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Subject: President's Budget Highlights

Date: Thu, 6 Feb 1997 14:34:10 -0500

From: Bill Dauster <Bill_Dauster@budget.senate.gov>
To: cynthiarice@thinline.com

Highlights

In his 1998 budget, President Clinton has proposed a balanced
approach to lead this Nation into the 21st century. The budget is

balanced not only fiscally _ it will lead to a surplus in 5 years _

but also in terms of policy. Even -as the President looks to the
future with bold proposals to improve the Nation's educational
system, he seeks to ensure that those Americans whose hard work and
sacrifice have brought us to this juncture are not forgotten.

The President's proposals represent a carefully measured
approach to eliminating the deficit. Savings are split almost
equally between discretionary reductions and entitlement changes.
Even in areas like Medicare, where any proposed change may be
considered controversial, the President has suggested workable
reforms that are designed to protect the benefits for which so many
Americans have worked so hard. Within the extremely tight limits
on discretionary spending, the budget reflects the priorities cof a
Nation preparing itself for the new economy of the next millennium.

The 1998 budget delivers on the President's promise to put our
‘fiscal house in order by ensuring, for the first time in two
decades, that the Federal Government will take in more money than
it spends. At the same time, the budget looks to a promising
future of even greater economic growth and prosperity _ a future
that can be achieved only by ensuring that the next generation of
Americans is ready to meet the challenges it faces.

The President’'s 1998 Budget

{In billions of dollars) 1997 1898 1989 2000 2001

2002
Current services deficits 128 120 140 128
109 101 ' ‘

Proposals -2 +1 -23 -41 -2
-118 '
Policy deficits/surplus{-) 126 121 117 87
36 -17
% of GDP 1.6% 1.5% 1.4% 1.0% 0.4% -0.2%

Fiscal Balance in 2002

Completing the job. The deficit has declined for 4 straight
years, from $290 billion in 1992 to $107 billion in 1996. As a
percentage of the economy, the budget deficit is now at 1.4
percent, the lowest level since 1379, and the lowest of any major
industrialized nation. The 1998 budget completes the job with
credible savings proposals that close the gap between spending and
revenues in 2002.

Sustained economic growth. The budget builds on President
Clinton's strong economic record. Since 1993, more than 11 million
new jobs have been created, and the current unemployment rate
stands at 5.3 percent. OMB, CBO, and private-sector economists all
foresee a slowdown in growth to a more sustainable pace after real
GDP rose' a strong 3.4 percent in 1996. On the whole, CBO's
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leading them to predict worse future budget deficits. In the past
4 years, however, OMB's forecasting record for both the economy and
the deficit have been superior to CBO's, even while actual growth
and deficits have been better than either agency's projections.

Economic assumptions. If OMB assumptions prove overly
optimistic, expedited congressional procedures call for additicnal
cuts to keep the deficit on a path to balance. As a fall back, a
set of automatic triggers cut spending across-the-board and sunset
most tax cuts. Savings are split evenly among taxes, entitlements,
and discretionary spending.Balanced Priorities

The budget limits discretionary spending, reforms entitlement
programs, and eliminates unwarranted corporate benefits _ reducing
the deficit by $351 billion over 5 years. These savings are offset
by targeted tax cuts of $98 billion over the same period. Gross
savings are lower than previous plans for at least two reasons,

The time frame for balance has been compressed from 6 years to 5.
In addition, recent improvement in the economic and budget outlook
reduced the cumulative savings required to achieve balance from
previous levels.

Discretionary. Discretionary proposals save $137 billion in
outlays by reducing the projected growth below the inflated
baseline. The budget does provide small increases over a hard
freeze for both defense ($68 billion) and non-defense ($122
billion). Greatest investments in the non-defense category are for
education, training and law enforcement. Force readiness is the
top defense priority.

Education and Training. Education is the number one priority
in the President's budget. To pay for his national crusade to
improve education and provide for lifelong learning, the
President's budget includes $46.4 billion in discretionary budget
authority for education and training. His proposal-is $8.9 billion
over that allocated in last year's budget resolution and an
increase of $4 billion over the 1997 appropriated level. Head
Start, Goals 2000, Education Technology, Pell Grants, and Job Corps
are but a few of the programs included in this function category
that receive significant budget increases in the President's plan.

Protecting the Environment. The President's budget places a
priority on protecting the environment by increasing funds for
several Environmental Protection Agency (EPA) programs and natural
resources initiatives. The President follows through on his pledge
to offer a balanced budget plan that protects the environment by
recommending an increase of $3.1 billion, up 12 percent relative
to last year, for various programs, highlighted by an increase of
$846 million for the EPA. The President's budget increases funding
for the EPA's operating program _ the backbone of EPA's efforts to
ensure the enforcement of current environmental laws _ and the
Superfund program that will serve to speed up the pace of cleanup
of toxic waste sites. Also included in the request is $87 million
for the brownfields program, an increase of $51 million.

Crime. The President's budget extends the commitment to cut
crime, curb illegal drugs, and secure the Nation's borders,
providing $1.1 billion more resources than last year. With overall
crime rates dropping for the last 5 years, the Administration
proposes to target resources to combat juvenile c¢rime and illegal
immigration. To this end, the budget continues funding to put
100,000 police officers on the street, increases State grants for
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Prison Constructlon ana thne V10ience agalnst women initlative,
presents new anti-drug abuse programs, and deploys more resources
along the Nation's southern border to disrupt the drug trade and
illegal immigration.

Military Spending. The President proposes $266 billion for
defense-related programs, an increase of $2.9 billion from last
year's level, and aSsumeﬁ»enactment of requested rescissions and

Major Proposals in the President's Budget

{In billions of dollars) 1998 1999 2000 2001 2002

S-yr
CURRENT SERVICES DEFICITS 120 140 128 109
101 -
Discretionary changes 1/ -6 -18 -23 ~41
-50 -137
Defense _ -5 -15 ~-14 =22 -23 =80
Nondefense -1 -3 -8 - -19 ~27
~-58
Entitlement changes +(*) -6 -19 -33
~64 -121
Medicare -4 -11 -22 ~28 ~35
~-100 .
~Medicaid (net) 1 +{*) -1 ~4 -6
-9
Health insurance initiatives 3 3 3
4 1 14
Welfare reform (excluding Medicaid) ‘ 3 o3
4 3 3 16
Spectrum proposals -2 -2 -4 -6
-22 ~-36
Student loans -1 -{*) —-{*) —{*) -1
-3
School construction 1 1 1 1
e 5
Improve third grade literacy 0 +(*) +(*)
+{*) +{*) 1
Other mandatory -1 -1 -{*) -1 -4
-9
Revenue proposals 7 1 4 6 5
22
Tax relief 18 16 20 22 23
98
Unwarranted benefits -4 -6 -7 -8
-9 -34 ‘
Other provisions -7 -9 -9 -9
~9 ~42
Total programmatic changes 1 -22 -38 -68
~109 ~236
Debt service - {*}) -1 -2 -5 -9
Total, proposals 1 ~23 ~-41 ~72 -118
~-252
RESULTING DEFICIT/SURPLUS , 121 117 87 36
-17 P .

1/ Savings from uncapped baseline. Total discretionary cuts
from capped baseline are $96 billion over 5 years.

supplementals. Over the next 5 years, the Administration proposes
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to increase defense spending by $68 billion from a discretionary
freeze at 1997 enacted levels. The President's 1998 budget request
provides defense with $6.5 billion more in 1998 and $19.2 billion
more in 1998-2002 than was projected for these time periods in
last year's budget submission. The Administration's defense
request continues to emphasize readiness and quality of life for
U.S. soldiers. The budget provides robust funding of $93.7 billion
or operation and maintenance and gives military personnel a pay
raise of 2.8 percent in 1998 and 3.0 percent thereafter. The
President's defense procurement request is $42.6 billion, a §1.5
billion decline from last year's level. Over the next 5 years,
procurement spending would rise by 47 percent in real terms,
hitting the Joint Chief's $60 billion goal in 2001 and $68 billion
in 2002. These increases would accommodate the purchase of new
weapons systems coming on line at the turn of the century.

Foreign Policy and Diplomacy Spending.. The President proposes
$19.5 billion in support of the Nation's foreign policy and
diplomatic efforts, which is $1.2 billion more than last year's
enacted level, This increase allows the United States to clear
arrearages and pays our assessed contributions to the United
Nations, and provides stepped-up assistance of $900 million to the
fragile democracies of the New Independent States. To avert
future monetary or currency crises, the budget also includes a
request for an additional $3.5 billion in budget authority only
{(no outlayg) for the New Arrangements to Borrow. The budget
continues to provide robust funding of $5.7 billion to support the
Middle East peace process.

Medicare. The 1998 budget preserves and modernizes Medicare _
saving $100 billion over 5 years and extending the solvency of the
Hospital Insurance Trust Fund into 2007. The package gives
beneficiaries more choices among private health plans, makes
Medicare more efficient and responsive to beneficiary needs, and
reduces the growth rate of provider payments without adding new
costs to enrollees.

The distribution of 5-year savings concentrates on areas of
unsustainable growth. These include reductions in payments to
managed care programs ($34 billion}, hospitals ($33 billion), home
health agencies ($14 billion), physician payments {($7 billion),
skilled nursing facilities ($7 billion}), and other providers ($2
billion).- Measures to reduce fraud and abuse save an additional $9
billion and new preventative benefits cost $16 billion over 5

years. The Part-B premium is extended at 25 percent for savings of .

$10 billion over 5 years.

Medicaid. The President proposes a number of changes to
Medicaid, resulting in $9 billion in net savings. His plan limits
the amount of Federal dollars States can spend through a per-person
cap, while continuing to guarantee health and long-term care for
the 37 million low-income pregnant women, children, disabled
Bméricans, and elderly who rely on it. In addition, the budget
proposals include a restructuring of payments to hospitals that
serve a disproportionate share of low-income patients States
would be granted additional flexibility to simplify administration
of the program. These changes result in $22 billion in gross
savings.

The President also proposes to add back $13 billion to provide
additional services under Medicaid _ including States options to
increase coverage for children and the disabled. The plan would
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also restore certain benefits for legal immigrants and their
children that were eliminated in last year's welfare reform
legislation.

. Other Health Initiatives. The budget includes three new
policies to extend health coverage to the uninsured: a State grant
program to provide health coverage tc uninsured children; a
demonstration project to provide premium assistance to individuals
and families who lose their health insurance when they are between
jobs; and grants to States to encourage the creation of voluntary
purchasing cooperatives for small businesses. These proposals are
projected to cost $13.7 billion over 5 years. The administration
estimates that 5 million additional children _ half of those
currently without health insurance could receive coverage by the
year 2002. -

Welfare. In keeping with the promise he made after signing last
year's welfare reform legislation, the President includes several
initiatives designed to help welfare recipients find work, and
restores some of the benefit cuts in last year's welfare reform
bill. The budget provides $3 billion in new grant money to help
States and cities move one million welfare recipients into jobs.
The President also proposes to add to the current Work Opportunity
Tax Credit (WOTC} to create incentives for businesses to provide
new job opportunities for long~term welfare recipients.

In addition to helping low-income people find work by expanding
discretionary spending in the areas of transportation,. job
training, and adult education, the President restores $16 billion
funding for several programs cut in last year's welfare reform
bill. Among the proposed restorations: longer food stamp benefits
for childless unemployed people, changes to the standard deduction

. and other allowances, and SSI benefits for the estimated 200,000
legal immigrants who have become disabled after entering the
country.

Spectrum. The budget includes $36.1 billion over 5 years in
spectrum auction proposals. Of that amount, -$18.3 billion would be
derived from the auction of the analog broadcast spectrum. Also
proposed is an expansion of FCC's authority to auction spectrum for
personal communication services that would generate $17.1 billion
in revenue, and a new generation of toll-free "888" wvanity
telephone numbers estimated to yield 3700 million over 5 years.

‘Student Loan Program Reforms. While affirming the right of
schools to choose between the Federal Family Education Loan (FFEL)
Program and the Direct Student Loan Program, the budget proposes
net savings of $3.47 billion. To reduce student borrowing costs by
$1.4 billion, the budget would cut origination fees for both
programs. The plan would also extend the flexible repayment and
consolidation options available to Direct Loans borrowers to FFEL
borrowers, thus continuing efforts to provide similar terms. The
President would derive $4.5 billion in savings by requiring the
guarantee agency and lender system to be performance-based, thus
maximizing incentives to reduce student defaults. BAbout $2.5
billion of these savings come from the proposed recall of guarantee
agency reserves.

School Construction. To stimulate State and local efforts to
renovate and construct new school facilities, the President
. requests $5 billion in 1998. This new program will address the
need to correct safety problems, modernize schools to use ’
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technology, create more space for growing enrollment, make schools
accessible to the disabled, and install energy efficient climate
control systems. The administration hopes to use this $5 billion
to leverage more than $20 billion in actual repairs and
construction by subsidizing school construction bonds and other
local financing mechanisms.

America Reads. Recognizing literacy as the foundation for
academic achievement, the President has issued a challenge to the
Nation that all children read well by the end of third grade. Two
parts of this $1.2 billion proposal are to be funded with new
mandatory spending: America's Reading Corps designed to create
reading specialists to train and supervise one million tutors who
would provide youngsters help, and Parents as First Teachers a
program that would provide training to parents through local
community and national groups.

Middle Class tax relief. The centerpiece of the President's tax
proposals is the $87 billion Middle Class Bill of Rights which, as
it did last year, contains three key proposals: a $500 credit for
children under 13, the HOPE Scholarship tax credit and other
education and training tax incentives, and expanded access to
Individual Retirement Accounts (IRAs). Other significant proposals
in this category include: a welfare-to-work credit, a $500,000
capital gains exclusion on home sales, a package of tax incentives
for investment in distressed communities, and targeted estate tax
relief for small businesses.

Eliminating unwarranted benefits and tax loopholes. The budget
plan includes a variety of proposals to modify or eliminate various
tax breaks. Most of these items were included in last year's
budget. Among the major items: various limits on the use of the
dividends received deduction (DRD), requiring the use of
average-cost basis for stocks and securities, modification of the
loss carryback and carryforward rules, replacement of the sales
source rules with activity-based rules, and changes in the -
allowable inventory accounting practices. Unlike his previous
year's proposal, the President declined to specify effective dates
for these measures. 1Instead, he suggested that the effective date
be the date of first congressional action _ a move that has calmed
jittery financial markets. ’
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6. RESTORING THE AMERICAN COMMUNITY

" own lives ..

‘national community of purpose.

We said in 1991 we would offer opportunity. for all, demand responsibility from all, build a
stronger American community. We said that this era requires a Government that neither attempts
to solve problems for people, nor leaves them alone to fend for themselves. Instead, we envision a

" Government that gives people the tools to solve their own problems and make the most of their
. I intend to spend the next four years doing everything I can to help communities to
help themselves, to educate all Americans about what is wf)rkmg, and to create, in the process a

President Clinton
December 11, 1996

Some American - communities have grown
disconnected from the opportunity and pros-
perity of their . States, their regions, their

Nation, and the global economy. The polariza-

tion -of communities—isolating the. poor from

e welloff, the unemployed from those who

k, and people of one. race or ethnicity

n others—frays the fabric’ of our civic

..ature and ' depletes the strength of -our
economy. '

The problem affects all Americans; we
cannot and should not wall ourselves off
from it. If we do not address the problem
in our communities, connectmg residents of

distressed - neighborhoods and rural ‘areas to..

the jobs and opportunities of the regional
marketplace, the Nation cannot compete and
wm in the global economy.

While poverty overall is down in Amenca :

the concentration of urban poverty has risen
in recent decades (see Chart 6-1).
1970 to 1990, the number of people living

in areas of concentrated poverty (where over.
40 percent of the residents are poor) grew.
from 3.8 million to 10.4 million.? The share .
of people living in our 100 largest cities
in these extreme-

who were concentrated
poverty neighborhoods also rose—from five

percent in 1970 to eight percent in 1980 .
to 11 percent in 1990. In such- nelghborhoods

.socxai conditions are bleak..

' / are headed by single women; compared to

! The President’s Urban Policy Report, 1985,

From

« ‘Over 60 percent of familiés ‘with children

under 20 percent in non poverty neighbor-
‘hoods. © . ;

) Over half of all adults have less than a
high school education, compared to under
- 20 percent in non-poverty. nelghborhoods

e Over 40 percent of working age men are
not working, compared to just over 19 per-
~cent in non-poverty neighborhoods.

‘Poverty also remains a persistent problem
in rural America. Of the 765 rural counties '
with poverty .rates of at least 20 percent
in 1990, 535 had such poverty rates .in
1980, 1970, and '1960. Because they often
live ‘in remote areas, and do not live near .
one another, rural residents often have a
hard time receiving critical services or connect-
ing themselves to urban and suburban centers
of economic activity. .

On the other hand the 1990s have brought

signs of progress—in allev:atlng poverty and.

creating opportunity both across ,t_he ‘Nation
as well as in the isolated areas in which
the obstacles are so imposing. Across the
Nation, poverty, welfare, and mequal;ty are
all down, while incomes and homeownership
are up. In the last four years, the economy

~has created over 11 million jobs and record

numbers of small businesses, bringing new
hope and opportunity to millions of Americans.

The Administration recognizes, however, the
barriers that still stand in the way of work
and self-sufficiency for many poor Americans,

“and it proposes important steps to address
‘them and to provide more opportunity.

95
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Chart 6-1 CONCENTRATION OF POVERTY IN URBAN AREAS
REACHED A 30-YEAR HIGH IN 1990

(Populauon hv:ng in census tracts with more xhan 40 percent povcrty)

1970

Socaal Science Research Counc:l New York, 1992 and 1993, .

1980 ) ‘ 1990

Sourcc uUs. Census data for 1970, 1980, and 1990, as compxlcd by lohn Kasarda, Urban Undemlass Databasc Machine Rcadablc Fllcs.

.

" In particular, communities need ‘help to

attract the kind and amount of private invest-

ment that could spur their revitalization.

Although Federal programs can prowde sup-
port, solutions must come from the community.

As a result, the budget proposes to create

opportunities and offer incentives for -individ-

‘uals and businesses to partlmpate dlrectly

in addressing local prcblems.

[

National Semce

National service is rooted in the American

tradition of neighbor helping neighbor to.

build communities, reward personal respon-
sibility, and. expand educational opportunity.

‘The Corporation for National and Community. |
Service, established in 1993, encourages Amer-

icans of all ages and backgrounds to engage

in community-based service, addressing the .

Nation’s educational, public safety, environ-
mental, and other needs to . achieve direct
and demonstrable. results. In doing so, the
Corporation  fosters  civic
strengthens the ties that bind us together
as a people, and provides educatlonal ~oppor-

responsibility,

tunity for those who’ make a substantial

commltment to semce

‘The budget proposes $809. mllhon for the'

Corporatmn a 31-percent increase over 1997,
with the increase targeted to the President’s

America Reads initiative—an effort through’

which volunteer tutors will help children
read well and independently by the third
grade. Along with support from the Depart-
ments of Education and Health and Human

~Services, the Corporation’s funding will finance
11,000 AmeriCorps tutor coordinators and .
“logistical support to help recruit, organize,

and manage an army of a million volunteers

‘who will tutor over three million children—

from kindergarten through third grade-—after
school, on weekends, and during the summer.
Every Corporation program will participate

in this effort. America Reads builds on the -
demonstrated success of national .service m,
’helpmg to solve real problems.

AmerlCorps the Corporatlon S s;gnature ini-
tiative that includes Volunteers .in' Service

to America (VISTA) and the National Civilian

THE BUDGET FOR FISCAL YEAR 1998
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6. RESTORING THE AMERICAN COMMUNITY
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Community Corps, has proven cost-effective.
Investment in AmeriCorps members returns
$1.60 to $3.90 for each dollar invested; accord-
ing to independent evaluations. AmeriCorps
enables young Americans of all backgrounds
to serve in local commumtles full- or part-
time, generally for at least a year. In return,
they earn a minimum living allowance set

-at about the poverty level of a single individual.

and, when they complete their service, they
earn an education award to help. pay for
postsecondary education or Tepay student

loans. About 70,000 individuals will have

participated in AmeriCorps in its first three

years, and the budget supports an AmeriCorps~

program of about 35,000 members.

Among other national service programs:

o Learn and Serve America grants hel'p
school districts and communities engage
youth to serve their communities and

learn citizenship. The budget proposes to. -
fund opportunities for almost 900,000

school-age youth.

‘e The National Senior’ Serwce Corps en- -

gages senior citizens—an- untapped re-
source with time, talent, and energy to

meet community needs. The budget funds’

the Retired and Senior Volunteer Pro-
gram, the Foster Grandparent Program,

and the Senior Companion Program, ena-.

bling nearly 600,000 older’ Americans to
" serve. ' '

Corporation programs strengthen commu-
nities in several ways. AmeriCorps, for exam-
ple, is run by national,

Red Cross, the National Coalition of Homeless
‘Veterans, .the YMCA, and local United Ways
across the country. These institutions select
AmeriCorps members to work alongside the
‘men and women already working to solve
problems at the local level. AmeriCorps mem-
bers provide a regular source of service
that most volunteers, with their own time
. constraints, cannot offer. AmeriCorps members
also recruit traditional, unpaid volunteers,
then help organize and manage these volun-
teers as they perform direct service.

The Corporation operates in a decentralized
fashion, working with bipartisan commissions

State, and " local -
organizations such as Habitat for Humanity,
the Christian Children’s Fund, the -American

- Federal tax benefits,

that the Naticin’s govemofs appoint to"carry

out service programs. The commissions run

‘competitions to determine what programs will

participate, 'and States manage and oversee
them. In the Learn- and Serve program,
State education -agencies set priorities and
resource allocations for service learning pro-
grams. In the National Senior Service Corps,

.communities define the activities that Senior

Corps members will conduct.

Most important of all, national
participants are getting things done.

service

"« In one. Ohio” pro_]ect nine AmenCorps
members conducted home visits with 1,449
students. ‘As a result, school attendance
increased, more students applied to college

" than were originally planning to, and more
" parents were involved in their children’s.
education. '

‘s In California, 12 AmeriCorps members
‘tutored 230 students, and drop-out rates
_fell from 50 to 20 percent. Teachers also
‘noted 1mproved attention and behavior -

. among students. . :

» In Olympia, Washmgton three teams of
retired volunteers tutored 400 students
who were reading below grade levels and .
almost all were reading at their appro-
priate grade level by the end of the year.

Empowerment Zones (EZS) and

. Enterprise Communities (ECs)

As ‘part of his 1993 economic program
the President proposed, and Congress enacted,
the Empowerment Zones and Enterprise Com--
munities program. Under it, communities de-
velop a strategic plan to help spur economiic

-development - and -expand opportunities for

their residents, and in return they receive
social service grants,
and more ﬂexxblhty in how _they use Federal
funds.

EZs and ECs are parts of urban or rural
areas with high unemployment and high
poverty rates: For EZs, the Federal Govern-
ment provides tax. benefits for businesses
that set up shop, and grants to community
groups for job training, day care, and other

purposes. For ECs, the Government provides™ .

grants' to community groups for the same-
array of purposes. Both EZs and ECs can
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"~ apply for waivers from Federal regplations
- enabling them to better address their local
needs.

The 1994 competition for the first .round
of EZ and EC designations generated over

500 applications and created new -local part-.

nerships for community revitalization—even
in communities. that were not chosen. The
105 selected communities made well over

$8 billion in private-public commitments (aside -
“from the promised Federal resources). - In

the six urban :EZs, the private sector has

investment, bringing greater economic oppor-
tunity to those cities. One of the six, Detroit,
has announced over 21 private developments
in its zone, with one linen and supply
manufacturer announcing a $5.5 million ex-
pansion over the next two years that will
create over 100 jobs for zone residents. .

But many cornmunities that were not des-

ignated as EZs or ECs lack the seed capital -
to begin their revitalization: efforts. Thus, -

in last year’s budget, the President proposed

a second round of EZs/ECs ‘to stimulate °

further private investment and economic op-
portunity in distressed urban and rural com-
munities and to connect residents to available
local jobs. Because Congress did not act

on the proposal, this budget again proposes v

a second round of EZs/ECs. -

The -second round would again challenge
communities to develop their own comprehen-
sive, strategic plans for revitalization, with
input from residents and a wide array of
community partners. The Administration
would' invest in communities that develop
the most innovative plans and secure signifi-
cant local commitments. The second round
would build on the President’s “brownfields”

tax incentive, which would encourage busi-.

nesses to clean up abandoned, contaminated
industrial properties in .distressed: commu-
nities. This round would also offer a competi-
tive application process that would stimulate
the public-private partnerships needed for
large-scale job creation, business opportunities,
and job connections for families in distressed
communities. (For more information on the
brownfields program, see Chapter 3.) ’

The Administration proposes to seek 100
new designations, with ‘communities receiving

" a combination of tax incentives, direct 'grar.lts','.
" and priority consideration for funds ‘from .
Federal economic development programs and- .

for waivers of Federal requirements from
the President’s Community Empowerment

' ‘Board, chaired by Vice President Gore.

Community Develop_ment Financial
Institutions (CDFIs)

Proposed by the President: in 1993 and
created a year later, the CDFI Fund is

made or committed: over $2 -billion in new: .. designed to expand the ava11ab111ty of credit, . .
i mvestment capltal financial services, “and -

- other development services in distressed urbaxiA

and rural communities. By stimulating the
creation and expansion of a diverse set of
CDFls, the Fund will' help develop new

. private markets create healthy 'local econo-
' mies, promote entrepreneurship, restore neigh-

B borhoods, generate tax revenues, -and empower
. residents. :

. CDFIs provide a wide range of financial

products and services, such as mortgage fi-
nancing to first-time home buyers, commercial -

loans and in,v_e's“tments to start or expand
small businesses, loans to rehabilitate rental
housing, and basic financial services. CDFIs

" also include a broad range of institutions—
-e.g., community' development banks, commu-
“.-nity development ' credit -unions, community

development loan. funds, comm’qnit'y develop-

ment venture -capital funds, and microenter-
.prise loan funds. These institutions,. not the

CDFI Fund, decide whlch individual projects

. to finance.

The budget proposes $125 vrvn.illion for the':

CDFI Fund,. $75 million more than in 1997,

and gradual “increases each year to bring

the five-year total to $1 billion by 2002.
Private sector -interest in the program has

.- dramatically exceeded expectations. In 1996,
“ .the CDFI Fund received . requests for $3OO
million "in assistance—about 10 times what'

was available for the first round—from 270
new and existing CDFIs. Of these applicants,
the CDFI Fund selected 32 institutions, serv-

- ing 46 states and the District of Columbia,
‘to receive $37.2 million in financial and

technical assistance. In addition, the Fund

“awarded $13 million to 38 traditional banks

and thrifts for increasing their activities in

» GOy © £ NP AL IR~ 2 A< 1 P 8

v



6. RESTORING THE AMERICAN- COMMUNITY

.99

economically distressed communities and: in-
vesting in CDFIs.
Additional resources would enable the Fund

to implement a new initiative to support
private institutions that . provide secondary

markets for CDFlIs, leveraging public resources
This initiative would -

with private capital.
increase the resources to provide incentives,
through the Bank Enterprise Award program,
for traditional banks to expand their commu-
nity development lending and support local
CDFlIs. The funds also would substantially
. enhance the CDFIs’ capacity to take advantage
of coordinated, multi-faceted commumty -devel-
opment efforts such as EZs and ECs.

A 51mllar program at the Department of
Housing and Urban Development (HUD), the
Community Empowerment Banking Initiative,
also helps economically distressed neighbor-
hoods establish financial institutions. Through
a competitive process, the cities of Washington
and Baltimore, and a six-county area in
rural Mississippi, received funding for empow-

erment. banks in. 1997. These. recipients will

"use $20 million ras seed money and. try
to leverage much larger investments from
~conventional banks, foundations,
groups, investors, and residents. Area resi-
dents and businesses will have controlling
- interest in the banks by- purchasmg affordably
priced stock

_Finally, the budget proposed $100 million
in non- -refundable tax credits that the CDFI

_ Fund would allocate among equity mvestors

in community dévelopment banks and venture
capital funds. Investors could take the credit—
up to 25 percent of their
in the year they invest. This initiative should
help leverage over $1 billion of private invest-

ment in distressed urban and rura] “commu-’

nities.

Federal Reiationship With Cgmmunities

The Administration has worked to give
communities the flexible tools they need to
develop affordable housmg and revitalize their
economies.

Hoping to reverse a decline in the rate
of homeownership, for instance, the Adminis-
tration in 1994 entered into an unprecedented

partnership with 58 key public and private

~with a stable economy and low

non-profit

investments— -

o

sector orgamzatlons to form a Natmnal Home-’

: ownershlp Strategy.

The’ partners are reducing the barriers

~ to homeownership by lowering mortgage-clos-"
_ing costs and down payment requirements;

by simplifying the process of financing home
purchases and repairs; and by opening. mar-.
kets for women, minorities, central-city' home-

. buyers, and others traditionally locked out -

of the conventional lending markets. Coupled
interest
rates, this initiative -has helped the Nation
reach an all-time high national. homeowner-

-ship rate. The rate is now '65.6 percent—
" its highest level -in nearly 16 ' years—and

4.4 million- Americans - have become home-’

owners in the. last four years, including
record numbers of minorities. -
For housing programs in general, HUD

~ has focused on initiatives that “build from

the ground up”—giving communities the power

"and responsibility to- assess their - housing

and economic development needs, -and -to

* tailor their responses accordingly. HUD has |

pald particular attention to streamlining and
simplifying Federal requirements in exchange
for demanding a higher level of performance.

In addition, the Administration has worked
closely with Congress to advance the most’
profound changes to public housing in over
a generation. This effort reflects HUD’s four-

part transformation agenda:

« Replace the most dilapidated, dlstressed!
developments with smaller-scale, afford-
able housing and portable housing vouch-
ers; C

* Restore managemeht excellence to housing
agenc1es that are systematlcally troubled;

« Provide incentives for tenants to become
self sufficient by rewarding work, and con-
necting them to educational and employ—
ment opportunities; and :

« Place conditions on public. housing ‘resi-
dency through tougher occupancy and evic-
tion rules.

The budget builds on the progress to date
by supporting efforts to demolish 54,000 of
the worst public housing units in the néxt
three years. and, rather than operate or
modernize those units, provide portable sub-
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sidies to residents and .construct a limited

amount of mixed-income housing. Portable

subsidies, now held by nearly 1.5 million
households, give recipients' a greater range

of housing and neighborhood choices, reducing -
the isolation of poor families and the con-

centration of poverty (see Chart 6—2)

But ‘because then‘ needs can.be so dlfferent

-~ no single approach will help both urban'

and rural communities. Nor, in fact, will
any single approach help all rural areas.
The Administration had proposed giving

States, localities, and ‘Tribes more ﬂembﬂxty :

in how they use the community and economic
development assistance they. receive from the

Agriculture Department (USDA). In last year’s
" Farm Bill,

Congress adopted the proposal
as part of the new Rural Community Advance-

ment Program (RCAP), thus combining 12

‘separate USDA programs into Performance
Partnerships in which the Federal Government
provides more flexibility in exchange for re-

quiring more accountability for how the money.

THE BUDGET FOR FISCAL YEAR 1998 :

is spent The budget proposes $689 mﬂhon |

 for the RCAP, which also would give States
block grants for rural commumty and economic

deve]opment

Govemment-to-Government Commxtment
to Natxve Amencans

~ The. Admuustrat:on contmues to strengthen
the = Government-to-government relationship
with Natzve Americans.

In the past year the Administration pro-

posed ' steps to advance and protect Tribal -

interests; negotiated an historic settlement
to the century-old land dispute between Nava-
jos and Hopis; and fought attempts to cut
Tribal funding .and undermine Tribal sov-

- ereignty. .For 1998, the budget proposes $6.5

billion, six percent more than in 1997, for
Government-wide programs that address basic
Tribal needs and encourage self- debermmatmn

_ (see Table 6-1)

Chart 6-2. HOUSING VOUCHER RECIPIENTS ARE LESS LIKELY:TO LIVE IN
HIGH POVERTY NEIGHBORHOODS THAN ARE RESIDENTS OF PUBLIC
, ' HOUSING .
PERCENT.
so—| 47
40—
3. 27
20| 18 ‘
1 |
10— e
PO B - - ’ - | —
LESS THAN IO% 10-20% ’iO-KO% 30-49% o MORE THAN 40%
|7 O voucuErs TRACT POVERTY RATE
{71 PUBLIC HOUSING o




Lo
C 3 et — e s

. 6. RESTORING THE AMERICAN COMMUNITY

101

Table 6-1. GOVERNNIENT WIDE NATIVE AMERICAN PROGRAM
' FUNDING - :

(Budget éuthbnty, dollar amounts in millions)

1993 1997 1998 Change:  Change: -
Actual  Estimate Proposed 1993t 1997 to

Percent Percent

© 1997 1998

1,647 . 1,607 1,732 -2%  +8%

2,022 2,342 2412 +16%  +3%

Subtotal, BIATHS ....cooonecieierrrnreioneersions
All other-....... . »

1,833 2,188

3,669 3,949 . 4,144  +8% - +5%
2,309 +17%  +8% |

5502 6,087 6453  +11% 6%

tions.

1IHS program level includes both budget authonty and Medxcaxd Medicare, and pnvate insurance collec-

The " Interior - Department’s (DOI) Bureau
of Indian Affairs (BIA) and the Health and

Human Services Department’s Indian Health
Service (IHS) comprise two-thirds of Federal

funding for Native American programs. For,

the BIA, the budget proposes $1.7 billion,
eight percent more than in 1997, to help

improve the living conditions on reservations,

promote Tribal self-sufficiency, and continue
to meet the Federal trust responsibility to

Native Americans. Over 90 percent of BIA.

operations funding goes for basic, high-priority
reservation-level programs such as education,
social services, law enforcement, housing. im-
provement, and natural resource management.

The budget also would enable DOT’s Office
of - Special Trustee to continue 'to improve

the management of Indian trust funds. In

December 1996, DOI sent a report to Congress
that outlined legislative settlement  options

for resolving disputed balances in Tribal

trust accounts. For any settlement, the Admin-
istration is determined to achieve fairness
and justice with respect to these accounts.
DOI will continue consulting with Tribes
on settlement options and submit a follow-
up report to Congress this Spring:

For the IHS—whose clinical services  are
often the only source of medical care available
on remote reservation lands—the budget pro-

poses $2.4 billion, three percent more than

in 1997. Along with higher funding, IHS

and the Health Care Financing'Admipistration

have worked together to enhance THS’ ability

- to receive Medicare and Medicaid reimburse-
- ments, thus helping to ensure that IHS

facilities provide quality medical care. The

‘budget also allows Tribes to continue taking

greater responsibility for managing their own
hospitals. And the budget invests in construc-

. tion to replace two antiquated IHS facilities—

Ft. Defiance on the Navajo reservation and
Keams Canyon on the Hopi reservation—
thereby helping IHS provide high- quahty med-‘
ical services to Native Amencans

BIA and IHS will continue to. promote :

 Tribal self-determination. through local deci-

sion-making. Tribal contracting and self-gov-
ernance compacting now represent half of-
the BIA operations budget, and over a third
of the IHS budget. Self-governance compact
agreements, which give Tribes greater flexibil-
ity to administer Federal programs on reserva-
tions, will likely grow in number to over
70 in BIA in 1998, a 40-percent increase
from 1997, and to over 35 in [HS.

‘Finally, the Administration continues to
stress the spirit of consultation and recognition
of the unique status of Native Americans.
In- August 1996, Tribal leaders attended the
second annual White House meeting—marking -
the anniversary of President Clinton’s historic
April 1994 meeting with over - 300 Tribal
leaders. At last year’s meeting; the First
Lady and three Cabinet officials highlighted
‘progress on .improving Government-to-govern-
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_ ment relations with - Tribes and a551stxng
the Native American community. In addition,
_ the Administration unveiled a number of

initiatives to unprove Federal programs for -

Tribes.:

: The sttnct of Columbla ‘

' The "Nation’s capltal
- as a symbol of pride to all Amencans,
‘h_as' fallen on hard times. It faces not only
serious budget problems, but even "serious

. obstacles to providing the most basic. semces .

to its residents.

But no simple solution will do. For as
the President said recently, the District of
Columbia suffers from the “not quite” syn-

drome—“not qulbe a State, not quite a city, :

~not quite independent, not quite dependent.”
In managing its resources and performing
public functions, the District is not like
other cities, which receive assistance from

their States. In fact, the District has broad -

responsibilities for what are, elsewhere in
the Nation, separate State, county, and local
functions, And while Congress has ‘voted
to give the city a
in recent years,
basically flat while imposing strict limits
on the District’'s budget and taxing powers.

~ Clearly,
‘work. The Administration proposes to signifi-

‘cantly re-order the relationship between the -

"Federal and city governments in. order to
revitalize the Nation’s capital and to improve
- self-government within the "District. Specifi-
*cally, the Administration proposes a three-
part strategy to improve the city’s ﬁnancxal
‘managerial, and economic resources.

First, the Federal Government wduld di-

which it has a clear interest:

e Pensions: The Federal Government would
take over the District’s pension plans for
law enforcement officers and firefighters,
teachers, and judges, thus resuming re-
sponsibility for the unfunded pension li-
ability that it transferred to the District

. in 1979. The District would transfer to the E
to link District residents to newly ‘created’

Federal Government (or its designee) $3.3
billion in associated pension assets, leav-
ing the Federal Government to assume. the

Wthh should serve

lump sum annual payment
it has kept the payment’

tﬁe current structure. does not -

THE BUDGET FOR FISCAL YEAR. 1998

$4é billion unfunded liability. The District
would establish new plans for its current
" and future employees : ‘

. Cnmznal Justzce The Federal Govemment
would ‘provide full funding for. the Dis-
trict’s Court System (which would remain
self-managed), take over the District’s
Lorton. prison facility -and its currently

~ sentenced felons, and assume responsibil-
“ity for incarcerating District felons in the
future who are sentenced in accordance
‘with Federal standards. :

) Medzcazd The Federal Government would
assume the roles normally played by the
Federal and State governments under this
Federal-State program, paying 70 percent .
of Medicaid spending in the District (com-"
pared to the current 50. percent share).’

In exchange, the Federal Government ‘would
end the Federal payment to the District,.
which most recently. .was $712 million. The
Federal Government, however, would agree
to this exchange of responsnblhtles only. if
the District took specific steps to improve
its management and performance. The Admin- -

" istration, the Mayor, the City Council; and

the District of Columbia Financial Assistance
Authority would enter a Memorandum of
Understanding, setting forth the DlStrlCtS

nbhgatlons to meet speaﬁc criteria.

Second, the Federal Government would es-

"tablish the National Capital Infrastructure

Fund (NCIF), and would provide seed money V

- from the Federal Highway Trust Fund to
fund-it. The NCIF would fund transportation

infrastructure projects in the District to benefit
residents and commuters alike—including the

- construction of local roads, brldges and tran51t
4 fac1ht1es : ;
rectly assume certain public functlons i

Third, the Federal Government would create
an economic development corporation (EDC)
to pro\nde grants and tax incentives -for

* economic development. The EDC would craft

a strategic economic . development plan for
the District, and recommend. how to use

'?vario'us financial incentives that the Federal
‘Government would provide. It. would build

local economic markets, develop strategies

jobs; and help the District foster regional’

" economic strategies.
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" And fourth, Federal departments and agen-
cies would. give the District more intensive
technical assistance in education and training,
housing, transportation, health care, and pro-
- curement, in order to. contribute more. to
the District’s success. For instance, the Inter-
nal Revenue Service would assume responsibil-
ity to collect the District’s: individual income
and payroll taxes. This fourth step would
build on the Adm;mstratlons activities

through - the President’s mter—agency Task .
Force on the Dlstrlct of Columbia.

The Pre51dents plan. for the Dlstnct of
Columbia reflects his overall goals for the
Nation. It would increase opportunity for
District residents, demand responsibility from
the District govemment and build a strong

- community in the Nation’s capital that all

Americans can look to with pride.
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1. STRENGTHENING HEALTH CARE

and z' am determined to get it done.

We can, and we must, work together to reform Medicare and Medicaid so they continue to meet
the promise to our parents and our children and continue to expand health care step by step to
children in working families who don’t have it. We can do that and balance the budget, and take
advantage of the fact that new models are clearly making it possible to lower the rate-of medical
inflation in a way that advances the quality of health care as well as the quality of our long-term
objectives in balancing the budget and investing in the fature of America. 1 know it can be done,

President Clir ton
December 11, 1996

Americans have good reason to be optimistic
about the Nation’s health care as we approach
the new millennium.

Medicare ensures that older Americans re-
ceive high quality health care and can look
forward to a longer life expectancy. Medicaid
provides vital health services to low-income
pregnant women and children, people with

disabilities, and elderly Americans. Together,

Medicare and Medicaid serve over 71 million

Americans. ‘Meanwhile, the Federal Govern-

ment is investing more in biomedical research
and technology, furthering our knowledge
about the prevention and treatment of diseases
and providing new insights into the genetic
basis of diseases such as breast cancer as
well as threats from food-borne illnesses newly
emerging infectious diseases.

- And jiist in the past year, we have witnessed
the rapid development of new prescription

- drugs to help people with AIDS and other

debilitating diseases. These new developments

hold the potential for a wvastly mcreased'

life expectancy for these Americans.

.Our private health system, alreadyv the

“world’s most dynamic, is undergoing a dra-

matic transformation—much of it positive.
The best private sector innovations have
helped make our delivery system more effi-

cient, and have improved quality by increasing
~ consumer choice, stressing accountablhty, and

focusing on medical outcomes.

In his first term, the President and Congress

took important steps to improve our Nation’s.

health care éystem. One of the most-significant
was last year's passage of the Health Insur-

- ance Portability and Accountability Act of

1996 (HIPAA), also known as the Kassebaum-
Kennedy bill. Now, as many as 25 million
Americans have health benefit portability they

-did not have before; no longer will people

whc‘h‘a'v:e been sick have to fear that they
will lose. their access to health insurance
if they lose their job or change jobs. Nor |

can they be denied coverage because they -

have a preexisting meédical condition. More-

" over, the law requires insurance companies
* to sell” coverage to small employer groups

and to individuals who lose group coverage
without regard to their health status. Tt
also made it easier and cheaper for self-
employed people to get health insurance,
simplified health care paperwork, strength-
ened Medicare’s fraud and abuse efforts,
and helped make Ieng-term care insurance
more affordable ‘

Other sxgmﬁcant health care initiatives .
enacted in the last four years include laws
requiring health plans to. allow new . mothers
and their babies to remain in the hospital
at least 48 hours following most deliveries,
and prohibiting health plans from establishing
separate lifetime and annual limits for mental
health coverage.

With this budget the President takes the

‘next critical steps toward a better health’

care future:

49 -
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'THE BUDGET FOR FISCAL YEAR 1998

* Preserving Medicare and Medléald while

reforming and strengthemng both . pro—'

grams in important ways.,

» Helping the growing numbers of American

children and families who lack health in-

surance coverage.

« Strengthening the health care infrastruc-

ture by investing more in biomedical re-
search, in programs to combat infectious
diseases, in the Ryan' White AIDS pro-
gram that provides life-extending drug
therapies to many people with AIDS, and

in programs such as community -health

centers and Indian Health Service facili-

ties that serve critically underserved popu- -

. lations.” S

Preserving Medicare

The budget preé;erve's and - improves Medi- ‘

care, extending the-life of the Part A Hospital
Insurance Trust Fund into 2007. Like the

President’s prevxous. two budgets, it gives -
beneficiaries more ' choices among. private -
health plans, makes Medicare more efficient.

and responsive to beneficiary needs, slows
the growth rate of provider payments, and

maintains the Part B Supplementary Medical

Insurance premium at 25 percent of program
costs. The plan saves $100 billion over five
years (and $138 billion over six years), accord-

ing to the Health Care Financing ‘Administra:

tion’s Office of the Actuary. -

- The President -also wants to work’ with

Congress on a bipartisan basis to address

the longer-term. problem of financing Medicare- .
to support the health care needs' of the

“baby boom” generatlon
Provider Payment Reforms and Program '
Savmgs ,

. Hospztals The budget reduces’ the annual
_inflation increase,.or “update,” for hos-

pitals; reduces'payments for hospital cap-
ital; reforms payments for graduate medi-

cal education; and begins to reform the

" payment methodology for outpatient . de-

partments while protecting beneficiaries
from increasing-charges for those services.

o Managed Care: Along with the Adminis- A

tration’s previous proposals to reduce the
current geographic variation in payments,

the budget proposes a new managed care
payment methodoclogy in light of substan-
tial evidence that Medicare pays too much

for managed care plans and, in fact, loses

money for every beneﬁc1ary who opts for

- managed care. The budget would reduce

Medicare reimbursement to managed care

plans from its current rate of 95 percent

of fee-for-service rates to 90 percent. To

" enable the .industry to prepare: for this

change, the Administration would not im-
plement it until the year 2000. The Ad-.

ministration views this reform as a first.
step and will continue to work with the

industry to create a better reimbursement

- mechanism for Medlcare managed care

plans.

"Physicians: The budget reforms physician

payments by paying a single update for
all physician services—based on a single .
“conversion factor,” or base payment
amount, and replacing the current three '
conversion factors, effective January -1,

-1998. The budget replaces current “volume
" performance standards” with a sustamable ‘

growth rate. .
Home Health Agenczes/ Sktlled Nursmg :

A'Faalztzes The budget 1mplements pay-

ment reforms, leading to séparate prospec-
tive payment systems for, home health care-

‘and skilled nursing facilities. Prospectlve

payments would begin to bring the current

- double-digit rise in spending on these serv-
‘ices under control. The budget also pro-

poses to reform the hoine health benefit
by paying for services following a hospltal -
stay from the Part A Trust Fund and pay-
ing for other services from Medicare’s Part
B Trust Fund. Beneficiaries would not be
affected by the change. In addition, the

- change will not count towards the budget’s

proposed $100 billion in Medicare savings -
through 2002, but will help to extend the

-'solvency of the Part A Trust Fund.

Other Providers: The budget makes pay- ‘

“ments for durable medical equipment and
_ laboratory services more consistent with
~ private market rates and reduces payment

updates to ambulatory surgical centers. |
The budget also proposes to address Medi- -
care’s overpayment for prescription drugs
that are provided in a physician’s office -
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by making payments more conipetitiVe
with what private purchasers pay.

e Beneficiaries: The budget continues; but .

does not increase, the- requirement that
beneficiaries pay 25 percent of Part B
costs through the monthly Part B pre-
mium. The budget imposes no new cost
increases on beneficiaries. The budget also
would maintain current law to prevent
“balance billing,” ensuring that doctors in
the new managed care plan options may
not charge above Medicare’s approved

"amount and leave the elderly vulnerable )

to higher costs.

e Private Plan Choices: The budget increases’
the numbers of plans—including Preferred

Provider Organizations and Provider
Sponsored Networks—available to seniors

and people with disabilities. These new op- .
tions will meet strong quahty standards

and include consumer protections. The
plans would be required to compete on cost
and quality, not on the health status of
enrollees.

' Beneﬁciarj; Improvements

The budget proposes reforms to improve

and increase services to beneficiaries, to pro-
tect them from the burden of additional

costs, and to .offer them a wider choice

of private plans.

e Preventive Health Care: The budget covers
new preventive health benefits including:
colorectal screening; diabetes .manage-
ment; preventive injections. like pneu-
monia, influenza, and hepatltls B; and an-

- nual mammograms without coppayments

e Alzheimer’s Respite Benefit: The budget es- .
tablishes a new respite benefit for the fam- * -
_ilies of Medicare beneficiaries with Alz-

heimer’s disease. Medicare beneficiaries

would - be eligible to receive non-medical

care, giving family members a much-need-

ed break from the constant demands of

caring for them.

» Qutpatient Department Payments: Pay; o

ments to hospitals for outpatient services

are one of Medicare’s fastest growing com-

ponents. Due to flaws in the current reim-
bursement methodology, hospital out-
patient departments get a reimbursement

. S &

higher than their actual costs. In effect,

beneficiaries pay about a 50-percent copay-
ment for hospital outpatient services, as
opposed to the 20-percent copayment made
for other Part B services. Medicare’s pay-
ments are not always reduced to account
fully for these high copayments. The budg-

et corrects these flaws by estabhshmg a -

prospective payment ‘system for outpatient
services and ensuring that, by 2007, bene-

ficiaries pay the same 20-percent. copay-
~ ment as t.hey do for other Part B services. . ..

. Medtgap Protections: The budget adds pro- -

- tections, such as new open enrollment re-
quirements and prohibitions against the
use of pre-existing condition exclusions, to
help Medicare beneficiaries who wish to

" opt for managed care but fear they will
be “locked in” and unable to access their
old Medigap protections if they switch
back to a fee-for-service plan.

o The Working ‘Disabled: The budget pro-
poses a Medicare demonstration project to-
encourage Social Security Disability Insur- .
ance (SSDI) beneficiaries to return to
work. Under the four-year, Nation-wide
demonstration project, SSDI beneficiaries

- who return. to work beginning in 1998
would receive Part A coverage through
2001 without paymg the premmms

Additional Hzgh-_Prwr;ty Inztzatt ves

The budget contains other ‘reforms to im--
prove the Medicare program as well as adjust-

" ments to Medicare payments to ensure that

rural beneﬁcxanes have access to health care -

‘services.

e Rural Health .Care: The budget would ex-
. pand access to, and improve the quality
of, health care in rural areas. It would
- extend the Rural Referral Center program,;
allow direct- Medicare reimbursement for
nurse practitioners, clinical nurse special-
ists, and physician assistants; improve the
Sole Community Hospital program; ex-
pand the Rural Primary  Care Hospital
"program; and provide grants to promote
telemedicine and rural health outreach.

‘The proposed changes in managed care - .

payment methodology also would promote
access to ‘managed care plans in rural
areas.
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e Fraud and Abuse: The budget proposes
. strong fraud and abuse provisions, includ-
ing measures to eliminate fraud in home
health care—such as by ensuring that
home health - agencies are reimbursed
based on the location of the service, not

the billing office, and by enabling the Sec-

retary of Health and Human Services to

" deny payments for excessive home health :

use. The budget also would repeal several
provisions in last year’s HIPAA law that
weakened anti-fraud enforcement. To-
gether, these initiatives would save about
$9 billion. ~

Strengthemng Medicaid

The budget would reform Medicaid - to give
States much more flexibility to manage their
programs, while’ preserving the guarantee
of high-quality health care and  long-term
services for the most vulnerable Americans—

“millions of children, pregnant women, people
with disabilities, and older Americans. The .
budget would ensure that as we control
the costs of Medicaid, we do not compromise .

what is right with the program.

“The growth in Medicaid spending has slowed
significantly over the past two years. The
budget, - however, ensures that our. success
in bringing Medicaid spending under control
will not be lost in future years, when the

actuaries project that Medicaid spendmg will .

again begin' to rise. The budget would save

$22 billion from a' combination of" policies

to impose a per capita limit on spending
and reduce Disproportionate Share Hospital
(DSH) payments and retarget them to hos-
pitals that serve large numbers of Medicaid

and low-income patients. The budget also

makes a number of improvements to the
Medicaid program, including changes to last

- year's welfare reform law, costing $13 b]lhon
-over the same period.

Program Savings

e Per Capita Cap: Even though the growth
in Medicaid spending: has fallen in recent
years, aggregate Medicaid spending still
‘will grow at an average annual rate of
7.2 percent from 1997 to 2002. To ensure
that Medicaid's -explosive growth of the
1980s and early 1990s does not resume,
‘the budget would set a per capita cap on

3
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‘ Medlcand spendmg, based on spendmg per
._beneﬁmary in ‘a base year, increased by

an annual growth limit. The cap protects »

‘States facing population growth or eco-
nomic downturns because it ensures that

“dollars follow people, allowing Medicaid
spending to respond to changes in caseload

- and the economy.

. Dzsproportwnate Share Hospital Payments
" Medicaid DSH spending doubled each year
from 1988 to 1993. Although this rapid

V growth has slowed, due to 1993 legislation.
~ that modified the- program, the DSH pro- -
gram is still large, and the payments could

be targeted better. The budget proposes
reforms to reach this goal without under-
mining . the important role these funds
play for providers who serve a dispropor-
tionate number of low-income¢ and Medic-
.aid beneﬁciaries'. '

Provisions to Increase State Flextbdtty

» ‘I‘he budget contmues the President’s strong
commitment to giving States the flexibility
to design their own Medicaid program. The
budget would ensure accountability for high-

- quality health care while enabling States

to develop programs that meet the special

. needs of their populations.

. Couerage for Children: The budget would

let States provide continuous coverage for
one year after eligibility is determined,
guaranteeing .more stable coverage for

children and more continuity of health -

" care services. In addition, it will reduce
the administrative burden on Medicaid of-
ficials, health care providers, and families

. required. to refile paperwork to determine

" their children’s eligibility.

~» Coverage Without ' Waivers: The budget

would let States, without a waiver, expand -

coverage to any person whose income is
- under 150 percent of the poverty line,
within their per-capita spending limits.

. e Managed Care: The budget would allow

States to enroll people in managed care .

. w1thout Federal waivers.

« Home- and C‘ommumty based Care The
budget would allow States to serve people
needing long-term care in home- and com-
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munity-based . settmgs without Federal
waivers.

e Boren Amendment: The budget would re- -

peal the “Boren amendment” for hospitals
and nursing homes, giving States more
flexibility to negotlate prov1der payment
rates. :

o The Working Disabled: The budget would:

let States establish an income-related pre-
mium buy-in program under Medicaid for

people with disabilities who work. It would -

let eligible Supplemental Security Income
beneficiaries who earn more than certain
amounts purchase Medicaid coverage by
paying a premium that States would set
on an income-related sliding scale.

Maintaining and Expandmg Coverage for

Working Families

The President’s budget plan would help
an estimated 3.2 million families, .including

700,000 children, keep their health care cov--

erage for to six months up until their bread-
winners find new jobs. The budget also
would help provide health coverage for millions

of children who do not now have it. Finally, .

the budget propos'es to help States to create
voluntary health insurance purchasmg co-
yperatives. .

Health Insurance for the Families of
Norkers Who are In-Between Jobs

While unemployment remains low and job

reation remains high, the fast-moving econ- °

imy creates rapid job turnover and job elimi-
iation. An estimated one in four .workers
vill make an unemployment claim at least
mce in four years.

With health care coverage in this country
isually linked to employment, many workers
ose their health care coverage during these
rief periods of unemployment. Nearly half
f workers with one or more job interruptions
xperienced at least a month without health
asurance between 1992 and 1995. Nearly
«alf of children who lose their health insur-
nce do so because of a -change in their
arent’s employment status. A family experi-
ncing a catastrophic illness during this transi-
ion loses the benefit of years’ worth of
remiums. Worse, for families with an ill
hild or a worker with a chronic condition,

the loss of health insurance while their
breadwinner is between jobs can make it
financially impossible for them to regain
coverage. ' ' :

The budget proposes a national demonstra-
tion program to help States finance up.to-
six months' of coverage for the unemployed .
and their families. The program would be -

~ available to recipients, based on need, who

had employer-based coverage in their prior
jobs. Eligible individuals and .their families
would have access to .a - policy generally

‘equivalent to the Blue Cross/Blue Shield

‘Standard Option plan available through the

" Federal Employees Health Benefits program. '

The plan gives States flexibility to administer
their own programs (e.g., through Medicaid,
COBRA, or an independent program). It would

- cost $1.7 billion in 1998, $9.8 billion from

1998 to 2002.
Health Coverage for Chtldren

The ‘budget proposes several measures to
expand health care coverage to more children.
Combined with the proposal to help the
families of unemployed workers (discussed

ahove), and the ongoing phase-in of Medicaid

coverage for a million older children, these
additional proposals could add coverage for
as -many as five million children. The Presi-
dent is pleased with the widespread congres-

-sional interest in expanding health care cov-
. erage for children, and he looks forward

to working with both Democrats and Repub-
licans to develop and implement . proposals
to reach that goal.

- ® State Grdnts to Develop Innovative Pro-
grams:. The budget provides $750 million
a year in grants to States ($3.8 billion
“from 1998 to 2002) to build on recent State
successes in working with insurers, prowd-
ers, employers, schools, and others to de-
vélop innovative ways to provide coverage

to children. This proposal would cover an’

estimated one million children.

e Continuous Medicaid Coverage to Chil-
dren: The budget provides funds to let
States extend one year of continuous Med- ~
icaid coverage to children, potentially help- )
ing one million children who would other-’
wise have lost coverage to keep it. The |

- proposal would reduce administrative bur-
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dens on States, famiiies, ‘and .health care
plans who now must determine eligibility
at least every six rhonths :

e Medicaid Outreach About three million -

children are now ehglble for Medicaid, but
not enrolled. The Administration will ask

the Nation’s Governors to work with us’
to find ways to reach and 51gn up such

children. .
e School Health Centers and Consoéidated

Health Centers (CHCs): The budget pro-
vides more funds for CHCs to expand and

~ enhance services to working families and
-their children through school-based health
clinics.

Voluntary Purckasmg Cooperatwes S

Employees in small businesses and thelr

families are far likelier to be ' uninsured
than other Americans. Small businesses have

more difficulty providing health care coverage

for their workers because 'they have higher

per capita costs due to increased risk and

extraordinarily thh administrative costs.

The budget would make it easier for sm’all»‘

businesses to . provide health care coverage
for their employees, by helping them to
band together to reduce their risks,. lower

their administrative costs, and improve their

purchasing power with insurance companies.
The budget proposes to empower small busi-
nesses to access and purchase more affordable

purchasing cooperatwes—-—prowdmg $25 mil-
lion a year in grants that States can use
for technical assistance, and setting up vol-

untary purchasing cooperatives and allowing.

them to access Federal Employees Health
Beneﬁt Plans.

'Promoting Public Health"

The budget invests in preventive steps -

that show the greatest promise of ameliorating

pain and ‘suffering while controlling' future

costs. In particular, the budget focuses on
preventing teen smoking; substance abuse;

teen -pregnancy; the spread of AIDS and '

HIV infections; food-borne diseases; the spread
of infectious diseases; and infant mortality.
The budget also invests in health care services
for low-income and other vulnerable popu-

jcost ‘of medical care,
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lations, such as American Indians and Alaska-
Natives.

Expandmg meedtcai and Bekavwrai
Research

The budget continues the Administration’s -

" "longstanding commitment to biomedical and

behavioral research, which advances the
health and well-being of all Americans. For -
the National Institutes of Health (NIH), it
proposes $13.1 billion for biomedical research
that would lay the foundation for future
innovations that improve health and prevent
disease. The budget includes funding for

" high-priority research areas such'-as HIV/

AIDS (including efforts to develop an AIDS
vaccine), breast cancer, spinal cord injury,

"high performance computmg, prevention and

genetlc medicine.

The Ofﬁce of AIDS Research will contmue:
to coordinate all of NIH's AIDS' research.

The budget also includes . the ‘second year

of funding for a new NIH Clinical Research
Center, which would give NIH a state-of- .-
the-art research facility in which researchers
would bring the latest discoveries directly

- to patients’ bedsides. NIH’s top priority contin-

ues to be- ﬁnancmg mvestlgator-mltlated re-.
search project grants :

Provzdmg Direct Services and Preventwe
Care’ to Speczal Populations,

\thle basic blomedlcal research lays the

- foundation for medical advances, direct health

services “and prevention activities reduce the
and dlrectly benefit
Americans by preventing disease outbreaks

'and‘p{romoting the population’s health. The
- budget proposes. funding ' increases for the
- following health service and preventlon activi-

t1es a

- Preventmg and Treatmg AIDS through

Ryan White HIV /AIDS Treatment Grants/
. HIV Prevention: The budget proposes just
~over $1 billion for activities authorized by. -
the Ryan White CARE Act, $40 million
more than in 1997, to help our most hard-
hit cities, States, and local clinics provide -
medical and support services to ‘individ-
‘uals with HIV/AIDS. Under this Adminis-
tration, funding for Ryan White grants has

- risen by 158 percent. The proposed level
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- would fund grants to cities and States to
help finance medical and support services

for individuals infected with the HIV '

virus; to community-based clinics to pro-
vide HIV early intervention services; to pe-
diatric AIDS and HIV dental activities;

and to HIV education and training pro- .

grams for health care providers. The budg-

et also includes $167 million dedicated to
State AIDS drug assistance programs .

funded under Title II of the Ryan White

Care act, to improve access to protease in- .

hibitors and other life-extending - AIDS

medications. . The budget also proposes .

$637 million for the Centers for Disease
Control’s (CDC) .HIV prevention activities,
$20 million more than in 1997. The in-
creased funding will help prevent HIV

among drug users, who face the greatest :

risk of HIV infection.

Reducing Tobacco Use Among Young Peo-
ple: Tobacco is linked to over 400,000
~deaths a year from cancer, respiratory
illness, heart disease, and. other health
problems. Each year, another million
young people become regular smokers, and

over 300,000 of them will die earlier as-

a result. Consequently, in August 1996,
the Administration approved an FDA reg-
ulation that aims to cut tobacco use among
young people by half over seven years; the
budget includes $34 million to implement
the regulation. The budget-also provides
$36 million for the CDC and $50 million
for NIH for State grants and technical
support for tobacco control and cancer. pre-
ventlon activities.

Enhancing Food Safety: Too many Amerl-“
¢ans get sick from preventable food-borne

diseases. The Nation faces new challenges
in this area as we enter the 21st Century.

New pathogens are emerging and familiar .
pathogens have grown resistant to' treat- -
ment. We consume record levels of im-
ported foods, some of which moves across -

the globe overnight. The budget proposes

$42 million for a new interagency food’

safety initiative to establish a national
"early warning system for food-borne ill-

nesses Nation-wide, and to improve Fed-

eral-State coordination when food-borne

disease outbreaks occur. The budget: also -

proposes to continue implementing a new

‘throughout the world.
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food safety system in the meat, poultry,
and seafood mdustrles h ‘

Promoting Full Participation in Women,
Infants, and Children (WIC): WIC reaches
over seven million women, infants, and
children a year, providing nutrition assist--
ance, nutrition education and counseling,
and health and immunization referrals: -
WIC provides prenatal care to those who
would not otherwise get it, while reducmg‘ '
the incidence of premature birth and in-

* fant death. As a result, Medicaid . saves o

significant sums that it would otherwise
spend in the first 60 days after childbirth.

_Because of funding increases in the last

four years, WIC participation has grown

by over 25 percent. The budget proposes

$4.1 billion to serve 7.5 million people by

-the end of 1998, fulfilling the . President’s
* goal of full participation in WIC.

" Promoting Childhood Immunizdtions: The

budget proposes $794 million for. the

Childhood Immunization Initiative, includ-
ing the Vaccines for Children program and

CDC's discretionary immunization- pro-
gram. The Nation is ahead of schedule to
meet the Administration’s goal of raising’
immunization rates to 90 percent for two-

‘year old children for each basic childhood 7

vaccine. The incidence of vaccine-prevent-

~ able diseases  among children, such as
“diphtheria, tetanus, measles; and polio,

are at all-time lows, The budget. also in-

- cludes $47 million to eradicate polio—pre-

ventable through immunizations—

Improving Substance Abuse Treatment and

Prevention: The budget proposes to in-
crease support for the Substance Abuse .
and Mental Health Services Administra-
tion’s substance abuse treatment and pre-

‘véntion activities by $33 million, to $1.7

billion, enabling hundreds of thousands of

-pregnant women, high-risk youth, and

other under-served Americans to get drug
treatment and prevention services. The
budget proposes a coordinated approach to
combating substance abuse among youth

‘with a comprehensive prevention initia-
. tive, focusing on State-level data docu- -~
" menting trends in drug use. The Adminis- -

- tration again calls on-Congress to enact
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- infectious disease. It would support train-
ing and applied research, and the States’ .
disease surveillance capability. All Ameri- -

Performance Partnerships, which would

~ give States more flexibility to better target

Federal resources to priorities.

Enfzasncing Abstinence  Education and
Family Planning: For each of the next five
years, the budget includes $50 million in

~mandatory funding for States to conduct

abstinence education ‘projects to help re-

duce out-of-wedlock pregnancies. The

budget also includes a $5 million increase,
to $203 million, to support voluntary fam-
ily planning services. '

Preventing and Containing Infectious Dis-

easés: The budget includes $103 million,

$15 million more than in 1997, for CDC’s
cooperative efforts with States to address

© cans face threats from infectious disease

problems, such as drug resistant bacteria,

and-from emerging viruses, such as the
hantavirus. CDC works with State health
" departments to monitor and prevent such
.. problems and to contain outbreaks. -

" Veterans Medical Care: .
- longstanding - commitment to' veterans .

- party . medical collections.

' THE BUDGET FOR FISCAL YEAR 1998

« Promoting Better Health Care forv Native

Americans through Indian Health Service
(IHS): The budget proposes $2.4 billion for

. the JHS, $70 million over 1997. THS clini-

cal services are often the only source of
medical ‘care on remote reservation lands,
and this increase maintains our commit-

“ment to American Indians and Alaska Na-

tives.

Carmg for Veteran’s Health Needs thrbug}iv
-Continuing its

programs, the Administration proposes
$17.5 billion for the Department of Veter-
ans Affairs’ (VA) health system, $0.5 bil-

‘lion more than in 1997. The budget would

enable the VA health system to retain,

and- spend. for itself, all first- and third- -
In the past,
these ‘collections have gone to the Treas-
ury; in 1998, they would support health
services for veterans. The budget would

A - enable the VA to 1mplement eligibility: re-

form legislation that the President signed -
in October 1996, and pursue ambitious’
plans to restructure the health system to-
better deliver care. ,




2 INVESTING IN EDUCATION AND
TRAINING

M’

point to a book and say, I can read it myself.

I want to build a bridge to the 21st Century in which we expand opportunity through edu-
cation, where computers are as much a part of the classroom-as blackboards, where highly-
trained teachers demand peak performance from our students, where every eight-year-old can

Presxdent Clinton
August 29, 1996

Today’s most successful workers are those
with skills and a firm educational footing

who continue to learn throughout their careers:

in order to compete successfully in this

fast-changing economy.

In recent years, education and wages have

* become increasingly intertwined. Generally,
those with the best skills and education

have made steady progress, enjoying higher

~ living standards. Those without the requisite
skills and education have fallen behind. To-

morrow’s workers face an even greater chal-

lenge. As the very nature of work changes
with ' technological innovation, employers will
demand even more highly-skilled and flexible
workers.
will go only to those with education and
training beyond high school.

For the most part, our Nation places respon-
sibility for education and training on State
and local governments, families and individ-
uals, and the - private sector.
the Federal Government plays a crucial, if
limited, role in providing education for a
lifetime——from pre-school to adult career train-
ing. ‘

The President’s goals are .to help families,
communities and States ensure that every
child is prepared to make the best use
of education; that the education.system en-
ables every child to learn to his or her
potential; that those who need resources
to pay for postsecondary education and train-
ing can get them; that those 'who need
a second chance at training and education
or a chance to improve or learn new skills

The - best-paying jobs increasingly -

Nevertheless,

throughout their working lives can get those
opportunities; and that States and commu-
nities that receive Federal funds can use
them more flexibly, with. fewer regulatmns

. and less paperwork.

Federal resources help States improve the
quality of education and training for the
disadvantaged and for people with disabilities;
support State- and locally-designed elementary °
and secondary school reform; and help low-
and middle-income families gain financial
access to postsecondary education and skill
training through loans and grants. To help
States raise student achievement, the - Presi-
dent has worked hard to make schools safer,
improve teacher quality, move technology into
the classroom as quickly as possible, raise

“academic standards, and better prepare ‘stu-

dents for college and the new workplace.

The budget reaffirms the President’s com-
mitment to America’s children by increasing
the investment in Head Start and in Federal
elementary and secondary . education pro-
grams—focusing on innovation and tech-
nology—and launching a new effort to jump-
start needed school renovation and construc-
tion. In addition, the President has begun
a national, volunteer-based challenge called
America Reads, to ensure that all children-
can read well and independently. by the

- end of third grade.

To ensxére that all Americans have access
to the high-skill training needed for today’s
workplace, the President proposes to make

 two-years of postsecondary education univer-

sally available, through HOPE scholarship

57
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tax credits of up to $1,500 for two years.
And to encourage lifelong learning, the budget
proposes: tax deductions of up to $10,000
for tuition and fees for college, graduate

school, or job training; a $300 increase in

the maximum Pell Grant college .scholarship
(to $3,000), marking the largest increase
in two decades and providing grants for
at'least 348,000 more students; lower student
loan fees and interest . rates for parents

and students; the G.I. Bill for America’s

Workers so they can choose where to get
the best job training. available; and new
resources to help move welfare recipients
from welfare .to work (see Table 2-1 and
Chart 2-1).

America Reads

Many of our children are falhng short
of meeting standard educational levels—a
failure that they often have trouble overcoming
later. In 1994, for instance, two-fifths of
fourth-graders failed to reach the “basic”
reading level on the National "Assessment
of Educational Progress and only 30 percent
attained the “proficient” level. In response,
the President has launched the America Reads
Challenge, a multi-part effort- to help States
and communities ensure that all children

- are reading well and independently‘ by the
end of the third grade. Business and academiic

leaders already have pledged their support,
and the budget proposes the Federal funding
component. The Administration will measure

the success of this effort on ‘a national -

basis through’' the biennial administration

of the National Assessment of. Educational
Progress fourth grade reading assessment.

America’s Reading Corps: One-on-one tu-

toring is one key to better reading. America’s
Reading Corps will provide individualized
after-school and summer help for over three
million children in grades K-3 who want and
need it. A ﬁve-year $2.45 billion investment,

_through the Education Department and the
"Corporation for National and Community Serv-
ice, would help communities mobilize 30,000 .

reading specialists and.volunteer coordinators
to recruit and train over a million tutors, in-

cluding 100,000 college work-study students.

Pdarents as First Teachers: Nothing is
more important to children’s reading’ skills -

‘than the time parents spend reading to, and
with, them. Research shows that the first = -

three years of a child’s life are crucial to his
or her development. An early exposure to

books, even for infants, is important to prepare '
children for pré-reading activities as toddlers.
Reading to them for 20 minutes a day can

make a big difference in their readiness' for

school. To give parents help and information"

in teaching their children, the Administration
proposes a. Parents as First Teachers Chal-
lenge Grant Fund of $300 million over five

* years, building on thie current Even Start Fam-

ily ‘Literacy program to support effective, prov-
en efforts that help parents help thelr chlldren

‘become successful readers.

- Head Start

A healthy, caring family environment is

.the best preparation for school. For over -

30 years, Head Start has helped low-income
families create- this environment by taking
a comprehensive approach to child develop-
ment—improving children’s learning skills,
health, nutrition, and social competency. Head
Start involves™ parents in: their children’s

learning, and links children and their families .
to a wide array of services in their commu-
nities. Over the last four years, the President

has secured a 43-percent increase-in funds

- for Head Start, enabling. the program to

serve 800,000 children in 1997

The budget proposes $4.3 b11110n for Head

Start, $324 million. more than in 1997, to
enable '86,000 more children to participate
than in 1996 and raising program quality

(see Chart-2-2). With this funding, the Admin- ~
- istration would be well on its way toward

meeting the 7President’s commitment of a

- million children 'in Head Start by 2002.°

In addition, the Early Start compoﬁent

of Head Start extends comprehensive early -

development services to 'infants aged 0 to
3 in a way that supports families, builds

‘parenting skills, and extends a safe, nurturing,
and stlmulatmg environment - to very young”

chxldren -

Elementary a'nd'Secondary Education

The Administration .has energized State -

and local efforts to raise student achievement
by boosting funds for various programs that

3 ke i i A I KA Yk <0 1% 205 5 Lo
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Table 2-1 THE BUDGET IN(’REASES RESOURCES FOR MAJOR EDUCATION AND
TRA]NING PROGRAMS BY $15 BILLION, OR 56 PERCENT OVER 1993
(Dollar amoums in mxllmns}

o ’ © . Percent

1893 1997 1858 . Change:

Actual - Estimate  Proposed 1993 to
' . : 1998 :

MANDATORY OUTLAYS/TAX EXPENDITURES. . .

HOPE scholarships tax credit/deduction .........ooooveorocecenilcnnenns 4100 . NA
America Reads (Education Department) .. 31 NA
“ School construction .....cooccivvevrvereerererene 1,250 NA

Work Opportunity Tax Cred:t ............ 160 NA~

Welfare-to-Work Jobs Challenge et sesn s vt 600 NA
Total, mandatory outlays and tax expendxtures 220. 6,141 . NA

DISCRETIONARY BUDGET AUTHORITY ' . ) o

Head Start 2,776 3,981 4,305  +55%

Elementary and secondary education: B .

_America Reads (Corp. for Natmnai and Commumty Servxce) ................................. 200 NA
GOALS 2000 .ottt gee ettt stae esesesanaianse 491 620 NA
Education technology redieeienennnenares 23 305 545 +2270%
Title I Education for Disadvantaged .. 6,709 . 7,698. 8077 +20%

. Eisenhower.Teacher Trammg ...... -289 210 360 425%
Special-education ..........o..o... 2,966 4,036 4,210 +42%
Safe and drug free schools . 582 .- 540 620 . +7% -

© Charter SChOOIS ... e e e aeeaeiens 51 106 -~ . Na
After-school 1earning centers c...... ol it conenienens Lo et - 50 . Na-

© Postsecondary student aud - - L e
Pell Grants ............ 6,458 5,919 7,635 +18%
College Work Study reereerenesnaenn 616 830 857 +39% -
Other campus-based aid ............ 845, 811 771, ~9%

- Presidential Honors Scholarships f......coiinimmniold L aieeins e 132 - NA

Training and employment: - - '
Vocational education ...t 1,176 1,131 1,172 %
AUt @dUCALION ..ot ee e e 304 354 394  +30%
School-To-Work (Educatlon and Labor Departments) e rene e 400 400 " NA
Summer Jobs for Youth ... e 849 871 . B71 +3%
Job COTPS woremc i s S cesseses i e ss s ensssannas 966 1,154 1,246 - +29%
YOuth OppOortunity ATEAS ... ..oooueeivreeiceiheniree s et edesaeneeeseris otoesmssiasses sersserosins - 250 NA |

* JTPA adult/dislocated worker trammg 1,666 2,181 2415 +45%
Employment service and One—Stops ......................................... 975 974 - 993 - +2%

Total budget authonty ceeienraneninsafae Bt aassereaeanioas e 27,200 32,037 ‘36,223 +33%
Total mandatory outlays, tax expendltures, and NS - ) X :
budget authority ... oo 217,200 32,257 . 42364 ' +56%
STUDENT LOAN VOLU'ME (loan amount) : Coe . - S
Direct loans ........ eeteeatee e res e tesnrs  eeeeesresrieen - 9,938 12,037 NA -
- Guaranteed loans ..... 16,029 16,965 | 16,774 . +5%
" Consolidation loans 1,527 -6 803 7,729 . +406%
Total, loan volume ... s 17,556 33,706 36,540, -~ +108%
NA = Not applicable. .
. *Less than 0.5 percent.

States and localities then combine with their. -
own funds to help all students achieve at
high levels in a safe, modern learning environ-
ment. The budget builds on this momentum
by proposing additional funds for all major
-programs, and for the new America - Reads

;initiaﬁve (discussed - earlier- in "this chapter)
R and the new school constructlon
(dlscussed later). - ‘

The Admmlstratlons geal for elementary

- and secondary education is to help States

and communities ralse the quahty of education

initiative -
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Chart 2-1.

DOLLARS IN BILLIONS

INVESTMENT IN EDUCATION DEPARTMENT PROGRAMS,
HOPE SCHOLARSHIPS AND TAX DEDUCTIONS
_WILL INCREASE 56 PERCENT BETWEEN 1996 AND 2002

~
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35

© CURRENT MANDATORY OUTLAYS

for all children. Administration initiatives

-launched in 1994 are designed to establish

a framework for comprehensive reform and

to help States finance their role in it. The‘i
high State standards- for all
children; new curriculum and teaching meth--

- ods to help all children achieve those stand-

ards; teacher and administrator training to

- support - the standards; assessments of each
" child’s progress; and a safe, technologically

" community efforts.

. counting Office found that a third of all schools

up-to-date learning environment. Thé budget

proposes to increase funds for programs that

support these goals, and proposes more flexi-
bility: to enhance the success of State and

School Construction: The General "',Ac-‘
across the country, with 14 million students,

have one or more buildings needing extensive
repair. School districts also face the cost of

upgrading schools to accommodate computers

and modern technology, and of constructing
new classrooms and schools to meet expected
record enrollment levels‘over the next decade.

The President proposes to leverage new con-
struction or renovation projects through a $5
billion fund' for school districts ‘with substan-

tial need. The fund would support interest sub-

sidies or similar assistance to cut borrowing-
costs for States and localities in order to reach

-higher levels of infrastructure investment.

Goals 2000: Enacted ini 1994, this Adminis-
tration initiative helps participating States es-
tablish high standards for all children and
plan and implement steps to raise educational
achievement. It builds on the National Edu-

“cation Goals, first articulated by the Nation’s

governors (led by then-Governor Clinton) and

" President Bush in 1989, which provide clear

national targets but encourage States to de-
velop their own means.to achieve them. All
States have now chosen to receive Goals 2000
funding:, A .

.The program is working: In - Maryland,

40 percent of all students met challenging
State ‘academic standards in 1995, a 25

_ percent gain over '1993. Over the next two

years, the Education Department seeks to
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SLOTS IN THOUSANDS

Chart 2-2. 36 THOUSAND NEW HEAD START OPPORTUNITIES FOR
CHILDREN IN 1998 OVER 1997; ONE MILLION BY 2002

g

1050 —
1000~
950~
900
850~
800 ~

750 ~

/

T 1 T

1993 1994 1995 1996 1997

T T T T
1998 1999 2000 2001 - 2002

nsure that at least half of all school districts
re implementing reforms based on State-
eveloped standards, and that the number
f students meeting or exceeding their State’s
tandards continues to rise. Goals 2000 also
apports individual school reforms. The budget

ould finance aid for 4,000 more schools

1an in 1997—for a total of 16,000 schools.
he budget provides $620 million for Goals

000, 26 percent more than in 1997. It -

icludes $15 million for parental information
ad resource centers in 42 States to help

arents become more involved in their chil-.

cen’s education and gain skills in child
:aring through parent-to-parent training, hot-

aes, and other activities. Each center also’

;ovides information and traininhg to parents
" pre-school aged children, either through
e Home Instruction Program for Preschool
rungsters or the Parents as Teachers pro-
am.

Charter Schools: One way to improve the
1ality of public schools is to introduce variety
id competition into the system. Charter

171.723 97 -3

schools are public schools that parents, teach-

" ers, and communities create-—and that States

free from most rules and regulations and, in-

~stead, hold accountable for raising student

achievement. Begun as a grassroots movement

- in 1991, and ‘supported by Federal start-up

funds since 1995, charter schools now number .

. over 400, and some are now showing results

in higher student test scores and lower drop-
out rates. For example, in the Vaughn Next
Century Learning Center, a Los Angeles public
charter school, median scores on a 4th-grade
standardized reading test rose from the 19th -
to 37th percentile in one year. The budget pro-
poses $100 million for public charter schools,
nearly double the 1997 level, in order to fund
start-up costs for as many as 1,100 schools
and to make further progress towards the
President’s goal of 3,000 schools by 2001.

Title I—Education for the Disadvan-
taged: Title I provides funds to raise the edu-
cational achievement of disadvantaged chil-
dren. -In- 1994, the President proposed, and
Congress adopted, changes to focus Title I re-

!




o - State’s clnllencmv academic standards. The
Pre51dent propoxed and, Congress enacted :
major improvements in 1994 to - ensure that.
the training is of high enough quallty and- suf-"
ficient duratlon to pay’ off in the classroom.:

The budget increases fundlng to w$36.0 mllhon " event in- Federal investment in higher. edu- -
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' sources more -6n low 1ncome chlldren to- set
the same high standards for -those children as -
for all others, to hold schools accountable for
progress toward ach1ev1ng those standards,
and to give States and schools great flexibility
in using Title I funds. ‘The ‘budget 1ncludes.
$8.1 b1lllon for T1tle L, five percent more . than

in 1997 4

Education Technology Educatlon tech-'
) nology can expand learnlng opportunltles for -
all students, helping to raise student. achieve-

ment, but’ many districts lack. the. resources

cumcula In February 1996, the . Pre81dent
challenged the public and private sectors to

‘work together to ensure that all children are )
technologrcally literate by the dawn of the 21st’

Century;, with~ the - communlcatlon math,

science, and critical thlnklng skills essential-

to succeed in the Informatlon ‘Age. The budget- -
proposes substantial ‘increases. in two. tech-*~
nology programs, for a. total ‘1998 1nvestment“

of $500 million.

First, the Pres1dent has commrtted $2 bllhon 4'
over five years’ for the Technology Literacy

Challenge Fund For 1998, the budget proposes

'$425 million, more than doubling the $200. -
-million that Conwress prov1ded in'1997:- Sec-
ond, the budget . proposes $75 million, . 32
- percent more than in 1997 for the Technology
Innovatlon Clmllenve Grant' program, which -

gives matching Federal funds - t6 * school-ceni-

tered, publlc private partnerships- ‘to - develop E
~ and implement innovative appllcatlons of tech- .

nology in the currlculum

Teacher Training: The Elsenhower Profes-_ ‘

sional Development program helps:- States 1n-." '
vest in training teachers’and other educators"

so that thev can help all children reach’ the

16 percent more than in 1997

Safe and Drug Free Schools ‘and’ Com-
munities: Students can-reach their full’ poten-~ ,

tial only in safe. disciplined” learnmg environ-

ments. The Safe and Drug-Free Schools:and -
Communities program helps 97 percent -of -

school’ districts implement anti-drug -and anti-

violence programs in our schools. It helps stu-
dents resolve conflicts-before they escalate into. -
© tragedy, teaches them the.dangers of drug use,
‘and. helps’ schools increase’security. The budg-
. ‘et proposes to spend $620 million -for the pro-
© gram, 12. percent over the 1997 level, and to .,
encourage States to adopt models of proven o
o _excellence S ~ '

Speczal Educatzon. States have made real

progress in giving children with disabilities a

“free appropriate public education,” as the In-.
. .. dividuals - with - Disabilities Education ‘Act
' 'to integrate technology fully into their school,'\;_v,-‘k‘-
:pose amendments that will' help improve edu-,

cational results for children with disabilities '
"~ by promotlng accountablllty ‘for- performance _'
_and focus1ng resources on teaching and léarn- -
“ing. The budget provides $4.2 billion for spe-
cial education, four ‘percent more than in.1997:

(IDEA)-calls for. The ‘Administration will pro-

Btltngual "and Immigrant Educatton.

The Bilingual Education program helps schools
. imptove the quallty of ‘instructional services

for limited English proficient (LEP) students

. .teachmg them English and preparing them to

"meet the same: challengrng academic standards’
" as all .other students The Immigrant Edu- -
“cation. program helps . States with large con- -

centratlons of immigrant students ‘who have

- récently arrived, Helping to offset their finan- ’
cial impact on school systems. The budget pro- -
- poses $199 million for Bilingual Education and
" $150 million for Immlgrant Education, 27 per-
cent and 50 percent more than in 1997, respec— ‘
'tlvely ‘

Postsecondary Educatron and Trammg

Education beyond hlgh school is 1ncreas1ngly -
ca prerequisite. for . success in: the rapidly

changing ~ job- market The rising rate of
college attendance. over the last half-century

¢ wasfueled by State efforts to expand the

publlc college. system, and :Federal efforts

- to help’ fam111es pay for college. The post-'
" World War II' GI ‘Bill' was a watershed

©cation, greatly increasing benefits for return-
"mg servicemen. Since then, through the High-
er - Educatlon Act of 1965 and’ subsequent "
. amendments the Federal Government has
vastly expanded grant and ‘work- study aid.
“to ‘all low- ‘and middle-income students, and
" made it possible for every American to borrow ",

' THE BUDGET FOR FISCAL YEAR 1998
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enough money to attend college. The President
wants to ensure that financial barriers to
higher education continue to fall for all
Americans. The budget provides substantial
new support to low- and middle-income fami-

lies through a new tax credit and tax deduc-

tion for education costs (see Chart 2-3).

" HOPE Scholarships: ‘More than ever, to-
day’s employers look for job applicants with
more than a high school diploma. HOPE schol-
arships would make the 13th and 14th years
of education the norm for students by offering,

to most working families, up to a $1,500 per

student tuition tax credit for postsecondary
education or training. Students would have to
maintain at least a B average to receive the
- credit in the second year.

Tuition Deduction: To encourage Ameri-
cans to pursue higher education and to pro-
mote lifelong learning, the budget proposes to
give families a tax deduction for postsecondary
‘tuition and fees of up to $5,000 in 1997 and
1998, and $10,000 starting in 1999. Together,

the tuition deduction and HOPE scholarship

‘would put- over $36 billion back in the hands

of Americans for-education and trammg be-
tween 1997 and 2002."

Pell Grants. The Premdent proposes to
raise the maximum Pell Grant award by $300,
to $3,000, marking the largest increase in two
decades. The. Administration’s changes also
would bring at least 348,000 more students

. into the program, reaching a total of over four

million low- and middle-income undergradu-
ates. Such help is particularly important to

raise participation and graduation rates of low-

income students. With Pell Grants, they are

-as likely to stay in school and earn a degree

as middle-income students without grants.

Student Loans: An estimated 5.5 million
individuals will borrow $37 billion through the.
Federal student loan programs in 1998. Fami-
lies at any income level can receive loans, but.
students who show greater financial need re-
ceive greater interest subsidies. The loans fi-
nance study toward undergraduate or grad-

" uate degrees, or short-term vocational training

programs. ‘The ‘annual maximum loan amount

DOLLARS IN BILLIONS

Chart 2-3. THE FEDERAL GOVERNMENT WILL PROVIDE NEARLY
'$60 BILLION IN STUDENT AID IN 2002, MORE THAN DOUBLE
THE 1993 LEVEL
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"PreSIdent proposes
_ scholarship program, rewarding the best and

varies from $2,625 for a first-year student fi-
‘nancially dependent on his or her parents, to
- $18,500 for a graduate or professional program
student. Under this Administration, the rate _
of student loan defaults within the first two

years after borrowers leave college has reached
an all-time low.

Before 1993,
fees of up to eight percent of their loan
proceeds. The Student Loan Reform Act of
1993, which the President initiated, cut the
fees to four percent and has already saved

families nearly $2 billion. The 1993 reforms -

also created the simpler, less costly, -and
more accountable Federal Direct Loan Pro-
gram (FDLP), and gave borrowers a way

. to afford payments on -their student loans

based on their actual post-college income—

which the existing guaranteed loan program'-

could not do.

* The budget proposes to cut the loan fees

again—by half for needy students, and by
a quarter for other students and parents.

‘The budget . also .would - continue to allow

schools to choosé to participate in either

the FDLP or the guaranteed loan program— -
~ the Federal Family Education Loan Program
' (FFELP). In addition, it would reform FFELP

to improve Federal management and give

lenders and. intermediaries financial incentives

to prevent defaults. It also would ensure

that all borrowers recelve e varlety of repay-
jment options

Presidential Honors Scho!arsths. The
an acluevement-based

the brightest of high school students. It would

grant $1,000 honors awards to the top five -

, percent of graduatmg students in eve

“students and parents paid

than il 1997, and ‘continues the Presidd

_including . 100,000 readmg tubors; to
‘Amenca Reads.

- work - force development system "and
- Skill Grants (i. e., vouchers) to adults
'need traxmng so that they, not bureauc

.-developing America’s Labor Market"T

ondary school in the Nation, making ¢) :
Government’s:- commitment to excellence
budget requests $132 million for this' progy

College Work- Study Work-study gives
dents additional aid through subsxchzed
mcludmg an increasing number of com
service positions. The budget proposeg
million for Work-study, three percent s

commitment . to raise . the number
study recipients to a million’ by the.y;

G.IL Blll for America’s Workers

multiple programs mto a smgle, mtegra

to focus on results, not process.

" Although Congress did ‘not _enact
essentlal reforms, “the Admmlstrat;wn
pressed ahead to reform _the job
system under current law. The Admmzstra io
is making grants to establish One-Stop C
Center systems - and School-to-Work™ s

tion System;. expandmg Amencas Jo

bureaucratic mterference

workers and the economy.

The Pres:dent s Prmczples for Work Force Policy Reform:
1. Give resources for training dlrectly to adults s0 they can make 1nformed chmces w1th011

2. Consolidate and streamline Federal programs for adults orgamze them wlthm the On
‘ Stop Career Center delivery system, and ensure that the private sector is a full partner.

3. Ensure strong accountability to taxpayers by establishing. high standards for program
quality and giving States and localities responsxb;hty for results. .

'4." Organize Federal programs:for youth within the School- to-Work Opportumtles Act sys'
tems being established in States and local communities.: : )

5. Increase funding for work force development each year, commensurate w1th the needs of

-

ac
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T

ountry; and ‘implementing new authority to
vaive certain- Federal legal and regulatory
equirements in order to ‘help States and

ocal communities make changes to the J{)bf

raining system

Comprehenswe reform still reqmres leglslaﬂ
ion. The President will again seek legislation .-
hat reflects the principles of his G.I. Bill.

Jecause enactment would not "occﬁr before

he fiscal 1998 appropriations process begins -

o Congress, the budget presents funding
roposals upder_ the current program  struc-
ure. ST L ‘

outh Programs

The President is deeply committed to help-

1g States and communities help young people -

wake a successful transition to the world

“work and family responsibility. As discussed

rlier in this chapter, the budget includes
ajor new proposals to eliminate financial
wrriers to postsecondary éducation and train-
g for all youth. In "addition, the budget

ntinues to. support the goal by helpmg,

‘ates develop and implement their school-
-work systems. And it proposes additional
sources to aid disadvantaged youth who
we left school,
ing so, and have entered the labor force.

wcation and Labor Departments fund and

minister jointly, gives States and commu- .

ies competitive grants to build comprehen-
e systems to help young people move from
‘h school to careers or postsecondary train- .
¢+ and education. School-to-Work supports re-

ms to the education system and its links

employers, so that young people can better
;pare for high-skill, high-wage careers; re-
ve top-quality academic and occupational
ining; and pursue more postsecondary edu-
ion or training. Businesses get the trained
‘kers they need to stay globally competitive.

1996, 37 States and 133 local partnerships :

| -already received grants to implement
ool-to-Work systems. The budget proposes
0 million, maintaining the 1997 level, in
rd with the strategy of phasing in School-
Vork in all States by early in the next
de.

fter-School Program: Young people need

ss to after-school activities that keep them

or are on the wverge of -

off the streets and out of trouble.. The Presi-
dentiél initiative will provide $50 million to
keep "public schools open during non-school
hours, giving students access to after-school
tutoring .and other educational and rec-
reational activitiés in a crime-free environment
wnthm their own commumtles

Youth Opportunity Areas Program Rec-
ognizing the special ‘problems of out-of-school

_ youth, especially those in inner-city neighbor-

hoods where jobless rates can exceed 50 per- -
cent, the budget proposes $250 million for new
competitive grants to selected high- -poverty
urban and rural areas with major youth unem- -
ployment problems. The Labor Department
would award funds to high-poverty areas, in-
cluding designated Empowerment Zones or En-
terprise Communities, based on the-quality of
the local applications—that is, those that show
the best chance of substantially increasing em-
ployment among youth. These “seed”- funds .
would leverage State, Jlocal, and prlvate re-

_sources to sustain public-private efforts to
 train and employ youth in private sector jobs.

(For more information on Empowerment Zones
and Enterprlse Commumtles see Chapter 6.)

Summer Youth Employment and Train-

4 . ing Program: The summer JObS program’
School-to-Work: This initiative, which the -

gives many urban and rural dlsadvantaged
students their first work experiences, and lo- -
calities may include an’ academic component
that re-enforces the skills they have learned

- during the  school ‘year. Thée budget ‘provides

$871 million to finance 530,000 job opportuni-
ties for the summer of 1998, assuming that

.localities spend this flexible funding entlrely _
on summer jobs.

Disadvantaged Youth Year-Round Pro-

~ gram: The year-round program helps low-in-
- come youth who have dropped out of school,

are at risk of drcppmg out, or are in families
on public assistance. The Administration will
expand upon ongoing efforts to refocus this

- program to stress local programs of proven ef-
" fectiveness. Local service delivery areas that

receive these funds under the Jéb‘TrainiYng,-
Partnership Act can shift resources between -

the summer and year-round programs, as local

needs dictate. The budget proposes $130 mil-
lion for the year-round program.
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Job Corps: The Job Corps provides inten-
sive, work-related vocational skills training,

academic and social education, and support

" services to severely disadvantaged young peo-
ple in a structured residential setting. -The
budget proposes.$1.2 billion to fund opportum- :
‘ties for 70,000 young people. :

Adult Programs
Most adults change jobs and get new

skills by themselves or through-their employ--

ers. But, many others—particularly welfare

‘recipi ' tly laid off ..
recipients . and those permanently laid off . “grams, about 1.1 million in adult secondary.

~ education programs, and over 1.2 million in

from jobs—need ‘help to get the .services
and information they need to successfully

‘manage their careers. The budget proposes

sizable new support for grants to States
and localities to finance a training and employ-
ment system that adequately serves these

- adults, and helps build the job skills of

American workers and job seekers into the

21st Century. These activities are the core -
of the adult portlon of the G.IL B111 for .-

Amenca s Workers

Dtslocated Workers and Low-Income
Adult Training: The budget proposes $2.4

billion for Job Training Partnership Act pro- -
~ grams that provide training, job search assist-

ance, and related services to laid-off workers
and economically disadvantaged adults, a $233

million increase .over 1997. The dislocated -
worker program provides readjustment serv-:
.ices, job search assistance, training, and other

. services to help dislocated workers find new:
~ jobs as quickly as possible. The program for'

disadvantaged adults helps welfare recipients
‘- 'Stateés to match employers and job seekers,’

and other low-income adults, giving them the
skills and support to become employed. States

: .and localities likely will continue to use a siz-
able portion of these resources to supplement

training for welfare recipients under the new

o

Transitional Assistance to Needy Families
block grant. (For more information on this new

" block grant, and on the related Welfare-to-

Work Challenge Fund and tax credlt see
Chapter 7)) ;

Adult Education: The Adult Education pro-
gram helps educationally disadvantaged adults
develop basic skills (including literacy), achieve

- certification of high school eqmvalency, and

learn English. In 1993-94, the program served-

" over 3.75 million adult learners—over 1.4 mil-

lion enrollments in adult basic education pro-

English-as-a- -second-language programs. The.
budget proposes. $394 million, nine percent
more than in 1997 (and over 50 percent more
than in 1996), to meet the demand for literacy
training that the new welfare and immigration
laws have stimulated. '

One-Stop Employment Service: The budg-
et proposes $843 million for grants to the Em-
ployment Service—the Nation’s public labor
exchange—and $150 million to continue build-

ing One-Stop  Career Center systems to

streamline re-employment and career develop-
ment service delivery. To date, 24 States have
received grants to implement One-Stop sys-
tems and nine more States will receive grants

“in July 1997. The budget would perrt One- -
‘Stops to expand to all States in 1998. While.

the One-Stop grants provide seed money ' for
systems-building and' increased automation,
Employment Service grants provide the core
operating funds for the new system. They help.

and to provide counseling and re-employment
‘assistance to unemployment insurance claim-
ants and others who need more help ﬁndxng

~jobs. -




‘3. PROTECTING ,frﬁE{ENVIRoNMiENT

and people throughout the world

Nozze of our chzldren shou!d have to iwe hear a toxzc waste dump or eat food pozsoned by pes-
© ticides. Our grandchildren should not haoe to live in'a worid stripped of its natural beauty. We
can and we must protect the enuzronment whcle advancmg the prosperity of the Amerzcan people

‘;:‘P’re.sident_Clinton‘ o
" April 22, 1996

The Pres.ident' believes - that the Nation

does not -have to choose between a 'strong.
economy and a clean environment. In fact, -

while the President’s policies have contributed
greatly to four years of strong economic
growth with low inflation, they also have

produced a - cleaner, healthier envxronment.

' The Administration has helped ensure that‘
the air is cleaner for tens of -millions of -

people. It has. protected Yellowstone, .one

of our national treasures and our first national
park, from the ravages of nearby mining.

It also has cleaned up. more toxic waste

sites in its first three years than the previous .-

two administrations did in 12 -years. Mean-

while, American industry has continued reduc' K

- ing toxxc emissions, which have fallen 43
percent in the last decade ' :

While Americans want a Government, that .
helps protect the envxronment and our natural .
' resources, they do not want to burden busmess '

unduly, choke innovation, or waste taxpayer
dollars. The _Administration has reinvented
the regulatory process, cuttmg excessive regi-

lation and targeting investments in programs .

* that will have the biggest impact on.improving
"_the environment,
providing more opportunities for outdoor recre-
ation, and enhancing natural resources. The

President’s strategy for environmental protec-

tion is reflected in not just the creative
approaches the. Administration is pursuing,
but in the pnontles that the budget proposes
 to fund.

protecting public health, '

New Approaches for Envxronmental

2 Success

Workmg with Congress on. a bipartisan -
- basis .whenever possible, the Admmxstratxony

has pioneered ways to protect the envxronment
that -are cleaner, cheaper and smarter, while

A:preservmg -natural resources for current and
. future generatlons K

Remventmg Drmkzng Water Legzslatton' ‘
“In August 1996, the President signed the Safe

Drinking Water Act Amendments, fulfilling

“the goals he outlined in 1993—to reinvent the

Nation’s safe drinking water legislation to bet- -
ter protect public health, and to authorize the °

creation of new Drinking- Water State Revolv-*
‘ing Funds (SRFs) to help hundreds of commu-
_nities- -protect thexr citizens from harmful con-.

_tammants ) o
- In sevg:ral' respects, the new law is. a
~model. for'. regulatory reform. It gives the

Environmental Protection Agency (EPA). more
‘ﬂexlblhty to act on contaminants of greatest
Tisk, and to analyze costs .and benefits while
- maintaining public health as the paramount
concern. It mstitutes a cost-effective, commu- -
" nity-based approach for ensuring safe drinking

water. Further, it affirms the .right of all

_Aniericans to know the quality of their drink-

ing water and the potential threats to its
safety, and it authorizes resources to address
Federal mandates under the law:

Reformtng Food Quality Profectton Also
in August, based on his proposal of 1993, the

President signed legislation to revolutionize
. ., . . ’
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21. EDUCATION 'TRAINING, EMPLOYMENT
| AND SOCIAL SERVICES

Table 21-1. FEDERAL RESOURCES IN SUPPORT OF EDUCATION,
' TRAINING EMPLOYI\IENT AND SOCIAL SERVICES

(In mxlhons of dollars)
: . Estimate
Function 500 Aliﬁ{;] —
i . 1987 1998 . 1993 2000 2001 2002 -
Spending: . L . ‘
Discretionary Budget Authority ....... © 36,147 42,387 46,425, 47,420 48455 49459 50,335
Mandatory Outlays: ' o o
Existing law ..o 13,881 10,487 10,785 10475 10,625 10,796 11,299
Proposed legislation ................... et ereemenemsenne 340 2,791 4589 4986 4524 1938
Credit Activity: | o ' ’ ’ , '
Direct loan disbursements ................ 9,120 11984 14,536 17636 20,1620 21,736 ° 23,076
Guaranteed 10ans ......ccevvneelovvcnernan 19,816 20958 21,256 ° ‘20,548 - 20,540 21,538 22,872
Tax Expenditures: ) : ’ .
Existing law ...... . . 25,200 27,020 27865 29,165, 30,480 31,880 33,340
. .Propased legislation ... . e :

166- 4919 7,201  8862. 9,038 9506

The Federal Government helps States and
localities educate young people, helps the

low- skilled and  jobless train for and find

jobs, helps youth and adults of all  ages
overcome financial barriers to postsecondary
education and training, helps employers and
employees maintain safe and stable work-

places, and helps provide social services for

the needy. The Government spends about
$60 billion a year on grants to States and

localities; on' grants, loans, and scholarships
to individuals; on direct Federal ' program-

administration; and on subsidies' leveraging

over $30 billion in loans to individuals.
It also allocates nearly $33 billion a year-

in tax incentives for individuals.

Education

Education has long been a national priority,
and for good reason. Education has served
as the steppingstone for Americans who want-

.zd better lives for themselves and their:

families. At the same time, Americans view
education as mainly the province of State
and local governments, and of families and

individuals. Education spending reflects these

views—of the more than $500 billion a year
that the Nation spends on elenmientary, second-
ary, and postsecondary education, 91 percent
comes from State, local, and private sources.
‘The Federal Government contributes-just nine
percent. .

But, though a small share of the overall

investment, Federal spending targets unpor«"

tant national needs, such as equal opportunity
and high academic standards. For postsecond-

ary education;, three-fourths of all student

financial aid comes in federally-backed student
loans, Pell Grants, and other Federal help—

. and Federal aid helps half of all students

pay for college. To expand access to college,

- the Administration is proposing a new HOPE

scholarship tax credit and a tax  deduction,

. to make-two years of postsecondary education
‘- universally available and to open the doors

to lifelong learning. .

At elementary and secqﬁdary schools, fnést :

disadvantaged students get extra help to
succeed through the Federal Title I program,
launched as part of the War on Poverty

and providing supplementary services, such -

177



178

THE BUDGET FOR FISCAL YEAR 1998

as special tutoring in math, to low-income

children. The return on this Federal invest-
ment has been . dramatic. Citing Title I,
as well as Head Start and child nutrition
programs, a 1994 RAND study found that
“the most plausible” way to explain big

education gains of low-income and minority

children in the past 30 years iz “some
combination of increased public investment
in education and social programs and changed
social policies aimed at equalizing educational
opportunities.” Minority students have made
substantial gains in science, math, and reading
since the 1970s, narrowing the gap between
minority and Caucasian student achievement.

But progress has slowed in recent years,
prompting the Federal Government to redirect
its strategies. The Goals 2000 program is
.designed to elevate academic expectations
for all students, by. encouraging every State
to set challenging standards in core subject
areas. Recent changes to the Elementary
and Secondary Education Act give schools
more flexibility in return for greater account-
ability, creating an environment in which
the schools use resources more efficiently.
Similarly, Federal support for “charter schools”
enables parents, teachers, and communities

to create new, innovative public schools, which -
the States free from most rules and regula-

tions and, at the same time, "hold accountable
for " raising -student achievement.
progress in helping students with disabilities

also has proved significant. High school grad-

uation rates have risen significantly, and
57 percent of youth with disabilities are

competitively employed within five years of ~

graduating from high school.

But in the last 30 years, perhaps the

Federal Government’s most important role

in education  has been to help Americans
afford to attend college. Federal grants, loans,

and work study, which went to 7.2 million -
students in 1996, particularly help low- and

middle-income families. From' 1964 to 1993,
college enrollment nearly tripled, the share
of high school graduates that attended college
rose by a third, and college enrollment rates

for minority high school graduates rose by

nearly two-thirds.

While enrollment rates rose for all groups,
gaps by race and family income have widened

‘Federal

since 1980. One reason seems to be rising
tuition, caused mainly by cuts in State sup-
port; 76 percent of all students attend State
public higher education institutions. Low-
income families are particularly sensitive to
tuition increases, and minority families have
been reluctant to take out loans, which .
have been the fastest-growing component of
Federal aid. The availability of income-contin-
gent loan repayments. since 1993, and other
flexible repayment options, are designed to
help . address the appropriate fears of low-
income families about assuming loans. In
addition, the  proposed 21 percent increase
in the maximum Pell grant scholarship be-
tween 1996 and 1998 is desxgned to help
these families.

Th_e economic returns to a college education
are large. In 1993, fulltime male workers
over 25 years old with at least a bachelor’s
degree earned 89 percent more than com-
parable workers with only a high school
degree. But not only do the college graduates
themselves benefit. The higher socioeconomic
status of parents also leads to greater edu-
cational achievement by their children.

Skill Training

The elementary, secondary, and postsecond-
ary avenues cited above lay the groundwork
for Americans to get the skills they need
to acquire good jobs in an increasingly com-
petitive global economy. Most workers also

‘acquire additional skills on the job or through

the billions of dollars that employers spend

.to improve worker skills and productivity.

These efforts help the vast majority of work-

'mg—age Americans.

Nevertheless, others need additional kmds
of assistance. Consequently, the Federal Gov-
ernment spends nearly $7 billion a year .
through Labor Department programs to help

. dislocated workers train for, and find, new

jobs, and to help economically-disadvantaged

“Americans learn skills with which they can

move into the labor force. This aid includes

~a labor exchange—the State Employment

Service—for anyone who wants to learn about
J()b openings. :

The Federal Government helps dislocated
workers move from one job to the next.

"Nearly 70 percent of participants in the




21. EDUCATION, TRAINING, EMPLOYMENT, AND- SOCIAL SERVICES - o 179

‘ob Training Partnership Act's (JTPA} Dis-
-+ located Worker program have jobs when they

leave, with average earnings of 92 percent
of their previous wages. In addition, JTPA’s.

Title II help disadvantaged adults, including
welfare recipients, to get jobs. Over half
of the welfare recipients: who received help

under Title II started jobs, with wages that

averaged nearly $7 an hour.

Other programs help youth ﬁ 'move from -

high school to more schooling or work by
helping States and localities build School-

to-Work systems, support. vocational training

in secondary and postsecondary institutions,

and provide a “second chance” to low-income-

youth who have not fared well in school
or the labor market. States began to imple-
ment School-to-Work systems in 1994, -

For youth who need it, the Job Corps
provides intensive - skill' training, academic
and social education, and support services
in a structured, residential setting. Other.
programs provide summer work expenence
r more job training.

:Wdrkplace Safety and Law Enforcement

The Federal Government spends ébout $500
million a year to promote safe and healthy
workplaces for 100 million workers in six

million workplaces, mainly through the Labor -

Department’s Occupational Safety and Health

Administration (OSHA) and Mine Safety and time and energy to help their communities,
~ children with disabilities, and the infirm

elderly. Nearly 600,000 older Americans would ]

Health Administration. Regulations that help
business create and maintain safe and healthy
workplaces have significantly reduced illness,
injury, and death from exposure to hazardous
substances and dangerous equipment. The
regulations clearly produce results that far
exceed what Federal funds could achieve.
OSHA also helps employers institute effective
safety and health programs, while mamtammg
its strong enforcement capability.

The Government also regulates compliance
with various laws that grant workers other
protections——a ‘minimum wage for virtually
all workers, prevailing wages. for workérs
on government contracts, overtime pay, restric-
tions on child labor, and time off for family
illness or childbirth. In these cases, as with

rker health and safety, the Federal Govern-
ment works with the private sector to achieve

important social goals that the Government

- could never achieve through Federal ﬁnancmg

alone. .

National Se;’ﬁce ‘

 The Corporation for National and Commu-
nity Service, which the Government estab-

lished in 1993 at the President’s urging,
encourages Americans of all ages to engage
in community-based’ service. The budget pro-

- -poses about $800 million to support these ..
. programs in 1998. . , :

_AmeriCorps, the Corporation’s signature ini-
tiative, each year enables thousands of young
Americans of all backgrounds to serve their
local communities full- or part-time. In return,

they receive a minimum living allowance
and an education award to help pay for

post-secondary education. About 70,000 indi-
viduals have participated in -AmeriCorps in

-its first three years, with. another 35,000 .

expected to serve under the budget proposals.
About a third of new participants in 1998
would participate in America Reads—an effort
through ~which volunteers will help children
read by themselves, and well, by the thxrd
grade.

Along with 'AmeriCorps, the Corporatfon

supports the National Senior Volunteer Corps-

through which older Americans volunteer their

partlmpate in 1998.

Public Broadcastmg

The budget proposes $325 million for the
Corporation for Public Broadcasting (CPB)

"to help the 352 public television stations

and the 692 radic stations provide quality

‘educational programming through such ave-

nues as National Public Radio and the Public
Broadcasting Service. Stations use CPB funds
to produce original children’s and educational

programs, and to acquire historical and cul-

tural programs. CPB also helps finance several
system-wide activities, including national sat-
ellite interconnection services and payments
of music royalty fees,



‘THE BUDGET FOR FISCAL YEAR 1998

Social Services L

Along with helping youth and ‘adults _gain
basic and higher education and advanced
workplace skills, the Federal Government

provides about $xx billion a year in grants

to States and local public and private institu-
tions to help defray the cost of social services.
Those who receive. these services include

low-income individuals, the elderly, people .

with disabilities, children, and youth.

Tax Incentives

- The Federal Government helps individuals,

families, and employers (on behalf of their

employees) plan for and buy education and.

training through numerous tax preferences,
totaling $32.8 billion in 1998. The budget
proposes -new. HOPE scholarshlp tax credits
of up to $1,500 a year for two years of
postsecondary education, and again proposes
~ tax deductions of up to $10,000 for tuition
and fees for college, graduate . school or
job training.

The tax code already provides otﬁer avenues

for saving, and paying, for education and’
training. State ‘and local governments can

issue tax-exempt debt to finance student
loans or the construction of facilities used
by non-profit educational institutions. Interest

from certain U.S. Savings Bonds also "is

tax-free if the bonds are used solely to
finance educational costs. Also under the

tax code, many employers can, and do, provide -
' employee benefits that are not counted as

income.

. The law offers employers a. Work Oppor-
tunity Tax Credit, enabling them to claim

a tax- credit for a portion of wages they
pay to certain hard-to-employ individuals who
work for the employer for a minimum period.
The budget proposes: (1) to enhance the
credit with regard to long-term welfare recipi-

ents, and (2) to extend the existing. credit
to able-bodied childless adults aged 18 to-

50 who, under the Administration’s Food

‘Stamp . proposal, would face ‘a more ngorous

work requirement in.order to contmue receiv-
ing Food Stamps.

3
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Table 22—1 FEDERAL RESOURCES IN SUPPORT OF HEALTH
(In mx]lxons of dollars)
. ‘ Estimate
Functien 550 ) Aﬁgl - e e e -
- ) 1897 1998 1999 2000 . 2001 2002,
Spending: : - R .
Discretionary Budget Authority ....... 23,303 25045 25070 25123 25139 25154 25,170
Mandatory Outlays: ' . :
Existing law : - 96,806 103,541 109,601 116,321 124,764 134,621 145107
Proposed legislation .......ccccoiies v, -39 3,940 3,669 2,059 -175 4,998
Credit Activity: ) i ) .

Direct loan disbursements ......... S - 25 20 crcrcneeens smrnerereareraes rerceessnsions sesenenns evens ceanessersenese .
“Guardnteed 10ans .......coooceervnrcrinnnnns 210 . 274 105 6 s rrerenenonns srserreeiaens
Tax Expenditures: ) : ) - L
Existing law ...occcvvevvennnens eererenaneeseeines 72,745 ¢ 79,245 85,095 91,185 97255 103675 119,4;15;

. Proposed legislation e 8. 19 12 3 3 1

., The Federal Govemment helps meet Ameri- -

~ca’s health care needs by directly providing
health care services, by promoting disease

prevention and consumer and occupational -

" safety, by conducting and supporting research,
and by training and helping to train. the
" Nation’s health care work force. All together,

‘the Federal Government will. spend about.

$138 billion in 1998, and allocate $85 billion
in tax incentives.

President Johnson and Congress -created -
Medicaid in 1965 to provide health insurance

for the low-income elderly and the poor.
Since then, the Nation’s leaders have ex-
panded the program from time to time to
meet emerging needs. In 1986, for instance,
they answered public concerns about high

infant mortality rates and the decline in -

private insurance coverage by expanding Med-
icaid coverage for prenatai and child .health
services.

In addition, the Federal Government helps

to . expand health care coverage to those

veterans, uniformed military personnel,
and American Indians and Alaska Natives),

Q’:ﬁh’which it has a special obligation (includ-

1d conducts and sponsors vital biomedical

' research that would not otherwise take place.

Together, -all of these Federal activities have

- helped to extend life expectancy, cut the

infant mortality rate to historic lows, level
the death rate among those with HIV/AIDS
and make other progress.

‘ Health Care Services |

- Of the estimated $138 billion in Federal-‘
" health care outlays in 19981, 89 percent
" finances or supports direct heath care services

- to individuals.
- Medicaid: This Federal-State health care
program served about 37 million low-income

Americans in 1996—with the Federal Govern-

ment spending $92 billion (57 percent of the
total), while States spent $70 billion (43 per-

. cent). States that participate in Medicaid ‘must .

cover several categories of eligible people, in-
‘cluding certain low-income elderly, people with
‘disabilities, low-income women and children,
and several mandated services; including hos-

pital care, nursing home care, and physician =
services. States also may cover optional popu-
" lations and services. Under current law, Fed-
‘ eral experts expect total Medicaid spending to

- 1Excluding Medicare and the military and veterans medtcal pro-
grams. - -
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‘grow an average of 7. 2 percent a year from
1997 to 2002. ,

Medicaid covers a fourth of the Nation’s
children and is the largest single purchaser
of maternity care as well as of nursing
home services and other long-term care. serv-
ices; the program covers almost two-thirds
‘of nursing home residents. The elderly and

disabled made up only 30 percent of Medicaid .

beneficiaries in 1995, but accounted for. 61
percent -of spending on benefits. Adults and
children made up 70 percent of ‘recipients,
but accounted for only 25 percent of spending
.on benefits. Medicaid serves at least half
of all adults living with AIDS (and wup
to 90 percent of children with AIDS), and
is the largest single payor of direct medical
services to adults living with AIDS. -

States increasingly rely on managed care
arrangements to provide health.care through
Medicaid, with enrollment in such arrange-
ments rising from 7.8 million in 1994 to
11.6 million (about a t;hlrd of- all recipients)
in 1995. .

.Other Health Care Services: The Depart-
ment of Health and Human Services (HHS)
supplements Medicare (discussed in .Chapter
23) and Medicaid with a number of “gap-fill-
ing” grant activities to support health services
for low-income or specific populations, includ-
ing Consolidated Health Center grants; Ryan

White AIDS treatment grants; the Maternal -

and Child Health block grant; Family Plan-
ning; and the Substance Abuse block grant.

In addition, the Indian Health ‘Service (IHS) .

. provides direct care to 1.4 million American

Indians and Alaskan Natives as part of the

‘Federal Government’s trust obligations. The
IHS system, located primarily on or near res-

ervations, includes 49 hospitals, 190 health

centers, and almost 300 other chmcs

Prevention Services: Preventlon can gG a
long way to improve American’s health. Meas-
.ures to protect public health can be as basic
as providing good $anitation and as sophisti-
cated as preventing bacteria from developing
resistance to antibiotics. State and local health
. departments traditionally lead such .efforts,
but the Federal Government—through HHS
Centers for Disease Control and Prevention—

. also provides financial and technical support.
For a half-century, CDC has worked_ with

State and local governments to prevent syphi-
lis and eliminate smallpox and other commu-

nicable diseases. More recently, CDC has fo- .

cused its efforts on preventing a host of dis-
eases, including breast cancer, prostate cancer,
lead poisoning among children, and HIV/AIDS.

~National Institutes ‘of Health (NITH): NIH

is among the world’s foremost biomedical re-

search centers and the Federal focal point for

biomedical research in the United States. NIH
research is designed to gain knowledge to help
‘prevent, detect, -diagnose, and treat disease
and disability. NIH conducts .research in its

own laboratories and clinical facilities; sup-
ports research by non-Federal scientists in uni-
versities, medical schools, hospitals, and re-
search institutions across the Nation and
around the world; helps train research inves-
tigators; and fosters communication of bio-
medical information.

At any one time, NIH. supports 35,000
grants to universities, medical schools, and
other research and research training institu-
tions. It also conducts over 2,000 'projects

* in its own laboratories  and clinical facilities.

NIH research has helped to achieve many
of the Nation’s most important public health

_advances, such as reducing mortality from
-~ heart disease, the Nation’s number one killer,
by four percent from 1971 to 1991; reducing .

death rates from stroke by 59 percent over
the - same period; and increasing - the . five-
year - survival rate for people with ‘cancer
to 52 percent. Recent NIH-sponsored research
has generated significant advances in treat-
ments for individuals infected with HIV,
medications for Alzheimer’s disease, and revo-
lutionary innovations in molecular genetlcs
and genomics research.

Food and Drug Admmtstratwn, The Food ,‘

and Drug Administration (FDA) spends about
$1 billion a year to promote public health by

‘helping to ensure—through pre-market review

and post-market surveillance—that foods are
safe, wholesome, and sanitary; human and vet-
erinary drugs, biclogical products, and medical
devices are safe and effective; and cosmetics
and electronic products that emit rad:atlon are

safe. FDA also helps the public gain access

to important new life-saving drugs, biological
products, and medical devices. It leads Federal

efforts to ensure the timely review of products
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. .i ensure that regulatmns enhance pubhc
health, not serve as an unnecessary regulatory

burden. In addition, the FDA supports re-

search, consumer education, and the develop-
ment of both voluntary and regulatory meas-

ures to ensure the safety and efficacy of dmgs :

medical devices, and foods

Food Safety and Inspéction Semice
(FSIS): FSIS inspects the Nation’s meat, poul-
try, and egg products, ensuring that they are

safe, wholesome, and not adulterated. With an- -
nual funding of almost $600 million, agency -

staff inspect all domestic livestock and poultry
in slaughter plants, and conduct at least daily
inspections of meat, poultry, and egg product
processing plants. In 1996, FSIS issued a

major regulation that will begin to shift re- <.

sponsibility for ensuring meat and poultry
safety from FSIS to the industry. The regula-
tion should allow FSIS to better target its in-

spection resources to the higher-risk elements

of the meat and poultry productxon slaughter,
and marketing processes.

m (FEHBP): Established in 1960, the

‘edeml Employees Heafth Berieﬁ'ts Pro-

HBP is America's largest .employer-spon-

~sored mult1p1e~ch01ce health program, provid-
ing $17 billion in compreheénsive hospital and
major-medical benefits a year to about 9.6 mil-

lion Federal workers, annuitants, and their de- T
. ‘seeks to improve the medical care and health

pendents. About 86 percent of all eligible Fed-

eral employees participate in the FEHBP, and

they select from nearly 400 héalth insurance
carriers that offer a broad choice of delivery
systems. The FEHBP offers full coverage upon
enrollment—without medical examinations or

restrictions based on age, current health, or

pre-existing condition.

Veterans’ Health Care

With a proposed 1998 health budget of

$17.5 billion (including receipts), the Depart-
ment of Veterans Affairs (VA) provides health
care services to 2.9 million veterans through
its national system of 22 integrated health
networks, consisting of 173 hospitals, 491

outpatient clinics, 135 nursing homes, and

40 domiciliaries?. VA is an important part
of the Nation’s social safety -net because

Qost half of its patients are low-income
. miciliaries serve homeless veterans and veterans who re-

‘-¢ short-term rehabilitation.
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veterans who might not otherwise receive:
care. It also is a leading health care provider
for veterans with substance abuse problems,

‘mental - illness, HIV/AIDS, and spinal cord.

injuries because private insurance usually

. does not fully cover these xllnesses

VA's core mxssmn is to meet the health

" care needs of veterans who have compensable

service-connected injuries or very low incomes.
The law makes these “core” veterans the

highest priority for available Federal dollars .
for health care. But, VA may provide care.

to lower-priority veterans if resources allow V

. and if the needs of higher-priority veterans
- have been met.

In recent years, VA has reorganized its -
field facilities from 173 largely independent
medical centers intoe 22 Veterans Integrated
Service Networks charged with giving veterans
the full continuum of care.” VA also has’
won legislation easing restrictions on its ability
to contract for care and share resources
with Defense. Department hospitals, state fa-
cilities, and local health care pro\nders

Health Research. VA’s research program
for which the budget proposes $234 million in
1998, conducts basic, ‘clinical, epidemiological,
and behavioral studies across the entire spec-
trum of scientific disciplines.” The program

of veterans, and enhance the Nation’s knowl-

“edge of disease and disability. -

Health Care Education and Training:
The Veterans Health Administration is the
Nation’s largest trainer of health care profes-
sionals. About 108,000 students a year get

‘'some or all of their training in VA facilities

through affiliations with .over 1,000 edu-
cational institutions. The program provides
training to medical, dental, nursing, and asso-
ciated health’ professmns students to support
VA and natxonal work force needs. - A

Defense Department Health Care

. The Defense Department (DOD) has two
basic, related medical missions: (a) provide,”
and be ready to provide, medical services -
and support to the. armed forces during
military operations, and (b) provide peacetime
medical services to members of the armed
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forces, their dependents, and’ other bene-
ficiaries entitled to DOD health care.

The Defense Health Program (DHP) utilizes

- over 100,000 military members and 43,000 -

civilians in 115 hospitals and 471 clinics
world-wide to provide medical and dental
services. DOD beneficiaries -also receive medi-

cal care from private health professionals

under the Civilian Health and Medical Pro-
gram of the Uniformed Services (CHAMPUS)

medical insurance program, and its managed

care component, TRICARE.

About 8.2 million people across’ the world

are eligible for benefits from DOD’s health’ -

system. DHP's annual -direct costs, including
operations and procurement, are -about $10.2
billion; personnel costs add another $5.2 bil-
lion.

DOD's
(R&D) program funds activities ranging from
basic and applied research through develop-
ment on health issues unique’ to deployed
military forces. The program works to develop
vaccines against diseases endemic to countries

outside of the U.S.; field-deployable blood.

products, blood substitutes, and resuscitation
fluids; technologies for assessing and treating
massive hemorrhage and severe trauma; and
methods to prevent injury during military
operations. The budget also proposes $25
million in 1998 for HIV R&D.

Regulatory and Admmlstratlve Issues

The sheer size and market share of Medicare

and Medicaid significantly.affects the private

medical' research and development '
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health care market. Medicare and Medicaid’s
coverage, reimbursement, quality of care, and
information policies frequently become the
accepted standards for the private sector
over time. In addition, the Federal Govern-
ment monitors Medicare and Medicaid’s regu-
lation of quality of care and reporting and
record- keeping requirements for health facili--
ties in order to evaluate possible additional
costs on privately-insured individuals, private

. health care prowders and State -and Eocal
_governments. g x :

Tax Incentlves

Federal tax laws help finance health insur-
ance. First, employer contnbutmns for work-
ers’ health insurance premiums are excluded

from. workers’ taxable income. Second, self-

employed people may deduct a certain percent
(30 percent in- 1996, rising to 80, percent

in - 2006 and- beyond) of what they pay
‘for health insurance for themselves,

their
spouses, and their dependents. Third, individ- -
uals who itemize may deduct certain expensés
for health care—such as insurance premiums
that employers do not pay; expenses to diag-
nosis, treat, or prevent disease; and expenses
for certain long-term care services and insur-
ance policies—to the extent that these ex-
penses exceed 7.5 percent of the individuals’

-adjusted gross income. Total health-related

tax incentives (including other. minor provi-

" sions) will reach an estimated $85 billion

in 1998, and $4877 billion from 1998 to
2002 :
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Table 23-1. FEDERAL RESOURCES IN SUPPORT OF MEDICARE
(In millions of dollars)
. Estimate
Function 570 1996 - -
‘ 1997: 1998 1999 - 2000 2001 2002 |
- Spending: _
Discretionary Budget Authority ....... - 2, 939 - 2,598 2,755 2,751 2, 728 C2, 727 2728 1
Mandatory Outlays: .
Existing law 171 272 191 556 208,641 228,211 248,760 271 089 295 065
- Proposed legislation -4,310 . -11,390 -22,150 - -27,820 -34,550

Created by the Social Security Amendments

of 1965 (and expanded in 1972), Medicare
is a. Nation-wide health insurance program
or the elderly and certain people with disabil-
ies. The program, which will spend an .
“estimated $211 billion in 1998 on benefits.
© and

administrative "costs, consists of two
complementary but distinct parts, each tied
to a trust fund: (1) Hospital Insurance (Part

A) and (2) Supplementary Medlcal Insurance

(Part B),

Over 30 years ago, Médicare was designed

to address a serious, national problem in
health care—the elderly often could not afford-

‘to buy health insurance, which 'was more
expensive for them than for other Americans
because they had higher health care costs.

Through Medicare, the Federal. Govemment
created one insurance pool for all of the
elderly while subsidizing some of the costs,
thus making insurance much more affordable -

for almost all elderly Americans.

Medicare has very successfully expanded
access to quality care for the elderly. Its

trust funds, however, face financing challenges .

as the Nation approaches the 21st Century.
Along with legislative proposals discussed
elsewhere in the budget, the Health Care
inancing Administration (HCFA) is working

to improve Medicare .through its regulatory

authority and demonstration programs.

- 65 -or older,

for the inpatient hospital,

Part A »
Parf A covers almost all- 'Américans age
and most  persons who are

disabled for 24 months. or more and who
are entitled to Social Security or Railroad

- Retirement benefits. People with end-stage

renal disease (ESRD) also are eligible for
Part A coverage. About 99. percent -of Ameri-
cans aged 65 or older are enrolled in Part-

‘A, along with an . estimated 93 percent of

ESRD patients. Part A reimburses providers
skilled nursing
facility, home health, and hospice services
provided to beneficiaries. Part A’s Hospital
Insurance (HI) Trust Fund receives most
of its income from the HI payroll tax—
2.9 percent of payroll, split’ evenly -between
employers and employees

Part B

Part B coverage is optional, and it is
available to. almost all resident citizens 65
years- of age or oldér and to people with

disabilities who are entitled to Part A. About . .

96 percent of  those  enrolled in Part A.

‘have chosen to enroll in Part B. Enrollees

pay monthly premiums that-cover about 25
percent of Part B costs, wlule general taxpayer
dollars" subsidize the remaining. costs. -For
most beneficiaries,
deducts the Part B .premium from their
monthly Social Security checks.

185
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Part B pays for medically necessary physi-
cian services; outpatient hospital services;
diagnostic clinical laboratory tests; certain
durable medical equipment (e.g., wheelchairs)

and medical supplies (e.g., oxygen); and phys-.

ical and occupational therapy, speech pathol-
ogy services,- and outpatient mental health

services. Part B also covers kidney dialysis -

and transplants for ESRD patients.

Fee-for-Service vs. Managed Care .

Beneficiaries can choose the coverage they .

prefer. -

Under the “traditional,” fee-for-service op-
tion, beneficiaries can go to- virtually any
provider in the country. Medicare pays provid-
ers primarily based on either an established
fee schedule or reasonable costs. About 90
percent .of Medicare beneficiaries now opt
for fee-for-service coverage.

Alternatively, beneficiaries can enroll in
a Medicare managed care plan, and the

‘10 percent who do are concentrated in a. . _
" Spending and Enrollment

few geographic  areas. Generally, enrollees
receive care from ‘a network of providers,
‘although Medicare managed care plans are
- starting ‘to offer a .point-of-service benefit,
allowing beneficiaries to receive certain serv-
ices from non-network providers. Most man-
aged care plans receive a monthly, per enrollee
“capitated” - payment that covers the cost
of Part A and B services.

Successes

Medicare dramatically increased access to
health care - for the elderly—-from slightly

over half when the program began in 1968

to almost 100 percent today

Ninety-six percent of _Medlcare beneﬁciaries
reported no trouble obtaining care in 1994.1!
Further, less than one percent of beneficiaries
reported trouble getting care because a physi-
cian would not accept Medicare patients.
Medicare beneficiaries have access to the

"most up-to- date medical technology and. proce-

dures.

Medicare also gives beneficiaries a choice

of managed care plans. Today, managed care
is a major, and growing, part of Medicare.

Physician Payment Re\new Commission, 1996 Annual Report to
Congress.

Nevertheless,

As of December 1, 1996, over 4.7 million.

beneficiaries have enrolled in 336 Medicare
managed care plans. In 1995,
in the capitated managed care plans called
“risk " contracts” grew by 36 percent, and
by an annualized rate of 30 percent in
the first six months of 1996. Managed care

plans can potentially prowde coordinated care

that is focused on prevention and wellness.

In addition, Medicare is working to protect
the integrity of its payment systems. Building
on. the success of Operation Restore Trust,

" a five-State demonstration aimed at cutting

fraud and abuse in home health agencies

“and nursing homes, Medicare is increasing

its efforts to root out fraud and abuse.
Recent legislation provided more Federal funds
and authority to prevent inappropriate pay-
ments to fraudulent providers, and to seek
out and prosecute providers who continue

to defraud Medicare and other health care -

programs.

‘With no changes in law, net ‘Medicare
outlays will rise by an.estimated 54 percent
from 1997 to 2002—from $191.6 billion to

'$295.1 billion. 2- Net Medicare outlays will

grow by an average of nine percent a year
over this period. Part A outlays are larger
than Part B outlays, and grow more slowly.

an estimated 46 percent over the period—
from $135.1 billion to $197.7 billion—or an
average of 7.9 percent a year. Part B outlays
will grow by an ‘estimated 72 percent—
from $55.9 billion to $96.4 billion—or an
average of 11.5 percent a year.

Medicare has consumed a -.growing share
of the budget, and it will continue to under
current law. In 1980, Federal spending on
Medicare benefits was $31 billion, comprising

5.2 percent of all Federal outlays. In 1995,

Federal spending on Medicare benefits was
$156.6 billion, or just over 10 percent of
all Federal outlays. By 2002, assuming no
changes in current law, Federal spending

on Medicare benefits will total an estimated

2These figures cover Federal spending on Medicare benefits, but
do not include spending financed by beneficiaries’ premium pay-
ments or administrative costs.

enrollment -

Part A outlays will grow by .

e

1
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/‘?:2951 billion, or almost 16 percent of all
&

Federal outlays.

Medicare enrollment will grow slowly until
2010, then take off as the baby boom genera-
tion begins to reach age 65. From 1995

to 2010, enrollment will grow at an estimated

average annual rate of 1.4 percent, from
37.6 million enrollees in 1995 to 46.4 million
in 2010. But after 2010, average annual
growth will almost double, with enrollment
reachlng an estimated 78 million in- 2030—-—
one in five Americans. .

The Two Trust Funds

HI Trust Fund: As discussed above, the HI
Trust Fund is financed by a 2.9 percent payroll

tax, split evenly between employers and em- -
ployees. In 1995, HI expenditures began to ex: -

ceed the annual income to the Trust Fund and,
as a result, Medicare is drawing down the
Trust Fund's accounts to partially finance Part

A spending. The Government’s career actuar- -

. 1es predict that the HI Trust Fund would: be-
come insolvent in 2001 in current law, but the
gmPresident’s proposals to strengthen the Trust
‘und would push back the date into 2007. (For
“a detailed discussion of the proposals, see
* Chapter 1.)

Beyond the impending insolvency, Medicare

also faces a longer-term financing challenge.
The baby boomers’ retirement,. starting in
2010, will cause Medicare spending to grow
significantly. From 2010 to 2030, enroilment
is expected to double while the workforce
shrinks. As a result, only 2.2 workers will
be available to support each beneficiary in

2030—compared to the current four workers.

‘per beneficiary. The President proposes to
work with Congress on a bipartisan basis

ing challenge.

SMI Trust Fund: The SMI Trust Fund re-
ceives 75 percent of its income from general

‘to  beneficiaries.

Federal revenues, 25 percent from beneficiary

premiums. Unlike HI, the SMI Trust Fund is
really a trist fund in name only—the law lets

- the SMI Trust Fund tap directly into general »

revenues to ensure its annual solvency. None-
theless, the trustees of the SMI Trust Fund
noted in 1996 “that program costs have been
growing faster than the GDP and that this
trend 'is expected to continue under present
law.”

Demonsttfations

HCFA also conducts demonstration pro-
grams to determine the efficacy of new service
delivery or payment approaches. For instance,
it is launching a Choices demonstration project

to allow provider-sponsored organizations in
certain areas to enroll Medicare beneficiaries. -

The plans .will offer new benefit structures
Ancther  demonstration
project, Centers of Excellence, has experi-
mented with bundled payments for hospital
and physician costs, for selected procedures

" 'performed at certain high-quality facilities.

--Regulations

Through its regulatory authority, HCFA

Acontmualiy improves Medicaré. In the last
_year, HCFA . issued regulatlons to address
. concerns about the payment.incentives that

managed care.plans offer ‘to physicians ‘that,
in turn, may encourage physicians to deny
services. Specifically, it barred health plans

that contract with Medicare from limiting

physicians’- ability to discuss all appropriate
treatment options. with Medicare enrollees.
In - addition, the Administration is focusing

. 1 tc
to develop a long-term solution to this financ- . :_more on patient health outcomes and giving

mformatmn to consumers that should boost

V,ccmpetltmn among health plans, generating
. hlgher-quahty care and a more cost effectlve

Medlcare program
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Table 24—1; FEDERAL RESOURCES IN SUPPORT OF INCOME

SECURITY
(In millions of dollars)
) Estimate
ton 600 . 1996 R A .
: . Actual 1997 1998 . 1999 2000 . 2001 2002
Spending: . : ) .
Discretionary Budget Authority ... 27,752 26,015 32,592 36,113 38892 40,402 41811
Mandatory Outlays: ’ . ; ’ '
Existing law ; 187,994 197,391 203,648 212,394 222,232 225644 235394
Proposed legislation . 586 2,282 2,246 2,258 1,869 2,569
Credit Activity: . R . ' o .
Direct loan disbursements ............... .93 -85 73 B cctnriins srrrea e cesesasania :
Guaranteed 10aD8 .......ccoermiricrinneenns 5 ] 17 34 40 40 37
Tax Expenditures: oo L ' : '
Existing law ... i . .83,027. 84,768 86,279 87,922 89509 91266 93,019
Proposed legislation W

718 -11,343 7,283 9,305 11,544 12,043

The Federal Government provides about
$220 billion a year in cash or in-kind benefits
to- individuals through “income security” pro-
grams, including about $120 billion for pro-
. grams that are part of. the “social safety
net” Since the 1930s, these “safety net”
programs, plus Social Security, Medicare, and

Medicaid, have grown enough in size and.
coverage so that even in the worst economic,

times, most Americans can count on some
form of minimum support to prevent complete

_ destitution. The combined effects of these-

programs nepresent one of the most significant
changes in national social policy in this

century, improving the lives of millions of

lower-income families.

The remaining $100 billion for income secu-.

rity supports general retirement and disability

insurance programs (excluding Social Secu-

rity), Federal employee retirement and disabil-
ity programs, and housing assistance.

Méjor Programs

The largest means-tested income secunty'
programs are Food Stamps, = Supplemental |

Security Income (SSI), Temporary Assistance

Ara TN YT L

for Needy Famlhes (TANF) and various kinds
of low-income housing assistance (discussed
in other chapters)—and the Earned Income
Tax Credit (EITC). These programs, along
with unemployment compensation (which is
not means-tested), form the, backbone of cash
and. in-kind “safety net” ‘assistance in the

- Income Security function.

Food Stamps Food Stamps helps most low-
income people get a more nutritious diet. The
program reaches more people than any other
means-tested income security program—in an
average month in 1996, 25.5 million people,
or 10.6 million households, received benefits

-and t.hat year, the program provided total ben-

efits ‘of $23 billion. Food Stamps is the only

Natlon-mde, low-income. assistance program'

available to essentlally all financially-needy
households that does not impose non-financial

'criteria, such as whether households include

children or elderly persons. (The new welfare
law limits the number of months that child-

‘ leés ablé-bodied individuals can receive bene-

fits while unemployed.) The average monthly,
per-person Food Stamp benefit was about $73
in 1996.
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Supplemental Security Income: SSI pro-
vides benefits to the needy aged, blind, and
disabled adults and children. In 1996, 6.5 mil-
lion individuals received $24 billion in benefits.
Eligibility rules and payment standards are
uniform across the Nation. Average monthly
benefit payments range from $256 for aged

. adults to $448 for blind and disabled children.
"~ Most Stabes supplement the SSI benefit.

Temporary Assistance for Needy Famt-
lies: In last year’s welfare reform law, the
President and Congress enacted TANF as the
successor to the’ 60-year-old Aid to Families
with Dependent Children (AFDC) program.
TANF, on which the Federal Government will

spend about $16 billion in 1998, is designed -

to meet the President’s goal of dramatically

changing the focus of welfare—from a system

focused on benefits to one that moves recipi-
ents from welfare to work. TANF grants give
States broad flexibility to determine eligibility
for assistance and the kind of cash, in-kind,
and work-related assistance they provide.

Earned Income Tax Credit: The EITC, a
refundable tax credit for low-income working
families, has two broad goals: (1) to encourage
families to move from welfare to work by mak-
ing work pay; and (2) to reward work so par-
ents who work full-time do not have to raise

their children in poverty. In 1996, the EITC .
.provided $24.3 billion of credits,
spending on tax refunds and lower tax receipts -

including

for non-refunded portions of the credit. For
every dollar that low-income workers earn—
up to certain limits—they receive- between
seven and 40 ‘cents as a tax credit. In 1996,
the EITC provided an average credit of nearly
$1,400 to over 20 million workers and their
families. A two-parent family of four with one
full-time worker who works at minimum wage
levels and receives Food Stamps would rise
above the poverty level in 1998 because of the
EITC. 4

Unemployment Compensation: Unemploy-
ment compensation provides benefits. which
are taxable, to individuals who are temporarily
out of work and whose employer has pre-
viously paid payroll taxes to the program. The
State payroll taxes finance the basic benefits
out of a dedicated trust fund. States set benefit
levels. and eligibility criteria, which are not
means-tested. Regular benefits are typically

avaiiéble for up to 26 weeks of unemployment.
In 1996, about 8.5 million persons claimed un-
employment benefits that totaled $23 billion. -

By design, benefits are available to experi-
enced workers who lose their jobs through
no fault of their own. Thus, unemployment
compensation does not cover all of the unem-
ployed: in any given month. In 1996, on

_.average, the “insured unemployed” represented -

about 35 percent of the estimated total number
of unemployed. Those who are not covered
include new labor force entrants, re-entrants

" with no recent job experience, and those
~who _quit their jobs voluntarily and thus,
‘are not eligible for benefits. .

Other important income security programs

‘include the Special Supplemental Nutrition

Program for Women, Infants, and Children
(known as WIC); school lunch, school break-
fast, and other child nutrition programs;
child care assistance; refugee assistance; and
low-income home energy assistance.

' '» ~Effects of Income Security Programs

Last years< welfare 'reform debate focused
on means-tested income security programs.

The resulting law not only replaced the

program at the heart of the debate, AFDC,
but also made big cuts and changes in
other programs, including Food Stamps and
SSI. But the basic question remains—what
effect .do these safety net programs have '
on ‘poverty, and to what extent do they

‘target assistance to the poor? Chapter, 25,

Social Security, explores the impact of Social

Security alone on the income and poverty
of the elderly. This chapter locks at the
cumulative impact across the major programs.

. For pdrposés below, “means-tested benefits”

include AFDC, SSI, certain veterans pensions,

Food Stanips, child nutrition meals subsidies,
rental assistance, and State-funded general
assistance. Medicare and 'Medicaid greatly
help eligible families who need medical serv-
ices during the year. but experts. do not
agree about how much additional income
Medicare or. Medicaid coverage represents
to those covered. Consequently,
include these benefits in the. analysis that
follows. “Social insurance programs” include

- Social Security,‘ railroad retirement, veterans

compensation, unemployment. compensation,

we did not .
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Pell grants, and workers’ compensation. The
. definition of income for this discussion (cash
and in-kind benefits), and the . notion of
pre- and post-Government transfers, do not
match the Census Bureau’s. definitions for
developing official poverty statistics. Census
counts income . from ' cash alone, including_
Government transfers.

" Effectiveness in Reducing Poverty: Based
on special tabulations from the March 1996
Current Population Survey, 57.6 million people
. were poor in 1995 before accounting for the
effect of Government programs. Of the 57.6
million, 27 percent were elderly (age 65 and
above), 30 percent were children below age 18,
and 43 percent were non-elderly adults (age
18-64).. Census data_show .that after account-
ing for the effects of Government programs:

¢ The number of people in poverty fell to
'30.3 million, a drop of 47 percent.

e The programs lifted 82.percent of the el-
derly poor out of poverty.

e The programs lifted about a third of poor

. children and poor non- elderly adults out

of poverty."

e Social insurance programs accounted for

two-thirds of individuals who 'were re-
moved from poverty, including 93 percent
of the elderly, 55 percent of the non-elder-
ly adults, and 25 percent of the children.

e Means-tested benefits were respohsib_le for

28 percent of the individuals who wereé re- -

" . moved from poverty, including close to 60
percent of poor children- and over 40 per-
cent of non-elderly adults.

¢ Federal tax pohéles including the EITC,
‘accounted for five percent of those re-
moved from poverty, mcludmg close to 20
percent of the children.

e The number of people removed' from pdv-
erty in 1995 reached an all-time high.

'Eﬂiciency in Reducing Poverty: The pov-

erty gap is the amount by which the incomes -

of all poor people fall below the poverty line.
“Efficiency” in reducing poverty is defined as
the percentage of Government benefits of a
particular type (e.g., social insurance °pro-
grams) that help cut the poverty gap. So, for
example, if $1 out of every $2 in Category

A helps cut the poverty gap, the “efficiency”
of Category A would be 50. percent.

Before counting government benefits, the
poverty gap was $194.5 billion in  1995.
Benefits from government programs cut it
by $135 billion, or 69 percent. Of the $135
billion cut, social insurance programs ac-

- counted for $90 billion, means-tested benefits

for $43 billion, and Federal tax prov1snons
for $2 billion.

All told, according to‘ Census Bureau data,

social ‘insurance benefits totaled $338 billion

in 1995. Thus, 26 percent of their funding

(the $90 billion, above) helped cut the poverty

gap. Means-tested benefits totaled $78. billion,
according to Census data. Thus, 56 percent
of their fundmg (the $43 billion, above)
helped cut the poverty gap. !

The evidence is clear—whether measured
by their impact on' poverty gaps,.or on
moving families out of poverty, income security
programs largely ‘succeed. Social insurance
programs play the largest role in cutting
poverty, but means-tested programs—targeted.

more narrowly on the poor—are more efficient.

Empioyee Retirement Benefits

Federal Employee Retirement Benefits:
The Civil Service Retirement and Disability
Program covers 1.9 million. Federal employees
and 750,000 United States Postal Service em-
ployees, and ‘provides retirement benefits to
1.7 million retirees and 600,000 survivors. The
Civil Service Retirement System (CSRS) covers

-employees hired before 1984. The Federal Em-

ployees Retirement System (FERS) covers em-
ployees hired since January 1, 1984. Along
with the FERS defined benefit, FERS employ-

ees also participate in Social Security and the’

Thrift” Savings Plan—a defined  contribution
plan to which the Government makes contribu-
tions on their behalf. The average Federal re-
tiree receives an annual benefit of about
$20,000. (Military retirement. programs are
discussed in Chapter 26, Veterans Beneﬁts
and Services.) .

The budget proposes several changes to
CSRS and FERS. First, it would delay the
cost-of-living adjustment (COLA) for three
months each year for 1998-2002. Second,

' Budget data may differ fram Census data:
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it would increase employee contributions by

0.25 percent of base pay on January 1,
1999, another 0.15 percent in 2000, and
a final 0.10 percent in 2001, with the higher
rates remaining in effect. through December
31, 2002. Third, it would increase agency
contributions on behalf of CSRS employees
by 1.51 percent of base pay beginning on

October 1, 1997, and contiriuing through

September 30, 2002.

Private Pensions: The Pension and Welfare
Benefits Administration (PWBA) establishes
and enforces safeguards to protect the roughly

$3 trillion in pension assets. The Pension Ben- -

efit Guaranty Corporation (PBGC) protects the
pension benefits of nearly 42  million workers
and retirees who earn traditional (i.e., “defined
benefit”) pensions. Through its early warning
program, PBGC also works with solvent com-
panies to more fully fund their pension prom-

ises, protecting the benefits of 1.2 million: peo-

ple in 1996 alone. To encourage retirement
savings, the President signed legislation in

1996 that establishes a new, simplified pension
plan for small businesses.

Tax Treatment of Retirement Savings:
The Federal Government encourages retire-
ment savings by providing income tax benefits.
Generally, earnings devoted to workplace pen-
sion plans and to many individual retirement
accounts (IRAs) are exempt from taxes when
earned -and ordinarily are taxed only in retire-
ment, when lower tax rates usually prevail.
Moreover, taxpayers can defer taxes on the in-
terest and other gains that add value of these
retirement accounts, including all forms of
IRAs. These tax incentives amount to $69 bil-
lion a year—one of the three largest sets of
preferences in the income-tax system.. -
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Table 25-1. FEDERAL RESOURCES IN SUPPORT OF SOCIAL
SECURITY

< (In mxlhons_ of dollars)

. Lo oo ‘ 1996 Estimate .
Function 650 Actual - . -
: : i 1997 1998 1999 . 2000 2001 2002
Spending: . o . .
- Discretionary Budget Authority ...... . 3,140 3,457 3.303 3.256 3,246 3,246 3.251
Mandatory Outlays: g :
Existing law : 347,051 364.232 380,935 398,622 417,735 437963 459.686
Proposed legislation ... e ereenraesranens enveerirennen -5 1 <7 13
Tax Expenditures:. : ) :
Existing Jaw .o.cococnicommincninicnmnincecinnns 22,890 24,170 25,285 26465 27765 28875 29935

The Old-Age, Survivors, and Disability In-

surance (OASDI) program, popularly known -

as Social Security, will spend about $380
billion in 1998 to provide a comprehensive
package of protection against the loss of
earnings due to retirement, disability,” or
~ death. «

OASDI provides monthly benefits as a
matter of earned right to retired and disabled
* workers who gain insured status, and to
their eligible spouses, children, and “survivors
(see Chart 25-1). The Social Security Act
of 1935 provided retirement benefits, and
the 1939 amendments provided benefits for
survivors and dependents. These benefits now
comprise the Old Age and Survivors Insurance
Program’ (OASI). Congress provided -disability
benefits by enacting the Disability Insurance
- (DI) program in 1956, and benefits for the
dependeénts of disabled workers by enacting
the 1958 amendments.

Social Secunty was founded on two impor-
tant principles, social adequacy and individual
equity. Social adequacy means -that benefits
will provide a. certain standard of living
for all contributors. Individual equity means
-that contributors receive benefits directly re-
lated to the amount of their contributions.
These principles still guide Social Secunty
today. :

What Social Security Does

‘pro-
life-

'Socialv_Security helps alleviate poverty,
vide income security, and maintain the
styles of beneﬁciaries.

Allematmg Paoverty: Before the 1960s,
when an -economist at the Social Securlty Ad-
ministration developed a measure to assess
poverty, experts believed that a large share
of the elderly were poor, although it was not

-clear exactly how many. In 1970, an estimated

25 percent of the elderly were living in pov-
erty. Now, only about 11 percent of them do.!

" Social Security is largely responsible for
the progress (see Chart 25-2). In 1995,
17 percent of elderly, unmarried beneficiaries
had family . incomes below the poverty line.
Without Social Security retirement benefits,
60 percent of them would have fallen into
poverty. For' elderly couples, Social Security

‘had a similar effect. In 1995, three percent

of the elderly who were married had incomes
below the poverty line. Without Social Security
retirement beneﬁts 42 percent of them would
have.

I'These estimates ds well as those that follow are based off a defi-
nition of poverty that uses pre-tax cash income—the Census Bu-
reau’s definition of income for official income and poverty statistics.
{n the Income Security function discussion of how cash and non-

«cash means-tested benefits affect poverty, a mare comprehensive

definition of income is used. The estimated impacts on poverty are
not directly comparable across chapters.
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Chart 25-1. COMPOSITION:OF] SOCIAL SECURITY RECIPIENTS

2 RETIREf) \\ORKERS

. l”

 Income Security: Social Security was origi-
nally designed to provide a continuing income

base for eligible workers so they could main-

‘tain a reasonable income when they .retired.’

In 1935, personal savings, family support, and

Federal welfare programs were the main
-sources of income for those 65 and older who
-did not work. Today, two-thirds of those over

65 get the major portion of their income. from
Sotial Security (see Chart 25-3). The average
retiree receives a Social Security benefit equal
to 43.1 percent of pre-retirement income. In
1996, Social Security paid about $300 billion

in retirement, survivor, and family. benefits to:

about 38 million beneficiaries, -

Along with retirement benefits, Social Secu- -

rity also provides income security for survivors
and dependents. In 1996, Social Security
paid about $69 .billion in benefits .to over

seven million survivors and deceased workers.’, -

The Disability Insurance (DI) program also
provides income security for workers and

their families ‘'who lose earned income when
the family provider becomes disabled. Before
DI, workers often had no protection against
income loss due .to disability. To be sure,
employees disabled on the job. may have
benefited from State workmens compensation
laws. But in 1956, only about five percent

. of all permanent and total disability cases

were work-related. Congress enacted DI to’
protect the resources, self-reliance, dignity,
and self-respect of disabled workers, according
to congressional committee reports. DI protec-
tion can be extremely valuable, especially.
for young families that have not been able
to sufficiently protect themselves agamst the
risk of the worker’s disability.

Maintaining Lifestyles: ,Before Social Secu¥
rity, -about half of those over 65 depended on
others, primarily relatives and friends, for all

.of their income. The same was often true for
~ people with disabilities. Now, with Social Secu-

rity, the vast majority of those over age 65.
and those with disabilities can live relatively



25. SOCIAL SECURITY = . .

" 195

PERCENT

Chart 25-2. BENEF ICIARY POPULATION WITH FAMILY INCOME
ABOVE AND BELOW THE POVERTY LINE

AGED INDIVIDUALS

AGED COUPLES

CALENDAR YEAR 1994

independent lives. Moreovéf their families no.
longer carry the sole responsxbxhty of pr(mdmg
their financial suppcrt

" Growth in Retn'ement Benefits ‘

The retirement part of Social Security is
facing financial stress, due to changing demo-

graphics and the programs financing. The

retirement program is largely a “pay  as
you go” program—current retirement benefits
are financed by current payroll contributions.

Such financing has worked well in the‘ past,

when five workers were paying for every
retiree. But, when the baby boom generation
retires, eventually only two workers will
be paymg for every retiree. ’

Addmg to the financial stress baby boomersv

are ‘having fewer babies and living longer.
In 1957, women had an average of 3.7
‘babies, compared to 2.03 today. Males born
in 1935 had an average life expectancy of
60 years, and females of 63 years. By contrast,
baby boom males have an average life expect-

. ax;cy of about 67 years, :a;nd fe.ma]esrA of
about 73. The longer people live, the longer

they will collect Social Security. The more
time that people spend .retired, the more
people ‘there are to support at any one

~ timé and- the fewer there are working and

contnbutmg to provide that support.

_Growth in Disability Benefits

DI has grown rapidly. The program prow.ded

 about $43 billion to about six million disabled
‘beneficiaries and their families in 1996, com-
pared to $57 million for 150,000 disabled-

workers in 1957. Growth has been especially

"rapid in the last 10 years, with the number

of beneficiaries rising by 75 percent and

‘benefits rising by 125 percent

Why'? Because growmg numbers of - baby
boomers are reaching the age at which they
are mcreasmgly prone “to disabilities; -more
women are insured; and laws, regulations,

‘and court decisions have expanded eligibility

for benefits. In addition, the annual share
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B8 100% OFINCOME
90%-99% OF INCOME

Chart 25-3. PORTION OF BENEFICIARIES THAT RELY
HEAVILY ON SOCIAL SECURITY
(Calendar year 1954)

~[] 50%-89% OF INCOME
] LESS THAN 50% OF INCOME .

of . beneﬁciariai leaving thé ;—olls has fallen
steadily, raising questions about whether those

remaining on the rolls are all, in fact,

eligible for benefits. To maintain DI’s integrity,
the Administration proposes to maintain sup-
port for continuing disability reviews (CDRg}—

a periodic review of individual cases that'
ensures that only those ehglble contmue_

to receive benefits.

The budget proposes a pilot program to

encourage DI beneficiaries (and recipients
of Supplemental Security Income, or SSID
to re-enter the workforce. Currently, the
Social Security Administration refers DI or

" SSI beneficiaries to State Vocational Rehabili-
tation agencies. Under the Administration’s
proposal, beneficiaries could choose their own

public or private vocational rehabilitation pro-
vider—and the provider could keep a share
of the DI and SSI benefits that the Federal

Goverxmeht no longer pays to these individ-

uals after they-leave the rolls. -

A Long-range Prpbiem, but No Crisis
The OASDI trust funds are not in balance

over the next 75 years—the  period over

which the Social Security Trustees measure
Social Security’s well-being. The President

wants to work with Congress on a bipartisan

basis to develop a long-term solution to
the financing- challenge, but it does not
constitute an imminent crisis. '

In their 1996 report the Trustees estimated
that the combined OASDI trust funds would
have a cash imbalance in 2012 and be
insclvent in 2029. The OASI Trust Fund

would have a cash imbalance in 2014 and

be insolvent in 2031. The DI Trust Fund
would face a -cash imbalance in 2003 and’
be msolvent in 2015.

v
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Tax Expenditures

Social Security recipients pay taxes on
their Social Security berefits when their

- .combined income (including Social Security) -

exceeds certain income thresholds. These ex. .
clusions reduce Social Security beneficiary

‘taxes by $25 billion in 1998 and $138 billion
from 1998 to 2002.. A :
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Table 31-1." BUDGET AUTHORITY BY FUNCTION CATEGORY AND
PROGRAM—Continued

(in millions of dollars)

1996 Estimate
Source . Actual ; - p i
1997 1998 1999 ZOQO 2001 2002
Area and regional develop-
ment: ’ . .
Indian programs ........coccccenrnureres 490 544 457 461 468 474 476
Proposed Legislation (non- ) )
PAYGO) coocvecccrionininnnnrasiins oreesirenscsangas seccsessssssnscnse . =T vtemeeceareens eseneesesrenenen esrnsenssissinnane otessiesrsesssnens
Subtotal, Indian programs 490 544 450 461 468 474 ‘476
Rural development programs .... 1387 451 5 55 55 5 5
Proposed Legislation . . ‘ . .
PAYGO) .o et aessecassveraesions sarrereessenasnsene 50 e B¢ H rereeriererenas
Subtotal, Rural develop- . .
ment programs v 137 451 55 55 5 5 5
Credit liquidating accounts ....... 103 128 188 270 204 219 " 64
Offsetting receipts .......cccooreernies ~359 -258 ~254 ~254 ~258 -264 ~268
Total, Area and regxonal . o ]
development ................. 371 865 439 532 . 419 434 277
Disaster relief and insurance: . .
National flood insurance fund ... 527 114 31 52, =71 -93 ~113
Credit liquidating accounts ... ..ceciveeen ~1 =] et veoeaas e eees et etane trreretc et tsne seasrrtserasnn
Total, Disaster relief and :
INSUrance ........cwee 527 113 -32 ~-52 =71 -93 -113
Total, Mandatory ... 898 1185 407 480 348 341. 164
 Total, Community and re- : v _ ) A -
gional development .............. 12,543 10,448 11,327 8813 8029 8,092 8,034
500 Education, training, employ-
ment, and social ,services:
Discretionary:
Elementary, secondary, and
vocational education: ‘ ‘ . .
Education reform .......cccoveeenn. ) 530 691 . 1,245 1,261 1,208 1,045, 687
School improvement programs 1,218 1,426 - 1,299 1,333 1368 - 1403 1,440 -
- Education for the disadvan- . . : ) . -
taged ..o cirrnr s 5,896 7,690 8077 . . 8,287 8,502 8,723 8,950
Special education ......... e 3,245 4,036 4210 4319 4,432 4,547 4,665
Impact aid ........ eeeretrvaneesemsnnnren 693 730 - 658 680 697 710 718
Vocational and adult education 1,340 1,487 1,566 1,607 - 1,649 . 1,692 1,736
Indian education programs ....... 583 610 © 625 626 628 630 631
Bilingual and tmmigrant edu- '
RO oo 178 262 354 - 363 373 382 392
OLher e oenepereessrecseneenee 7 7 7 ST 7 7 7
Total, Elementary, sec- .
ondary, and vocational - .
education ...l 13,690 16.939. 18,041 18,483 18,864 19,139 19,226

/
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" Table 31-1. BUDGET AUTHORITY BY FUNCTION, CATEGORY AND
| PROGRAM—Continued '

(in millions of dollars)

) : ’ Estimate » : |
Source Actual - . f
. i 1997 1998 1999 2000 2001 2002
Higher education: ‘ . » ' o !
Student financial assistance ..... . 6,258 <7560 9,263 8,752 8972 . 46,193 9,422
" Proposed Legislation (non- . !
PAYGO) ... eeer eerereseeeetienstoe ememeseseiean et . 752 780 812 . 842
. 4
Subtotal, Student financial - ‘ ) ) ' l ) .
assistance ... arverunens 6,258 7,560 9,263 9,504 9,752 10,005 10,264 : )
Higher education account .......... 837 879 903 926 949 972 §95 .
Proposed Legislation (non- ‘ ‘ , i
PAYGO) liiiviminrsimminnss ssesvisenssssssens svssesmsssssnases 132 141 145 148 150
; ; , ,} !
Subtotal, Higher education . : !
LTIV T o1 S e - 837 879 ©1,035 - 1,067 1,094 - L1120 1,145
Federal family education loan ' : 1
PIOETAIM .o luveeerecracearoe s rereeaions 30 46 48 - 49 50 52 53
Other higher education pro- . - - ‘ : i
Erams .. ccerecenrcnnenensanes eeesnee . 309 - 325 ' 321 . 33 343 353 ) 3@2
. B : ~ I
Totgl, Higher education 7,434 ‘8,810 10,673 10,955 11,239 11,530 11,82‘!4
Research and general edu- ' - » T
cation aids:. [
Library of Congress ......cecueen 254 258 277 278 281 - 284 299
Public broadcasting .......ccc.coc..... 313 296 286 286 364 364 366
Smithsonian institution ............ N 459 461 . 515 . - 457 457 457 457
Education research, statistiés, ) ) - N
and improvement .............. 351 598 511 519 528 . 541 527
Other ..o 704 701 ' 784 " 805 824 848 872
Total, Research and gen- ’ . 5
eral education aids ....... 2,081 2,314 2,373 - 2,345 2,454 2,494 2,512
N N . . N . ‘ N |
“Training and employment: :
Training and employment serv- - ‘ . - o :
1085 worneerericrenninnanisnnranesne s © 4,140 4,716 5295 = 5349 5411 5,492 §,631
Older ‘Americans employment ... | 373 BB oot et eseeaes <evsrersasasess e Eoree e easesenae e eresaes st emraos .
Federal-State employment serv- - : . |
I rerireeecnen v ren e em e e 1,192 1,248 1,252 1,208 1,180 1,196 1,219 |
o , _ A
Proposed Legislation (non- . ;
PAYGO) ittt e avte et ceruens iacemtesmaneeeae smstvaseaenenataann <ameecoaeneeetaene -50 -50 -50 1
Proposed Legislation . . |
T TNCe]o) RS e, 19 . 38 38 38 . 38!
Subtotal, Federal-State em- ( . ;
ployment service ............ ‘ 1,192 1,249 1271 1,246 1,168 1,184 1,207
Welfare to work jobs ... e ..................... . 6 6 7 3
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’. - Table 31—1 BUDGET AUTHORITY BY FUNCTION, CATEGORY AND
) . , 3 PROGRAM—Contmued
' ' (in millions of dollars)
. ) . . Estimate
Source O At ' ' : ~
. o . ].997 1998. 1999 . 2OOQ 2001 2002
Other employment and training . 83 81 8 - 86 86 _' 86 86
Proposed Legislation o __— ' ' ' ;
(PAYGO) 6 12 - 12 12 12
‘Subtotal, Other employ- . '
ment and t.rammg ........... 83 81 - 92 98 98 98 98
'l‘otal, Trammg and em- | : . »
ployment ......................: 5,788 . 6,509 6,664 6,699 .6,684 6,777 6,936
Other labor services:
Labor law, statistics, and other . : ] . o
administration ... 957 1,003 1,063 1,063 1,063 1,063 1,063
Social services: : . : -
National service initiative ......... 600 616 809 834 858 883 910
Children and families services : ’ ) : ,
programs . 4,766 5,364 5499 5,751 6,013 6,301 6,599
Aging services program ............. , 829 830 1278 1,278 1,278 1,278 1,278
‘ Other 2 2 25 ‘12 . 2 -6 -13
‘ " Total, Social services ..... 6197 - 6812 . 7611 7,875 © 8151 8456 8774
Total, Dlscretlonary NE— - 36147 " 42387° 46425 47420 - 48455 | 49459 50,335
Mandatory:
Elementary, secondary, and
vocational education: = . : o .
Vocational and adult education 7 7 7 7 7 7 B
Proposed Legislation , . , ’ :
(PAYGO) .oiiecccceceieeee cerereeeree i aenesaeenran e -7 =T -1 -7 -7
Subtotal, Vocational and
adult education ................ . 7 - 7
School construchon (Pmposed _ _ :
PAYGO legxslat.lon) X - 5,000
America Reads Challenge (Pro- ‘ . - : .
posed PAYGO legislation)_ eete reeereterererarens tetsaeniarerrenens 260 - 290 o 335 380 " 460
’ Total,' Elementary, sec-
ondary, and vocational
education ........c..cceeeen 7 B B 5,260 290 - 335 380. 460
Higher education:
Federal family education loan
program ........... R 3546 471 2539 - 2,343 2,348 2,463 2,605
Proposed Legislation ' . " _
(PAYGO) ..o -340 _ -1,192 -354 —418 —437 - -1,548

- Subbo_tal; Federal family N . K
. . education loan program 3,546 , 131, 1,347 - 1,989 1,930 2,02§ 1,057
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Table 31-1. BUDGET AUTHORITY BY FUNCTION CATEGORY AND
' PROGRAM—Continued \

(in millions of dollars)

! ‘ 1996 . Estimate - .
Source - " Actual i
o ' -1997 . . 1998 1899 2000 2001 - - 2002
Federal direct loan program ... 680 600 1,395 1,523 1,388 1,285 - 1,357
Proposed Legislation . . :
(PAYGO) oes. . =112 199 227 244 261
Subtotal, Federal direct . :
" loan program ... €80 . 800 1,283 - 1,722 1,615 1,529 1,618
Other higher education pro- L . . .
grams : -88 o -19 82 ~78 -76 -76 ~73
‘Credit hquxdatmg account
(Family education loan pro- : . : . .
gram) 1,153 ... . NN res eremeereeraseines eeeerstr s seseaansarssseatnse ‘
Total, Higher education . 5,291 652 2548 3,633 3469 3,479 2,602
Research and general edu- .
cation aids: ) . )
. Mandatory programs’ .............. 21 17 18 21 . 22 21 22
Training and employment: o
Trade adjustment assistance...... 123 114 118 97 97 97 97
Proposed Legislation - . .
(PAYGO) v, et R e eemaeeeenene .. 23 23 24 .24
Subtotal, Trade adjustment . . x L
23si8tance .....oceenniinnn 123 114 119 120 120 1:1 121
Welfare to work jobs (Pz;oposed ) ‘ ) BN
PAYGO legislation) ... oovrecrescoess cocereimnronre 750 1,000 1,250 oo ereves ceeerrerereeresen ,
Payments to States for AFDC ) o )
work PrOgrams ... 1,000 1,000 it e e cvoite cmrrreencirneneiaee seeserinareseanine
" Total, Training and em- ] A
ployment ...... eseseenearararie . 1,123 1,114 . 869 1,120 1,370 121 121
Social services: .
Payments to States for foster o : .
care and adoption- assxstance 4,322 4,445 - 4,311 4,631 4,986 . 5,345,‘. ) 5773 .
Proposed Legislation . ‘ . o ' ‘ : :
(PAYGO) ....... v et oo s 6 12 20 130
' Subtotal, Payments to
States for foster care and
adoptionQassistance ......... 4322 4,445 4,311 4,637 4,998 5,365 5,803
. Famlly support and preserva‘
' tion ....occeee. eeee 225 240 255 255 255 255 255
Social services block grant ........ 2,381 2,500 - 2,380 2,380 2,380 2,380 2,380
Rehab;htanon services e 2,456 2,509 2,583 2,653 2922 2,794 2,870
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. - Table 31-1. BUDGET AUTHORITY BY FUNCTION, CATEGORY AND
' PROGRAM~—Continued
© (in millvions of dollars)
: : Estimate
Source Actual , ‘
1997 1998 1999 2000 2001 2002
Other social Services ............... 12 16 20 24 27 .31 34
Total, Social services ....... 9,396 9,710 9549 9,949 10,382 10,825 : 11,342
Total, Mandatory ..ol - 15,838 11,500 18,244 15,013 15578 I4,é2é 14,547
Total, Education, training, em- ’ -
 ployment, and social serv- R A - : ) _
ices : . 51,985 53,887 - 64,669 - 62,433_ 64,033 - 64,285 64,882
650 Health:
. Discretionary: '
Health care services:
Substance abuse and mental ) : .
health services ... ‘1,885 2,134 2,156 2,141 2,126 2,111 2,096
Indian health ... A 1,984 2,054 2,122 2,132 . 2,142 2,152 2,162
Other discretionary health care o ’ : . ) :
SErvices Programs: ..........o..... 5038 - 5473 5424 5440 5414 5387 5,360
Total, Health care serv- . . ' K : ’
77 S N 8,907 9,661 9,702 9,713 9,682 9,650 "9,618
. Health research and training: , : .

Co National Institutes of Health ... =~ 11,928 12,741 13,078 13,132 13,186 13,240 13,294
Clinical training .......coceevvernveee ) 261 - 295 133 126 123 120 118 -
Other health research and o _ . '

training ..o ) 231 307 . 286 o281 277 . 273 269
Total, Health research - ' SR : o o
and training ...c........... 012420 . 13,343 13,487 13,539 13,586 . 13,633 - 13,681
Consumér.and occupational ' ( -
health and safety: ) S : .
Faod safety and inspection ....... - 545 574 591 591 . 591 591. 591.
Proposed Legislation (non- s o ‘ : ' -
PAYGO) y : : ‘ -390 - -390 - -390 -390 - -390
Subtotal, Food safety and ) g )

- inspection ....cceviivecniienns : 545 574 201 - 201 201 201 201
Occupational safety and health 514 - 536 - 568 568 568 568 © 568
Other consumer health pro- . ' ’ - T

grams 917 931 865 850 835 . 820 805
Proposed Legislation ) ‘ : . :
(PAYGO) eeesscinereene 237" . 252 . 267 282 297
‘Subtetal, Other consumer ) o
health programs ......... o 917 931 1,102 1,102 1,102 . 1;102 1,102
Total, Consumer and oc- -
cupational health and -. ' o
- safety S 1,976 2,041 1'87,1 " 1,871 1,871 | 1,871 1,871

. Total, Discretionary ............. 23,303 125,045 25070 25123 25139 ' 25154 25,170
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Table 31-1. BUDGET AUTHORITY BY FUNCTION, CATEGORY AND
| | PROGRAM—Continued

(in millions of dollars)

Source © Actual’ : :
) 1997 1998 - 1999 2000 2001 2002 .
Mandatory: :
Health care services: ) . g3 ) . L.
Medicaid grants ............. B 82,142 101212 99,591 111,203 119,580 129,105 139,171
Proposed Legislation : . o
(PAYGO) ..... : - : : : 1,456 412 -I414 3884 . -5783
Subtotal, Medicaid grants 82,142 101,212 101,047 111,615 118,166 - 125221 ~ 133,388
Federal employees’ and retired - - S ' L o
employees’ health benefits ..... 3,727 3,067 4,318 4,432 " 4,649 5,015 5414 : ,
Cosal miners retirees health ben- . ' :
efits . 351 342 . 3367 328 320 314 - 307
‘Health initiatives (Proposed )
PAYGO legislation) ararerereesasesens 2,610 3,294 3,484 . 3,721 . 785
Other mandatory health serv- . . . : i ,
ices activities ..ccecvveernnnnnn. 332 413 356 312 - 324 336 T 347
Total, Health care serv- . ) -
JCBS wvvcrureanconsneesersrvnsccnans . 86,552 105,034 . 108,667 119,981 126,943 134,607 140,241
Health research and safet&: . . . o
Health research and training .... . 7 3. . 32 . 29 28 26 <22
Total, MaNdatory ................. 86566 105072 108699 120,010 126971 134633 140,263
Total, Health ... 109,869 130,117 133,769 145,133 152,110 159,787 - 165,433
570 Medicare:
Discretionary: - « . s
‘Medicare: . : ) B
Hospital insurance (HI) admin- ‘ _ ' . ‘
istrative expenses ............... . 1,169 - L114 ©1,209 7 1,207 1,194 1,193 - 1194
Supplementary medical insur- . - . ~ L :
ance (SMI) administrative ex- ‘ . - .
penses 1,770 1,484 1,546 1544 - 1,534 1,534 "1,534
Total, Medicare ................ 2939 2598 . 2,955 2,751 2,728 2,721 2728 |
_Total, Discretionary .................. 2939 2598 . 2,755 2,751 2,728 2,727 - 2,728 v
Mandatory: . ' . ‘
Medicare: : ‘ : )
Hospital insurance (HI) ............. 130,931 136,141 147,274 159,875 171,833 185,375 200,044
Proposed Legislation : : , .
(PAYGO) ceierecvtcniernrinies ascsencasasasatone ssossensassnsnsnss .- =19,410 25,470 -33,770 38,450 ~44 320
Subtotal, Hospital insur- R ' o
ance (HI) oo 130,931 136f141 127,864 134,405 138,063 146,925 155,724
Subplementary médical insur- : l
ance (SMI) ..o 67,139 74,931 82,463 91,166 100,039 109,691 120,643
Proposed Legislation _ . . : .
(PAYGO) .ooorveiiarenirevncrinne smececcerasaneens R R 14,889 14,578 13,059 13,288 ' 14,047
S\ibtotal, Supplementary A

medical ipsurance (SMI) . 67,139 74,931 - 97,352 105744 113,098 122979 . 134,690
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Table 31-1. BUDGET AUTHORITY BY FUNCTION CATEGORY AND

PROGRAM-—Continued
(in millions of dollars)
: Estimate
Source Alcgtiil -
1997 1998 1999 2000 2001 2002
' Medicare premlums and collee- o .
tions .. -21,357 ~19,600 -21,307 -22,416 23,286 -24,192 ~25,181
Proposed Legislation ‘
(PAYGO) 211 ~498 -1,439 ~2,658 ~4,277
Subtotal, Medicare pre- ‘ __—
miums and collections ... ~21,357 -19,600 -21,096 -22914 24725 -26,850 ~29,458
'Total., Medicare ................ . 176,713 191,472 204,120 217,235 226,436 243,054 . 260,956
Total, Mandatory ........ceveennn. 176,713 191,472 204,120 217,235 226,436 - 243\,054 260,956
Total, Medicare ............ccmecenuee - 179652 194,070 ~206,875 219,986 229,164 245,78i 263,684
600 Income security:
Discretionary:
General retirement and dis- |
ability insurance: .
Railroad retirement ..........c..... . 319 300 284 264 248 233 219 -
Pension Benéfit Guaranty Cor- : ) )
‘poration D 11 10 11 1 11 11 11
Pension and Welfare Benefits ’ -
Administration and other ...... 68 78 . 86 86 86 86 .86
Total, General retirement
and disability insur- .
BICE «ceerimrircmarenremssirrecas 398 388 381 361 345 330 316
" Federal employee retirement
and disability:
Civilian retirement and chsabxl-
ity program admxmstratxve :
" expenses ; .82 . 86 - 82 82 82 82 82
Armed forces retirement home 56 - 56 80 73 56 56 56
Total, Federal employee
" retirement and disabil- L o . .
CHEY it reremanananae 138 142 162 155A 1138, 138 138
Unemployment compensation:
Unemployment programs ad- : . E :
ministrative expenses ............. 2,272 ‘2,361 2,650 2,451 2,453 . 2,456 2,458
Housing assistance:
Public and Indian housing per-: . .
formance funds ... e e 2,500 2,520 2,555 2,590 2,626
Subsidized, public, homeless ' : . .
~ and other HUD housing ......... 15,808 14,610 17,804 21,182 o 23,308 24,541 25,762
~ Proposed Legislation (non- - ‘ ) :
PAYGO) ooiiiaeecciicoeimeeiies e crvsieancrene renreesesoserene —855 . ~573 =152 s s
Subtotal, Subsidized, pub- .
lic, homeless and other )
HUD housing .......c......... 15,808 14,610 16,949 20,609 23,156 24,541 25,762
Rural housing assistance .......... 601 579 664 747 841 843 900
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Table 31-1. BUDGET AUTHORITY BY FUNCTION, CATEGORY AND

PROGRAM--Continued
“(in mxlhons of dollars)
b Estimate
Source Actual :
1997 1998 . 1999 2000 2001 2002
Other housing assistance .......... 1
Total, Housing assistance 16,410 15,189 20,1 13 23,876 26,552 27,974 29,288
Food and nutrition assistance:
Special supplemental food pro-
! gram for women, infants, and : a C :
children (WIC) .ovomrnsnrincenns 3,694 3,830 4,108 4,140 4,248 4,358 4,472
Other nutrition programs .......... 525 513 510 436 486 ‘476 476
Tatal, Food and nutrition :
83SISLANCE «.oecerirreearaenns 4,219 4,343 4,618 4,636 4,734 4,834 4,948
Other income assistance:
Refugee assistance ... 413 427 .396. 396 396 396 . 396
Low income home energy assist- : i . . o
ance ‘ 1,080 1,005 1,000 1,000 1,000 1,000 1,000
Child care and development o ) .
block grant ......ocncoecemrncnce 935 19 1,000 1,000 1,000 1,000 - 1,000
Supplemental security income ) ) - R .
{SS1) administrative expenses 1,887 2,141 2,232 2,168 2,194 2,194 2,177
Proposed Legislation (non- ’
T PAYGO) s aoeerasarneasetenas snrmevesevessnsns 40 70 80. 80 90
Subtotal, Supplemental se- A
curity income (SSI) ad- : .
‘ministrative expenses ... 1,88? 2,141 2,272 2,238 2,274 . 2,274 2,267
Total, Other income as- ) . )
 BISEANCE .cverereeirecesranaianes 4,315 3,592 “{&,668 4,634 -4,670 4,670 4,663
Total, Discretionary ................... 27,752 26;@15 32,592, 36,113 38,892 . 40,402 41,811
Mandatory:
General retirement and dxs-
ability insurance: . . _ i
Railroad retirement ................... 4,459 4,240 4,250 © 4,247 4,294 4,459 4,400
Proposed Legislation o oL
(PAYGO} ............................................ ireen ereeeeraearanraes 31 46 46 47 47
Subtotal, Ranlroad retlre- . o
ment .o 4,459 4,240 4,281 4,293 4,340 4,506 4,447
Special benefits for disabled . .
o0al miners ......oocccmnecnnce 1,210 1,177 1,103 1,068 1,023 976 931
- Pension Benefit Guaranty Cor- o
POration ...i...cooviiiiennnnns -11 -10 -11 -10 -11 ~-11 ~12
Special workers’ compensation o . ’ ‘
EXPeNnsSes ..l S 1129 150 151 158 168 175 - 183
Total, General retirement -
and disability insur- ‘ . R
BIICE eiieiveanciaiaie e - 5,787 5,557 5,524 5,509 5,520 5,646 5,549

TR
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Table 31—1. BUDGET AUTHORITY BY FUNCTION CATEGORY AND
PROGRAM—Continued

(in millions of dollars)

. Estimate
Source ;3;9 gl - a— -
N ’ val 1997 1998 1999 2000 2001 2002
Federal employee retirement

and disability: ’

Federal civilian employee re- : ) : . :
tirement and disability ........... ‘ 40,387 42,081 44,117 46,288 48,307 50,369 52,646
Proposed Legislation - ) s .

(PAYGO) ... B . v -278 -285 . | -293 . -301 -309
Subtotal, Federal civilian

employee retirement and o

dlsablhty ........................... 40,387 42,081 43,839 46,003 48,014 50,068 52,337

Military retirement ................ 28991 30,195 31,345 32485 33577 34616 35644

Federal employees workers' oo ) : ) -
compensation (FECA) ............ . 1218 214 202 201 197 194 191

Federal 'emplcyees life insur- _' . ) ' : . .
ance fund ..o 20 Coo2 - 31 35 - 38 41 44

Total, Federal employee
retirement and dxsabll— : . .
ity - 69,616 72,518 75,417 78,724 81,826 _ 84,919 88,216 -
' . Unemployment coxhpensation:

Unemployment insurance pro- o - . L . : o
ETAMS covnirnseesansnsrscsasvessvavasoris T 22,469 22,567 24,327 25,734 - 26999 28;896‘ 29,145
Proposed Legislation ' E T o

(PAYGO) ...... R eeve eumeeteieaeseneaes Saeeaesaraveete st Sassreasesesiaie et et ebesetrees eres -200 -200 -200
Subtotal, Unemployment ‘ ' )
insurance programs ......... - 22469 22,567 24,327 25,734 26,799 27,896 28945
 Trade adjustment assistance ... 223 211 . 230 - 226 242 244 . - 246
Proposed Legislation s S : R ) .
(PAYGO) cecreierceeeirneencnenen et o veainseenas erreane . 17 24 25 . 26
Subtotal, Trade adjustment . . .
asSistance .......cemnenns . 223 211 . 230 243 266 269 272
Total, Unemployment . . L . : : .
compensation ........... - 22,692 . 22,778 - 24,557 25,977 27,065 28,165 _ 29,217
Housing assistance:

Mandatory housing assistance .

PIOETAINS evcenenermereensvarcenerensens 20 46 . 46 46 44 T 44 43
Food and nutritidn assistance:
Food stamps (mcludmg Puerws o T L . BN .
Rico) ... JOORO TR SR TURORRN 27,661 27624 . 27,540 28,732 29518 30.420 31,304
Proposed Leg:slatlcm T ’ : ' e ‘ .
(PAYGO) it e 365 - . 845’, 635 . 600 - - 405 835
Subtotal, Food stamps (in- . \ . -
. cluding Puerto Rico) ........ 27,661 27,989 28,385 29,367 30,118 30,825 32,139

State child nutrition programs 7,966 ' 8,659 7,770 V8,9‘12 Co 9.‘,36?' 9,836 10,347
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Table 31—1 BUDGET AUTHORITY BY FUNCTION, CATEGORY AND
PROGRAM—Continued

(in millions of dollars)

: 1996 Estimate
Source | . v .
Actual . y997 1998 1999 2000. 2001 2002
Funds for sfrengthenjng mar-
kets, income, and supply : :
(Sec.32) 588 423 461 417 - - 417 417 417
Total, Food and nutrition )
assxstance ..................... 36,215 37,071 36,616 38,696 39,902 41,078 42903
Other income mpport:
Supplemental security income . _
(SSI) 23,828 26,711 23,718 26,437 29,717 26,454 29,722
Proposed Legxslat:on T _
(PAYGO) ..oeoccoecesiiinrcicnne evevrnenrrarconns 224 1,703 1,820 2,092 1,904 2,181
Subtotal, Supplemental se- . . R
curity income (SSI) ......... 23,828 - 26,935 25,421 28,257 31,809 - 28,358 31,903
Family support payments .......... 18,014 6,958 607 1,641 2,839 2,901 3,112
Federal ghare of child support : .
 COHECtONS weovveveereoecvsereansese eeneeereeenesiee 1839 -1,032 = -1,097  -1,106  -1,110  -1,208
Temporary assistance for needy T ’ .
families and related programs 111 13,703 16,836 - 17,145 17,191 17,212 16,960
Child care entitlement to states .......i..... 1,967 2,175 2,270 2,463 2,653 2,791
Earned income tax credit o ’ s . o
(67 4 & ©) TS U A 19,159  2L,163 21,983 - 22,864 . 23,818 24,634 25,518
Other assistance ... 37 - 32 &6 . 65 68 - 69 €9
SSI recoveries and receipts ....... 1,187 -1,324 -1,390 --1,452 -1,626 -1,474 -1,648
Total, Other income sup , )
POTE e 59,962 68,595 64,666 69,693 75,456 73,243 77,497
Total, Mandatory ... 194292 . 206,565 206,826 218,645 229,813 233,095 243425
Total, Incbme security ........... 222,044 232,580 239,418 254,758 268,705 V2?3,49'1 285,236
650 Social security:
Discretionary:
" Social security:
Old-age and survivors insur-
ance (OASDadministrative , o : : . .
‘expenses ............ 1,828 - 2,069 2,131 2,082 2,031 2,031 2,034
Disability insurance (DI} ad~ ‘ ' : _
ministrative expenses .. 1,307 1,382 1,162 1,164 - 1,205 1,205 1,207
-Office of the Inspector Gen- - : :
eral—Social Security Adm. .... 5 6 10 10 "0 10 10
Total, Social security ....... 3,140 3457 3,303 3,256 3,246 3,246 3251
Total, DisCretionary ............... 3,140 3,457 3303 3,256 3,246 3,246 3251
Mandatory:
Social security: )
Old-age and survivors insur-. - . .
" ance (QOASIXOff-budget) ... 305,791 317 816 331,803 - 345,960 360,951 377,392 393,956
Quinquennial OASI and DI ad- -~ B :
33 e et ees evevvnnre e e e eetneeaneaeeaaens =883 .

justments ...
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A Table 31-1. BUDGET AUTHORITY BY FUNCTION, CATEGORY AND -
PROGRAM—Continued o
(in millions of dollars)
Estimate
1996 : :
Source ;
Actual — 49g7 1998 1999 2000 2001 2002
Disability insurance (DIXOff- ' : ; N : : :
BUdZEL) c.ueerrvecccrneaiereerericraesenens 43,522 45,997 50,715 54,433 58,625 63,048 67,731
Proposed Legislation (non- ) , '
PAYGO) .vvievirenearcniias “ R . -5 - 1 7 13
Subtotal, Disability insur- -
ance (DIXOff-budget) ...... 43,522 45997 - 50,715 54,428 58,626 63,055 67,744
>Intra‘govemmental transactions " 15 10 ..
Total, Sacial security ....... 348,996 363,823 382,518 400,388 418,577 439,894 461,700
" Total, Mandatory .............. 348996 363,823 - 382518 400,388 419577 439,894 461,700
Total, Social security ..... I 352,136 367,280 385,821 403,644 422,823 443,140 464,951
700 Veterans benefits and serv-
ices: .
Discretionary:
. Veterans education, training, ' ; . , . -
: . and rehabilitation: o o o ;l;if
‘ Loan fund program account ...... 1 1 1 1 S | T 1 ST
Hospital and medical care for
veterans:
Medical care and hospital serv- ' B - :
‘ices '.....7 .................................... : 16,871 17,336 17,253 17,253 1?,253 17,253 17,253
-Proposed Legislation (non- o ( . o
B 7N (€0 SO e i . 591 . . 670 749 825 903
Subtotal, Medical care and : . o
’ hospital servides ........... 16,871 ~ 17,336 = 17,844 17,923 18,002 18,078 18,156
_ Transfer in of collections for
medical care (Proposed : - : : : : :
PAYGO legislation) ..o svirisivnincronens v erennees N—— -591 -670 ~749 -825 -903 -
Construction of medical facili- ’ . ' )
I 2 (L TR 373 - 453 319 - - 287 287 287 287
Total, Hospital and medi- ) . :
cal care for veterans ... 17,244 17,789 17,572 17,540 - 17,540 17,540 . 17,540
Veterans housing: - oL ‘ , :
Housing program loan subsidies 118 139 160 156 151 149 150
Other velterans benefits and T ' ‘ . ) R .
services: o o : .
Other general operating ex- . . - )
PEOSES .ot anenn 996 - 981 - 1,017 1,022 A 1,023 1,012 1,015
. Total, Discretionary? ... © 18,359 18,910 18,750 18,719 18,715 18702 18,706
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THE PRESIDENT’S FY 1998 BUDGET
INITIATIVE FOR FAMILIES OF WORKERS BETWEEN JOBS

Job changes put all families at risk of losing their health care coverage. Nearly:148 million
Americans receive thelr health insurance from an employment-based plan. When these workers
change or temporarily lose their jobs, it often means losing health care coverage, léaving workers
and their families to pay their health care costs at a t1me when they no longer have a significant
part of their income.

s Over 50 percent of Americans who lose their health care coverage lose it due to a job
change. Many of these are the spouses and children of the worker.

. Over one-third of workers who left an msured job, became unemployed and recelved
unemployment insurance become uninsured.

. Workers with jOb changes are more than three times as llkely to have gaps in health care
, coverage than continuous workers. : ~

Providing Temporary Health Insurance Premlum Assmtance for Famlhes With Workers
Who Are Between Jobs

. The President’s proposal provides temporary premium assistanceé for up to six
months for workers between jobs who previously had health insurance through
their employer, are in between jobs, and may not be able to pay the full cost of
coverage on their own.

. This initiative assures that Kassebaum-Kennedy protections against pre-existing
conditions are not placed at risk because of breaks in insurance coverage. It
achieves this goal by helping working families retain their health coverage through ‘
premium assistance during a time in which they lose much of their income. To ensure '
cost effectiveness, it does not cover individuals who are eligible for Medicare, Medlcald,
or who have a spouse with access to employer coverage.

. To assure that limited federal dollars are targeted to those most in need, only
families up to 240 percent of poverty are eligible for this program. Families with
incomes below poverty will receive full premium assistance, and farmhes below 240
percent of poverty will receive partial assxstance ~ :



. States have the flexibility to pr0v1de coverage in the way that best meets the needs of
thelr populatmns :

o States will receive funding from a capped Federal pool to provide premium
- assistance. States will choose how this assistance will be used (e.g., to buy
; COBRA continuation coverage, Medicaid, or some alternative).

o Inthe unlikely event that a State’s allotment is not enough to. prowde coverage, it
will have access to supplemental funding. States will also have the option to
modify their program if these additional funds are not enough to operate within
their budget. ‘ '

. This initiative'is structured as a four-year naﬁonal, demonstration. This
demonstration includes an evaluation which provides the flexibility to restructure the

program to better meet the needs of workers between JObS and their famlhes 1f
unantlclpated problems develop

. In the context of his balanced budget plan, the President invests $9 8 billion to pay
for his proposal : .
Helping Al] Worklng Americans and Thelr Famllles

. The President’s proposal will provide piece of mind for v1rtually every American

worker who lives in fear of losmg hea]th insurance because of a short-term loss of
eémployment. :
. It will also directly help an estimated 3.3 million Americans in 1998, including about

700 000 chlldren, in any given year.

i

. This initiative strengthens the safety net for mlddle-mcome, working Amerlcans in

an increasingly mobile workforce. This assistancé is accessible for most middle class
families since income drops for the months between jobs. For example, over half of

’ participants would come from families who prev1ously had i incomes above 200 percent of
_poverty, over $30 000 for a famzly of four..

March 10, 1997



 THE PRESIDENT’S FY 1998 BUDGET:

-MEDICAID PROPOSAL

~OVERVIEW
DISPROPORTIONATE SHARE HOSPITAL POLICY
'PER CAPITA CAP POLICY

MEDICAID FLEXIBILITY PROVISIONS




' THE PRESIDENT’S BUDGET’S MEDICAID PROPOSAL

\ “'The _P_resident’s budget produces $9 billion i-n' net savings between FY 1998 and 2002.

+  Itsaves $22’ billkion in»g’ross savings frorn tWo policies: ,'

o]

About two-thlrds of the savmgs ($15 bllhon) come from reductlons m payments to
dlsproportionate share hospitals (DSH) and -

© About one-thlrd of the savnngs’-($7 bllllon) from a per capita cap'.
. ltinvests about $13 billion in policies such as:
o . Allowing States to ext’endd'z months of continuous coverage to children, and

- Restoring ceverage for some groups who lost it as a result of last year's welfare reform law.

The President’s budget also offers unprecedented ﬂexsblllty so that States not the Federa! government
 can determine how beet to lmprove Medicaid's efflr:lency :




* WHY REDUCE DSH SPENDING

- DSH spendmg skyrocketed in the early 19903 Between 1989 and 1992 Federal payments for
~Medicaid DSH rose by over 250 percent.
Today, the Federal goVernment spends nearly $10 billid_n on DSH.
o Its growth has moderated due to laws paésed in 1991 and 1993.
o However, ‘about one-thlrd of DSH funds still may not be recelved by the hospitals |t is
- intended.to help according to an Urban Institute study. ' :
‘Both CBO énd'OMB predict'that DSH grow rates will rise.

o By 2002 the Federal govemment will spend an estimated $13 to 14 billion on DSH Its
growth rate |n 2002 alone will be 7.4 percent according to CBO. . _
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DSH REDUCTIONS IN THE PRESIDENT’ S BUDGET

The Pres:dent’s budget reduces Federal Medncand spendmg in DSH Specrﬂcaliy, lt saves $15
~ billion, or about 25 percent, relative to'the 1998 to 2002 CBO baselme It:

o Freezes Federal DSH spendmg at 1995 levels for 19_98,
o _ Reduces it to $9 billion in 1999 and |
o Funds DSH at $8 bllllon per year for 2000 and subsequent years.

, Equal reductlons, wnth an upper hmlt. Savnngs are achieved by taking an equa! reduction from
each States’ 1995 DSH spe'nding, up to an “upper limit”. These percentage reductions are:

o 0 percent in 1998,
o . 15 percent in 1999, and - S o
o 25 percent in 2000 and equat subsequent year

If a State’s DSH spendlng in 1995 is greater than 12 percent of its total Med:cald spendlng the
percentage reductuon is applied to this' 12 percent rather than the full DSH spendlng amount

o The upper I|m|t recognizes, like the laws enacted in 1991 and 1993, that some States”
Medicaid programs are particularly dependent on DSH funding. The upper- limit also ensures -
“that the few States with high DSH spendmg are not bearmg the enture lmpact of the pohcy




BETTER TARGETlNG OF DSH FUNDS |

- Currently, almost all 'hospita!s qualify as “disproportionate share hospitals.” Under current
law, any hospital with more than 1 percent of its patients covered by Medlcald is eligible for
disproportionate share funding..

As DSH funding is tightened, directing the funds within States’ allotments to safety net
- providers becomes more important. Limited Federal funding should be better targeted to
~ providers that need it most: hospitals that disproportionately serve a high volume of Medlcald
patlents -the uninsured, and low—mcome patients. -

Collaboration oh exact formula. Because targeting funds is technloally comp!ex and could have

potentially disruptive effects in some States and for some providers, we want to work with

- Congress, States, provnders pollcy experts and advocates to develop an appropnate targetlng
mechanism. V




' FUNDS FOR CERTAIN HEALTH CLINICS

Helpmg FQHCs and RHCs make the transntlon

o Federal!y qualified health centers (FQHCs) and rura! health chnlcs (RHCS) !
dlsproportlonate share hospitals, play an important role i in the safety net

o 'They may be dlspropomonately affected by the proposa! to repeal the requnrement of cost-
based relmbursement for these facmtles _
- Temporary FQHC / RHC fund The President’s plan includes a temporary fund of $1.4 bmlon over

five years (from the DSH savmgs) It would sunset at the end of 2003.

e Funds fr_om this pool would be p_aid directly to faci!itiés,




~ WHY INTRODUCE A PER CAPITA CAP

" -Medicaid spending growth has been volatile.

o Inthe early 19903, Medicaid sp.ending‘ per beneficiary rose r‘apidly.’,

‘While M‘édicaid g.r0wt'h is low today, it may well rise again in the futtjre -

of In fact CBO projects that Medlcald spendmg growth per beneﬂcnary W|H rise to nearly 7
' peroent by 2002. o _
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THE PRESIDENT’S PER CAPITA CAP PROPOSAL

-The Premdent’s budget constrains spending growth responsibly. The Presudent’s per caplta
- cap proposal savmgs $7 brlhon over flve years The per caprta cap:

| o Creates an incentive to ’reduce cOst grovirth without reduci'ng coverage.

o Preserves the Federal - State partnershlp The Federal government will c:ontlnue to share
| in the States’ costs when they face unexpected recessions or changes in demographlcs

o Lets States decide how to |mprove efflmency States will deCIde how best to reduce.their
costs through a ﬂexrble spending limit and mcreased program flexibility offered in the
President’s budget. A ,

o Keeps spendlng growth in line with the private sector. Medicaid spending wrlt'only he
constrained if today’s growth rates rise excessively. The growth limit, which parallels the rate
- of private spendlng growth, will not be breached untess Medlcald |nflat|on rises. »

° 'Increases taxpayer confidence m»the program. By requlrlng a much greater level of
budgetary accountability, the per capita cap enhances the public support for Medicaid. -

10
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HOW THE PER CAPITA CAP WORKS

- Setting the Federal limit. anh State will have one spending li mlt for its Medicaid beneflts
spending. This llmlt is calculated by multlplymg :

o 1996 M‘edlcel’d spending per beneﬂcnary (separately'for agecl, disebled, adults & children) by .
d_w An inflation adjuster, set in legislalion, by | |

o The actual number of beneficiaries covered by the States‘(by type of beneficiary). "

The Federal go'vernme‘nt will match State exbenditures as under current law up to this limit.

Excluded expendltures Spendlng not counted toward th|s limit mcludes all DSH, Medicaid
spendlng on Medicare cost sharlng, and other mlscellaneous expendltures unrelated to benefits.

S'etting the inflation adjuster. The President’s budget limits Medicaid spending growth to the
average growth in nominal GDP per capita plus 2 percentage points in 1998, and plus 1
‘peroentage pomt for all subsequent years. ThlS averages about 5 percent between 1997 and
2002. S .

- Recognizing that there is a debate about what is the most appropriate i‘hdex, we intend to \lVO_l'k with
Congress, States, researchers and others to develop the best inflation adjuster.

12




FLEXIB'ILlTY‘OF THE PER CAPITA CAP

Adjusts for changes ina State s popu!atlon
o  Each State has a umque and changi ng mix of people it covers through Medlcald

o Consequently, the per caputa cap explicitly adjusts for changes in both the number and mix of
beneﬂcuarles ' -

0 For mstance a State that experlences a rapld rise in xts elder!y populatlon will recelve a .
greater increase in their limit than a State with an equal rise in Medicaid children, given the"
higher cost of care for the elderly. : : :

Allows savmgs from one area to offset overspendmg in another. There is only one limit per -
~State. This means that if a State is able to produce extra savings from its elderly program but .
" overspends on its children, it may use those savings to offset the extra spending, thus recelvmg full -
matchmg payments. : . '

13




' ADDRESSING DIFFERENCES ACROSS STATES

Helping in the transition. The budget'int:tudes about $1 billion (from the per capita cap. savings)

~ in a capped, temporary pool to assist States and other entities‘'who may be dlsproportlonately

~ affected by the hew Medicaid polrcnes

, Medlcald Commlssmn The per caplta cap represents a major change in Medicaid financing.
The Presrdent’s budget will establish an lndependent rmpartral commlssmn to examlne

.0 leferences in base year spendmg The commission. wﬂl examlne States Medlcald

spendmg patterns to better understand why there are dlfferences

0 Alternative Medlcald matchmg rates. The commrssron will also assess whether the current

Medlcald matchmg rate, created in the 19603 is strll a fair and accurate formula.

£

- At the end of two years the commission will recommend any changes to the Medlcard matchmg ‘
- rate, per capita cap growth rates or base year spending that ensure equrtable treatment across
T states : : :

14




MEDICAID FLEXIBILITY PROVISIONS

Unprecedented erxnbllity The Présidenté proposes unprecedented flexibility in Medicaid so that
States, not the Federal government, can determme how best to achleve the savings targets in the
“budget. Under the plan, States can:

- o Reform their programs without the need fora wa’ivérﬂ_
o' Set provider payment and managed care rates with less Federal micromanagemen't,v and

. ‘Admihistef their programs with fe’wer' and simpler Federal requ'irements.,

15




" FREEDOM FROM WAIVERS

-; | Ménaged care without a waiver (1915(b)) With new quality sfahdards

- Home and com’munit.y-bésed care programs without a waiver §19,15(C)) |

. EXpansiqn to people with incomes up to 150 percent of po\}erty without a waiver (11 -15) |

o

16




'FLEXIBILITY IN PROVIDER PAYMENTS AND MANAGED CARE

RepeafBorén amendment

Ehmmate cost based relmbursement requirement for Federa!ly qualified health centers (FQHCs)
and rural health chmcs (RHCs)

| Repiace‘“?S / 25" énroﬂment co’m’posvivtion rule.withr'easonab!e quality Standards
"~ Reduce the number of managed care contracts subjéct to’" Federal review .
. Revise oLntda‘ted upper payment‘limits for managed care

AII’QW‘Statefs to let managed care plans use nominal copaymén'ts‘; o

17




SIMPLIFICATION.OF ADMINISTRATIVE REQUIREMENTS ,

~ Eliminate a series of unnecessary Federal requirements, including:
o Requirement for private health insurance purchasing when cost effective
o Computer systems requirements

o Increase matching payment for nursing home survey and certification requirements

18




'MEDICAID FY 1998 PROPOSALS

STATE FLEXIBILITY AND NEW INVESTMENTS \

PROMOTING STATE FLEXIBILITY -

Inci‘easg ngibilig i m‘mder Payme ng'

o

Repeal Boren Amendment

Repeal the Boren amendment for hospitals and nursing homw, while wtabhshmg a clear
and simple public notice process for rate setting for both hospitals and nursing homes. -

Modify the process for determmmg payment rates for hospitals, nursing facilities and
Intermediate Care Facilities for the Mentally Retarded (ICFs/MR) to add a public
notification process that provides an opportunity for review and comment, whlch should

- result in more mutually agreeable rates.

'Ehmmate cost-based relmbursement for health clinics

Federal requirements that most Federally Quahﬁed Health Cc_:ntefs (FQHCs) and Rural
Health Centers (RHCs) be paid based on costs would be removed beginning in 1999; and

~ a capped, temporary funding pool would be estabhshed to help these facilities during the

transition.

Increase Flenbnlltv in Pro ram Ehg_!_nhtv

o

Allow Budget Neutral eligibility simpliﬁcatidn and enrollment expansion

Enable States to expand or simplify eligibility to cover individuals up to-150 percent of
the Federal poverty level through a simplified and expedited procedure. Current rules
would be retained to the extent they are needed to ensure coverage for those who do not
meet the eligibility criteria of the new option:  Federal spending would be restrained by the
per capita cap for current eligibles and such expansions would be approved only if they
were demonstrated to be cost neutral (i.e. no credit for persons who. were not otherwise
Medlcaxd ehgxble in the determination of cap number) IR

- This proposal enables States to expand to new groups that are not eligible under current

law without a Federal waiver. Administration would be streamlined and simplified in that
States would be able to use the same eligibility rules for everyone eligible under the new
percent-of-poverty option in place of the current plethora of different rules for different
groups. Integrity of Federal spending limits would be maintained by the cost neutrahty
reqmrement



Guarantee eligibility for 12 months for children

This proposal would permit States to provide 12-month continuous Medicaid eligibility for
children ages 1 and older. (Contmuous coverage was enacted for mfants by OBRA 90.)

This proposal would provide stable health care coverage for el'nldren -- particularly
children in families with incomes close to the eligibility income limits, who often lose
eligibility for a month due to an extra pay period within a month. This proposal would
also reduce State administrative burden by requiring fewer eligibility determinations.

Ehmlnage angm' ary Administrative Rguliggmeng

o

~access to obstetnc:ans and pedxatncxans

Elnmmate OB/Peds phymcun qualnf’ cation reqmremenu

Federal reqmrements related to payment for obstetrical and pedxatnc services would be |
repealed. States would only have to certify providers serving pregnant women and
chxldren based on their State llcensure requxrements | .

The minimum provider qualification requirements under current law do not effectively
address quality of care. In addition, current law fails to recognize all bodies of specialty
certification, so certain providers are precluded from participation in Medicaid (e. g,
foreign medical graduates). Congress amended the law in 1996 to include providers -
certified by the American Osteopathic Association and emergency room physicians.

Eliminate annual State reporting requirements for certain providers -

States would no Ionger have to submit reports regarding payment rates, and beneﬁcxaxy

Current law. assumnes that access is linked to payment rates. However, the State-reported '
data do not reveal much regardxng the link between payment rates and access :

Ehmmate Federal requlrements on pnvate health insurance purchasmg

Eliminate requu'ement that States pay for pnvate health insurance premlums for Medlcald
beneficiaries where cost-effective.

The current law provision is not necessary States have an inherent incentive to move
Medicaid beneficiaries into private health insurance where it is cost-eﬁ‘ectxve ‘The ,
proposed per capita spending limits increase this incentive. The current, detailed, one-size-

fits-all Federal rules hinder States from designing programs that most eﬁ’ectwely smt local

cir cumstances



Simplify computer systems 're(;uifements |

Eliminate detailed Federai standé.rds for computer sj;gtems design. State systems would be
held to general performance parameters for electronic claxms processing and information
remeval systems. :

Current detailed requirements for system design were developed for an earlier timein
which technology was primitive and detailed Federal rules were necessary to move States -
closer to what was then state-of-the-art. This is no longer the case. It is now sufficient to
require States merely to show that their State-designed system meets performance .
standards mtabhshed under an outcome—onented measurement process : :

‘Re:duce unnecessary personnel requu‘ementx-

We would work ‘with States and State employees to replace the current, excessively
detan]ed, and ineffective Federal rules regarding administrative issues that are properly

- urider the purview of States, such as personnel standards, and training of sub-professional |

staff.

Increase Flexibility Regarding Managed Care

0

Modify upper payment limit for capitation rates

Modify upper payment limit and actuarial soundness standards for capitation rates to
better reflect historical managed care costs by requiring actuarial review of the rates.

The current Medicaid upper payment limit for managed care contracts (i.e., 100% of fee-
for-service) is not an accurate payment measurement for Medicaid managed care plans. It
does not reflect historical managed care costs and States claim it is madequate to attract
plans to participate. This proposal would modify the definition of the UPL to more
aocurately reflect Medicaid spendmg It would also modify actuarial soundness standards._

Convert managed care waivers [1915(b)(1)] to State Plan Amendments

' Pemnt mandatory enrollment in managegl care_w:thout federal waivers. States would be

able to require enrollment in managed care without applying for a freedom of choice
waiver [1915(b)(1)]. States would be allowed to establish mandate enrollment managed

‘care programs through a State plan amendment. Qualified THS, tnbaL and urban Indian

organization providers would be guaranteed the nght to participate in Statc managed care
networks.

This propos'al would provide Stétm greater ﬂexibility in admimstering their State Medicaid
programs by eliminating the freedom-of-choice waiver application process. States would -
not have to submit applications for implementation or renewal. The Administration is

* pursuing strategies to assure quality in Medicaid managed care that are more effective and .

less burdensome than the assurances added through the waiver process. Guaranteeing
urban Indian organization providers the right to participate in State Medicaid managed


http:would.be

.. care networks integrates ITUs into managed care dehvery systems and recogmzes therr
unique health delivery role e S ‘

Modlfy Quahty Assurance with new data collectnon authonty whlle elnmmatmg
15125 enmllment composntron rnle ‘

Replace the current enrollment composmon rule thh a new quahty data momtonng
-~ system under a beneﬁctary purchasmg stratcgy thh new data collec’aon authonty

As part of the contmuous effort to ensure Medxcard managed care beneﬁcmnw recéive
quality care, HCFA proposes to implement a "beneficiary-centered purchasing” (BCP)" - .
strategy.’ BCPwﬂreplacewtmnwncntfederalmmagcdcareconmarequuemans .
The current enrollment composition rule (i.., 75/25 rule) requires that no moreé than 75
percent of the enrollment can be Medicare and Medicaid beneficiaries. ‘The current .
_ requirement is a process-related ineffective proxy for quality. This requuement would be ,,_f .

- replaced w1th a qualxty momtonng system based on standardwed perfonnance measures '

HCFA, in collaboranon w1th Statee would deﬁne and prioritize a new standard set of
program performance mdrcators mcludmg a new quality monitoring system. These Lo
measures would be used to quantlfy and compare plans’ quality of care, provide purchas- N
‘ers and beneficiaries with the means to hold plans accountable, and provide HCFA with
comparable data to compare the performance of State programs to eﬁ'ectrvely hold States o
accountable as well « o , ’

,Thrs proposal would' enhance the Secretary s ablhty to ensure that beneﬁcnanes rnterests |

are being protected as enrollment in managed care increases, and to detect.and correct’

‘ possnble abuses by managed care plans “A more outcome oriented quality review process

- is vital to the Federal and State oversrght of managed care plans to ensure that Medicaid -
beneficiaries are receiving the highest quahty care possrble Data would be vxtal to the

. success of such an’ effort , T .

.'Change‘threshold forfl'ede'ral rex}iew Of contrncté

:Rarse the threshold for the federal review of managed care contracts from the current

.$100,000 threshold to $l nnlhon contract amount (or base threshold for federal rev:ew on«-,, o

lives covered by plan), -

*This proposal would provrde greater State ﬂexrblhty in management and oversrght of ,
' Medicaid managed care programs. ‘It would also reduce the number the of managed care -
plan contracts requmng "HCF A revlew and. approval S .



- Nominal copayments for HMO enrollees

Permit States to impose nominal copayments on HMO enrollees.

“This proposal would bring policy on Medicaid copayments for HMO enrollees more in line
- with Medicaid copayments that a State may elect to impose in fee-for service settings. It

would also allow HMOs to treat Medicaid enrollees in a manner similar to how they treat
non-Medicaid enrollees. However, impact on beneficiaries wouid not be hannﬁxl since
copayments, if imposed, would strll have to be nommal

Increase Flexibility l_%gg ggtng Long:T;rm Qggg

-0

Convert Home and Community Based Waivers (1915(c)) to State Plan Amendments

Give States the option | te create a home and eomrnunity-based services program without a°

- Federal waiver, through a State plan amendment. This proposal would benefit States and

beneficiaries by eliminating the constant and costly necessnty of renewing the waivers,

o whﬂeenmnngahlghlevelofcare )

Increase the Medncald Federal fi nancra! partrclpatlou rate from 75 percent to 85 for
nursmg home Survey and Certnﬁcatlon 8Cthltl(5 _

Raise the Medlcald Federal financial partrc1patlon (FFP) rate to 85 percent
F ederal ﬁmding is important to maintain both quaﬁty standards established by OBRA 87
and resulting enforcement activities. Increasing the Medicaid federal financial

partlmpatlon percentage to 85 percent would encourage States to increase total spendmg
on nursing home survey and cemﬁcatnon activities.

Permit waiver of prohibition of nurse aide training and competency evaluation

~ programs in certain facilities. Clarify that the trigger for dtsapproval of nurse aide

or home health aide training and competency evaluation programs is substandard

quality of care (Medicare and Medlcmd)

This would allow States to waive the prohibition on nurse aide training and competency
evaluation programs offered in (but not by) a SNF or Medicaid NF if the State: (1)
determines that there is no other such program offered within a reasonable distance of the
facility; (2) assures, throug,h an oversight effort, that an adequate environment exists for
operating the program in the facility; and (3) prowdes notice of such determination and
assurances to the State long-term care ombudsman. The proposal would also make clear.
that a survey finding substandard quality of care, rather than the mere occurrence of an
extended or partial extended survey is what triggers the sanction of the training program.

The current prohibition on nurse aide training and competency evaluation programs causes
a special problem for rural nursing home where a community college or other training

facility may be inaccessible to nurse aides. This proposal would safeguard the availabilitj
~.of nursing homes which might otherwise stop participation in Medicare and Medicaid as a



result of losing a-training program'’s approval. This proposal is also a part of the
Vice-President’s Reinventing Government initiative. A clarification of the circumstances
* under which a program must be sanctioned is needed because the fact that an extended or

partial extended survey is conducted is not, in itself, an mdncatron that substandard quahty
ofcare exists in the SNF, NF, orHHA_ : ,

thmmate repayment requ:rement ror alternanve remedies for nursmg home
sanctions _ :

Eliminate the requlrement for repayment of federal funds recexved rf a State chooses to use.

. - alternative remedies to correct deficiencies rather than tenmnatron of program

parumpatxon

Thls proposal would allow States to promote oomphance by employmg alternative
remedies on nursing facilities. This provision for alternative remedies gives States the ~
ﬂexlblhty for more creanve unplementatxon of the enforcement regulauons

Delete Inspection of Care requnrements in mental hospltals and Intermedmte Care

Facilities for the Mentally Retxrded (ICFs/MR) :

- Eliminate the duphcanve requtrement for Inspectxon of Care (IOC) reviews in mental
hospitals and ICFYMR. The survey and certification reviews that cunently take place in-

mental hospitals and ICFs/MR would remam in place.

Inspection of Care (IOC) reviews were originally desngned to ensure that Medlcaxd

recipients were not being forgotten in long term care facilities. The current survey process

has been improved through a new outcome-onented process that protects recipients in

. mental hospitals and ICFs/MR from improper treatment. Consequently, IOC reviews are

- no longer needed and are, in fact, in direct ‘conﬂict with the revised ICF/MR survey

- protocol. The current réquirement for two reviews (I0C and the ICF/MR survey) has
become duplicative. If the IOC were elumnated the ICF/MR survey and cernﬁcatlon

process would remain. m place.

Alternatwe sanctions in Intermedmte Care Faclhtles for the Mentally Retarded
\ (ICFs/MR) : , :

Provide for alternative sanctions in ICF/MR that already are available for nursing homes.
Alternative sanctions that currently are available in nursing homes include: directed in- -
service training, directed plan of correction, denial of payment for new adnuss1ons cml

. ‘monetary penaltles and temporary management : ’

Sanctions other than immediate termmatlon were establxshed for nursmg homes under the
OBRA-87 legislation, but not for ICFMR. This proposal would extend the altematxve
sancnon optron to. ICstMR ’ . :
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Presndent Clinton’s Chlldren S Health Initiative

Qverview: One of the Clinton Administration’s major first term accompl:shments '
was improving the health status of children. Today, because of wise investments in
public health and medical research, and because of the work of countless citizens:
Childhood immunization rates are at an all-time high and infant mortality rates are at a
record low. More than 80 percent of pregnant women are getting prenatal care in their
first trimesters. . And, teen pregnancy rates, teen birth rates and prevemable chzldhood
diseases are on the decline.

In addition, the Clinton Administration has expanded health care access to more

. American families. Since January 1993, the Department of Health and Human Services

(HHS) has approved 15 comprehensive state Medicaid demonstration projects, and the
Sframework of one additional demonstration. HHS has also approved Medicaid waivers
Jfor 19 states as part of larger welfare reform projects, enabling states to continue
providing essential health services while encouraging independence from welfare.
These Medicaid demonstration projects have exténded health care coverage to 2.2
million Americans who would not have otherwise had coverage. President Clinton-also
signed into law the historic Health Insurance Portability and Accountability Act of
1996. These are great viclories for American families, but we can and must do even
more. :

Today, an estimated 10 million American children -- one in seven -- are uninsured.
Most of them are members of working families. And, when you compare them to
children with insurance, they are almost twice as likely not to have seen a physician
dw*mg the past year. [Archives of Pediatrics and Adolescent Medicine, 1995 ]

President Clinton recently announced a new children’s heakh initiative that will
extend health care coverage to up 1o five million children.

The Children’s Health Initiative

The new children’s health initiative announced by President Clinton has three parts:

Children at Risk Because Their Parents Change Jobs

Workers Between Jobs. In America, nearly half of children who lose insurance do so because their

parent lost or changed jobs. President Clinton’s initiative will provide annual grants to states to
cover health insurance premiums for these children and their parents for up to six months while
they seek employment. This assistance may be used to purchase coverage from the worker’s
former employer (through COBRA) or other private plans, at states’ discretion.

-t
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Children Whose Parents Earn Too Much For Medicaid But Too Little For Private Coverage

L J

.

State Partnership Grants. Many uninsured children have parents who earn too much for Medicaid
but too little for private coverage. To help reduce the number of uninsured children, the President’s
initiative will provide annual grants to states to develop innovative approaches -- like those
initiated in Florida, Vermont, and Pennsylvania -- to help working families purchase private
insurance for their children. States will receive $3. 8 bllhon over the next five years to support

_these efforts

 Children Eligible For Medicaid But Not Enrolled

Medicaid Continuous Eligibility. Today, one million children have less than a year’s worth of -
Medicaid coverage as their parents change jobs, move from welfare to work, or remarry. The
President’s plan allows states to extend one year of continuous Medicaid coverage to children who
have been determined to be eligible for Medicaid. This would also reduce administrative burdens
on states, families, and health care plans who now have to determine eligibility more frequently. -

Medicaid Qutreach. There are an estimated three million poor children who are currently eligible
for Medicaid, but are not enrolled. When these children become sick, their parents often end up
taking them to hospital emergency rooms for care. HHS will work actively with the states,
communmes advocacy groups, prowders and businesses to 1dent1fy and enroll these children.

Adolescents age 13-18. Current law expands Medicaid coveragc to reach poor chlldren between
the ages of 13 and 18. In each of the next four years, an estimated 250,000 low-income teens will
be added to Medicaid -- that’s a total increase of 1 million insured children.

B
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HIGHLIGHTS OF THE PRESIDENT'S MEDICARE REFORM PACKAGE:

" Medicare Trust Fund -

Beneficiary 'impact

Approximately $100 billion over 5 yea-i'rs; $138 billion over 6
years.

Extends the solvency of the Trust Fund to at least 2006

through a combination of scorable savings and the r&llocauon of

" home health care expenditures.

ExtendscurrentlawthatsetsParthremiumatZS% of
program costs. This policy achieves $10 billion in savings over
5 years ($18 billion over 6 years). The Part B premium would
go below this percentage without this change after 1998; the
expenditures associated with the home heaith transfer are
excluded from this calculanon ‘

Invests i in preventlve health care to improve seniors’ hulth :
status and reduce the incidence and costs of disease. The plan
covers colorectal screening, diabetics management, and ammal
mammograms without copayments, and it increases '
reimbursement rates for certain immunizations to ensure that

_ seniors are protected from pneumoma influenza. and hepatitis.

Establishes a new Alzheimer's respite benefit starting in 1998
to assist farmhes of Medxcare beneﬁcxanes with Alzheimer’s

‘dxsmes

Buys down excessive outpatient copayments to the traditional
20 percent level. Because of a flaw in reimbursement ,
methodology, beneficiaries now in effect contribute a 50 percent
copayment. Our policy will prevent further increasesin /- -
copayments and reduce the copayment to 20 percent over the next - -

~ decade.’

-Adds Medigap protections (suéh as new open enrollment

requirements and prohibitions against the use of pre-existing
condition exclusions) to increase the security of Medicare |
beneficiaries who wish to opt for managed care but fear they will
be unable to access Medigap protections if they t:}ecide to return



Provider impact

Hospitals

to the fee-for-service plan. (This provision is consistent with
bipartisan legislation pending before Congress.)

~ Provides new private plan choices (through new PPO and

Provider Service Network choices) for bepeficiaries.

_Through a series of traditional saviilgs (reductions in hospital

updates, capital payments, etc.), achieves about $33 bilhon in

,savmgs over § years (about $45 bnll:on over 6 years).

Establishes new provider semc_e(networks (PSNs), which will
allow hospitals (and other providers) to establish their own health
care plans to compete with current Medicare HMOs.. .. = .

Establishes a new pool of funding, about $11 billion over §
years (about $14 billion over 6 years) for direct payment to
academic health centers by carrying out medical education and
disproportionate share (DSH) payments from the current ‘
Medicare HMO reimbursement formula to ensure that academic
heaith centers are compensated for teaching costs.

Through™a series of policy changes, the plan will address the

- flaws in Medicare’s current payment methodology for managed

care. Medicare will reduce reimbursement to managed care plans -
by approximately $34 billion over 5 years (346 billion over 6

- years). Savings will come from three sources:

(1) The elimination of the medical education and DSH payments
from the HMO relmbursemem formula (these funds wdl be paid
directly to academic health cemers)

(2) A phased-in reduction in HMO payment rates from the
current 95% of fee-for-service payments t0 90%. A munber of
recent studies have validated earlier evidence that ‘Medicare -

 significantly overcompensated HMOs. The reduction does. not .
. start until 2000 and it accounts for a relatively modmssbﬂhon

in savings over 5 years (about $8 billion over 6 years); and

3) Indn‘ect savings attributable 1o cuts in the traditional ﬁe—for-
service side of the program (to the extent that HMO payments are
based on a percentage of fee-for-service payments, HMO
payments are reduced as the traditional side of the program is. .

« cut).



Home care ~ Saves about $15 billion over § years (326 billion over:6.years)
through the transition to and establishment of a new

prospective payment system and 2 nnmber of progmm integrity
(anti-fraud and abuse) initiatives.

Home health care has begome one of the fastest growing -
components of the Medicare prograny, growing at double digit
. rates. Originally designed as an acute care service for ,
beneficiaries who had been hospitalized, home health care has
increasingly become a chronic care benefit not linked to '
hospitalization. The President’s proposal restores the original
split of home health care payments between Parts A and B of
Medicare. The first 100 home health visits following a 3-day
. - hospitalization would be reimbursed by Part A. All othervisits
. — including those not following hos;malmuon would be
rexmbursed by Part B ‘ o .

Beneficiaries wﬂl not be affected by tlns restoranon of the
original policy; nor will it count toward the $100 billion in
savings in the President’s plan. The policy avoids the need for
excess in reductions in payments to hospitals, physicians, and
other hedlth care providers while helping to extend the solvency
of the Part A Trust Fund. ‘

Physicians - Saves about $7 bllhon over 5 years (about $10 billion over 6
years) through a modification of physician updates. This
reduction is relatively small because Medicare has been relatively

. effective in constraining growth in reimbursement to physicians.

Skilled Nursing Saves about $7 billion over 5 years ($9 billion over 6 years) -
Facilities through the establishment of a prospectlve payment system.

Fraud and Abuse  Saves about $9 billion over 5 years through a series of
- provisions to combat fraud and abuse in areas such as home.
health care, and by repealing the provisions Congress enacted last
year that weaken fraud and abuse enforcement.
Structural Reform Brings the Medicare program into the 21st century by:

(1) Establishing new private health plan options (such as PPOs
and Provider Service Networks) for the program;

(2) Establishing annual open enrollment for all Medicare plans



within independent third party consumer consulting.

' (3) Establishing market-oriented purchasing for Medicare

including the new prospective payment systems for home health
care, nursing home care, and outpatient hospital services, as well
as competitive bidding authority and the use of centers of
excellence to improve quality and cut back on costs;

(4) Adding new Medigap protectionsto make it possible for -
beneficiaries to switch back from a managed care plan to

 traditional Medicare without being undervritten by insurers

Rural Health Care

for private supplemental insurance coverage. This should
encourage more beneficiaries to opt for managed care because it
addresses the fear that such a choice would lock them in forever.

The plan will have a very strong package of rural health care
initiatives, including continuation and improvement of sole
community and Medicare dependent hospital protections, the
expansion of the so-called RPCH facilities that allow for
designation of and reimbursement to facilities that are not full-
service hospitals, and the modification of managed care payments
to ensure they are adequate for rural settings. The rural hospital
investment alone is $1 billion over 5 years (§1 billion over 6

- - years).



THE PRESIDENT’S FY 1998 BUDGET
CHILDREN’S HEALTH INITIATIVE

Significant gaps remain in children’s health coverage. In 1995, 10 million children in America
lacked health insurance. While there are many different reasons why children lack insurance,
most uninsured children face at least one of three obstacles — each of which calls for a different
policy solution.

»

Children at risk because their parents change jobs: Because most children receive
coverage through their parents' jobs, job changes disrupt the continuity of children's
coverage. Nearly half of all children who lose health insurance do so because thelr
parents lose or change jobs.

Children whose parents earn too much for Medicaid but too little for private
coverage: The highest rate of uninsured children is among families who earn too much-
to qualify for Medicaid but too little to afford coverage. Nearly one in four children in
families with income just above poverty have no health insurance.

Children eligible but not enrolled in Medicaid: Medicaid has not reached all the
children who qualify for it. About 3 million children are eligible but not enrolled. In

N addition, enrolled children often lose Medicaid when their family income fluctuates.

The Presxdent’s children’s health initiative that addresses each of these groups will extend
coverage to up to 5 million uninsured children by 2000.

| Continuing Coverage for Children Whose Parents are Between Jobs

3

The President's budget will give States grants td temporarily cover workers between jobs,
including their children, at a cost of $9.8 billion over the budget window. ‘

The program, which is structured as a four-year demonstration, will offer temporary
assistance (up to 6 months) to families who would otherwise lose their coverage. This
assistance may be used to purchase coverage from the worker's former employer (through
COBRA) or other private plans, at States' discretion. State participation in this grants
program is optional. ' -

Families are eligible for full premium assistance if their monthly income is below 100
percent of poverty, and partial premium assistance if their income is below 240 percent of
poverty. Only families who do not have access to Medicaid or insurance through a
spouse’s employer and are receiving unemployment compensation are eligible.

This program will help an estimated 3.3 million working Americans and their families,
including 700,000 children, in any given year.

The President’s budget also makes it easier for small businesses to establish voluntary
purchasing cooperatives, increasing access to insurance for their workers’ families.



Building Innovative State Programs for Children in Working Families

The President’s budget provides $3.8 billion between 1998 to 2002 (8750 million a year) '

'in grants to States. States will use these grants to provide insurance for children,

leveraging State and private investments in children’s coverage through a matchmg
system (usmg the same matching formula as in Medlcmd)

The Federal grants, in combination with State and private money, will target uninsured
children whose families earn too much to qualify for Medicaid but too little to afford
private coverage. The grant program will also improve Medicaid enrollment since some
families interested in the new program will learn that their children are in fact eligible for
Medicaid. : '

States may use these grants to target the unique problems facing their children. States
have flexibility in designing eligibility rules, benefits (subject to minimums set by the
Secretary) and delivery systems. In return for this flexibility, States will provide annual
evidence of positive outcomes of the grant money — including the number of uninsured
children helped by the program.

The program builds upon the successful efforts of States that have tailored programs to
address the particular gaps in coverage for their children. For example, the Florida
Healthy Kids program enlists schools to enroll and insure 40,000 uninsured. children.

Strengthening Medicaid for Poor Children

The President's budget gives States the option to provide one year of continuous
Medicaid coverage to children. This will cost an estimated $3.7 billion between 1998
and 2002.

° Currently, many children receive Medicaid protection for only part of the year.
- Medicaid eligibility is intermittent due to fluctuations in family income
throughout the year.
o This policy allows States to continue coverage when family’s income changes by

guaranteeing Medicaid coverage for up to one year. This benefits families who
will have the security of knowing that their children will be covered by Medicaid
for at least a full year. It also helps States by reducing administrative costs, and
managed care plans by enabling them to better coordinate care.

The President also proposes to work with the Nation’s Governors, communities,
advocacy groups, providers and businesses to develop new ways to reach out to the 3
million children eligible but not enrolled in Medicaid. '

The President’s budget preserves and strengthens Medicaid’s guaranteed coverage for
low-income children. In addition to protecting coverage for the 18 million children
already on Medicaid, the President continues the current law expansion to another one
million children between the ages of 13 and 18.

March 8, 1997
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BACKGROUND

Numbers and Trends




One in Seven Children Are Uninsured

- Uninsured
14%

0.8 million

: ‘ 1 Medicaid
44.8 million . | 23%

" Private
63%

Source: March 1996 Current Population Survey. Children are less than 18 years old. ' ) .




While the Proportion of Uninsured Children Remains
Constant, Medicaid & Employer Coverage Have Changed

100% -
13%' ~ Uninsured 14%
80% | |
| Medicaid
\
—
60% + -
40% | Employment-Based
Coverage
20%
0% Other |
1987 | - : 1995

Note: Whlle it appears that the children losing employer coverage gained Medicaid coverage recent studies suggest that this is not the case.
Medicaid increased coverage of poor children who do not have access to employer insurance.
Source: March 1996 Current Population Survey. Children are less than 18 years old.




The Number of Uninsured Children Above Medicaid
Eligibility Has Increased

_ | A 9.8 million
101 K _ : ~ (14% of Children)
8.5 million |
(13% of Children)
8 -
- ‘ 5.1

m?lii:?)n A Above 133 Percent of million
6 | Poverty
4 |

At or Below 133 Percent

2 + of Poverty
0 — : , ‘ ;

1987 I 1995

Note: Beginning in 1990, states were reqmred to cover children under 6 to 133% of poverty and phase in coverage for children 6 through 18 below poverty In 1985, children up to age
13 were eligible for Medicaid. Many states have used options to cover children at higher incomes.
Source: EBRI, 1996




Who Are Uninsured Children and Why Are Children Uninsured




Uninsured Children Come From Working Famiiies

Non-Working
Parents
13%

: Working Parents
' 87%

Note: 62% of uninsured children have parents who work full year, full time A
Source: March 1996 Current Population Survey. Children are less than 18 years old.




Not All Uninsured Children Are Poor
("Poverty" is about $16,000 for a family of four)

200% of Poverty Poor:
and Above ' - Under 100% of Poverty
30% 34%

Near Poor:
-100-200% of Poverty
36%

Source: March 1996 Current Population Survey. Children are less than 18 years old.




THE PRESIDENT’S FY 1998 BUDGET' PER CAPITA CAP & DSH
REDUCTIONS .
JIN THE MEDICAID PROGRAM

The President’s budget saves $9 billion in net savings over five years and takes a number
of steps to preserve and strengthen the Medicaid program. It preserves the guarantee of
coverage for the 37 million low-income children, pregnant women, people with
disabilities, and older Americans who depend on Medicaid for basic health coverage and

. long-term care, while at the same time strengthening Medicaid’s fis¢al discipline and

building on the success of the past few years in constraining excessive growth in
spending.

. Contains Important Investments in Medicaid. The President’s budget invests
- about $13 billion in expanding coverage for eligible children, restoring coverage -
for some groups who lost it as a result of last year’s welfare reform law, and
" contains other investments, including helping people with disabilities who earn
above a certain income level retain their Medicaid coverage.

. Recognizes That Medicaid Spendmg Growth Has Slowed and Achieves Mod&st

Savmgs. The $22 billion in gross savings comes from two sources:

. Reducing DSH. Two thirds of the savings, or roughly $15 bllhon, comes
from reducing the amount the Federal government spends on so-called
- “disproportionate share hospitals” (DSH).

. Iniplementing a Per Capita Cap. One third of the savings, or roughly $7
billion, comes from a “per capita cap” policy that will limit Federal
Medicaid spending growth on a per-beneficiary basis.

. Funding the Transition. These savings are net of a $2.4 billion investment
- to assist States and providers in the transition to the new DSH and per ,

capita cap policies. About $1.4 billion over five years will be included in a
supplemental fund to help cover the costs of care delivered in Federally-
Qualified Health Centers (FQHCs) and Rural Health Clinics (RHCs). In
addition, $1 billion over five years is reserved for a “transition pool” to
assist States and safety net providers that are disproportionately affected by
the new policies.

«  Reduces DSH Spending (Net Savings of $15 Billion Over Five Years)

. Controlling DSH Spending. The Federal government will spend about
~ $10 billion on DSH in FY 1998, which is an important source of support
for many hospitals that serve a disproportionate number of Medicaid and

- low-income patients. In the late 1980's and early 1990'5 DSH spending



was growing at double-digit rates, and was the driving force in Medicaid’s
high growth rates. While DSH growth has moderated-—partly because of
changes made by the Congress and the Administration in 1991 and in
OBRA 1993--both the HCFA actuaries and CBO’s analysts believe that the
growth will accelerate again. .

. Freezing DSH Spending at the 1995 Levels. The Administration’s policy
‘ essentially freezes DSH spending in 1998 at 1995 levels, with a gradual
~ decline to $8 billion in spending for FY 2000-2002. (Under the CBO
baseline, DSH spending would have grown to about $14 billion by 2002).

«  Distributing DSH Savings Fairly. DSH savings are achieved by taking an o

equal percentage reduction from States’ 1995 DSH spending, uptoan
“upper limit.” If a State’s DSH spending in FY 1995 is greater than 12
percent of total Medicaid spending in that State, the percentage reduction is
applied to this 12 percent rather than the full DSH spending amount. This
“upper limit” maintains the policy balance struck by Congress in the DSH -
-provisions it enacted in 1991 and 1993, which recognized that some States’
Medicaid programs are particularly dependent on DSH spending. Like
those earlier Congressional enactments, this “upper limit” policy ensures
that the few States with high DSH spending. are not beanng most of the
'1mpact of the savmgs pohcy

. Better Targeting DSH Money. The Administration beheves that DSH
dollars should be targeted to the providers that need them most: those
hospitals and other providers that disproportionately serve a high volume of
Medicaid patients, the uninsured, and low-income people. We continue to
support better targeting of DSH funds. But because implementing a policy
to target DSH funds more effectively is technically complex and could have
potentially disruptive effects in some States and for providers, our policy

- does not specify a mechanism for targeting. We want to work with the
Congress, the States, providers, policy experts and advocates to develop an
appropnate targetmg mechamsm

. - Helping FQHCs and RHCs Make the Transition. To respond to the
special needs of critical safety net providers, the President’s plan includes a
temporary fund of about $1.4 billion over five years to help cover the costs
of care delivered in FQHCs and RHCs. The Administration believes that
this supplemental fund will help these providers during the transition to a
per capita cap, and will also compensate for our proposed repeal of cost-
based reimbursement for these facilities, effective in FY 1999.

Implements a Per Capita Cap (57 Billion Net Savings Over Five Years).
Under the per capita cap policy, Federal Medicaid spending growth will be limited
on a per beneficiary basis. The per capita cap is designed to maximize States’



responsiveness to the health care needs of their Medicaid populations. It does this -

by ad_;ushng the cap when enrollment increases when, for example, there isan

economic recession. The per capxta cap will work as follows:

Calculating the Cap. The cap would be the product of thfee components:

1) State and Federal spending per beneﬁclaxy in the base year FY 1996)
including admxmslrative costs;

'2) An index specified in lcg151auon (for years between the base year and the

current year) and
3) 'Ihe number of beneficiaries in the current year.

To allow for a change in the mix of Medicaid beneficiaries over time, the

- plan would calculate the cap by using the specific spending per beneficiary

and number of beneficiaries in four subgroups: the elderly, individuals with
disabilities, non-disabled adults, and non-disabled children. The spending =

" for each of the four groups would be combined to establish the spendmg
- limit for the State.

* Each State would be able to use savings from one group to support

expenditures for other groups or to expand benefits or coverage. Once the
cap is calculated, it would be multiplied by the State matching rateto -
determine the maximum Federal spending in each state. The Federal match

- would continue until ﬂ:e capped amount for the State is reached

N Determmmg the Index. The index we have used is the growth in nominal

GDP per capita (based on a five-year rolling historical average), plus .

_ adjustment factors that account for Medicaid’s high utilization and _
~ intensity. Over the budget period—1998-2002-the index would allow per

capita spending to increase by an average of 5 percent per year. By 1999
and subsequent years, the index will be nominal GDP per capitaplus 1

percent.

Finding the Most Appropmte Index. Our policy dcvelopmcnt to this -
point has focused on an index based on the growth in nominal GDP per
capita, but we are reviewing indexes that could more precisely reflect
growth in health care costs, and in particular, the volume and intensity
inherent in a program that serves many low-income people. Recognizing
that there is a debate about which is the most appropriate index, we intend
to work with the Congress, the States, policy experts, and other :

~ stakeholders in order to facilitate the development of the best mdcx

possible.



. Exempting Spending From the Cap. Certain aspects of Medicaid

‘ spending not tied to individual beneficiaries or not under direct control of
the States would not be subject to the cap: vaccines for children, payments
to Indian health providers and Indian Health Services, DSH payments, and
Medicare premiums and cost-sharing for dual eligibles and qualified
Medicare beneficiaries (QMBs). On the other hand, Medicaid expenditures
for services and administration delivered under Section 1115 demonstration
waivers would be subject to the per caplta cap.

. , Assassmg the Impact of the Per Capita Csp Aﬁer 2000, when both the

- HCFA actuaries and CBO’s analysts have indicated that they expect
Medicaid spending growth on a per capita basis to rise more rapidly again,
the per capita cap would constrain Medicaid growth per-person (for non-
DSH benefits and administration) to about 5 percent per year.

If the Administration and the States are successful in holding spending
growth per beneficiary to about 5 percent a year during this period--which
is close to the annual growth rate CBO is projecting for private insurance
© . on a per-person basis—the per capita cap will produce little to no savings.
~ But if the projections that per capita spending growth will rise again turns
. out to be correct, the Administration’s policy w1]1 prevent that increase
-from overtaking our balanoed budget.

Creates Transition Pool for Those Who Are Disproportionately Affected By

New Policy. We also include about $1 billion in capped “transition pool” funding

. over five years to assist States and safety net providers who are disproportionately
~ affected by the Medicaid savings policies.
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THE PRESIDENT’S FY 1998 BUDGET
INITIATIVE FOR FAMILIES OF WORKERS BETWEEN JOBS

Job changes put all families at risk of losing their health care coverage. Nearly 148 million"
Americans receive their health insurance from an employment-based plan. When these workers
change or temporarily lose their jobs, it often means losing health care coverage, leaving workers
and their families to pay their health care costs at a time when they no longer have a significant
part of their income.

. Over 50 percent of Americans who lose their health care coverage lose it due to a JOb
- change. Many of these are the spouses and children of the worker. i

. Over one-third of workers who left an insured job, became unemployed, and received
: unemployment insurance become uninsured.

*+  Workers with job changes are more than three times as hkely to'have gaps in health care
coverage than continuous workers :

' Pr‘ovndmg Temporary Health Insnrance Premium Assistance for Famlhes With Workers

Who Are Between Jobs

. The President’s proposal provides temporary premium assistance for up to six
months for workers between jobs who previously had health insurance through
their employer, are in between jObS, and may not be able to pay the full cost of
coverage on their own.

. This initiative assures that Kassebaum?Kennedy protectioﬁs against pre-existing

conditions are not placed at risk because of breaks in insurance coverage. It
achieves this goal by helping working families retain their health coverage through
premium assistance during a time in which they lose much of their income. To ensure
cost effectiveness, it does not cover individuals who are eligible for Medlcare, Med1ca1d
or who have a spouse with access to employer coverage. -

» - To assure that limited federal dollars are targeted to those most in need, only
families up to 240 percent of poverty are eligible for this program. Families with
incomes below poverty will receive full premium a531stance and families below 240
percent of poverty will receive partlal a551stance



~f

States have the ﬂexxblllty to prov1de coverage in the way that best meets the needs of
their populations: - '

° States will receive funding from a capped Federal pool to provide premium
assistance. States will choose how this assistance will be used (e.g., to buy
COBRA continuation coverage, Medicaid, or some alternative).

o In the unlikely event that a State’s allotment is not enough to provide coverage, it
will have access to supplemental funding. States will also have the option to
modify their program if these addltlonal funds are not enough to operate within
their budget

This initiative is structured as a four-year national demonstration. This
demonstration includes an evaluation which provides the flexibility to restructure the
program to better meet the needs of workers between jobs and their families if
unanticipated problems develop.

In the context of his balanced budget plan, the Premdent invests $9 8 billion to pay
for his proposal

Helping All Working Americans and Their Families

The President’s proposal will provide piece of mind for virtually every American -
worker who lives in fear of losing health insurance because of a short-term loss of
employment. ‘

It wnll also directly help an estimated 3 3 million Amerlcans in 1998, mcludmg about
‘700 000 children, in any given year

This initiative strengthens the safety net for middle-income, working Americans in
an increasingly mobile workforce. This assistance is accessible for most middle class
families since income drops for the months between jobs. For example, over half of
part1c1pants would come from families who previously had incomes above 200 percent of
povetty, over $30,000 for a farmly of four

March 10, 1997



Presndent Clinton Unvells Tax Cut Proposal
June 30,1997

President Clinton’s tax cut proposal provides needed tax reltef‘ to workmg famllles who play by the rules pay taxes .
and are trying to do the best for'their kids. It includes a major investment in the President’s top priority =~
education -- by making the first two years of college umversally available and doing something the other plans do
not: helping those Americans who are working and want to rmprove their education and upgrade their skills. '
Lastly, President Clinton’s proposal incorporates Repubhcan priorities in a good faith effort to honor the budget
accord and to reach ﬁnal agreement for a tax cut the Arnencan people deserve.

THE PRESIDENT’S PROPOSAL IS FAIR. The bulk of the Pre51dent s tax cut goes to middle-class farnilies --
two-thirds of the President’s tax cut goes to the middle sixty percent of farmhes twice the share the altematrve L

o congresstonal plans provrde these mtddle class famlhes }

.THE PRESIDEN T PLACES. A HIGHER PRIORITY ON EDUCATION TAX CUTS Educatron must be A

* América’s highest priority and the core of our tax cut plan must help families pay for education. To offer opportumty in -
the new and rapidly changing economy, we must make the 13th'and 14th years of education -- the first two years of . -
college -- as universal as a high school diploma is today. We must also do what we can to help, people throughout therr
‘Tives improve their education and upgrade thetr SklllS throughout therr lives. The Presrdent s plan: :

v ADVANCES THE GOAL OF MAKING THE FIRST TWO YEARS OF COLLEGE UNIVERSAL The |
plan includes a modified two-year $1,500 HOPE Scholarship that does more to help community college students than -
the congressional alternatives. First and second year students would receive a $1,000 credit for the first $1,000 of
tuition and fees plus 50% of as'much as another $1,000 in tuition and fees. Therefore a student going to atypical
community college with: tuition of $1,200 would receive a $1,100 credit under the Presulent s proposal eompared to
Just $600 and $900 under the House and Senate plans respecnvely ' S

- v HELPS THIRD AND FOURTH YEAR STUDENTS AND PROMOTES LIFELONG LEARNING ‘The .
t congressmnal plans give virtually no support to families who are struggling to pay college costs out of pocket. - .
Students beyond the second year would benefit only:if they had substantial savings or when they paid interest on ‘
student loans. Students over 30 -- one-fourth of all undergraduate students - could not even make use of the
education savings accounts that Congress is proposing. - At a time when older workers need to improve their, education
and upgrade their skills, it is critical that the education tax cuts promote lifelong learning. The President’s proposal
accomphshes this goal: It provrdes a20 percent tumon credrt on expenses up to $5 000 mmally and $10 000
beginning in 2001 l * 4 . -

A INCORPORATES OTHER GOOD EDUCATION IDEAS INCLUDED IN VARIOUS PROPOSALS
such as a permanent extension of the tax preference for employer-provided undergraduate and graduate education, tax
incentives for school construction, a student loan interest deductron and tax exclusron for commumty service and
mcome-contmgent loan forgrveness S o

THE PRESIDENT BELIEVES THAT FAM]LIZES WHO WORK HARD PAY TAXES AND TRY TO DO 5
THE BEST FOR THEIR KIDS DESERVE A TAX CUT. HIS PLAN CUTS THE TAXES OF THE 4

'MILLION FAMILIES SHORTCHANGED BY CONGRESS. The Presrdent s proposal includes a $500 child tax -
credit for children under 17 through 2002 and under 19 thereafter. The President has a basic disagreement with some
" members of Congress. Consider a family of four with two small children: the father is a rookie police officer making o
823,000, and the mother is. taking a few years off from teaching. They pay out of pocket over $1,000 a year in federal -,
taxes. The President believes that this family needs and deserves a tax ¢ut just as much as family who makes twice as
much. The Congressional plans would deny thlS famlly a tax cut. Under the President’s plan, this famrly would receive a

$767 child tax credit.

TAX INCENTIVES TO CLEAN-UP AND REVITALIZE DISTRESSED NEIGHBORHOODS BELONG
IN THE FINAL TAX PACKAGE., In the balanced budget agreement President Clinton and Congress agreed to
make all efforts to include three programs critical to our urban-areas in the final budget package a Brownfields tax
incentive; new Empowerment Zones and Enterprise Communities (EZ/EC); and expansion of the Community -

' Development Financial Institutions (CDFI) fund. ‘Unfortunately, neither the House tax bill nor the Senate tax bill
includes the President’s Brownfields and EZ/EC initiatives. Tt oday, the President includes these two vital
provisions, plus a new tax credit to encourage mvestment in CDFIs and an enhanced web’are—to-work tax credit, in

his tax cut proposal :
’ ¢
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THE PRESIDENT’S TAX CUT PROPOSAL DELIVERS BIG F OR CITIES
June 30, 1997 -

In the balanced budget agreement, President Clinton and Congress agreed to make all efforts to iriclude three

_ programs critical to our urban areas in the final budget package: a Brownfields tax incentive; hew Empowerment
Zones and Enterprise Communities (EZ/EC); and expansion of the Community Development Financial Institutions
(CDFI) fund. Unfortunately, neither the House tax bill nor the Senate tax bill includes the President’s Brownﬁelds
and EZ/EC initiatives. Today, the President includes these two vital provisions, plus a new m credit o
encourage investment in CDFIs and an enhanced wegfare to—work tax credit, in his tax cut proposal

PRESIDENT CLINTON’S TAX PLAN HELPS TO CLEAN UP AND REDEVELOP BROWNFIELDS

. The Brownfields tax incentive included in the President’s tax cut proposal would reduce the cost of cleaning up
thousands of contaminated, abandoned sites in economically distressed areas by permitting clean-up costs to be -

‘ 1mmed1ately deducted for tax purposes, rather than requiring this spending to be written off over time. This
would, in turn, encourage redevelopment of these areas. The Treasury Department estimates this 82 billion teix
incentive will, over seven years, leverage more than 310 bzll;on for private sector cleanups nationwide, a.’lowmg

k rea’evelopment of 30,000 brownf elds

hlrm nArhr incl he President’s Brownfield Lin the tax Il “Thrsxsahlgh
priority for communities across this nation and we stand united in urgmg you and other members of the
House Ways and Means Commlttee to modrfy the tax bill to include the $2 bllhon brownﬁelds tax
incentive.” T : :

THE PRESIDENT’S TAX PLAN CREATES NEW }CMPOWERMENT ZONES AND ENTERPRISE
COMMUNITIES. Under the President’s 1993 Em‘powerment Zones and Enterprise Community initiative,
communities develop a strategic plan to spur economic development, and they receive Federal tax benefits, social
service grants and flexibility in use of Federal funds in-order to put.this plan‘in effect. The EZs and ECs.are urban:

or rural areas with high poverty and unemployment rates.

«  Many communities that were not deszgnated as EZS or ECs in that first round lack the seed capital to -

’ begin revitalization efforts. In response; the President proposes a second-round of EZs and ECs—-15
‘urban and 5 rural EZs and 50 urban and 30 rural ECs. The new EZs and ECs will beneﬁt froma shghﬂy .
different blend of tax credits than the ﬁrst-round communities. ' : ‘

THE PRES[DENT’S TAX PLAN ALSO PROVIDES FOR A NEW “COMMUNITY DEVELOPMEN T
FINANCIAL INSTITUTIONS TAX CREDIT. The President’s CDFI Fund s helping to build a national

. network of community development ﬁnancral mstltutlons -- including banks, thrifts, and credit unions -- by

providing financial and technical assistance to these entities. CDFI dollars are being used to create jobs, rebuild
neighborhoods and restore hope in communities from San Francisco to Boston, Louisville to Chicago. The Fund 5
represents a promising model for Federal government action -- investing in local private sector institutions,
leveraging private sector resources (to the tunie of ten times the initial investment) and generating economic
growth in distressed areas. The President’s tax cut proposal creates a new tax credit to encourage investment zn
CDFIs. This new credtt is not included in either the House or Senate versions of the tax leg1slatzon

THE PRESIDENT’S PLAN INCLUDES A SPECIAL WELFARE-TO—WORK TAX CREDIT. This credit
gives employers added incentive to hire welfare recipients. Although the congressional leadership pledged to seek
a credit along these lines, the House bill includes only a scaled-back version, and the Senate bill omits it entirely. "
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| \ A " DEPARTMENT OF THE TREASURY

WASHINGTON, D.C.
June 11, 1997

SECRETARY OF THE TREASURY

The Honorable Bill Archer o
Chairman, Committee on Ways and Means
U.S. House of Representatives

~ Washington, DC 20515-4005

Dear Bill"

‘ ,,I have reviewed the Chalrman s Mark you released earher this week, prowdmg the details of the .
tax portion of the blpamsan budget agreement. The President is eager to sign legislation
implementing the agreement into law, but in its present form, the proposal you have put forth
does not meet the test of fairness to working families and has other serious problems. Over 35
percent of the benefits from your tax cuts go to families with incomes in the top five percent of
the income distribution, and 68 percent of the benefits go to families in the top 20 percent. Ihave
included prehmmary Treasury distribution tables for your package after this letter

Your bill will reduce the value of the $500 child credit for mxlhcns of low income families by
requiring a family to take the child credit only after the earned income tax credit is taken against
their tax liability. A family with two children and $25,000 of income, for example, would
" receive no tax relief from the child credit under your proposal. Under the President’s plan, this

family would get $1,000, the same as a family that earned twice as much. - We would favor a
refundable child credit that better targets low and middle income working families. The credit
should be indexed for inflation. We would also permit taxpayers to place their child credit into a
tax-favored savings account to finance their children’s college education. In combination with
our tuition deduction, this proposal would allow families to save and pay for college tax-free. -
The proposed legislation smgles out six m11110n families who pay for child care and gives them a
smaller tax cut. Beginning in 2002, families who receive a tax credit for their child care
-expenses would lose 50 cents for each dollar of their child credit. This provision unfairly
reduces tax relief for workmg parents who are struggling to maintain a decent standard of living
and to pay for child care. For example, a family with two working parents making $45,000 who .
pay for child care for their two children would seemingly be eligible for'a $1,000 child tax
credit. But under the proposed legislation, they would also lose $480 of their child tax credit.
Furthermore, because dependent care constitutes a cost of earnmg income, the child and

' dcpendcnt care credit should not be phased out.

The education packagé falls nearly $13 billion short of . the agreed goal of $35 billion in tax cuts
for education, which are consistent with the HOPE scholarship and tuition deduction proposals in
the President’s FY98 Budget. Furthermore, as compared to the President’s proposals, it directs
more benefits toward upper-income families while reducing the benefits to lower-income families.
It introduces serious administrative complications and is less effectlve at easing the burden of
college attenda.nce for working families.. : :
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_+ The HOPE credit would be cut to 50 peréent of tuition éxpenses halving the value of -
education benefits for millions of students attending commumty colleges and other low-
cost mstm.ltxons

« Unlike the broadly avaJlable tuition deductmn in the President’s package the tultxon
deduction in your proposal would be available only if education expenses are paid from
certain education savings plans. Hence, no help is given beyond the first two years of
higher education to low-income students and students who must borrow to pay tuition. In
addition, your proposal does much less to encourage lifelong lwrmng, one of the central
objectives of the Presndent s package :

'+ Tax-free savings offered through new education investment accounts and the opportunities

" for tax-deferred saving through private prepaid tuition plans are overly generous to upper
income families, since they have neither income limits nor contribution limits. This would
give high-income taxpayers an incentive to use these vehicles to save tax-free, even if they
never intend to use the savings for education expenses. In the early years, the benefits for
education will only be available to those who already have large reserves of cash to deposit
in these accounts, not to others who can oontnbute only modest amounts each year. - '

The American Dream [RAs are not sufficiently targeted Contnbutlons could be made to these

. back-loaded IRAs without any income limits, which would surely result in a substantial shifting of
existing savings into tax-preferred investment vehicles by hlgh-mcome taxpayers, rather than
creating new savings. :

The proposal to index certain capital assets and lower the rate of tax on capital gains provides a ,
double benefit to taxpayers, substantially ovétcompensating them for the effects of inflation. The
package would disproportionately benefit the wealthy over lower- and middle-income wage

earners. The package also has an explosive revenue cost in years after 2007, possibly Jeopa.rdxzmg
all our important work to balance the budget. In addition, the indexing proposal is enormously
complex and difficult to administer.. To quote the New York State Bar Association, indexing is
“fundamental]y flawed” and would create problems that would “overwhelm taxpayers-and the

We want a capital gains tax cut that will help the economy and will not explode in cost. Therefore,
we propose an expansion of the existing exclusion for long-term equity investments in smaller
businesses. The expansion of the capital gains incentive for small businesses will help more start-
ups get off the ground, and ensure that America continues to lead the world in high technology.

. At a time when business conditions are strong and profits are at their highest shared of GDP in two '
decades, you have proposed to spend $34 billion over 10 years to eliminate the corporate
alternative minimum tax. This provision would return us to the days when sorne of the largest and
most profitable corporations paid zero income taxes. : :

- Your plan contains other provisions that raise serious concerns. ‘The safe-harbor for independent .
contractor status would permit employers to avoid essential worker protections. At a time when
‘we are trying to expand health and pension coverage, this proposal could lead to widespread - -
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shxﬁmg of employees to independent contractor status, resultmg in loss of worker protections such
as pension and health coverage, and consequently wage and hour protectxons unemploymem
_insurance benefits and compensation for work-related injuries. - .

Under your proposal, Indian tribes would be subject to the unrelated business income tax on all
income earned from commercial activities. Contrary to long-established U.S. pohcy, this tax fails .
to respect the sovereignty of Indian tribes and their special status as domestic dependent nations.
This lack of respect for sovereignty is parncula.rly apparent in the difference the proposal would
create between tribes and States. In addition, the ptoposal would be extremely difficult to
ad:mmster : -

We are very disappointed that your proposal excluded a number of important initiatives for the

" President’s FY 1998 Budget that were included in the budget agreement. For example, the
Nation's mayors and urban and rural communities have been extremely supportive of the
President's brownfields provision, which provides a tax incentive for environmental cleanup and
encourages economic development in formerly contaminated areas. Your.proposal excludes this
provision. And while tax relief is provided for the District of Columbia, no additional -

' Empowerment Zones or Enterprise Communities for the rest of the country are provided.

‘ In addmon, no provision is mcluded to stimulate investments in Community Development
Financial Institutions to revitalize distressed neighborhoods around the country. No provision is

-included for cqultable tolling, which protects a taxpayer's rights when he or she is mcapac1tated or
for resu'uctunng our Nation's affordable housmg portfolio. .~

: Your bill also includes a provision to raise the debt cellmg We believe that it should be included
in the other reconciliation bill.

In summary, we think this package disproportionately benefits the most well off in society at the
expense of working families. Given the tough choices that need to be made within this tax
package, we think it is unwise, for example, to eliminate the corporate AMT, while at. the same

- time denying tax relief provided by the child credit to millions of hard-workmg taxpayers with
children who receive the earned income tax credit. Moreover, the _provisions in the package that
drive up costs beyond the ten year budget mndow are those that most advantage hlgh-mcome
taxpayers : »

We look forward to workmg with the Congress to desxgn atax package that helps working
-families pay for education, buy and sell homes, and raise thexr children. We are commmed to
achxevmg a tax package that is fair to all Americans, .

Sing:erely:,

’ * Robert E. Rubin

Attachments -
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Welfare Reform
(outlay snvmgs in bxlhons of dollars)

S-Year IO-Year.
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Imnugrants

- Qum::mmexmmmmlmm Restore Ssi and Medlcaxd beneﬁts for all Iegal immigrant adults who are cumently ,
~ receiving SSI and Medicaid who became disabled after entering the U.S. ‘Provide access to SSI and Medicaid to all legal

immigrants who became disabled after entering ‘the U.S. and who are not cun'cntly receiving benefits if the i ummgrant entered
before their sponsor was reqmred to sxgn a legally bxndmg afﬁdavxt of support (May, 1997)

Hew_emm Retaxn SSI and Medlcald for new entrants who become disabled after entering the U S New entrants who

.- apply for dxsabxhty beneﬁts and have legally bmdmg afﬁdavxts of support from their sponsors would have the income of their-
. sponsor deemed to them . :

. Qhﬂdmn Resto:e SSI for approxxmetely 6 000 legal 1mm1grant children curremly receiving SSI Provide access to SSI and 7
| Medicaid for legal mmngrant chxldren who are not currently reeexvmg benefits and do not have legally bmdmg affidavits of

J"

for SSI and Medxeaxd. A

‘ Reﬁagees.andasxlm Lengthen the exempnon for refugees and asylees from the first 5 years in the country to 7 years for ssI '
andMedxcaxd. L T , , , , :
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"~ Food Stamps |

- "“?0 oD

s Retain"3 in 36" time limit but redirect $470 million existmg Food Stamp Em ' oyment and Traimng ngram fundsandadd

. #76D $375-million in new funding to create an additional work slots monthly/for individuals subject to the time limits
e(mcludes the cost of provxdmg on-gomg beneﬁts to mdwuiuals fulfilling the work requirements) . :
%4040{ )E,é:

Permit States to exempt ]ﬁ percent of the mdxvxduals who would lose benefits because of the time limit, enabling States to
exempt48;600 individuals who want to work bu: are unable to find a job within the three-month time limit.
o peasly?)000
We{fare to Work ' .
e - AddSES bnlhon to TANF allocatcd to States through a formula and targeted within a State to areas with poverty and
‘ * unemployment rates at'least 20 percent higher than the State average. A share of funds would go to cities with large poverty
populations commensurate with the share of long-term welfare recipients in those cities. Eligible activities include job
retention semces, Job retention or creatmn vouchers, and private sector wage subsidies for new jobs lastmg 9 months

.. [Inciude tax mcentlves to create job opportunities for long-term welfare recipients. The new credxt would give employers a
50% credit on the first $10,000 a year of wages for up to 2 years. Also expand the existing WOTC to able-bodied childless
adults ages 18-50 who face work and tune limit requxrcments ] -

May 1, 1997




