. -:,,\, '\Requirement that p[pvideis give' p/oper, !df3.ntifi~~ti9~ .. : ' ' i, 


~~~?/'7}~,;:,;;.'J:~x.,.;;,~~:,;r~~;~~rs::l;·rightened eligibili~J6rhome health $eRiic~~'.'~~i';r;':;;~,:':."·,, , '" "', "';' , 

t>~;,·> ". ',- "',·,;,Eliminationoffinancial incentivesto\start new home health agencies: 

~:" :~"", .....: .:, " "Development of guidelines for the us~of ho~e health . 

;,"" '.' , ' ,> Payment basedori location where home healthis furnished. 




M'EDICARE: CSO SCORING 
, , 

(FY 1998-2002, in billions of dollars) 

1998-2002 


, SKILLED NURSING FACILITIES.. . '.~" ,,' , . 
t:.·· .. N~rsing Facility Cost Limits.~ Per-DlemPPS' ,~.. :; . ,.... . -9.5 .. 

.~',':-' .. :"' . ,'/;; " ,:' ' .. ," '. . -; ...... : ''':-., ;:~<,<~ ~!.'~') .. "~.-:. 

:::': : .. \". . ;,: ", " 

.': 
'" .. 

MANAGED CARE 

HOSPITALS 
'Reduce Update fo(PPS Hospitals 
PPS Capital 
Reduce PPS-Exempt Hospitals 
PPS~Exempt Capital 
Hospital Depreciation 
Bad Debt 
Puerto Rico Standardized Amount·· 
Grandfathers for LTC Hospitals 
Retroactive Designation of Cancer Hospitals 
Lower Indirect Medical Eduction' , 
Graduate rI.:1edical Education Pass-Through Payments 
Eliminates IME I DSH Adjustment to Outliers 
DSH Reductions. 

. 'Recalibrate DRGs for Transfers 

Rural Referral Centers 

Miscellaneous Rural 


. Medicare D(::!pendent Small Rural Hospital Extension· " 
Payment of Med. Education [& DSH] removed from AAPCCs 
PPS for Rehab Hospitals 
Outpatient Prospective Payment System 
SUBTOTAL 

HOME HEALTH 
, Home Health Policy 

PHYSICIANS AND OTHER PRACTITIONERS 
Physician Payment System 
Direct Payments to PAs and NPs 
Reduce Payments to Select Pharmaceuticals 
Eliminate X-Ray Requirement for Chiropractors. 
,SUBTOTAL 

-22.1 

'-17.1 
~S.3. 

-3.S 
-0.5 
-0.2 
-0.5 
0.0 
0.1 
0.0 

-S.6· 
-0.9 
-2.2 ' 
-0.6 
-1.3 
0.0 
0.3 
0.2 
4.0 
0.3 

-7.2 
-40.0 

-16.2 

. -S:3 
0.5. 

-0.4 
0.3 

-4.9· 
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MEDICARE: CBO SCORING 
(FY 1998~2002, in billions of dollars) 

FRAUD AND ABUSE 

Medicare Secondary Payer Extension -7.5 ' 

Medicare Secondary Payer Authority and Reporting - -0.4 

Advisory Opinions Regarding Self-Referral 0.2 

Misc. Fraud and Abuse Provisions , -0:3 
 ' 

SUBTOTAL -8.0 

OTHER PROVIDERS' 

Hospice .:0.2 

DME, P&O, Lab Competitive Bids and Rate Reduction , -0.8 

Lab Updates -1.9 

ASC Update -0.3 

Oxygen- -2.1 

Outpatient Therapy, Providers -1.7 

Ambulance, 0.0 

Coverage of Oral Anti-emetics 0.0 

Veterans Administration Subvention 0.1 

PACE Program 0.0 


, Social HMO Demonstration 0.2 
SUBTOTAL ' ,.' -6.7 

PREMIUMS & BENEFICIARY CONTRIBUTIONS 

Maintain PartB Premium at 25% -14.9 

Part A Premium Interaction 1.1 

State I Local Buy-In, 0.6 


SUBTOTAL -13.2 

BENEFICIARY INVESTMENTS 
Colorectal Cancer Screening' , 0.6 
Prostate Screening 0.6 "'---. 

Diabetes Self-Management Training and Supplies 
Annual Mammograp~y Screening 

- Screening Pap sniea'rs and Pelvic EXams 
" ;',' Bone Mass Measuremenf 

" Redu~ Pa<rt B Late EnrolimentPen~lty <,,' 
< '- '\ 

Payment to states for coverage of premium interaction 

SUBTOTAL 

" ,.' 

TOTAL MEDICARE SAVINGS -115.3 

8/6/97 




I.' 

I' 

CBO MEDICARE BASELINE & BALANCED BUD(3ET ACT 
(By fiscal year, in billions of dol/ars) 

1997 1998 1999 2000 2001 . 2002 2003 2004 2005 2006 2007 1998-2002 
Total Growth 

1998-2007 
Total Growth 

" 

JANUARY 1997 BASELINE' 
Total (Gross) Spending (1) 208.8 227.0 . 248.2 273.0 285,6 313.7 339.4 368.2 409.8 437.6 464.1 1,3.47.5 8.5% 3,366.6 8.3% 
Spending per capita (2) 5,480 5,881 6,364. . 6,911 7,140 7,746 8,258 8,851 9,711 10,200 10,620 '. '7,2% 6.8% 

Federal (Net) Spending ~88.6 205.5· 225.7· . 249.5 261.1 . 288.1 312.6 340.3 380,5 407.0 431.8 1,229.9 ·8.8% 3,102.1 8.6% 
Spending per capita (2) , 4,950 . 5,324 5,787 6,316 6,528 . 7,114 7,606 8,180 9,017 9,487 9,881 .. 7.5% 7.2% 

BALANCED BUDGET 
Total (Gross) Spending" 
Spending per capita'(2) 

. Federal (Net) Spending 
Spending per capita (2) 

". '. 

Total Savings 
/ 

, 

Premium Revenue 

208,8 
.5,480 " 

. 
188.6 
4,950 

0.0 

0.'0 

220.3 
5,707 

198.8 
.5,150 

-6.7 

0 

233.1 246.0 
5,977 ' 6,228 

209.4 219.8 
5,369 5,565 

-16.3 -29.7 

-1.2 -2.7 

269.3 
6,733 

240.3 
. 6,008 

-20.S 

-4.5 

278.7 
6,881 

246.5 
6,086 

-41.6 

-6.6 

307.7 
7,487 . 

271.6 
6,608 

-41.0 

: 
-9.3 

333.9 370.9 
8,026 8,789 

293,7 326.1 
7,060 7,727 

-46.6 -54.4 

-12.3 -15.5 
._--

384.8 
8,970 

335,5 
7,821 

-71.5 

-18.7 

.. -
429.1 
9,819 

374.9 
8,579 

-56.9 

-21.9 

1,247.4 _ 5.9% 
4.7% . 

1,114.8 5.5% 
4.2% 

-115.1 

-15.0 

3,073.8 7.5% 
6.0% 

2,716.6 7.1% 
5.7% 

·385.5 

:92.7 

(1) Mandatory spending, including PROs.' 
(2) Spending divided by ceo's' Part A enrollment 

SAVINGS OVER 6 YEARS:' •." -156.1 
SAVINGS OVER.7 YEARS:"~ : -202.7 

Gross DomestlcProduct(Cy) 7,916 8,277 8,678 9,097 9,532 9.984 10,453· 10.938 11,443 11.969 12,518 
(Fiscal Year) . 7,829 8,187 8,578 8.992 9,423 9.871 10,336 10.817 11,317 11,838 12.379 

Medicare asa Share of GPO . ' 
Current Law '. . o' 2.7% 2.8% 2.9% 3.0% 3.0% 3.2% 3.3% 3.4% 3,6% 3.7% 3.7% 

;', 

Proposed Law .;:.-, .2.7% 2.7% . 2.7% 2.7% 2.9% 2,8'% 3.0% '3.1% 3.3% 3.3% 3.5% 
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MEDICARE IN THE BUDGET: Highlights 


Managed Care Reforms: Improved paymentmethodology and more. choices 

• 	 Ends overpayment to managed care plans. The well-documented, flawed 
payment rates will be Gorrected.through slower growth rates for the next 5 years. 

• 	 Reduces bias against rural managed care. Managed care rates will phase in 
a 50 I 50 blend of local and national rates, with a "floor" for the lowest rate 
counties and a minimuni growth rate for all. . 

• 	 New plan options for beneficiaries. Beneficiaries' managed care options will 
be expanded to include preferred provider organizations·, provider-sponsored 
organizations, private fee-for-service plans, and,on a demonstration basis, 
medical savings accounts. 

• 	 Consumer information to encourage beneficiaries to participate. 
Beneficiaries will be educated about their plan options through a series of 
reforms, including standardized information, enrollment periods, and nation 
education and publicity campaigns. 

Fee-for-Service Reforms 

• 	 Prospective payment systems for the fastest growing services: 
Home Health . 

Skilled Nursing Facilities 

Hospital Outpatient Departments 

Rehabilitation Hospitals 


• 	 Prudent purchasing. The ability to efficiently manage the program wiIrbe 
improved by new competitive pricing demonstrations and aI/owing Medicare to 
change payments by up to 15 percent per year to bringing line with inherent 
reasonableness. 

New Benefits and Increased Beneficiary Contributions 

• 	 New preventive benefits that should save Medicare money in the long-run: 
Mammography screening 
Screening Pap smears & pelvic exams 
Prostate cancer screening 
Colorectal cancer screening 
Diabetes self-management and test ~trips 
Bone mass measurement 



• 	 Fair beneficiary contribution. The home health reallocation will be included in 
the Part B 25 percent premium. This amount is phased in, and, over the 10 
years, will raise about $40 billion. 

Fraud and Abuse Initiatives 

• 	 Builds upon Operation Restore Trust through: 
Penalties for services offered by a provider who has been excluded by 
Medicare or Medicaid 

Penalizes hospitals who contract with providers excluded by Medicare or 
Medicaid 

Civil monetary penalties for illegal referrals 

Requirement that providers give proper identification 

Tightened eligibility for home health services 

Elimination of financial incentives to start new home health agencies .. 

Development of guidelines for the use ofhome health 

Payment based on location where home health is furnished. 



MEDICARE: CBO SCORING 
(FY 1998-2002, in billions of dollars) 

1998-2002 


MANAGED CARE 

HOSPITALS 
Reduce Update for PPS Hospitals 
PPS Capital 
Reduce PPS-Exempt Hospitals 
PPS-Exempt Capital 
Hospital Depreciation 
Bad Debt . 

Puerto Rico Standardized Amount 
Grandfathers for LTC Hospitals 
Retroactive Designation of C~ncer Hospitals 
Lower Indirect Medical Eduction 
Graduate Medical Education Pass-Through Payments 
Eliminates IME 1DSH Adjustment to Outliers 
DSH Reductions 
Recalibrate DRGs'for Transfers 
Rural Referral Centers 
Miscellaneous Rural 
Medicare Dependent Small Rural Hospital Extension 
Payment of Med. Education [& DSH] removed from AAPCCs 
PPS for Rehab Hospitals 
Outpatient Prospective Payment System 
SUBTOTAL 

HOIVIE HEALTH 
Home Health Policy 

PHYSICIANS AND OTHER PRACTITIONERS 
Physician Payment System 

" 

Direct Payments to PAs and NPs 
Reduce Payments to Select Pharmaceuticals 
Eliminate X-Ray Requirement for Chiropractors 
SUBTOTAL 

SKILLED NURSING FACILITIES 
Skilled Nursing Facility Cost Limits & Per-Diem PPS 

. -22.1 

-17.1. 
-5.3 
-3.5 
-0.5 
-0.2 
-0.5 
0:0 
0.1 
0.0 

-5.6 
-0.9 
:-2.2 
-0.6 
-1.3 
0.0 
0.3 
0.2 
4.0 
0.3 

-7.2 
·-40.0 

-16.2 

-5.3 
0.5 

-0.4 
0.3 

-4.9 

. -9.5 
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MEDICARE: ceo SCORING 
(FY 1998-2002,. in billions of dollars) 

1998-2002 


FRAUD AND ABUSE 
Medicare Secondary Payer Extension -7.5 
Medicare Secondary Payer Authority and Reporting -0.4 
Advisory Opinions Regarding Self-Referral 0.2 
Misc. Frau9 and Abuse Provisions· -0.3 
SUBTOTAL -8.0 

OTHER PROVIDERS ' 
Hospice -0.2 
DME, P&O, Lab Competitive Bids and Rate Reduction -0.8 
Lab Updates -1.9 
ASC Update -0.3 
Oxygen , -2.1 

. Outpatient Therapy Providers -1.7 
Ambulance 0.0 
Coverage of Oral Anti-emetics 0.0 
Veterans Adrpinistration Subvention 0.1 
PACE Program 0.0 
Social HMO Demonstration 0.2 
, SUBTOTAL -6.7 

PREMIUMS & BENEFICIARY CONTRIBUTIONS 
Maintain Part B Premium at 25% -14.9 
Part A Premium Interaction 1.1 
State I Local Buy-In 0.6 

SUBTOTAL -13.2 

BENEFICIARY INVESTMENTS 
Colorectal Cancer Screening 0.6 
Prostate Screeni!1g . ._ 0.6 
Diabetes Self-Management Training and Supplies 2.1 
Annual MammographY Screening 0.2 
Screening Pap Smears and Pelvic Exams 0.1 
Bone Mass Measurement 0.3 
Reduce Part B Late Enrollment Penalty 0,1 
Payment to states for coverage of premium interaction 1.3 

SUBTOTAL 5.3 

TOTAL MEDICARE SAVINGS -115.3 
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· MEDICARE PROVISIONS IN RECONCILIATION 


ISSUE POSITION 

Home Health 
Reallocation 

Support immediate transfer since gains 2 years of Trust Fund solvency 
Fallback: None; if have to accept, use Senate (House has technical prob.) 

High-Income 
Premium 

Support if: Administered through Treasury (not on the tax form), income 
thresholds are indexed, and phases out at 75% of costs. 
Fallback: Accept 100% phase out; change thresholds 

Private Fee-For-
Service· Plans 

Oppose because allows balance billing, risk segmentation 
Fallback: Add balance billing and premium protections 

Private Physician 
Contracting 

Oppose because it allows physicians to say that they will only treat 
beneficiaries if they agree to pay the full amount with no Medicare payment. 
Fallback: Require beneficiaries to sign an attestation to rais~awareness. 

MSAs Support if: Limit to 100,000 or below; adopts Senate's use of Kassebaum-
Kennedy cost sharing structure; time limited. 
Fallback: 250,000; nationwide; longer time 

Medicare 
Commission 

Support if: Even numbers; outside experts; President chooses chair; super 
majority; non-binding; report in 1999; uses Admin Actuaries not CSO. 
Fallback: No.super majority; jointly chosen chair. 

GME/DSH Carve 
Out 

Support carving payments out of managed care payments assure that 
these facilities receive these funds. Oppose excluding DSH. 
Fallback: Study and then carve out if deemed necessary. 

DSH Cut 
, 

Oppose since these hospitals serve a critical need in their communities 
Fallback: No compromise 

Hospital transfer Support transfers policy for all post-acute care settings. 
Fallback: Transfers for SNF only. 

Prudent 
Purchasing 

Support including: Senate's competitive bidding demonstration and 
inherent reasonableness; House's centers of excellence. 
Fallback: Demo wi trigger for broader authority; 20% inherent 
reasonableness; no compromise on centers on excellence 

Mammography Oppose cost sharing. Waive the deductible & coinsurance in all settings. 
Fallback: Waive all cost sharing only for screening mammography. 

Medigap Support Senate's open enrollment for disabled beneficiaries & trial period 
for managed care enrollees. 
Fallback: Conference with guaranteed issue for disabled. 

Office of 
Competition 

Oppose inclusion 
Fallback: No compromise 

July 23.1997; REVISED: 6:15PM 
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Table 4B.-Estimated Budgetary Impact of Subtitles A-G. Medicare 
By fiscal Y9.!'r, in Mlions ofdollars 	 1~~.~?~~99 2000 2~~~002~~3 20Q.4 . 2001 JOOI.:· .;' 2~07: '~I.o2 '11.07 

Subtitle G: Provisions RelaUng to Parts A and B , :.;. ;::? .t?:/·~J:B[:~·~· )~j b' . 

Home Health SeNices . 0.0 -1.1 -2.0 -4.1 :. -4.2 -4.7 . -5.3.' . -6.0 '-' '-6.6!.,. -7:3 ....r.i ;·::8:1 H -16.2 '::'-49.6 


.. A - .., • ,,' ','.- r' ~..,-""I" .f. .' ~ 

Indirect Medical Education 0.0 .0.4 '.0.7 -1.1 . -1.6 -1.8 -2.0 -2.2 t :02.4';'. ;'2~rlJq.(1!~~.9;:j;~ i~-.17.9 
Direct Graduate Medical Education 0.0 .0.1 .0.1 .0.2 ' . .0.2 -0.3 .0.4 .0.5' . " -0.6 1 ,-9:7' ~ '-: .;o.8f:~' ;:i,. -3L 

0.4 0.8 1.1 	 23 -. 28~' '3'0 ''''·''·'32t1
, '. 40 !-'·173Payments to Hospitals for Medicare+Cholce Enrollees 0.0 0.1 1.6 2.0 . ·.·.·.0: "'.... ' .. . " . 

Medicare Secondary Payer Provisions 0.0. .0.2 -1.8 -1.9 ,-2.0 . -2.1 -2.2 -2.3 -2.4 J' ·2~6 ,',S-' -'].;79- .' -7.9 : -20.1 
Total, Subtitle G 0.0 <-.1.8 -4.3 -6.5 -6.9 -7.3 -7.9 ,-1.7 _ -~.3 _ -10•.3 '~~.~1.3~,.5 . -28.1 ; -74.0 

... 	 '-,~' ~ ~ '" ':0: ~ ~, ~,~- '. 
Part A PremIum InteracUon 0.0 0.1 0.1 0.2 0.3 0.4 0.4 0.1 ,~.I· 0.1;1 .:~.n~· : 1.1 " 4.0 

~::;+ '~i_ or i {" ., 

TOTAL, MEDICARE NET OUT1..AYS [---o:o-:----:;:e:r -16.4 -30]'- -21.2 -42.1 -41.9--"'''-;:1 - -61.8' -73.2 	 ;':-61.9" -118.4 -393.81 
.:<£ 

Impact of Medica,. Policy on Medicaid Spending for Premiums 	 " 1 ~ 

Federal Spending .0.0 0.1 0.2 0.4 0.6 0.8 1.1' 1.4 1.7 2:0 . ,1.3 ' 8.3 
State and Local Spending -0,0 0.1 0.2 0.3 0.4 0.6 0.8 1.1 .. 1.3, '1.5':. '1.0 6.3 
Total :.0.0 0.2 0.4 0.1 1.0 1.5. 2.0 2.5. 3.0 3.5 1 2.3 14.6. .. 

TOTAL, MEDICARE AND MEDICAID /e I' 0.0 -6.1 ---1S-:r - -29.7 -20:8 ...41.-&-- =41:«'- -~6.6---14.4 -71.1' • .$1-"-8~1S-"-f-~ 
f~ 	 ~w 

n 

..~;~ .t'; ~.:.~ 

MEMORANDA: 
j."... ··l~i,

.tri'~'i t.
Home HeaHh Transf.reln billions of dollars, ~~ , 

,Additional Home Health Spending In Part B . 0.0 1.4. 4.5 7.6 11.0 15.5 20.5 24.1 27.429.7 ~. 31.9 ,.40.0 173.6 
. . 

Status of Hoapltallnsurance Trust Fund (In billions of dollars) 1,~.:'{";':":~: " 
Income ' 127.7 131.0 136.5 142.3 . 147.9 154:2 160.6 166.9 ~~173...QS;"180.4';~7187.2 .,' 
Outlays 137.4 142.3 1:45.9 149.3 158.2 159.4 170.1 180.4 ;:/197;3;:;:'" 202.4. ;r221~6 .' 

!Ii'" ~ ",.'~ . ".J/z f ~ '\~ t' ." .Surplus. 	 -9.7 -11.3 -9.4 -7.0 ·10.3 -5.2 -9.5 . ·.13:6 ~ ·23.71~,...•22.1"" '.. -~.4.::'" . 
87.9 	 49,3 is 25 7~'·~· 3'8 .:!iJ '11\ 8 t·;Balance at End of Year . 	 115.6 104.3 94.9 17.6 72.4 62.9 • ",,,,"'t",· .·tS~•. :,.' , , . ': 	;

SOURCE: Congressional Budget Office. 
" ,{"r... 

FOOTNOTES: 	

'li;?·;;t!.~ 
1 ~ ,,:~,t _. 

a. Less than $50 mllHon In savings or costs over the 1998-2002 period. . j.. 	 {~;.; , 
b. The effect of this provision Is shown net of its effect on Part A or Part B premiums. 	 f} , :! . o~ t., 

c. Includes effect of provisions affecting payments to physician assistants and clinical nurse specialists. , .' . " . .' 

. d. Includes effect of provisions affecting payments for prosthetics and orthotics and parenteral and enteral nutrition.'" :.}. ; ; , 

e. 	Total change in Medicare and Medicaid spending in this table does not include the full impact of provisions In Subtitles H and I that would Inaease spending for Medicare. 


Only the Impact of those provisions on Medicare premiums i.s included here. .'. . .' \~. " ..' " 
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