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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 of 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 rnoneythan 
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 1998 1999 2000 2001 
2002 

Current services deficits 128 120 140 128 
109 101 

Proposals -2 +1 -23 -41 -72 
-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 1979, 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 as'sumptions prove overly 
optimistic, expedited congressional procedures call for additional 
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 ih 
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. FOFce 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) pr9grams 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 mil'lion 
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 crime 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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• 
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 assumes· enactment of requested rescissions and 

i 

Major Proposals in the President's Budget 

(In billions of dollars) 1998 1999 2000 2001 2002 

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 3 
4 3 3 16 

spectrum proposals -2 -2 -4 -6 
-22 -36 

Student loans -1 - (*) - (*) -(*) 1 
-3 

School construction 1 1 1 1 
5 

Improve third grade literacy o +(*) +(*) 
+(*) +(*) 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 
16 

Total, proposals 1 -23 -41 -72 -118 
-252 

RESULTING DEFICIT/SURPLUS 121 117 87 36 
-17 

• 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 outlays) 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 
biliion 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 
Americans, 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 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 to 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" vanity 
telephone numbers estimated to yield $700 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. About $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 const.l?uction bonds and o'ther 
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 expanaed 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 modi 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 I 

allowable inventory accounting practices. Unlike his previous 
year's proposal, the President dec+ined to specify effective dates 
for these measures. Instead, he suggested that the effective date 
be the date of first congressional action a move that has calmed 
j financial markets . 

• 
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6. RESTORING THE AMERICAN COMMUNITY' 


We said in 1991 we, would offer opportunity.{or all, demandresp~nsibility from ail, build a 
stronger American community. We said that ~his (Ira 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 give's peopLe the tools to solve their own problems and make the most of their 
own lives ... I intend to spend the'next four year:s doing ,everything. I can to help communities,to 
help themselves, to educate all Americans about what is working, and to create, in the process, a 
national community ofpurpose. . ' , , , ". 

President Clinton 
December 11, 1996 

Some American' communities have grown 
disconnected from, the opportunity and pros
perity of their, States, theirn:igions, their 
Nation, and the global economy, The pohlriza
tion of communities-isolating the poor from 

.&e well-off, the unemployed, from those who . .k, and people of one ,race or ethnicity 
'n others-frays the fabric' of our civic' 

,_".lture 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, connecting residents of 
distressed neighborhoods and rural' areas to 
the jobs and opportunities of the' regional 
marketplace, the Nation cannot compete and 
win in the global economy. ' . 

, 	 , ' 

While poverty overall is down in America, . 
the concentration of urbim poverty has risen 
in recent decades (see Chart "6-1). From 
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.l, The share 
of people living in our 100 largest cities 
who were concentrated in these extreme
poverty . neighborhoods also rose-from five 
percent in 1970, to eight percent in 1980 
to 11 percent in 1990. In suchn~ighborhoods, 

.ocial conditions are bleak. 

-} Over 60 percent of families with children 
are headed by single women; compared to 

I The President's Urban Policy Report. 1995, 

! 
I 

under 20 percent in non-poverty neighbor
'hoods. ' " 

• 	Over half of an adults have less than a 
high school education, compared to under 
20 percent in non~poverty, neighborhoods . 

- 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 'inremote 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 alleviating poverty and 
creating opportunity both across .theNation 
as well as' in the isolated areas in which 
the obstacles are so imposing. Across the 
Nation, poverty, welfare, and inequality are 
all down, while incomes and homeownership 
are up. In the hist four years, the economy 

,has created over 11 million jobs and record 
numbers of small businesses, bringing new 
hope and opportunity t9 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. 

, 	 ' 
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Chart6-1. CONCENTRATION OF POVERTY IN URBAN AREAS 

REACHED A 30-YEAR IDGH IN 1990 
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Source: U.S. Census daia for 1970. 1980. and 1990. as compiled by lohn Kasarda. Urban Underclass Database Machine Readable Files. 
, Social Science Research Council. New York. 1992 and 1993. . . , 

In particular, .communities need help to 
attract the kind and amount of private invest
ment that could spur their revitalization: 
Although Federal programs can provide sup": 
port, solutions must come from the community. 
As a result, the budget proposes' to create' 
opportunities and offer incentives for' indiyid
uals and businesses to participate directly 
in addressing local problems.:· 

National Service 

National service is rooted' in the American 
tradition of neighborhelpmg 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. res:ults. ,In doing so, the 
Corporation fosters CIVIC responsibility, 
strengthens the ties that bind us together 
as a people, and provides edticational oppor

tunity for those who make a substantial 
commitment to service. 

,. The budget proposes $809. million for the 
Corporation, a 3I-percent increase over 1997, 
with the increase targeted to the ,President's, 
America. Reads init~ative-an effort through 
whicp. 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' in . 

'helping to solve real problems. 

AmeriCorps, the Corporation's signature.ini
tiative that includes Volunteers .in Service 
to America (VISTA) and the National Civilian 

" '" . 
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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 communities 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 'repay stUdent 
loans. About 70,000 individualS will have.' 
participated in AmeriCorps in its first three 
years, and the budget supports an AmeriCprps . 
program of about 35,000 members. 

Among other national service programs:' 

• 	Learn and Serve America grants help 
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. 

• 	The National Senior' Service Corps en
gages senior citizens-an' untapped re
source with time, talent, and energy to 
meet c6mmunity 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, State, and' local. 
organizations such as Habitat for Humanity, 
the' Christian Children's Fund, the ,American. 
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 servi~e, 

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

that the Nation's governors appoint to' carry 

out service' programs. The commissions' run 


. competitions to determine what programs'o/ill

• 	 ." _ :.5 

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 service 
participants are getting things done. 

-In .one. ohio",project, nine' Am~riCorps 
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. 

• In California, 12 AmeriCorps members 
tutored 230 students, arid drop-out rates 

. fell from 50 to 20 percent~ Teachers also 
.. noted improved, attention and behavior,' 

.. among students. , . 

• 	 In Olympia, Washington, tl)ree' teams of 
retired volunteers tutored 400 students 
who were' reading below grade levels and . 
almost all were reading at their appro
priategrade 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 economic 
development and . expand opportunities' for 
their residents, and in -return they receive 

,Federal tax benefits, social service grants, 
and more flexibility 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 conimunity 
groups for job training, day care,and other 
purposes. For ECs, the 90vernment 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 regulations, a combination of tax incentives, direct 'grants, f 
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~ven 


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 
made or committed' over $2, billion' in new',; •designed to. expand the, availability. of credit" 
investment, bringing greater economic oppor-' investmenfcapit~, ,financial services,' and ' I 
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 communities that were not des~ 
ignated as EZs or ECs lack the seed capital 
to ,begin their revitalization: efforts. Thus, 
'in last year's bridget, the President proposed 
a second round of EZs/ECsto 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 
a second round of EZsIECs. 

The second round would again challenge 
communities to develop their own comprehen
sive, strategic p'lans 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 wo~ld 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 

and priority consideration for funds from 

I 
I 

Federal economic development programs and 
for, waivers of Federal requirements from 
the ,President's Community Empowerment 
Board, chaired by Vice PresidenfGore. 

, ' , 

CommuDity Development Financial 
Institutions (CDFIs) 

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

other development services in distressed urban 
and rural communities. By stimulating the 
creation and expansion of a diverse set of 
CDFIs, th~' Fund will, help develop new i 

private marketS; create healthy 'local econo- "i 

mies,. promote entrepreneurship, restoreneigh~ 
· 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 i~vestments 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, community develop
ment ventur~capital funds,' and microenter

· prise loan. funds. These institutions, not the 
CDFI Fund, decide which individual projects 

, to fmance. , 

The' budget proposes $125 million 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 progr~ has 


,dramatically exceeded expectations. In 1996; 
· the CDFI Fund received re'quests. f~r $300 
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' finan~ial and 
technical assistance, In addition" the Fund 

· awarded $13 million to 38 tradition~l banks 
and thrifts for increasing' their activities in 
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economically distressed communities and· m
vesting in CDFIs. 

Additional resources would enable the Fund 
to implement a new initiative to support 
private institutions that, provide secondary 
markets for CDFIs. leveraging public resources 
with private capital. This initiative' would 
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 
CDFIs. The' funds also would substantially 
enhance the CD:Fls' capacity to take advantage 
of coordinated, multi-faceted' community,devel
opment efforts, such as EZs and ECs. 

A similar 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, rece~ved funding for empow
erment banks, in. 1997. These. recipients will 
use $20 million· as seed money' and 'try 
to leverage much larger investments, from 

,conventional banks, foundations, non-profit 
groups, investors, and residents. Area resi
dents and businesses will have controlling 

. interest in the banks by purchasing afford ably 
priced stock. 

Finally, the budget proposed $100 million 
in non-refundable tax credits that the CDFI 
Fund would allqcate' among equity investOrs. 
in community development banks and venture 
capital funds. Investors could take the credit 
up to 25 percent of their investments-: 
in the year they invest. This initiative should 
help leverage over $1 billion of private invest
ment in distressed urban .and rural commu-' 
nities. 

Federal Relationship, With Communities 

The Administration has worked to give 
communities the' flexible tools they need to 
develop affordable housing 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. 

sector organizations to form a National Home-' 
ownership Strategy. ' 

The' partner~ are reducing the barriers 
to· horrieownership 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 
with a stable economy and low 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 develop.ment needs" and ,to 
tailor their responses . accordingly. HUD has 
paid 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, dIstressed' 
developments with smaller-scale,afford~ 

able housing and portable housing vouch
ers; 

• Restore management excellence to housing 
agencies that are systematically 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 54,00'0 .of 
~he worst public housing units in' the n€:x.t 
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 their needs can, be so different, 
no single approach will help bo.th urban 
and rural communities. :t;lor, in fact, Will 
any single approach ,help all' rural areas, 
The Administration had 'proposed giving 
States, localities, and' Tribes more flexibility . 
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, 

is spent. The budget ··proposes. $689' million 
for the RCAP, which' also would give States 
block grants for rural community and economic 
development., . " 

Goveriunent-to-Government Commitment 
to Native Americans 

The, Admiiristration continues to strengthen 
the Government-to-government relationship 
with Native Americans. 

In the. past year~ ,the Adniinistration prQ
posed' steps to advance and protect Tribal 
interests; negotiated an historic settlement 
to the, century-old land dispute behveen 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 ap,dress basic 
Tribal needs and encourage self-determination 
(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 
PERCEl\'T 
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40 
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Table 6-1. GOVERNMENT-WIDE NATIVE AMERICAN PROGRAM 
FUNDING' 

<Budget authority, dollar amounts in millions) 

Percent Percent 
1993 1997 1998 Change: Change: 

Actual Estimate Proposed 1993 to 1997 to 
. 1997 . 1998 

BlA .... ,.,. .... ~ .................................. ......................... ... ............ .. " ........ ~'... 1,647 '. 1,607 1,732 -2% +8%'
~ ~ ' ~ 

IHSt .... "' .... ~ ... ~ ... " ..... ~ ..................';..~ ..........~~........... '" .,," 2,022 2,342 2,412 +16% +3% 


. . .Subtotal, BIAlIHS .................................... "' .................. 3,669 4,144 +8% +5% 

" ' 3'949 

All other· .................... ;;......................... ; ... ~....•...... '1,833 2;138, 2,309 +17% +8% 
., 

Total ......." ................ ................................ ............ 5,502 6,087' 6,453 +11% +6%
~ ~~ 

1 IHS program level include's both budget authority and Medicaid, Medicare, and private insurance collec
tions. 

.! ' 

The Interior' Department's (DOl) Bureau 
of Indian Aifairs(BIA) and the Health' and. 
Human Services Department's Indian Health 
Service (lHS) 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 DOl's Office 
of, Special Trustee to continue' to improve 
the management of Indian trust funds. In' 
December 1996, DOl sent a report to Congress 
that outlined legislative settlement' options 
for resolving disputed balances in Tribal 
trust accounts. For anysettlement, the Admin
istration is determined to achieve fairness 
al!d justice with respect to these accounts. 
DOl 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 19~n Along WIth higher funding, IHS 
and the Health Ca're Financing Administration 

have worked together to enhance IHS' 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 highcquality med~' 
ical services to Native Americans. ' 

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 IHS. 

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 assisting 
the Native American community. In addition, 
the Administration unveiled a, number of 
initiatives to improve Federal programs for· 
Tribes.> 

. The District of Columbi,a 

The· Nation's capital,. which· should. serve 
as a symbol of pride to all Americans, 
has fallen on hard times. It faces not only 
serious budget problems, but even· serious 
obstacles to providing the most basic. services 
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 quite a State; not quite' a city, 
not quite independent, not quite dependent." 
In managing its resou"rces '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 lump sum annual payment 
in ,. recent years, it has kept the payment' 
basically flat while imposing strict limits 
on the District's budget, and taxing· powers. 

Clearly, . the ,current structure· does not 
,work. The Administration proposes 'to signifi
cantly re-order the reiationship between the. 

.. Federal and city governments in order to 
revitalize the Natipn's capital and to improve 

.. self-government within the' District. Specifi
, . cally, the Administration proposes a three

part strategy to improve the city's financial, 
managerial, and economic resources. 

First, the Federal Government would di
rectly assume certain public functions iIi,· 
which it has a clear interest: . 

• Pensions: 	The Federal Government would 
take over, tlw 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 
Federal Government (or its designee) $3.3 
billion in associated pension assets, leav
ing the Federal Government to assume the 

$4.3 billion unfunded liability. The District 
would establish new plans for its current 
and future employees. 

• Criminal justice: The Federal Government 
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. 

. " . . . . 

• 	Medicaid: 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 responsibilities 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 District's 

. obligations .to meet specific criteria. , 

Second, the· Federal Government would es~ 

'tablish the National Capital Infrastructure 

Fund (NCIF), and would provide seed money 


. from the Federal Highway Trust F:und 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, bridges, and trans'it 
facilities. ' 

. , , 

Third, the Federal Government w'ould create 
an economic development corporation (EDC) 
to provide.· grants and tax incentives . for 
economic development: The EDC would craft 
a strategic economic, developinent .plan for 
the District, and recommend· how to use 
various financial incentives that the Federal 

.Government would provide. It would build 
. local economic markets, develop, strategies. 

to link District residents to newly-created· 
jobs; and help the District foster regional' 
economic strategies. 
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And fourth, Federal departments and agen through' the President's inter-agency Task e 
cies would give the District more' intensive Force on the District of Columbia. 
technical assistance in education and training, 

The President's plan. for the. District ofhousing, transportation, health care, and pro
Columbia reflects his over~ll goals for thecurement, in order to ,contribute more· to 
Nation. It would increase opportunity forthe District's success ..For instance, the Inter
District residents, demand responsib~lity' from'nal Revenue Service would assume responsibil
the District government, and build a strongity to collect the ,District's individual income 
community in the Nation's capital that alland payroll taxes. This' fourth step would 
Americans can look to'with pride.build on the Administration's activities 

.':,' 

• ,J' 

<.~? . 
:~~, 1 



1. STRENGTHENING HEALTH CARE 


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 continu~ 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 future of America. I know it can ,be done, 
and I am determined to get it dnnp, 

President CHr ton 
December II, 1996 

Americans have good reason to be optimistic 
about the Nation's health care as we approach 
~he 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 
dis'abilities, and elderly Americans. Together, 
Medjcare 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· genetib 
basis of diseases such as breast cancer as 
well as threats from food-borne illnesses newly 
emerging infectious diseases. 

And just iIi the past year, we have witnessed 
the rapid development of new prescription 
drugs to help 'people with AID~ and other 
debilitating diseases. These new developments 
hold the potential for a vastly increased' 
life expectancy for these Americans. 

,Our private health system, already , the 
. world's most dynamic, is undergoing a dra

matictransformation-much of it positive. 
The best, private sector innovations ha~e 

helped make our delivery system more effi
cient, and have improved quality by increasing , 
consumer choice, stressing' accountability, and 
focusing on medical outcomes. 

In his first term, the President and Congress 
took important steps to improve our Nation's, 

health, care system. 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 
who have been sick have to fear that they 
will lose, their access to health insurance' 
if they lose their job or change jobs. Nor 
cari they be denied coverage because they' 
have a preexisting medical condition. More- ' 
over, the law requires insurance companies 
to seW coverage to small employer groups 
and. to individuals who lose' group coverage 
without regard to their health status.. 'It 
also made' it easier and cheaper for self
employed people to get health insurance, 
simplified health care paperwork, strength
enedMedicare's fraud and abuse efforts, 
and helped make long-term care insurance 
more affordable. 

Other. significant health care initiatives 
enacted in the last four years include laws 
requiring health plans to allow new, mother~ 
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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• Preserving Medicare 	and Medicaid, while 
reforming and strengthening both. pro:' . 
grams in important ways.. 

• Helping the growing numbers of American 
children and families who lack health in
surance cov~rage. 

• 	Strengthening the health care infrastruc- . 
ture by investing more in biomedical re
search, in programs to combat infectious 
p.iseases, in the Ryan' White AIDS pro
gnim that provides life-extending drug 
therapies to many people with AIDS, and 
in programs such ascommimity· health 
centers and Indian Health Service facili
ties that serve critically underserved popu- . 
lations .. 

Preserving Medicare. 

The budget preserves and -improves Medi
care, extending the: life of the Part A Hospital 
In'surance Trust· Fund into 2007. Like the 
President's previous two budgetS,' it gives 
beneficiaries more.' choices among. priv~te' 
health plans, makes Medicare more efficient 
and responsive. to beneficiary needs, slows 
the growth rate qf .. provider payments, and 
maintains the Part B Supplementary. MedIcal 
Insurance premium at 25 -percent of program 
costs. The plan saVeS $100 billion oyer five 
years (and $.138 billion.over six years), accord
ing to the Health CareFinancingAdministra~ 
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" generation. 

Provider Payment Reform's' and Program' 
Savings, 

• Hospitals: The budget reduces' the annual 
. inflation 	 increase,. or~~update," for- hos

pitals; reduces -payments for hospital cap
ital; reforms payments for graduatemedi. 
cal education; and begins to reform the 
payment methodology· for outpatient. de
partments while protecting beneficiaries 
from increasing· charges for those services. 

• Managed 	Care': Along with the Adminis
tration's previous proposals to reduce the 
current geographic variation in payments, 

the budget proposes a new m3I!.aged cate 
payment methodology in light of substan
tial evidence that Medicare pays too much 
for managed care plans and, in fact, loses 
money for every beneficiary 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 ~O 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 ~ fust: 
step and will continue to 'work with the 
industry to create a better reimbursement 

.' 	mechanism for Medicare managed care 
plans. 

• Physicians: 	The budget reforms physician 
payments by paying a single tipdate for 
all physician services-based on a single 
"conversion factor," or base payment 
amount, and replacing the current th.ree 
conversion factors, effective January' 1, 
1998. The bUdget' replaces 'current "volume 

'performance standards" with ~ sustainable 
growth rate. 

,. Home ,Health Agencies iSkilled Nursing 
. Facilities: The budget impleme~ts pay
ment reforms, leading to separ(lte prospec
tive payment systems for. home health care· 
and skilled nursing facilities. Prospective 
payments would begin to bring the current 
double-digit rise in: spendirig on these serv
'ices under control: The' budget also p:to~ 
poses to--reform the hoine health benefit 
by _paying for services following' a hospital 
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, th~ 

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 medic;ll equipment and 
laboratory services more -consistent with 
private market rates and reduces paYIPent 
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 competitive 
with what private purchasers pay. 

• 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. . 

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

Beneficiary 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: 

• Preventive Health Care: 	The budget covers 
new preventive health benefits including: 
colorectal screening; diabetes . manage
ment; . preventive injections . like pneu
monia, influenza, and hepatitis. B; and an
nual mammograms without coppayments. 

• Alzheimer's Respite Benefit: The budget es-· 
tablishes a !lew 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. 

• Outpatient 	 Department Payments: Pay
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 oute 

patient departments get a reimbursement 

higher than their actual costs.' In effect, 

beneficiaries pay about a 50-percent copay

mentfor 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 establishing a 
prospective payment'system for outpatient 
services and ensuring that, by 2007, bene- .. 
ficiaries pay the same 20-percent, copay
ment as they do for .other Part B.services. " ,

;..' 	 ~ . ' _ . '" ..•. '. _ ';.'" f,' '. 

• Medigap 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 '10cked in" and unable to access their 
old Medigap protections if they' switch 
back to a fee~for-service plan, 

• The 	 Working Disabled: The budget' pro- .' 
poses a Medicare demonstration project to· 
encourage Social Security Disability Insur~ 
ance (SSDI) beneficiaries to ret~rn 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 paying the premiu~s. 

Additional'High-Priority Initiatives 

The budget contains, other reforms to im
prove the Medicare program as well as adjust
ments to Medicare payments 'to ensure tha't 
rural beneficiaries have access to health care 

·services. 

• 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 pl~ns in rural, 
areas. 
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• Fraud and Abuse: The budget proposes Medicaid spending, based on spending per 
· strong fraud and abuse proyisions, includ , beneficiary in 'a base year, increased by 

ing measures to elIminate fraud in home an' aiuiual growth limit. The cap protects 
health care-such· as by ensuring' that 'States facing population growth or eco- . 
home health, agencies are' reimbursed nomic downturns because' it ensures that 
based on the location of the service, not . 'dollars follow people, '. allowing Medicaid 
the billing office, and by enabling the Sec spending rto respond to changes in caseload 
retary of Healt~ and Human Services to · , . and the economy. 
deny payments for excessive home health 

• Disproportionate Share Hospital Payments: use. The budget also would repeal several 
'. Mf:ldicaid DSH spending doubled each yearprovisions in last year's HIPAA 'law that 
. from 1988 to 1993. Although this rapidweakened anti-fraud enforcemenL To
growth has slowed, due to 1993 legislation gether, these .initiatives would save about 
that modified the' program, . the' DSH pro- ' $9 billion. . 
gram isstm large, . and the payments could 

Strengthe'ning Medicaid be targeted better. The budget proposes 
reforms to reach this goal without UnderThe budget would reform Medicaid. to give 
mining the important role these fundsStates much more flexibility to manage their 
play for providers who serve a disproporprograms, while: . 'preserving the guarantee 
tionate ,number of low-income and Medicof high-quality health 'care and . long-term 

,aid beneficiaries.services for the most vulnerable Americans
millions of children, pregnant women, people 
with disabilities, and older Americans. The. Provisions to Increase State Flexibility 
budget would.' ensure that as we control 

The budget continues the President's strongthe costs·of Medicaid, we do not compromise 
commitment to giving States the flexibilitywhat is right with the program. ' 
.to design their own Medicaid prqgram. The 

'The growth in Medicaid spending has slowed budget would ensure accountability for high
significantly over the past two years. The quality health care while enabling States 
budget, . however, ensures that our· success to develop programs that meet the special 
in bringing Medicaid spending under control . needs of their populations. 
will not be lost in future years,. when the 

• Coverage for Children: The budget wouldactuaries project that Medicaid spending will 
let States provide continuous coverage for again begin' to rise. The budget would save 
one year after eligibility is determined,$22 billion from a' combination of' policies 
guaranteeing more stable coverage forto impose a per capita limit on spending 
children and more continuity of healthand reduce Disproportionate Share Hospital 
care services:' In addition, it will reduce (DSH) payments and retarget them to hos
the administrative burden on Medicaid ofpitals that serve large numbers of Medicaid 
ficials, health care providers, and familiesand low-income patients. The budget also 
required, to refile paperwork to determinemakes a number of improvements to the 

. their children's eligibility. :Medicaid program, including changes to last 
year's welfare reform law, costing $13 billion • Coverage Without· Waivers: The budget 
over the same period. would let States, without a waiver, expand 

. coverage to any persop. whose income is 
Program Savings 

under 150 percent of the poverty line, 
• Per Capita Cap:. Even though the growth within their per-capita spending limits. ' 

in Medicaid spending has fallen in recent 
• Managed Care: The budget would allow years, aggregate Medicaid spending still 

States to enroll people in managed care·· will grow at an average annual rate of 
.. Without Federal waivers.' 

7:2 percent from 1997 to 2002. To ensure 
that Medicaid's explosive growth of the • Home- and Com~unity-b~sed' Care: The 
1980s and early 1990s. does not resume, budget would allow States to serve people 

·the budget would, set a per capita cap on needing long-term care in home- and com
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munity-based ,settings without Federal 
waivers. 

• Boren 	Amendment: The budget would re- ' 
peal the "Boren amendment" for hospitals 
and nursing homes, giving States more 
flexibility to negotiate provider payment 
rates. 

• The Working Disabled: 	The budget would 
let States establish ~ 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 'coverag~ by 
paying a premium that States would set 
on an income-related slidirig scale. 

Maintaining and Expanding 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 
)f children who do not now have it. Finally, ' 
the' budget proposes to help States ,to create 
'loluntary health insurance purchasing co
)peratives. ' 

':lealth Insurance for the Families,of 
Workers Who are In-Between Jobs 

While Unemployment remains low and, job 
:reation remains high, the fast-moving 'econ
lmy creates rapid job turnover and job elimi
lation. An estimated one in four ,workers 
rill make an unemployment claim at least 
,nee in four years. 

With health care coverage in this country 
lsually linked to employment, many workers 
Gse 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 
:lsurance 'betweeri 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 healt.hinsurance while ',their 
breadwinner' is between jobs, can make it 
financially impossibie, 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 toa' policy generally 
equivalent to the Blue CrossIBlue 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 $t7 billion in 1998, $9.8 billion ,from 
1998 to 2002. 

Health Coverage for Children 
.' " 

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 
above), and the ongoirig phase~in of Medicaid 
coverage for a million older children, these 
additionid 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 	Grants to Develop Innovative Pro· 
grams: The budget provides $750 ~illion 
a year in grants to States ($3,8 billion 

, from '1998 to 2002) to build on recent State 
successes in working with insurers, provid
ers, employers, schools, and others to de
velop innovative ways to provide coverage 
to children. This proposal would cover an' 
estimated one million children. 

• 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 b'lir
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dens on States, families, and .health care 
plans who now must determine eligibility 
at least every six month~. 

. .	Medicaid Outreach: About three million 
children are now eligible for Medicaid, but 
not enrolled. The Administration will ask 
the Nation's Governors to work with us 
to find ways· to reach and.sign up such 
children. . 

• School 	Health Centers and Consolidated 
Health Centers (CHCs): The budget pro-. 
vides more funds for CHCs to expand and 
eOhance services to working' families and 

.their children through school"based health 
clinics. . 

Voluntary Purchasing Cooperatives 

Employees in small businesses and their 
families are far likelier to be' uninsured 
than other Americans.' Small businesses ha~e 
more difficulty providing health care coverage ' 
for their workers . because , they have higher 
per capita costs due to' .increased risk and 
extraordinarily high admin~strative costs:--e The budget would make it easier for small 
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 insura~ce. compan.ies. 
The budget proposes' to empower small busi
nesses to access and purchase more affordable 
health insurance through' voluntary health 
purchasing cooperatives-providing $25. mil
lion a year in grants that States can ;~se 
for technical assistance, and setting up vol
untary purchasing cooperatives and allo,!ing 
them to access Federal Employees Healtll 
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 b'udget also invests in health care services 
for low-income and other vulnerablepopu

lations, such as American Indians and A1ask~ 
Natives. 

Expanding Biomedical and Behavioral 
Research 

The budget continues the Administration's.' 
'longstanding .commitment to. biomedical and 
behaviofalresearch,' 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 re:3earch areas such'· as HIVI 
AIDS (including efforts to develop an AIDS 
vaccine), breast cancer, spinal cord injury, 

· high' performance computing, prevention and .. 
genetic' medicine. 

The Office of AIDS Research will continue 
to coordinate all of NIH's AIDS, research.' 

'The budget also' Includes . the second year 
of fund41g for a new NIH Clinical Research 
Center, which' would give NIH astate-of-, 
the-art research facility in which researchers. 
would brin'g the' latest discoveries . directly 

· to patients' bedsides. NIH's top priority contin~ 
ues to be' financ~ng investigator-initiated re-, 
search project grants. 

Providing Direct Services and Preventive. 
Care·to Special Populations, 

While basic biomedical research lays the 
. foundation for medical advances, direct health 

'servicesa:nd .prevention activities. reduce the 
·cost' of medical .care, .. and directly benefit 
Americans by preventing disease outbreaks 
.and . promoting the population's health. The 
budget proposes. funding' increases ' for' the 
following health service and prevention activi
ties: 

• Preventing and, Treating AIDS through 
Ryan White HIVIAIDS Treatment Grants I 

. 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 lever 

) 
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would fund grants to cities and States to 
help finance medical and support services 
for individuals inf~cted 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 halfover seven years; .the 
budget include~ $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
vention activities. 

• Enhancing Food Safety: 	Too many ,Ameri~' 
cans get sick from preventable food:borne 
diseases. The Nation faces new challenges 
in this area as we enter the 2'1st 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 i1l~ 
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 

food safety system in the meat, poultry, 
and seafood indtistries~ , . 

• 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 otherwis~ get it, while reducing. 
the incidence of premature ,birth and in
fant death. As, a result, Medic~d. sav~s 
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 	Childho~ Immunizations: 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 
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

, eludes $47 million to eradicate polio-pre
ventable through immunizations
'throughout the world. 

., Improving Substance Abuse Treatment a'nd ' 
Prevention: The budget proposes ,to in
crea~~ support for the Substance Abuse 
and Mental Health Services Administra
tion's substance abuse treatment and pre
vEmtion 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
trationagain calls on, Congress to enact ' 
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Performance Partnerships, which wotild 
give States more flexibility to better target 
Federal resources to priorities. 

• 	Enhancing 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 	educationproje~ts' 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. " 

• 	Preuentingand Containing Infectio,us Dis
eases: The budget includes $103 million," 
$15 million more than in 1997, for CDC's 
cooperative efforts with States to address 
infectious disease. It, would support train- ' 
ing and applied research, and the States' 
disease, surveillance capability. All Ameri
cans face threats from infectious disea~e 
problems, such as drug resistant bacteria, 
and, from emerging vlruses, such as 'the 
'hantavirus. CDC works with State health 
departments to monitor and prevent such 
problems and to contain outbreaks. 

• Promoting Better Health Care for Native 
Americans through Indian Health Service 
(lHS): The budget proposes $2.4 billion for 
the ·IHS, $70 million over 1997. IHS clini
cal services are often the only source of 
medical' care on remote reservation la,nds, 
and this increase maintains our commit-' 
ment to American Indians and Alaska N a
tives. 

• Caring for Veteran's Health Needs through 
Veterans Medical Care: ,Continuing its 
longstanding commitment' to' veterans 
programs, the Administration' proposes 
$17.5 billion for the Department of Veter
ans Affairs' ('ifA) health system, $0.5 bi!

'lion more than in 1997. The budget would 
enable the VA health system to retain, 
and- spend for itself, all first- and third
party, medical collections. In the past; 
these,'collections have' gone to the Treas
ury; in 1998, they would support health 
services for veterans.. The budget would 
enable the VA to impleme~t eligibility, re
form legisl~tion that the President signed" 
in October 1996, and pursue ' ambitious' 
plans to restructure the health system to 
better'deliver care. 

, ",", 
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2. INVESTING IN EDUCATION AND 

TRAINING. 


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

President 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 recenf 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:, The' best-paying jobs increasingly 
will go. only to those with .education and 
training beyon<;i 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. Nevertheless,' 
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 postsecondaryeduc<1tion and train
ing can get them; that those :who need 
a second ,chance at training and education 
:>r a chance to improve or learn new skills 

throughc;lUt their working lives can get those 
opportunities; and that States and commu
nitiesthat receive Federal funds can use 
them more flexibly, with fewer regulations 

, and less paperwork.' . 

Federal resources help States improve the 
quality of education and traming 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 stud~nt achievement, the· Presi
dent has worked hard to make schools safer, 
improve tea'cher 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 arid 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 ensure 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 s7holarship 
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tax credits of up' to $1,500 for tw'o 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 morest~dents; lower stu<;lent 
loan fees and interest. rates for ,parents 
and students; the G.!. Bill for America's' 
Workers so they can choose where to get 
the best job' trainnlg, 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 falling short 
of meeting standard educationallevels-.,.a 
failure that they often have trouble overcoming 
later. In 1994, for' in~tance, 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 indepen<;lently, 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 bie~ial 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' individ\lalized 
after-school an<;l 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 tra.in over a million tutors, in
cluding 100,000 college work-study students,. 

Parents as First Teachers: 'Nothing is 
more important to children's reading skills 

.	than the time parents spend reading to, an:d 
with, them. Research shows that the ,first ' 
three years of a child's life are, crucial to his 
or her development. An earl~ e?Cposure t9 
books, even for infants, is important to prepare 
children for pre-reading. activities as toddlers, 
Reading to them for 20 minutes a day can 
make a big' differ~nce in their readiness' for 
school. To give parents help and information' 
in teaching their children, the' Administration 
proposes a, Parents as Fi~st Teachers' Chal
l!'lnge Grant Fund of' $300 million over five 
years; building on 'the current Even Start Fam
ily Literacy program to support effective, prov
en efforts that help parents help their children 
become successful readers. 

, Head Start 

A hel'ilthy, 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--improying 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 awide 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 billion for Head 
Start, $324 million, more than in 1997, to 
enable 86,000 more children to, participate 
than in 1996 arid raising program quality 
(see Chart 2-2). With this funding, the Admin
istration would be well on its way toward 
meeting the President's commitment of' a 
million children .in Head Start by' 20Q2. 

In addition, the Early Start component 
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 stimulating environment· to very young' 
children, ' 

Elementary and Secondary Educ~tion 

The Administration ,has energized State . 
and local efforts to raise student achievement 
by boosting f\Inds for various programs that 
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Table 2-1. ,THE BUDGET INCREASES REsouRcES FOR MAJOR EDUCATION AND 

',', T~G PROGRAMS,BY $15 BILLION, OR 56 PERC~NT OVER 1993 


(DoUa! amounts in ~iJlions) 


, Percent 
1993 1997 1998 Change: 

Actual Estimate Proposed 1993 to 
1998 " 

MANDATORY OUTLAYSfrAX EXPENDITURES: 
HOPE scholiuships tax credit/deduction .......... ; ........................... .. ...... ~ .. ~...... 100 4:100 NA 
America Reads (Education D~partm;mt) .......... : ................... : ......... , "H~""""" ................. 31 NA 
School construction ............................................................. : ........... . .u ............ .~ ...... , ........ 1,250 NA 
Work Opportunity Tax Credit ....................................................... .. ......... ~ •• * •• 120 160 NA 
Welfare-tp-Work Jobs Challenge ......... : ........................ : ......... , .., .... .. •••••• u ....... .........~....... 600 NA 

T~taI. manda~~ out1ay~'~d'~ eXpendit~s ...........~... .............. :. .. 220, 6,141 NA 
DISCRETIONARY. BUDGET AUTHORITY:' . ".;:" 

Head Start ........................ : .......................... : ........ , .... : ... : ............... : 2,776 3,981 4,305 ,+55% 
Elementary and secondary education: . 

America Reads (Corp. for National and Community Service) ............  .. , .................. 200 NA 
Goals 2000 , .............................. : ..... : .... , ................................. :.: ...... .. .......... ,.... : 491 620 NA 
Education technology .:..: ..... ; ...................................... : ........... : ... .. 23 305 545 +2,270% 
Title I Education for Disadvantaged .,... : ............................. : ... : .... . 6,709, 7,698, ' 8,077 , +20% 
Eisenhower.Teacher Training ............ , ............... : ..................... : .. 289 310 360 "+25% 
Special, education ...... , ..... : ........ :.~.: ... , : .............. : ...... , ... , ...... : ..... : .•.. 2,966 4,036 4;210 +42% 
Safe and drug free schools .. : ............. : ....... : ................................. . 582 540 620 +7% 
Charter schools .................... : ....................... : ...: .... , ...................... . .-0 ........... 51 100 " NA 
Afier:schoollearning centers : ..... ~ ............... : .. : .... : ..: .................. ; .. . ................ .................. 50 NA 

Postsecondary stud~nt aid: . . . . '..." 
Pell Grants ....................... : .................................................. : ....... .. 6,458 5,919 7,635 +18% 

~~:~~~o;:s~::~·~·{;t::::;:::::::::::,::::::::::::::::::::::::::::::::::::::::::::::: . 
Presidential Honors Scholarships ; ...................................... , ...... : , 

616, 830 
845, 811 

u •• ••••••• ... • 
................. 

857 
771 
132 

.+39% 
-9% 
NA 

Training and employment: . . 
Vocational education .............. : .. .'.......... : ................ :.: ......... , ......... . 1,176 1)31 1,172 -*% 
Adult education ... ::................................................ : ........................ ' 304 354 394 +30% 
School-To-Work (Education and Labod)~partments) ............... ............... 400 400 NA 
Summer Jobs for Youth ... : ............................................ .':.... ; ...... .. 849 871 871 +3% 
Job Corps ........... : .............................. ;~.:, .............. ; .• : ..................... . 966 1,154 1,246 +29% 
.Youth Opportunity Areas ............................. : ............. :.:...... : ....... . •••••• H· •••••• •••••• • ••• H ..... 250 NA 
JTPA adult/dislocated worker training ................. ;';.... , ... : ..: ... : ..... . 1,666 2,181 2,415 +45% 
Employm~nt service and One-Stops ............................. : ............ .. 975' 974 993 , +2% 

Total,' budget authority' .... ; ........... : ... :; ..........~... ; .. : ............... . 27,200 ' 32,037 36,223 +33% 

Total, ~andatory.outlays, tax' expenditures, '~nd 
budget authorlty' ........ : .. ~ .................................... , ....... .'... .. 27~00 32,257 42,36~, +56% 

STUDENT LOAN VOLUME (loan a~ount): 
Direct loans .................................... :: ....... : .................... : ........ ' .......... .. ••••••• H •••••• 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 ................:::.............................. ,': ... : ................ . 17,556 33,706 36,540. ' +108% 

NA =Not applicable .. 
"Less than 0,5 perce~t. 

States and localities then combine with their. 

own funds to help all stud!3rits 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 


initiative (discussed· earlierin;this chapter) 
and the new school construction initiative 
(discus!3ed later,): . 

The Administration's goal for elementary·~ 
. and. secondary education is to help States 
and communities raise the qualitY:9f education 



60 THE BUDGET FOR FISCAL YEAR 1998 

r. , , 

Chart2-1. INVESTMENT IN EDUCATION DEPARTMENT PROGRAMS, 
\"- .' HOPE SCHOLARSHIPS AND TAX DEDUCTIONS 

, WILL' INCREASE 56 PERCENT BETWEEN 1996 AND 2002 

DOLLARS IN BILLIONS 


50 


1996 1997 1998 im '2000 2001 2002 

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 

, goals include: 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 
up-to-date learning environment. The budget 
proposes to increase funds, for programs that' 
support these goals, and proposes more flexi
bility to enhance the success of State and 

. community efforts. 

School Construction: ,The General 'Ac
counting Office found that a third of all schools 
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 iIi 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 Oed by then-Governor Clinton) and 
President Bush in 1989, which provide clear 
national targets but ~ncourage States to de
velop their own means, to achieve them. All ' 
States have now chosen to receive Goals 2000 
funding: 

,The program is .working. In ' Maryland, 

40 percent of all students met challenging 

State~cademic standards in 1995, a 25 

percent gain over '1993. Over the' next two 

years, the Education Department seeks to 
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Chart 2·2. 36 THOUSAND NEW HEAD START OPPORTUNITIES .FOR 
CHILDREN IN 1998 OVER, 1997; ONE MILpON BY 2002 
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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 
'~pports individual school reforms. The budget 
ould finance aid' for 4,000 more schools 
lan in 1997-for a total of 16,000. schools. 
'he budget provides $620 million for Goals 
000, 26 percent more tpan in 1997. It 
leludes $15 million for parental information 
nd resource centers 'in 42 States to help 
lrents become more involved in their chiJ- ' 
ren's education and, gain skills iri child 
!aring through parent-to-parent training, hot
:les, and other activities. Each center also' 
:ovides information and training to parents 
. pre-school aged children, either through 
,e Home Instructio~ Program for Preschool 
mngsters or the Parents as Teachers pro
'am. 

Charier Schools: One way to improve the 
lality of public schools is to introduce variety 
ld competition into the system. Charter 

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 
Cent~ry 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 200l. 

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 
Con:~ess adopted, changes to focus Title I re-

t 71·723 97 -'3 
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sources morebn' low-income children, 'to 'set 'viol~~ceprograms in our schools. It helps' stu

the same high stan'd;;trds for ,those children as ' dents resolve conflicts· before they escalate into 

for all others, to hold schools accountable for tragedy, teaches them the dangers of drug lise, 

prbgress toward achieving those standards, 'an<;l helps' schools incr~as~' security. The budg~ 

and to glve States and schools great flexibility et pr9poses to s'perid$620 million-for the pro

in using Title I funds. Tl1e 'budget includes gram, ,12 percent oyer the 1997, level, and to 

$8,1 billion for Title I, fivepercenf more.than encou'rage' ,States to' adopt models of proven

in 1997. . , , ' " :,,' . ' , exce'llence. 

, . , " 

Education Technology: Education teche ' , Special Education: States have made real 

nology can expand lea'r~ingoppc:irtuniti~s for progress in giving children with disabilities a 

all students, helping ,to raise student. achieve~ "free appropriate public education," as 'the In-, 

ment but many districts lack. the resources ,'dividuals, with Disabilities Education Act 


'to integrate te~hnology fully into their school;'(IDEA)·,calls for.' The Administration will pro
curricula.' In February 1996, the, President ' 'pose amendments that Will help' iInpro~e edu-, 
challenged the public and private ,sectors, to cational results for children with ,disabilities " 
work together'to ensure that,alI childrell ,are by promoting accountability for, perfor~ance 
technologically literate by the dawn of the 21st alld focusing resources on teaching and learn-
Century, with the" communicati<;m,: math, ing. The budget provides $4.2 billion for spe
science and critical thinking' skills es!,ential, cial educatio~, four percent more than,in 1~97. 
to succ~ed in the Information Age, The budget , 
, , Bilingual 'and 'Immigrant Education: 

Proposes, substantial increases in tw,o tech-:' ' 
I ' .' The Bilingual Education program helps schoolshology programs, for a tota "'1998 Investment ' ' , 

of $50'0 million. ' , ' , improve the quality of instructional services " 
"for limited English proficient (LEP) st~dents, 

First, the Presid~.nt has <:o~miU~d $2 billion,' .te.~chkg them, English and preparing them to 

over five years for theT,echnology,Literacy 'meet the same'challengin:g academic standard!>' 

Challenge,Fund. For t998, the budget proposes ,as all ,other!'tudents. The Immigrant Edu~ 

$425 million, more than doubling, the $200, 'cation, program' 'helps ,S'tates with large con

"million that Congress provided 'in '1997:', Sec- centr~tions"~f iq1m,igrant students Who have 
ond, the budget proposes '$75, million" 32 recently arrived, helping to offset their finan
percent more than in 1997; for the T~chnology cial impact on school systems, The budget pro-
Innovation Challenge Grant program, which' poses$199 million for Bilingual Education and' 
gives' matchi;1g Fed~ral "fund!, to ,; school~ceri~ $150' millIon for Im~igrant Education, 27 per
tered, public-private partnersl}ipsto' develop cent and 50 percent more than in 1997,iespec
and implement innovative applica~ions of tech- ' 'tively" 
nology in the curriculum~ , 

Teacher Training: The,Eis~nho,wer Profes~ J.lostsecondary Education and TraininK 

sional Development program helps 'States in: ' 
 Education beyond high school is increasingly
vest in training teachers" and other educators' a prereqiiisite, for· success in' the rapidly
so that thev can help all children reach the changing" job 'market. The rising rate' of
State's chailenging academic, standards, The college attendance, over the .lasthalf~century
President proposed, anc:~J Congress enacted; : ,was'. fueled by State efforts to expand the
major' improvements in 1994 to, ensur,e' that' public' college, system; and' Federal efforts
the training is 6f high e,nough quality arid suf-; to help families pay for college.. Thepost~
ficient duration to paf off in th.e classroom., i: World,Wa; "'II GiBill was a watershed'
The budget increases funding'to $360 million, event in 'Fede,ral, investm~nt in highe~ edii
16 percent 1110re than in 1997. . . .'ccition;greatly incniasiflg benefits for rettirn-

Safe and Drug-Free Scho(;Jlsand' Coni-, . . ing servicemen. Since then, through the I-iigh

munifie~: Students can "reach their full poten er "Education: Act of ,1965' and' subsequent· 

tial onl\' in s~fe. disciplined . learning environ . am~hdr:nents,the Federal GovernmenJ has 

ments, 'The Safe and Drug-Fr~e Schools :.and , vastly ,e~panded gi-ant' ~nd ,'~ork-sttidy aid. 

Communities program helps 97 ,percent 'of to 'all low- and middle-income students, and 

school districts implement anti-drug and anti- made' it possible for every P,.merican to borrow' 


, .. ~' 
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Chart2-3. THE FEDERAL GOVERNMENT WILL'PROVIDENEARLY 
'$60 BILLION IN STUDENT AlDIN 2002, MORE THAN DOUBLE 

THE 1993 ,LEVEL 
DOLLARS.IN BILLIONS 

1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 

enough money to attend college. The rresident 
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 famili~s,' up to a $1,500 per' 
student tuition tax credit for postsecondary 
education or training. Students would' hav,e 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' foredtication and training be
tween 1997 and 2002.· 

Pell Grants: The President proposes to 
raise the mruamum Pell Grant 'award by $300, 
to $3,000, markllg 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' Gr~ts, they' are 
as likely to stay in school arid earn a degree 
as middle:-income students withoutgra~ts. 

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 undl;lrgraduate or' grad
uate degrees, or short-term vocational training 
programs. The annual maximum loan amount 
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\ 
!~ varies from $2,625 for. a first-year student fi- , ,percent of graduating students in 

..> 
} nancially dependent on his or her parents, to ' ondary scho?l in the Nation, making ....... ~ 


, $18,500 for a graduate or professional program, Governments, commitment to ~A,.Cll'=::1 
student. Under this Administration, the rate budget requests $132 million for this' 
of student loan defaults' within the first two ' 

College Work·Study: Work-studyyears after borrowers leave college has reached 
dents addi,tional aid' through Sl'llb~;ldizlan all-time low. 	 ' 
including ~ i,ncreasipgnumber of 

Before 1993, students and parents paid service positions. The budget ,nrl\nn,." 

fees of up to eight perceht of their loan milliop for Work-study,' three 
proceeds. The Student Loan Reforrp Act, of than irl 1997, and 'continues the 
1993, which the President initiated, cut the commitment to raise, ttte ' number 
fees to four percent, and has already ~aved study recipients to' a million by , ' ' 
families nearly $2 billion. The' 1993 reforms . , including , 100~000 reading tutors: 
also created the simpler, 'less costly, and America Reads. ' 
more accountable Federal Direct' Loan Pro
gram (FDLP), and gave borrowers a way G.I.Bill for Anierica's Workers 
to afford payments on their 'student loans' For tq.e past two' years, the"
based on their actual post-college income has sought to dramatically overhaul 
which the existing guaranteed loan program', plex, inefficient structure of Federal . ' 
could not do. ' ing programs ,through' his proposed 
, The budget proposes to cut the loan fees for America's Workers. It would' " 

again-by half for needy students, and by multiple programs into a single, 
a, quarter for other students and parents. work, force development system':' 
The budget, also, would continue to,' allow SlQll Grants (Le., 'vouchers) to 
schools to choose to participate in either 'need training so that they, not 'nUl"p.Hll)l!rJlIl 

the FDLP or the guaranteed loan' program- " choose wh~reto get it: It also'would "t.N·Am 

, the Federal Family Education Loan Program program administration, while 
(FFELP). In addition, it would reform FFELP count~bility by freeing States' and 
to improve Federal management and give to.focus on results, not process. 
lenders and, intermediaries financial incentives , . Although Congress did
'to prevent defaults. It also would ensure 

essential reforms,'thethat all borrowers receive a variety of repay
pressed 'ahead to reform the job

ment options. 
system under current law. The fiUill111Ul:j,W 

Presidential Honors Scholarships: The is making grants to establish One-Stop, ' 
President proposes an achievement-based Center' systems, and School-to-Work ' 

, scholarship program, rewarding the best and ' . developing Ariierica's Labor 
the brightest of high school students. It would tion System; ,expanding America's 
grant $1,000 honors awards to the top five' to help match workers to jobs 

The President's Principles for Work Force Policy Reform:: 
1. 	 Give resources for trai~ing directly to ,adultsso tiley can make info~ed choices, Wi1:h01L1t.I'1'1 


bureaucratic interference, . ' " 

2. 	 Consolidate ~nd streamline Federal program; for adults, or~nize them within the ..,,.•...-. 


Stop Career Center deli~ery system, and ensure that the private sector is a full partner. 

3. 	 Ensure strong accountability to taxpayers by establishing, hIgh standards ,forprogram~;! 

quality and giving States and localities responsibility for results. , i; at 
'4. 	 Organize Federal programs' for youth within the School-to-Work' Opportunities Act Sys~;'. to 

terns being established in States and local communities, ' . ' d( 
5. 	 [ncrease funding for work force development each year, commensurate with the needs of 

workers and the economy, ' , 
ac 
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:ountry;' and implementing new authority to 
",aive certain Federal legal and regulatory 
'equirements in order to help states and 
ocal communities make changes to the job 
:raining system. 

Comprehensive reform still requires legisla-. 
.ion.The President will again seek legislation.' 
hat reflects the principles of his G.L· Bill. 
3ecause enactment would not occur before 
he fiscal 1998 appropriations process' begins 
[l Congress, the budget pres~nts funding 
,roposals u~d;r; the current program struc
ure. 

'outb Programs 

The President is deeply committed to help
Ig States and communities help young people 
lake 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 
lrriers to postsecondary ~d~cation and train
g for all youth: In 'addition, the. budget 
'ntinues to support the goal. by helping .. 
ates develop and implement their school
-work systems. Arid it proposes additional 
sources to aid dIsadvantaged youth who 
lve left school, or are on the verge of 
ing so, and have entered the labor force. 

School-to-Work:, This initiative, which the 
,ucationand Labor Departments' fund and 
minister jointly, gives States and commu
ies competitive grants to. build corriprehen
e systems to help yomlg people move from 
;h school to car~ers 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
'Ie top-quality academic and occupational 
ining; and, pursue more postsecondary edu
ion or training. Businesses get the trained 
'kers theyneed to stay globally competitive: 
1996, 37 States and 133 local partnerships 
t . already received grants to implement 
ool-to-Work systems. The budget proposes 
o million, maintaining the 1997 level, in 
lrd with the strategy of phasing in School
york in all States by early in the next 
lde. 

fter-School Program: Young people need 
~ss to after-school activities that keep them 

off the streets and out of trouble. The Presi
dential initiative will provide $50 million to 
keep 'public ,schools op,en during non-school 
hours, ,giving students access to after-school 
tutoring and other educational andrec
reational activities in: a crime-free environment 
within their own communities. 

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 
th~ local applications-that is, those that show . 
the best chance of substantially ~ncreasing em
ployment among youth. These "seed"·. funds' 
would leverage State, ,local, an"d private re
sources. to ~ustain' ,public-private efforts to 
train anp employ youth in private sector jobs.· 
(For more' information on Empowerment Zones 
and Enterprise Commcinities, see Chapter 6.) 

Summer Youth Employment an4 Train
ing Program: The summer' jobs program . 

" gives many urban and rural disadvantaged 
students their first work experiences, and lo
calities m~y include an' academic component 
that' re-enforces the skills they have learned 
during the' school year: The budget provides 
$871 million to finance 530,000 job opportuni
ties for the summer of 1998, assuming that 

. localities !:ipend this flexible funding entirely 
on summer jobs. . 

. . . . . 
Disadvantaged Youth Year-Round Pro

gram: The year-round program helpslow-in
come youth who have dropped out of school, 
are at risk of dropping out, or are in' families 
on public assistanc;:e. 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 Job Training.· 
Partnership Act can shift resources betw,een 
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 prpyides inten
sive, work-related vocational skills training,' 
academic and social education, and support 
services to severely disadvantaged young peo
pIe in a structured residential setting. The 
budget proposes,$1.2 billion to fund opportuni~ 
ties for 70,000 young people. 

Adult Programs 

Most adults change jobs and get new 

skills by themselves or through their employ-, 
ers. But, mariy' others-particularly welfare 

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 credit, see 
Chapter 7.), 

Adult Education: The Adult Education pro
gram helps educationally disadvantaged adults 
develop basic skills (including literacy), achieve 
certification of high school, equivalency, and

' 
learn English. in 1993-94, the program served 
'ove~ 3.75 milliori adult learners-over 1.4 mil

recipients, and those permanently laid off, lion enrollments in adult basic education pro~ 
from jobs-need ,help to get the. services' grams, about 1.1 million' in adult secondary, 
and information they need to successfully 
'manage their careers. The budgetp~oposes 
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 portion of the G.!. Bill for,' 
America's Workers. 

Dislocated Workers and Low-Income 
Adult Training: The budget, p'roposes ,$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 
yvorker program provides readjustment ser:V~" 

, ices, job search assistance~ training, and other 
services to help dislocated workers find new· 

jobs as quickly as 'possible. 'The pr,ogramfor~ 
disadvantaged adults helps welfare recipients' 
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 ~elfare recipients under the new 

education programs, and over 1.2 million in 
English-as-a-second-Ianguage 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 ~timulated. ' 

One-Stop Employment Se1J)ice: The budg
et proposes $843 million for grants to the Em
ployment Service-the Nation's public labor 
exchange-and $150 million to continue huild
iug 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
terns and nine more States will receive grants 

'in July 1997. The budget would permit 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 

'States to match employers and job seekers,' 
and to provide counseling arid re-employment 
'assistance to unemployment msurance Claim
ants and others who need more helpfihding 
jobs. 
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None of our children should have to' live near a toxic' ';aste dump or eat food poisoned by pes
ticides. Our grandchildren should not hq.ve to liuein 'a :worldstripjJed of its natural beauty. We 
can and we must protect the eiwironment while advancing;the prosperity of the American people 
and people throughout the world. ' , 

"\ , . President Clinton 
, Apri122,1996 

The, President believes' that the Nation New, Approaches' for Environmenhil 

does not' have ,to choose between a strong, '~uccess ' 

economy and a clean' environment. In fact" 


'Working with Congress' ,on a, bip'artisan ' 
while the President's policies have contributed , basi~ ,whenever possible, the Adniinistration,:
greatly to four years of strong economic has pionel?red ways to protect the environment
growth with low inflation" they also have tha,tare cleaner, cheaper, arid smarter, while
produced a, cleaner, healthier environment:, ,'preserying ,natural resources for current and 
, The Administration has' helped ensure that , future ,generations. , 

the air, is, cleaner for' tens .of millions of ~~inventing DrinkingWate': Legislation: 
people. It'has, protected Yellowstone, ,one 'In August ''1996, the President signed tlie Safe 
of our national treasures and our first national , Drinking Water Act Amendments, fulfilling 
park, from the ravages of nearby mining~ :the' goals he 'outlined in 1993-to reinvent the 
It also has cleaned up more toxic waste Nation's safe drinking water legislation to bet
sites in its first three years than the previous, ' ter proteCt public health, and to authorize the 
two administrations did itl' 12 years. Mean- creation ofriew Drinking Water State Revolv~, 
while, American industry has contfnued reduc- ing Funds (SRFs) to help hundreds of commu
ingtoxic emissions, which have fallen 43 ,nitiesprotect their citizens from harmful con-
percent in the last decade. ' taminants. 

While Americans want a Government that, In' several' respects, .the, new law is, a 

helps protect the enviroriment and our nat~ral ", model fo~, regulatory reform.,' It 'gives the 


'resources, they do riot want to burden, bUSIness' ,Environmenta.l Protection Agency (EPA) more 
unduly, choke' innovation, or waste" taxpayer flexibility to' act on' contamina~ts of ,greatest 
dollars. The, Administration has reinvented risk;, ~nd to analyze 'costs and beri~fits while 
the regulatory process, cutting excessive regti.- ',maintaining public 'health as the paramount 
lation and targeting investments in programs concern. It institutes a cost-effective,commu- , 
that w~l1 have the biggest impacton.improving nity-based approach for ensuring ~afe drinking 
the environment,' protecting public health, water. Further, it affirms the right of all 
providing more opportunities for outdoorrecre- ,Americans to know the quality of their drink.: 
ation, and enhancing natural resources. The ing water and the potential threats to its 
President's strategy for environmental protec- safety, and it authorizes resources to address 
tion is' reflected in' not just the creative' Federlll mandates under the law; 
approaches the, Administration' is pursuing,Reforming Food Quality Protection: Also 

but in the priorities that the budget proposes in AugUst, based on his proposal ,of 1993, the 

to fund. President signed legislation to revolutionize 


r 
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21. EDUCATION, 'TRAINING,' EMPLOYMENT, 


AND SOCIAL SERVICES 


Table 21-1. FEDERAL RESOURCES IN SUPPQRT OF EDUCATION, 

TRAINING, EMPLOYMErIT, AND SOCIAL SERVICES 


.. ". .:.,,,' (In millions ofdollars) '. . 

Estimate1996Function 500 Actual 1997 1998 1999 2000 2001 2002 

Spending: 
Discretionary Budget Autliority ....... 36,147 42,387 46,425. 47.420 48,455 49,459 50,335 

Mandatory Outlays: 

Existing law .................................... 13,881 10,487 10.785 10,475 10,625 10,796 11,299 

~Proposed legislation .........-.... ...... -. ';"340 2,791 4.589 4,986 4.524 '1.938 

Credit Activity: 
Direct loan disbursements u ••••••• HU.·. 9,120 11,984 14,536 17,636 20,162 21,736 23,076 

••• •••••~·H •••• 

Guaranteed loans ................... ; ............ 19,816 20,958 21,256 . ~20;548 20,540 21,538 22,872 
Tax E.r:penditnres: 

Existing law ............... ~............. : .......... 25,200 27,020 27,865 29,165 .. 30,480 31,880 33.340 
. Proposed legislation ................. ~......... ................ 166· 4,919 7,201 8,862. 9,038 9,506 

The. Federal Government helps States and 
localities educate young people, helps the 
low- skilled and. jobless train for and fmd 
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

~d better lives for themselves and their' 
-famiiies. At the same t~me, 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 elementary, second
ary, and postsecondary education, 91 percent 
comes fro~ State, local, and private sources. 
The Federal Government contributes just nine 
percent. . 

But, though a small' share of the overall 
investment,' Federal spending targets impor
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 el~mentary and seco~dary schools, m6st 
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· 
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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, ~ 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 ~.!! "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 ElemeI)tary 
and Secondary Education Act give schools 
more flexibility in return for greater account
abiiity, . creating an environment in which 
the schools use resources more efficiently. 
Similarly, Federal support for "charter schools" 
enables parents, teachers, and communities 
to crea~ new, innovative public schools, which 
the States free from most rules and regula-. 
tions and, at the same time, -'hold accountable 
for . raising .student adiievement. Federal 
progress in' helping students with disabilities 
also· has proved significant. High school grad
uation rates have risen significantly, '. and 
57 percent. 'Of yout~· with disabilities are 
competitively employed within five years of 
graduating from high ~chool. 

But in the last 30 years, perhaps the 
Federal Government's' most important role 

since 1980. One reason seems to be nsmg 

tuition, caused mainly by cuts in State sup

port; 76 percent of all students attend State 

public higher education institutions. Low

incom'e families are particularly' sen'sitive 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 designed to help 

these families. 


The economic. returns to a college education 
are large. 'In 1993, f411-time male workers 
over 25 years old with at least a bachelor's 
degree earned 89 percent more than com
parabl~ ,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 -e 
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 i.mprove yvorker skills and productivity. 
These efforts help the vast majority of work

· ing-age Americans. 

Nevertheless, others ~eed additional kinds 

of assistance. Consequently, the Federal Gov

in education' has' been' to help America~s , . ernment spends nearly $7 bIllion a year 
afford to attend college, Federal grants, loans, through Labor Department programs to. help 
and work study, which went to 7.2 million .' dislocated workers train for, and find, new 
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 col1eg~ 
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 

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 

job openings. . 

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

· Nearly 70 percent of participants in the 
. t, 
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(".Ob TrainingPartneiship Act's (JTPA) Dis
, 	 loca,ted 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 ~ages that 
averaged nearly $7 an hour. 

Other programs help youth '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 experience 

•.~ore job training. 

:Workplace Safety and Law Enforcement 

The Federal Government spends about $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 
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 a~hieve. 
OSHA also helps employers institute effective 
safety and health programs, while maintaining 
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 workers 
on gove:r:nment contracts, overtime pay, restric
tions on child labor, and time off for family 

~lness or childbirth. In th,ese 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 financing 

alone.' . ' 

Nation~l Service 

The Corporation for National and Commu
nity Service, which the (}Qvernment 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 enaples 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 4> 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 thIrd 
grade. 

Along with AmeriCorps, the Corporation. 	 . 

supports the National Senior Volunteer Corps 
through which older Americans volunteer their 

. time and energy to help their communities, 
children with disabilities, and the infirm 
elderly. Nearly 600,000 older Americans would 
part:icipate in 1998. 

Public Broadcasting 

The budget proposes $325 million for the 
Corporation for Public Broadcasting (CPB) 
to help the 352' public television stations 
and the 692 radio 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. 
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Social Services 

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 disabili~es,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 scholarship tax credits 
of up to $1,500 a year for two years of 
postsecondary education, and again proposes 
tax deductions of up· to $10,OOO·for tuition 
and fees foi-college,· graduate. school, . or 
job trainIDg. 

The tax code already provides other 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 otfersemployersa ,Work Oppor
tunity Tax Credit, enabling them to claim 
a tax, credit for a portion of wages they 
pay to certain hard-to-empioy 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 .rigorous 
work requirement in order to continue receiv
ing Food Stamps. . 
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Table 22-1. FEDERAL RESOURCES IN SUPPORT OFHEALTa . 
(In millio~ of dollars) 

Estimate'1996
Function~O . Actual . '. 1997 '. 1998'. '1999' 2000 2001' 2002. 

Spending: 
DiScretionary Budget Authority....... 23,303 . 25,045 25,070 25,123 25,139 25,154 25,170 
Mandatory Outlays: 

Existing law ................ :................... . 96,806 103,541 109,601 116,321 124,764 134,621 145,107 

Proposed legislation ....................... ................ 39 3,940 3,669 2,059 -175 -4,998 

Credit Activity: . 
Direct loan disbursements ................ 25 20 ............................... : .......................... ~ ..................... . 

. Guaranteed loans ....................... : ...... . 210 . 274 105 6 .............................................. .. 
Tax Expenditures: 

Existing law ............................ :............ 72,745 79,245 85,095 91.185 97,255 103,675 110,445: 
. Proposed legislation ........................... .. ........ ".... . 8 19 12 3 3 1 

e 
, The Federal Government helps meet Ameri- . 

'.. , ~a's health care needs by directly providing 
health care services, by' promoting di.sease 
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 Congresscr~ated 
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 prenatal and child. health 
services. 

In addition,the Federal Government helps 
to . expand health care coverage to those. 

8th which it has a special obliga,tion (inc1ud
Wk veterans, uniformed military personnel, 

and American Indians and Alaska Natives), 
Id 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 1998 1, 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, m
eluding 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 

I Excluding Medicare and the military and ,veterans medical pro~ 
grams. 

l8i 



,,' ":,. I,: 

182 ""', " THE BUDGET FOR FISCAL YEAR 1998 

'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. A<iults 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 up 
to 90 percent of children with AIDS), and 
is the ~argest 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 third 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 (lHS) 
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
erva:tions', includes 49 hospitals, 190 health 
centers, and almost 300 other clinics. 

Prevention Services: Prevention can go a 
long way to improve American's health. Meas

,ures to protect public health can be as basic 
as providing good sanitation and as sophisti
cated as preventing bacteria from developing 
resistance to antibiotics., State and local health 
departments traditionally lead such efforts, 
but the Federal Govertlment-through HHS' 
Centers for Disease Control and Prevention
also provides fmancial and t~chnical 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 (NIH): 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 dinical 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 anyone time, NIH supports 35,000 
grants to unlversities, 'medical schools, and 
other. reSearch and research training matitu
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 ,sa,me 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 genetics 
and genomics research. ' 

Food and Drug Administration: 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, biological products, and· medical 
devices are safe and effective; and cosmetics 
and electronic products t,hat emit radiation.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~nsure the timely review of products' 
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_ ensure that regulations enhance public veterans who might not otherwise receive 

health, not serve as an unnecessary regulatory care. It also is a leading health care provider 

burden. In addition, the FDA supports re for veterans with substance abuse problems, 

search, consumer education, and the develop-' mental· illness, HIV/AIDS,' and spina. cord 

ment of both voluntary and regulatory meas injuries because private insurance usually 

ures to ensure the safety and efficacy of drugs, · does not fully cover these ill~esses: 

medical· devices, and foods~ . 


VA's core mission is to meet the health 
Food Safety and Inspection Service care needs of veterans who have compensable 

(FSIS): FSIS inspects the Nation's meat, poul service-eonnected injuries or very low incomes. 
try, and egg products, ensuring that they are The law makes these "core" veterans the' 
safe, wholesome, and not adulterated. With an highest priority for available Federal dollars . 
nual funding of almost $600 ~illion, ageJ:1CY ':. for health care. But. VA may provide care .' 
staff inspect all domestic livestock and poultry to lowe~.priority vete~ if resources allow 

in: slaughter plants, and conduct at least daily 
 -:and if the needs of higher-priority veterans 

inspections of meat, poultry, and egg product 
 · have been met. 
processing plants. In 1996, FSIS issued a 

major regulation that will begin' to shift re- ' In recent years, VA has reorganized its 

sponsibility for ensuring meat and poultry field facilities from 173 largely independent 

safety from FSIS to the industry. The regula medical centers into 22 Veterans Integrated 
tion should allow FSIS to better target its in-. Service Networks charged with giving veterans 
spection resources to the higher-risk elements the full continuum of care. . VA . also has· 
of the meat and poultry production, slaughter, won legislation easing restrictiolls on its ability 
and marketing processes.' to contract' for care and share resources 

with Defense. Department hospitals,state· fa

4
ederal Employees H.eaith Be~fits Pro.. . 
 cilities, and local health care providers. 
m (FEHBP): Establishe(j· in 1960, the 

HBP is America's largestemployer-spon- , Health' Research: VA's reSearch program, 
... sored multiple-choice health program, provid-·· for which the budget proposes $234 million in 

ing $17 billion in comprehensive hospital and 1998, conducts basic,' clinical, epidemiologicai, 
m~jor,medical benefits a year to about 9.6 mil- . and behavioral studies across the entire spec
lion Federal workers, annuitants, and their de- . trum of scientific disciplines.· The program 
pendents. About 86 percent of all eligible Fed · seeks to improve the medical care and health 
eral employees participate in the FEHBP,and of veterans, and enhance the Nation's knowl
they select from nearly 400 health insurance · edge of disease and disability.. 
carriers that offer a broad choice of delivery 

Health Care Education and Training:systems. The FEHBP offers full coverage upon 
The Veterans Health Administration is theenrollment-without mediCal examinations or 
Nation's largest trainer of health care profesrestrictions based on age, current health, or 
sionals. About 108,000 students a year getpre-existing condition. 
.some or all of their trainfug in VA facilities 
through affiliations with . over . 1,000 eduVeterans' Health Care 

cational institutions. The program provides


With a proposed 1998 health budget of training to medical, dental, nursing, and asso
$17.5 billion (including receipts), the Depart ciated health professions students to support
ment of Veterans Affairs (VA) provides health VA and national work force needs_ . 
care services to 2.9 million veterans through 

its national system of 22 integrated. health 


Defense Department Health Carenetworks, consisting of 173 hospitals, 491 

outpatient clinics, 135 nursing homes',' and . 
 The Defense, Department (DOD) has two 
40 domiciliaries 2. VA is an important part basic, related medical missions: (a) provide,' . 
of the Nation's social safety net because and be ready to provide,' medical services· 

half of its patients are low-income and' support to' the, armed forces during 
military operations, and (b) provide peacetime serve homeless veterans and veterans who reiomicilUllries 

'-e short-term rehabilitation. 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 (C:RAMPUS) 
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 medical" research and development 
(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; ~nd 
methods to prevent injury during military 
operations. The budget also proposes" $25 
million in 1998 for HIV R&D. 

Regulatory and Administrative Issues 
" , The sheer size and market share of Medicare 

and Medicaid significantly. affects the private 

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 repoIiing and 
record-keeping reqUirements for health facili-' 
ties in order to evaluate possible additional 
costs on privately-insured individuals, private 

. health care providers, and State ·and local 
"gov~rnments. .." . 

Tax Incentives . 

Federal tax laws help finance health insur
ance. First, employer contributions for work
ers' health insurance premiums are excluded 

. from· workers' taxable, income. Second, self
e,mployed 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 expenses 
for h~alth care-such as insurance premiums 
that employers do not pay; expenses to diag
nosis, treat, or pr:everit 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 $487.7 billion from 1998 to 
2002. " 
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Table 23-1. FEDERAL RESOURCES IN SUPPORT OF MEDICARE 
(In millions of dollars) 

Estimate1996Function 570 Actual 1997· 1998 1999· 2000 . 2001 2002 ~ : 
~.. 

Spending: . 
Discretionary Budget Authority....... 2,939 2,598 2,755 2,751 2,728· 2,727 2,728 
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 Part A 
of 1965 (and expanded in 1972), Medicare Part A covers almost all Americans age 
is a Nation~wide health insurance program. 65. or older, and .most . persons who are 

..t..or the elderly and certain people with disabi1~ . disabled for 24 months. or more and who 

.es. The program, which will spend an are entitled· to Social Security or Railroad 
,estimated $211 billion in 1998 on benefits, Retirement benefits. People with end-stage 
and administrative· costs, <;onsists of two renal disease (ESRD) also' are eligible for 
complementary but distinct parts, each tied Part A coverage. About 99. percent ·of Ameri
to a trust fund: (1) Hospital Insurance (Part cans aged 659r older are enrolled in Part. 
A) and (2) Supplementary Medical Insurance .A. along with an . estimated . 93' percent of 
(Part B), ESRD patients. Part A reimburses providers 

for the inpatient· hospital, skilled nursingOver 30 years ago, Medicare .was designed 
facility, home health, and hospice services 

to address a serious, national problem in. provided to be·neficiaries. Part A's Hospital 
health care-the elderly often could not afford· Insurance (HI) Trust Fund' receives most 
to buy health insurance, which 'was more of its . income from the' llipayrolI tax-
expensive for them than for other Americans 2.9 perCent of payroll, split' .evenly , between 
because they h3.d higher health care costs. employers l¥ld employees.. . . 
Through Medicare, the Federal, Government. 
created one insurance pool for all of the PartB
elderly while subsidizing some of the costs,' 

thus making insurance much more affordable' Part .B coverage IS optional, and it is 

for almost all elderly Americans. 
 available to.' almost all' resident citizens· '65 

years' of age or older and. to people with 
Medicare has very successfully expanded disabilities who are entitled to Part A. About 

access to quality care for the elderly. Its 96 percent of· those· enrolled in Part A· 
trust funds, however, face financing challenges. have chosen to enroll in Part B. Enrollees 
as the Nation approaches .the 21st Century. pay monthly premiums that· cover about 25 
Along with legislative proposals discussed percent of Part B costs, while general taxpayer 
elsewhere in the budget, the Health Care dollars' subsidize the remaining. costti.· . For 

tt'inancing Administration (HCFA) is working most benefiCiaries, the Government simply 
to improve Medicare, through its· regulatory deducts . the Part B ·premium . from their 
authority and demonstration programs. monthly Social Secu~ity cheeks.. 
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Part B pays for medically necessary physi
cian services; outpatient hospital services; 
diagnostic clinical 'laboratory tests; certain 
durable medical ~quipment (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, anq the 
'10 percent who do are concentrated in' a· 
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 
of Part A and B services. 

the cost 

Successes 

Medicare dramatically increased access to 
health care, .for the elderly-from slightly 
over half when the program began in 1966 
to almost 100 percent today. 

Ninety-six percent of Medicare beneficiaries 
reported no trouble obtaining care in' 1994. I 
Further, less thrui 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. 

1 Physician Payment Review Commission. 1996 Ait;'ual Report to 
Congress. 

As of December 1, 1996, 
beneficiaries have enrolled 
managed care plans. In 
in the capitated managed 
"nsk . contracts" grew by 

over 4.7 million 
in 336 Medicare 
1995, enrollment 
care plans called 
36 percent, and 

by an annualized rate of 30 percent in 

the first six months, of 1996. Managed care 

plans can potentially' provide '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 fniudulent providers, and to seek 
out and prosecute providers who continue 
to defraud Medicare and other health' care 
programs. 

Spending and Enrollment 

'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. 
Nevertheless, Part A outlays will grow by 
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, Federa~ spending 
on Medicare benefits will total an estimated 

'These figures cover Federal spending on Medicare benefits. but 
do not include' spending fmanced by beneficiaries' premium p~y. 
nlcnts or administrative costs. 
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(~·~295.1' billion, or almost 16 percent of all 
\ ,I 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 
reaching 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 
Tr,ust Fund's accounts to partially finance Part 
A spending. The Government's, career actuar-, ' 
ies predict that the, HI Trust Fund would, be
come insolvent in 2001 in current law, but the 

' resident'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, enrollment 
is expected to double while the workforce 
shrinks. As a result, only 2.2 workers will 
be available. to support each beneficiary in 
2030-<:ompared to the current four workers, 
'per beneficiary. The President proposes to 
work \Vith Congress on, a bipartisan basis 
to develop a long-term solution to this financ
ing challenge. ' ' 

SMI Trust Fund: The SMI Trust Fund re~ 
ceives 75 percent of its income from gene'ral 

Federal revenues, 25 percent from beneficiary' 

premiums. Unlike HI, the SMI Trust Fund is 

really a trlist 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 progz-am costs have been 

growing faster than the GDP and that this 

trend 'is expected to continue under present 

law," 


Demonstrations 

HCFA also conducts demonstration pro

grams to determine the efficacy of new service 

delivery or payment approaches. For' instance, 


,~.-it is launCl1ing a ChoiCes demonstration project 

to allow provider-sponsored organizations in 
 ! 

certain areas to enroll Medicare beneficiaries. 

The plans . will offer new benefit structures 


, to beneficiari~s. Another demo~stration 

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 
continually improves 'Medicare. In the last 
year, HCFA issu~d regulations 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' contr~ct with' ,Medicare from limiting' 
physicians', ability to discuss all' appropriate 
treatment options, with Medicare enrollees. 
In ,addition, the Administration is focusing 

,more on patient health outcomes and giving 
'information to consumers that should boost 
. competition ,among health plans,' generating 
higher-quality care, and a more cost-effective 
Medicar:e program., ' 

. ~" 



, "',, 

24~ INCOME SECURITY 

Table 24-1. FEDERAL RESOURCES IN SUPPORT OF INCOME 

SECURITY 


On millions of dollars) . 


. Estimate 
1996Function 600 .h:tual 1991 1998 1999 2000 2001 .2002 ,'. .. 

Spending: 
Discretionary Budget Authority ....... 27,752 26,015 32,592 36,113 38,892 40,402 41,811 

Mandatory Outlays: 

Existing law .............................. ;..... 187,994 197,391 203,649 212,394 222,232 225,644 235,394 
Proposed legislation ....................... . ............. .. 586 2,282 2,246 2,258 1,869 2,569 

Credit Activity; 
Direct loan disbursements ................ 93 . 95 73 8 .... : ........ : .................................. 
Guaranteed loans ...... : ............... ;........ 5 .5 17 34 40 40 37 

Tax Expenditures: 
Existing law ........................... ;;........... .83,027 . 84,768 . 86,279 87,922 89,509 91,266 93,019 
Proposed legislation ........................... . ....... : ..... .. 718 . 11,343 7,283 9,305 11,544 12,Q43 

The Federal Government provides about for Needy Families (TANF), and various kinds 
$220 bplion a year in cash or in-kind benefits of low-income housing assistance (discussed 
to· individuals through "income security" pro in other chapters)-and the Earned Income 
grams, including about $120 billion for pro Tax Credit (EITC).These programs, along 
grams that are part of. the "social safety with unemployment compensation (which is 
net." Since the 1930s, these "safety net" not means-tested), form the, backbone of cash 
programs, plus Social Security, MediCare, and and in-kind "safety net" . assistance in the 

Medicaid, have grown enough in size and. . Income Security function .. 

coverage so that even in the worst economic. 


Food Stamps: Food Stamps helps most lowtimes. most Americans can coUnt .on some 
income ,people get a more nutritious diet. Theform of minimum support to prevent complete 
program reaches' more people than any otherdestitUtion. The' combined effects of these' 


programs rep~ent one of the' most significant means-tested income security program-in an 

. changes in national social policy in this average month in 1996, 25.5 million people, 

century, improving the lives of millions of or 10.6 million households, received benefits 

lower-income families. and tIuit year, the program provided total ben~ 


efits 'of $23 billion. Food Stamps is the only
The remaining $100 billion for income secu-. 

Nation-wide, low-income. assistance program
rity supports general retirement and disability 

avirila~le to essentially all financially-needyinsurance programs' (excluding Social Secu-' 
households that does .not impose non-financial rity), Federal employee retirement and disabil

'criteria, such as whether households include ity programs, and housing assistance. 
children or elderly persons. (The new welfare 

.law limits the number of months that child
Major Programs le~s, able-bodied individuals can receive bene

The largest means-tested income security fits while unemployed.) The average monthly, 
programs are Food Stamps,. Supplemental per~perso~ Food Stamp benefit was about $73 
Security Income (SSI), Temporary Assistance in 1996. 

l89 
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Supplemental Security Income: SSI pro~ 
vides benefits to the needy aged, blind, and 
disabled ad~lts and children. In 1996, 6.5 mil
lion individuals received $24 billion in benefits. 
Eligibility rules· and p'ayment standards are 
uniform across the Nation. Average monthly 
benefit payments range from $256 for aged 
adults to $448 for blind and disabled children. 
Most State,s: supplement the SSI benefit. 

Temporary Assistance for Needy Fami
lies: In last year's welfare refonn law, the 
President and, Congress enactedTANF as .the 
successor to the 60-year-old Aid to Families 
with .Dependent 'Children (AFDe) 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 assis,tance they provide. " 

Ear~d 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, including 
spending on tax refunds and lower tax receipts . 
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 ~early 
$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. 

Unempwyment Compensa!wn: Unemploy
ment c()mpensation 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 

available for up to 26 weeks of unemployment. 
In 1996, about 8.5 million persons claimed un
employment benefits that totaled $2~ 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-entrailts 
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 year's welfare· reform debate focused 
on means-tested income security. programs. 
The resulting law not only replaced the 
progTam 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 looks at the 
cumulative impact across the major programs. 

For purposes below, "means~tested benefits" 
include AFDC, 8SI, certain veterans pensions, 
Food Stamps, 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 inc.ome 
Medicare or· Medicaid coverage represents 
to those covered. Consequently. we did not 
include these benefits in the analysis that 
follows. "Social insurance programs" include 

. Social ~ecurity, railroad retirement, veterans 
compensation, unemployment compensation, 

, ',' 
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Pell grants, and workers' compensation. The 
defmition of income for this discussion (cash 
and in-kind benefits), and the, notion of 
pre- and post-Government transfers, do not 
match the Cepsus ,Bureau's definitions for 
developing official poverty ~tatistics. 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. ' 

• 	The programs lifted 82, percent of the el
derly poor out of poverty. 

• 	The programsIifted about a third of poor 
,children 	and poor non-elderly adults out 
of poverty: . 

•. 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. 

• 	Means-tested benefits were responsible for 
28 percent of the individuals who were re

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

• 	 Federal tax policies, including the EITC, 
accounted for five percent of those' re
moved from poverty, including close to 20 
percent of the children. . 

• 	 The number of people removed from pov
erty in 1995 reached an all-time high. 

Efficiency 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 provisions 
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'fu.nding (the $43 billion, above) 
helped cut the poverty gap. 1 

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. 

Employee 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, apd provides retirement benefits to 
1.7 million retirees and 600,000 survivors. ,The 
Civil Servi.ce 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 Plari-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 199.8~2002. Second, 

1 Budget data' ';"ay differ from Census data: 

http:Servi.ce
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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 continuing through 
September 30, 2002.' . 

Private Pensions: The Pension and Welfare 
Benefits Administration (PWBA) establishes 
and enforces safeguards to pro~ 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 (Le., "defined 
benefit") pensions. Through its early warning 
program, PBGC also works with solvent com
panies to. more fully fund their pension prom

.e 

\ 

J 

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 p~nsion . 
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 (lRAs) are ,exempt from taxes when 
eamedand 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 .. ' 



25. SOCIAL SECURITY 


'Table 25-1. FEDERAL RESOURCES IN SUPPORT OF SOCIAL 
, SECURITY ' 

(In niillions of dollars) 

'j < Estimate1996Function 650 Actual 1997' 1998 1999 ,2000 2001 2002 

Spending: 
Discretionary Budget Authority 3,140 3,451 3,303 3,256 3,246 3,246 3.251 
Mandatory Outlays: 

Existing law ............ ; ....................... 347,051 364.232 380.935 398.622 417.735 437.963 459.686 
Proposed legislation: .. : ........... : ........ ... u~~ ••• 4' ••• n~ ........ u ..........................'"'. -5 ' 1 7 13 

Tax Expenditures:, 
Existing law ........................................ 22,890 24.170 25.285 26,465 27,765 28,875 29.935 

The Old-Age, Survivors, and DisabilitY in
surance (OASDD program, popularly known 
as S~cial 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 
dependents of disabled workers by enacting 
the 1958 amendments. 

Social Security 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 Security 
today. 

What Social Security Does 

Social Security helps alleviate poverty, pro
vide, income security, and maintain the life
styles of beneficiaries. 

Alleviating Poverty: Before the 1960s, 
when an economist at the Social Security 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. 1 

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 as well as those that follow are based on a:defi· 
nition of poverty that uses pre-tax cash income--the Cen~us Bu· 
reau's definition of income for official income and P<Jverty statistics, 
In the Income Security function discussion of how cash Rnd nOD

,cash means-tested benefits affect P<Jverty. a mOfe comprehensive 
definition of income is used. The estimated impacts on P<Jverty are 
;,ot directly comparable across chapters. 
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Chart 25-1. COMPOSmON, OF, SOCIAL SECURITY RECIPIENTS 

Income Security: Social Security was orlgi- their families who lose earned income when 
nally designed to provide a continuing income', the family provider' becomes 'disabled. Before 
baSe for eligible workers so they could main- DI, workers otten had no protection against 
tain a reasonable htcome when they, retired.' income loss due. ,to disability. To be sure, 

, In 1935, personal savings, family support, and employees disabled on the job may have 
Federal welfare programs w:ere the main. . benefited from State workmen's compensation 
,sources of income for those 65 arid older who laws. But in 1956, only about five percent 
'did not work. Today, two-thirds 'of those over ,of all permanent and total disability cases 
65 get the major portion of their income, from were work-related. Congress enacted Dl to' 
SoCial Security (see Chart 25-3). The average protect the resources, self-reliance, dignity, 
retiree receives a Social Security benefit equal and self-respect of'disabled workers, according 
to 43.1 percent of pre-retirement .income. In to. congressional~ommittee, reports~ DI 'protec
1996, Social Security paid about $300 billion tion can be 'eXtremely valuable, especially 
in retirement, survivor, and' family: benefits to' for young families th~t' have ,not been able 
about 38 million beneficiaries. to sufficiently protect themselves against the 

risk of the worker's disability. ' 
Along with retirement benefits, Social Secu-,' 

rity also provides income security fQr survivors Maintaining Lifestyles: Before Social Secu
and dependents. In 1996, Social Security rity,about half of those over 65 depended on 
paid about $69, billion in benefits to over others, primarily relatives and friends, for all 
seven million survivors and deceased workers., ' ,of their income. The same was often true for 

people with disabilities. Now, with Social Secu-
The Disability Insurance (DI) program also rity, the vast majority of th~se over age 65 

provides income s~curity for workers and and those with disabilities can live relatively 



":t" " 

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

25. SOCIALSECURITY .,,ol 195 

Chart25-2. BENEFICIARY POPULATION WITH FAMILY INCo.ME 
ABOVE AND BELOW THE POVERTY LINE 

PERCENT 

AGED INDIVIDUALS AGED COUPLES 

CALENDAR YEAR 1994 

independent lives. Moreover, their families no. aIlcy of about 67 years,and females. of 
longer carry the sole responsibility of providing . about 73. The longer people live, the longer. 
their financial support. . they will collect Social Security. The' more 

time that people spend. retired, the more 
. Growth in Retirement Benefits people .there are to support at anyone 

The retirement part of Social Security is time and· the fewer there are working and 
facing financial stress, due.to changing demo- ~ontributingto provide that support. 
graphics and the program's financing.' The 
retirement program is largely a "pay. as' Growth in Disability Benefits 
you go" program-cu:rrent' retirement benefi~ Di has grown rapidly. The program provided 
are financed by current payroll contributions. . about $43 billion to about six million disabled 
Such financing has worked well in the' past,. 'beneficiaries and their families in 1996, com
when five workers were paying for every pared to. $57 million for 150,000 disabled' 
retiree. But, when the baby boom generation workers in 1957. Growth has been especially 
retires, eventuaIIy only' two workers. will rapid in the last 10 years, with the number 
be paying for every retiree. . . of beneficiaries rising by 75 p~rcent and 

Adding to the financial stress, baby boomers : benefits rising by 125 percent. 

are having fewer babies and living longer. Why? Because growing numbers of. baby 
In 1957, ytomen had an average of 3.7 boomers are reaching the age at which they 
babies, compared to 2.03 toflay. Males born are increasingly prone to disabilities; ll10re 
in 1935 had an average life expectancy of wom'en are insured; and laws,regulations, 
60 years, and females of 63 years. By contrast,and court decisions have expanded eligibility 
baby boom males have an average life expect- for benefits. In addition, the annual share 
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Chart 25~3. PORTION OF BENEFIC~RIES THAT RELY·· 
HEAVILY ON SOCIAL SECURITY 

(Calendar year 1994) 

III 100% OF INCOME ' .0 50%-89% OF INCOME 

om 90%-99% OF INCOME • lESS lHAN 50% OF INCOME. 

of beneficiaries. leaving the rolls pas fallen 
steadily, raising questions'about whether tllose 
remaining on the rolls are all, in fact, 
eligible for benefits. To maintain Drs integrity, 
the Administration proposes to maintain sup~ 
port for continuing disability reviews (CDRs)
a periodic review of individual' cases that· 
ensures that only those eligible continue 
to receive benefits. ' 

The budget proposes a pilot program' to 
encourage DI beneficiaries (and recipients 
of Supplemental Security Income, or SS!) 
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 

Government no longer pays to these individ
uals after they.leave the rolls. " 

A Long-range Problem, 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 bipartisru':t 
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 
insolvent in 2029. The OASI Trust Fund 
would have a cash imbalance ih 2014 and, 
be insolvent in 2031. The DI Trust Fund 
would face a cash imbalance in. 2003 and" 
be insolvent in 2015. 
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Tax Expenditures 
exceeds' certain income thresholds. These ex

Social Security recipients pay taxes on clusions ' . reduce Social Security beneficiary 
their Social Security beriefits' when their 'taxes by $25 billion in 1998 and $138 billion 

. ,combined income (including Social Security) . from 1998 to 2002 . 
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Table 31-1.· BUDGET AtJTHORITY BY FuNCTION, CATEGORY AND ~e
(, 

'P." 
,; PROGRAM-Continued 

(in millions of dollars) 

Estimate1996 .Source· Actual --1-9"'""97---1-9-98---1-9-99---2-00-0-·---2"-00-1---2-00""2-

Area and regional develop
ment: 
Indian programs ................. : ...... . 490 544 457 461 . 468 474 476 

Proposed Legislation (lion- . 
PAYGO) .........•.•..•................ ~. u u ....~ ........~.... • •• ~~~...~" ............ -7 • ........................... u ...... u •••••••• u ................. u •• P ......... 

Subtotal, Indian progfams 490 544 450 461 468 474 476 

Rural development programs •... 137 451 5 55 55 5 5 
Proposed Legislation 

.... ~ ... •• •• '" .............. •••••• ;.~~H ...... ~ ....................... 0(PAYGO) ............................. . .... u ••••••;;... " ~ ~ 50 ....... ~ ............... -50 


-.
Subtotal, Rural develop
ment programs .. : ............ . 137 451 55 55 5 .'5 5 

Credit liquidating aCcounts ...... . 103 128 188 270 204 219 64 
Offsetting receipts .................... .. -359 -258 -254 -254 -258 -;264

.' 
-268 

Total, Area and regional 
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 .. ; .... ................... -1 -1 .. •••••••••~ •••• " •••••••••••••••••••• H •••• H ••••• H •••••• ~ •••••••••••••••••• 

Total, Disaster relief and 
insurance .................... .. 527 113 -32 -52 -71 -93 -113 

Total, Mandatory ........................ 898 1,135· 407 480 348 341, 164 


Total, Community and re
. gion8.I development· : ............. .. 12,543 10,448 11,327 8.813· 8,029 8,092 8,034 

500 Education, training, employ
ment, and social.services: 
Discretionary: 

Elementary, secondary, and 
vOcational education: 
Education reform ....................... . 530 691 1,245 1.261 1,208 1,045. 687 
School improvelIlent programs 1,218 1,426 1,299 1,333 1,368 1,403 1;440 

. Education for the disadvan
taged ...................................... .. 5,896 7,690 8,077 8,287 8,502 8,723 8,950 

Special education ......... ~............. . 
Impact aid .................................. .. 
Vocational and adult.education 

3.245 
693 

1.340 

4,036 
730 

1,487 

4,210 
658 

1,566 

4,319 
680 

1,607 

4,432 
697 

. 1,649 

4.547 
710 

1,692 

4,665 
.718 

1,736 

I , 
Indian education programs .... ; .. ·583 . 610 625 626 628 630 631 
Bilingual and immigrant edu. 

cation ...................................... . 
Other ...................... : .................. .. 

178 
7 

262 
7 

354 
7 

363 
7 

373 
7 

382 
7 

392 
7 I 

Total, Elementary, sec
ondary, and vocational 
education .................. ; .. . 13,690 16,939 18,041 18,483 18,864 19,139 19,226 

i 
f 

•
'J 
:~ 

" 
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Table 31-1. BUDGET AUTHORITY BY FUNCTION, CATEGORY AND -
PROGRAM-Continued 

(in millions of dollars) 

Estimate1996Source Actual 1997 1998 1999 2000 2001 2002 

Higher education: 
Student financial assistance 6,258 7,560 9,263 8,752 8,972 9,193 

Proposed Legislation (non-
PAYGO) .............................. . 752 780 812 842 

Subtotal, Student financial I 
assistance ..•....................... 6,258 7,560 9,263. 9.504 9,752 10,005 10.264 

I 

Highf>r education account .......... 837 879 903 926 949 972 995 
Proposed Legislation (non-

PAYGO) ......~........................ ................... ................... 132 141 145 148 :1,50 
~----------~--------------------------~--------~-

~ubtotal. Higher education 
I 

account ........................... .. 837 879 1,035 1,067 1,094 1,120 1,l~5 


30 46 48 49 

Total. Higher education 7;434 8,810 10,673 10,955 11,239 11,530 

Research and general edu~ 
cation aids: 
Library of cOngress ................... . 
Public broadcasting .................. .. 
Smithsonian institution ........... .. 
Education research, statistics, 

and improvement .................. .. 
Other .......................................... . 

254 
313 
459 

351 
704 

258 
296 
461 

598 
701 

277 
286 
515 

511 
784 

278 
286 
457 

519 
805 

281 
364 
457 

528 
824 

284 
364 
457 

541 
848 

I 
290 

1 

366 
I 

457 

.' 
52~ 
872 

Total, Research and gen

eral education aids ....... 2.081 2,314 2,373 2,345 2,454 2,494 


'Training and employment: 
Training and employment serv

ices ......................................... .. 4,140 5,295 5,349 5,411 5,492 5.631 
Older Americans employment .. . 373 
Federal-State employment servo. ' I 

ice ................... : ......................... . 1,192 .1,249 1,252 1,208 1,180 1,196 1,219 
Proposed Legislation (non-

PAYGO) ............................. .. -50 -50 -50 
Proposed Legislation 

(PAYGO) ............................ .. 19 38 38 38 38 

Subtotal, Federal·State em

ployment service ......... 1,192 1,249 1,271 1,246 1,168 1,184 1,207 


Welfare to work jobs ........ 6 6 7 3 ................... . 
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Table 31-1. BUDGET AUTHORITY BY FUNCTlION, CATEGORY AND 
PROGRAM~ontinued . 
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Table 31-1. BUDGET AUTHORITY BY FUNCTION, CATEGORY AND 

PROGRAM-Continued 


(in millioIlS ofdollars) 


Estimate1996Source Actual ·1997 . 1998 1999 2000 2001 . 2002 

Federal direct loan program ..... . 680 600 1,395 1,523 1,388 1,285 1,357 
. Proposed Legislation 

(PAVGO) •....•...•.................... ....~..................... ~............... -112 199 227 244 261 

Subtotal, Federal direct 
. loan program _ .. _ .....•....~... 680 600 1,283 '1,722 .1,615 1,529 1,618 

------------------------------------~----------------
Other higher education pro

grams .....•........ , ....................... . -88 -79, -82 -78 -76 -76 -73 
'Credit liquidating account 

(Family education loan pro
gram) ....................... , ......... _ .. : .. 1.153 

Total, Higher education 5.291 652 2,548 3,633 3,469. 3,479 2,602 

Research and general edu
cation aids: 

. Mandatory programs' ..... : ......... .. 21 17 18 21 22 21 22 

TrainlDg and employment: 
Trade adjustment assistance: ..... 123 114 119 97 97 97 97 

Proposed Legislatiolf . 
'<PAVGO) ............................. . u •••••••• ............... ............. 23 23 24 24............... ~••••~ ~ 


Subtotal, Trade adjustment 
assistance ........................ . 123 114 119 120 120 1.:1 121 

Welfare to work jobs (Proposed 
PAVGO legislation) ............... . ................. •••••••••• 750 1,000 1,250 ••••••••••••••••••••••••• ............••••••••• ~ u ~ H 

Payments to Ststes for AFDe 
work programs ....... : .............. .. 1,000 1,000 ................................................... , ............... : .......................... . 

------------------~----------------------------------
.Tot-al, Training and em

ployment ...................... ,. 1,123 1,114 869 1,120 1,370 121 121 

Social services: . 
Payments to States for foster 

care and adoption assistance 4,322 4,445 4,311 4,6~1 4,986 5,345. 5,773 
Proposed Legislation '. 

(PAVGO) ............................. .. ....... 4 .................................... u •••••••• H ••• 6 12 20 30 

4,322 4,445 4,311 4,637 4,998 5,365 5,803 

Family support and preserva
tion ............................. : ........... .. 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 
Rehabilitatlon sen-ices ............. .. 2,456 2,509 2,583 2,653 2,722 2,794 2,870 
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Table 31-1. BUDGET AUTHORITY BY FUNCTION, CATEGORY AND 

PROGRAM-Continued 


. (in millions of dollars) 


.. ·"e 
Estimate1996Source Actual 1997 1998 1999 2000 2001 2002 

Other social services .................. 12 16 20 24 27 31 
 .34 

Total, Social services ....... .9,3~ 9,710 9,549 9,949 10,382 10,825 . 11,342 


Total, Mandatory ........................ 15,838 11,500 18,244 15,013 15,578 14,826 14,547 


Total. Education. training, em~ 
ployment, and social serv
ices ....•.... : ..................................... 51,985 53,887 64,669 62,433 64,033 64,285 64,882 


550 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 ...................... : ....... 1,984 2.054 2.122 2.132 2,142 2,152 2.162 
Other discretionary health care 

services programs· ......•............ 5.038 5,473 5,424 5,440 5,414 5,387 5,360 

Total, Health careserv
ices ...........•..•.........•....... 8,907 9,661 9,702 9,713 9,682 9,650 '9,618 e Health research and tmining: 

National Institutes of Health .... ll,9?8 12,741 . 13,078 13,132 13,186 13,240 13,294 
Clinical trail'ling ......................... . 261 295 133 126 123 120 118 . 
Other health research and 

training .................................... 231 307 .286 281 277 273 269 

Total, Health research 
and trttining ................. 12,420 13,343 13,497 13,539 13,586 13,633 13,681 

Consumer and occupational 
health and safety: 
Food safety and in!>pection ........ 545 574 591 591 591 591 .591 

Proposed Legislation (non-
PAYGO) ............................... • ~.~ •• ~.~ ............................. ~ .. u. -390 -390 -390 -390 -390 

Subtotal, Food safety and 
, inspection ......................... 545 574 201 201 201 201 201 

Occupational safety and health 514 . 536 568 568 568 568 568 
Other consumer health pro

grams .......................... : ........ : ... 917 931 865 850 835 . 820 805 
Proposed Legislation 

(PAYGO) .............................. ...............~ ....... # ................. ~ ...... 237 252 267 282 297 

Subtotal, Other cOnsumer 
health programs ........... : .. 917 931 U02 1.102 1.10f 1;102 1.102 

Total, Consumer and oc· 
cupational health and 

. safety ........................ : .... 1,976 . 2.041 1.871 1.871 1,871 1,87i' 1,871 e , . 

Total, Discretionary ................... 23.303, .25,045 25,070 25,123 25,139 25,154 25,170 
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Table 31-1. BUDGET AUTHORITY BY FUNCTION, CATEGORY AND' 
PROGRAM~ontjnued 

(in millions of dollars) 

Estimate1996Source Actual 1997 1998 1999 2000 2001 2002 

Medicare premiums and collec
tions .: ...... : ....•........................... -21,357 -19,600 -21,307 -22,416 -23,286 -24,192 .,..25,181 
Proposed Legislation 

(PAYGO) .................... : ......... •• ~ •• ... ......... "h.~ .,. •••~ ... "." ... 211 -498 -1,439 -2,658 :...4,277
~,,~ ~ 

Subtotal, Medicare pre
miums and coDections ....• ' -21,357 -19,600 -21,096 -22,914 -24~725 '-26.850 -29,458 

Total. Medicare .... : ........... 176,713 191,472 204,120 217,235 226.436 ' 243,054 260,956 


Total. Mandatory ........................ 176,713 191,472 204,120 2F,235 226,436 243.054 260,956 

\ 

Total, Medicare ........................... , 179,652 194,070 206,875 219,986 229.164 245,781 263,684 


600 Income security: 
Discretionary: 

General retirement and dis
ability insurance: 
Railroad retirement ................... 319 300 ,284 264 248 233 219· 
Pension Benefit Guaranty Cor

'pomtion ................................... : 11 10 11 11 11 11 11 
Pension and Welfare Benefits , 

Administration and other ...... , 68 78 86 86 86 86 .86 

Totaf, General retirement 
and disability insur
ance ................................ 398 388 381 361 345 330 316 


Federal employee retirement 
and disability: 
Civilian retirement and disabil

ity program 'administrative 
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

,:·ity .................... : ............. 138 142 162 155 ' 138 138 138 

Unemployment compensation: 
Unemployment programs ad

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 ........................ 2.500 2,520 2,555 2.590 ·2,626•• u ..,,~,,~............ u .. ~ ••• u ........ H 


Subsidized, public, homeless 
and other HUD housing "'.. " .. 15,808 14,610 17,804 21,182 , 23,308 24,541 25,762 
Proposed Legislation (non-

PAYGO) ......,' ......................... ................... ··········u ... .. -855 -573 -152 . ............................... .... ,~ ~ 

Subtotal, Subsidized, pub· 
lie, homeless and other 
HUD housing ................... 15,808 14,610 16,949 20,60~ 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 millions of dollars) '. 


Estimate1996Source Actual 1997 1998. 1999 2000 2001 2002 

1 ................................................................................................................. . 


Total, Housing assistance 16,410 15,189 20,113 23,876 26,552 27,974 29,288 

Food and nutrition assistance:. 

Special supplemental food pro


gram (or women, infants, and 
 ~IIcbiJdren (WIC) ._..... __ ........... .. 3,694 3,830 4,108 4,140 4,248 4,358 4,472 ,. 

Other nutrition programs ......... . 525 513 510 496 486 476 476 


Total, Food anq nutrition 

assistance .................... . 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

ance ......................................... . 1,080 . 1,005 1,000 ·1,000 1,000 1,000 1,000 

Child care and development 


block grant ............................ .. 935 19 1,000 1,000 1,000 1,000 1,000 

Supplemental security income 


(SSI) administrative expenses 1,887 2,141 2,232 2,168 2,194 2,194 2,177 

Proposed Legislation (non-


PAYGO) .............................. . 40 70 80. 80 90 


Subtotal, Supplemental se

curity income (SS1) ad

ministrative expenses ..... 1,887 2,141 .2,272 2,238 2,274 . 2,274 2,267 


ji
Total. Other income as

sistance ......................... . 4,315 3,592 4,668 4,634 4,670 4,670 4,663 


Total, Discretionary .................. . 27,752 26,015 32,592. 36,113 38,892 . 40,402 41,811 


Mandatory: 
General retirement and dis


abilitY insurance: 

Railroad retirement .................. . 4,459 4,240 4,250 4,247 4,294 4,459 4,400 


Proposed Legislation 

(PAYGO) ............................. . 31 46 46 47 47 


Subtotal, Railroad retire
ment ........... : ....... : ............ .. 4,459 4,240 4,281 4,293 4,340 4,506 4,447 

Special benefits (or disabled 
coal miners ............................. . 1.210 1,177 1,103 1,068 1,023 976 931 

. Pension Benefit Guaranty Cor
poration .................................. . -11 -10 -11 -lQ -11 -11 -12 

Special workers' compensation 
expeI!ses ................................. . 129 150 151 158 168 175 183 

----------------------------------------------------~--

Total, General retirement 
and disability insur· eance .............................. . ·5.787 5,557 5,524 5,509 5,520 5.646 5,549 


t 

li 

I 
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Table 31-1. BUDGET AUTHORITY BY FUNCTION, CATEGORY AND 
. PROGRAM-Continue~ . 

(in millions of dollars) 

Estimate1996Source Actual 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 

(PAYGO) _::_ ............... ~••:.•••• -278 -285 ':"293 . -301 -309 

40,387 42,081 43,839 46,003 48,014 50,068 52,337 

Military retirement ....: ............... . 
Federal employees workers' 

compensation (FECA) ............ . 
Federal 'employees iife insur . . 

ance fund : ............................... . 

28,991 

218 

20 

30,195 

214 

28 

31,345 

202 

31 

32,485 

201 

35 

33,577 

197 

38 

34,616 

194 

41 

35,644 

191 

44 

.... 

Total, Federal employee 
retirement and disabil· 
ity ...................... : ........... . 69.616 72,518 75,417 78,724 81,826 84,919 88,216· 


Unemployment compensation: 
Unemployment insurance pro- . 

grams ...................................... . 22,469 22,567 24,327 25,734' ..26.999 28;096 29,145 
Proposed Legislation 

(PAYGO) .............................. -200 -200 -200 

Subtotal. Unemployment 
insurance programs ........ . 22,469 22,567' 24,327 25,734 26,799 27,896 28,945 

----~--------------------------------~------~-----
. Tr~de adjustment'assistance ..... 223 211 230 226 242 244 246 

Proposed Legislation 
(PAYGO) ............................ .. 17 24 25 26 

Subtotal, Trade adjustment 
assistance ....................... .. 223 211 230 243 266 269 272 

Total, Unemployment 
compensation .............. .. 22,692 22.778 .24,557 25,977 27,065 28,165 29,217 

Housing asSistance: 
Mandatory housing assistance 

programs ............................... .. 20 46· 46 46 44 44 43 
----~--------~~.--~--------------------------------

Food and nutrition assistance: 
. Food stamps (including Puerto 

'Rico) .......: ..... ~.:..... , ................... .. 27,661 27,624 .27.540 28,732 29,518 30.420 31,304 
Proposed Legislation 

(PAYGO)· ............................ .. 365 635 600 405 835 

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 8,912 9;367 9,836 10,347 
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Table 31-1. BUDGET AuTHORITY BY FUNCTION; CATEGORY AND t ' 
\" )

PROGRAM-Contiriued 
(in millions ofdollars) 

Estimate1996Source Actual . 1997 1998 1999 2000. 2001 2002 

Funds for strengthening mar
kets, inoome, and supply 
(Sec.32) .................................... 588 423 461 417 . 417 .417 417 


Total, Food and nutrition 
assistance ..........•.......... 36,215 37,071 .36,616 38,696 39,902 41,078 42,903 

Other uicome support: 1il 
Supplemental security income 

(SSI) ......................................... 23,828 26,711 23,718 26,437 29,717 26,454 29,722 'I 
Proposed Legislation I:

(PAYGO) .............. : ............... 224 1,703 '1,820 2,092 1,904 2,i81
••••••• ~ •• ~H ....... 
 ~~ 
Subtotal, Supplemental se- ~!' 

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 ~,901' 3,112 
Federal share of child support 

oolledions ................................ .. ~..... , ........ ~ .. 
Tempoi-ary assistance for needy 

families and related programs III 
Child care entitlement to states ~ ..~ ............. -, 

Earned inoome tax credit 
(EITC) ...... , .......... ; ...... : ..... ; .....:... 19,159 

,:..839 

13,703 
1,967 

21,163' 

-1,032 

16,836 
2,175 

21,983 

-1,097 

17,145 
2,270 

22,864 

-1,106 

17,191 
2,463 

23,818 

-1,110 

17,212 
2,653 

24,634 

-1,208 

16,960 
2,791 

25,518 

I';•
Other assistance ......................... 37 32 66 65 68 fig 69 
SSI recoveries and receipts ....... ":'1,187 -024 -1,390 -1,452 -1,626 -1,474 -1.648 

. Total, Other income sup
port ................................ 59,962 68,595 64,666 69,693 75,456 73,243 77,497 

Total, Mandatory ....... , ................ 194,292 .206,5~5 206,826 . 218~645 229,813 233,095 243,425. 
H 

Total. Income security .............. 222,044 232,580 239,418 254,758 268,705 273,497 285,236 

660 Social security: 
Discretionary: 
. Social security: 

Old.age and survivors insur· 

11 

iIi 
I 
1 

ance (OASl)administrative 
expenses .. ~~ .. '"........... u ............... ••• 1,828 2,069 2,131 2,082 2,031 2,031 2,034 

Disability insurance (01) adc 

ministrative expenses ............. 1,307 1,382 1,162 1,164 1,205 1,205 1,207 
Office of the I~pector Gen

eral-Social Security Adm ..... 5 6' 10 ·10 )10 10 10 

Total, Social security ....... 3,140 3,457 3,303 3;256 3,246 3,246 3,251 


Total. Discretionary ................... 3,140 3,457 3,303 3,256 3,246 3,246 3,251 


Mandatory: 
Social security: 

Old-age and survivors insur·. 
'ance (OASIXOff.budget) ..... : ... 305.791 317,816 331,803 345.960 360,951 377.392 393.956 e 

Quinquennial OASI and DI ad· . 

justments ..: .............................. --:332 ......... ....... , .......................................................... -553
~ 
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1 • Table 31-1. BlIDGETAUTHORITY BY FUNCTION, CATEGORY ANI.) " 

PROGRAM~Continued . 
(in millions of dollars) 

Estimate.1996Source Actual 1997 1998 1999 2000 2001 ·2002 

Disabilityjnsurance (DI)(Off
budget) .. » 43,522 45,997 50,715 54,433 58,625 63,048 67,731....... » •••••••• : ............... 


Proposed Legislation (non-
PAYGO) .............................:. -5 1 7 13............... u ....... u"..... u .................~ ............... 


Subtotal, Disability insur
ance (D1)(Off-budgetl ...... 43.522 45,997 50,715 54,428 58,626 63,055 67,744 

Intragovemmental transactions 15 10 .............~ .....................~....... ,........'"" ••••••••• ,,~.... *"'.u .........~ ...........~........,......" .... 


Total, Social security ....... 348,996 363,823 382,518 400,388 419.577 439,894 461,700 


Total, Mandatory ........................ 348,996, 363,823 . 382,518 400,388 419,577 439.894 461,700, 


Total, Social security .......... " ... " 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:e 

,,»..Loan fund program account 1 1 1 1 1 1 1 

HospitaJ and medical care (or 
veterans: 
Medical care and hospital serv

'ices ».».""".. " ............ """".,,,, ... 16,871 17,336 17,253 17,253 17,253 17,253 17,253 
. Proposed Legislation (non-

PAYGO) ·.H.· ... ~·.H.· ....·......" .. ................... .··H.·... n· .... • •• 591 670 749 825 903 

Subtotal, Medical care and 
hospital serviCes ....... " ..... 16,871 17,336 17,844 17,923 18,002 18,078 18,156 

Transfer in of collections for 
medical care (Proposed 
PAYGO legislation) 

·.····.····H·~~ 
•• H.~ ••••••• +•• 4 ......... 4 •••••4 ...... -591 -670 ...749 -625 -903 

Constr;uction of medical facili
.ties ••• u.u· .... • •• ••• •• •• ..... ··4 ............ 373 453 319 287 2137 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: 
Housing program loan subsidies 118 139 160 156 151 149 150 

Other veterans benefits and 
services: 
Other general operating .ex

penses' ............... " ... ""."..... 996 981 1,017 1,022 1,023 1,012 1,015 


Total, Discretionary 2 ." .............. 18.359 18,910 18,750 .·18.719 18,715 18.702' 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 oflosing their health care coverage. Nearly 148 million 
Americans receive their health insurance from an employment-based pfan. When these workers 
change or temporarily Jose th~ir 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 asignificant 
part of their income. 

• 	 Over 50 percent of Americans who lose their health care coverage lose it due to ajob 
change. Many of these are the spouses and children of the worker. 

• 	 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 likely to have gaps in health care 
. coverage than continuous workers. 

Providing Temporary Health Insurance Premium Assistance for Families 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 protections against pre-existing 
conditions are no~ 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 ate eligible for Medicare, Medicaid, 
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 families below 240 
percent of poverty will receive partial assistance. 



• 	 States have the fle~ibility to provide coverage in the way that hest meets the needs of 
their populations: 

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 	 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 additional 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 President invests $9.8 billion to pay 
for his proposal. 

Helping All ~orking 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 wi"l also directly help an estimated 3.3 million Americans in 1998, including 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 o( 
participants would come from families who previously had incomes above 200 percent of 
po~erty, over $30.000 for a fa.rnily of four. . 

March iO, 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 President's budget produces $9 billion in net savings between FY 1998 and 2002. 

• 	 It saves $22- billion in-gross savings from tWo policies: 

o 	 About two-thirds of the savings ($15 billion) come from reductions in payments to 
disproportionat,e share hospitals (DSH), and 

o 	 About one-third 'of the savings ($7 billion) from a per capita cap. 

• 	 It invests about $13 billion in policies such as: 

o 	 Allowing States to extend -12 months of continuous coverage to children, and 

o 	 Restoring coverage for some groups who lost it as a resultoflast year's welfare reform law. 

The President's budget also offers unprecedented flexibility so that States, not the Federal government,
can determine how best to improve Medicaid's efficiency; 

2 



WHY REDUCE DSH SPENDING 


• DSH spending skyrocketed in the early 1990s. Between 1989 and 1992, Federal payments for 
Medicaid DSH rose by over 250 percent. 

• Today, the Federal government spends, nearly $10 billion on .oSH. 

a Its growth has moderated due to laws passed in 1991 and 1993 .. 

a However, about one-third of DSH funds still may not be received by the hospitals it is 
intended.to help, according to an Urban Institute study. 

• -Both CBO and OMB predict that DSH grow rates will rise. 

a By 2002, the Federal government will spend an estimated $13 to 14 billion on DSH. 
growth rate in 2002 alone. will be 7.4 percent according to eso: -

Its 
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Federal Disproportionate Share Hospital Payments 
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DSH REDUCTIONS IN THE PRESIDENT'S BUDGET 

• 	 The Presidenfs budget reduces' Federal Medicaid spending in DSH. Specifically, itsaves $15 
billjon., or about 25 percent, relative to·the 1998 to 2002 eso baseline. It 

o 	 Freezes Federal DSH spending at 199~ levels for 1998, 

o 	 Reduces it to $9 billion in 1999, and 

o 	 Funds DSH at $8 billion per year for 2000 and subsequent years. 

• 	 Equal reductions, with an upper limit. Savings are achieved by taking an equal reduction from 
each States' 1995 DSH spending, up to an "upper limit"; These percentage reductions are: 

o 	 0 percent in 1998, 

o 	 15 percent in 1999, and. 

o 	 25 percent in 2000 and equal sub~equentyear: 


, 

If a State's DSH spending in 1995 is greater than 12 percent of its total Medicaid spending, the 
percentage reduction is applied to this 12 percent rather than the full DSH spending amount. 

o 	 The upper limit 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 
tnat the few States with high DSHspendirig··are not bearing the entireimpact of the policy. . 

. 5 



BETTER TARGETING OF DSH FUNDS 


• 	 Currently, almost all hospitals qualify as "disproportionate share hospitals." Under current 
law, any hospital with more than 1 percent of its patients covered by Medicaid is eligible for 
disproportionate share funding. . 

• 	 As DSH funding is tightened, directing the funds within States' allotments to safety net 
providers becomes more importan~. Limited Federal funding should be better targeted to 
providers that need it most hospitals that disproportionately serve a high volume of Medicaid 
patients; the uninsured, and low-income patients. ." 

• / 	 Collaboration on exact formula. Because targeting funds is technically complex and could have 
potentially disruptive effects in some States and for some providers, we want to work with 
Congress, States, providers, policy expert~ and advocates to developan appropriate targeting. 
mechanism. . . 

6 
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FUNDS FOR CERTAIN HEALTH CLINICS' 


• Helping FQHCs and RHCs make the transition. 

·0 . Federally qualified health centers (FQHCs) and rural health clinics (RHCs), like 
disproportionate share hospitals, play an important role in the safety net. 

o Tbey may be disproportionately affected by the proposal to repeal the requirement of cost
based reimbursement for these facilities. 

• Temporary FQHCl RHC fund. The President's plan includes a temporary fund of $1.4 billion over 
five years(from the DSH savings). It would sunset attheendof 2003; 

o Funds from this pool would be paid Qirectly to facilities, 

7 




WHY INTRODUCE A PER' CAPITA CAP' 


• ' Medicaid spending growth has been volatile. 
. . 

o In the early 19905, .Medicaid spending per beneficiary rose rapidly .. 

• .While Medicaid growth is low today, it may well rise again in the future. '. 

o 'In fact, eBO projects that Medicaid spending growthper'beneficiary will rise to nearly 7 
percent by 2002. 

8 
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THE PRESIDENT'S PER CAPITA CAP PROPOSAL 


• 	 , The President's budget constrains spending growth responsibly. The President's per capita 
cap proposal savings-$7 billion over five years; The per capita cap: 

o 	 Creates an incentive to reduce cost groWth without reducing coverage. 

o 	 Preserves the. Federal - State partnership. The Federal government will continue to share ' 
in the States' costs when they face unexpected recessions or changes in demographics. ' 

o 	 ,Lets States decide how to improve efficiency. States will decide how best to reduce their' 
costs through a flexible spending limit and increased program flexibility offered inthe 
President's budget. ' 

o 	 Keeps spending growth in line with the private sector. Medicaid 'spending will only be 
constrained if today's growth rates rise excessively. The growth limit, which parallels the rate 
of private spending growth,will not be breached unless Medicaid inflation rises. 

o 	 Increases taxpayer confidence in the prog'ram. By requiring a much greater level of 
budgetary accountability, the per capita caPE?nhances the public support for Medicaid. 

10 



.ComparisC?~ of Medicaid and Private 

Growth Rates Per Beneficiary 
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HOW THE PER CAPITA CAP WORKS 

• 	 . Setting the Federal limit. Each State will have one spending for its Medicaid benefits 
spending. This limit is calculated by multiplying: 

o 	 1996 Medicaid spending per beneficiary (separatelyfor aged, disabled, adults.& children) by 

o 	 An inflation adjuster, set in legislation, by 

o The actual number ofbeneficiaries covered by the States (by type of beneficiary). 

The Federal government will match State expenditures as under current law up to this limit. 

• 	 Excluded expenditures. Spending not counted toward this limit includes all OSH, Medicaid 
spending on Medicare cost sharing, and other miscellaneous expenditures unrelated to benefits. 

• 	 Setting the inflation adjuster. The President's budget limits Medicaid spending growth to the' 
average growth in nominal GOP per capita plus 2 percentage points in 1998, and plus 1 
percentage point for all subsequent years. This averages about 5 percent between 1997 and 
2002. 

Recognizing that there is a debate about what is the most appropriate index, we intend to work with 
Congress, States, researchers and others to develop the bestinflation adjuster. . 

12 



FLEXIBILITY OF THE PER CAPITA CAP 


• 	 Adjusts for changes in a State's population. 

o 	 Each State has a unique and changing mix of people it covers through Medicaid. 

o 	 Consequehtly, the per capita cap explicitly adjusts for changes in both the number and mix of 
beneficiaries. 

o 	 For instance, a State that experiences a rapid rise in its elderly population will receive a 
greater increase in their limit thana State with an equal rise in MedicClid children, given the 
higher cost of care for the elderly. . . 

• 	 Allows savings from one area to offset overspending 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 receiving full· 
matching payments. 

13 



ADDRESSING DIFFERENCES ACROSS 'sTATES 
.\ 

Helping in the transition. The budget includes about $1 billion (from the per capita cap. savings) 
in a capped, temporary pool to assist States and other entities 'who may be disproportionately 
affected by the new Medicaid policies. 

• 	 Medicaid Commission. The per capita cap represents a major change in ~edicaid financing. 
The President's budgetwill establfsh an independent, impartial commission to. examine: 

,0 	 Differences in base year speriding~ The commission will examine States' Medicaid 
spending patterns to better understand why there are differences. 
'. 	 .

° 	 Alternative Medicaid matching rates. The commission will also assess whether the current 
Medicaid matching rate, created in .the1960s, is still a fai~ and accurate formula. 

-At the end of two years, the commission will recommend any changes to the Medicaid matching 
___ 	 rate, .per capita cap groWth rates or base year spending that ensure equitable treatment across 

states. 

14 



MEDICAID FLEXIBILITY PROVISIONS 


• 	 Unprecedented flexibility. The President's proposes unprecedented flexibility in Medicaid so that 
States, not the Federal government, can determine how best to achieve. the savings targets in the 
budget. Under the plan, States can:· . 

o 	 Reform their programs without the need fora waiver, 

o . 	 Set provider payment and managed care rates with less· Federal micromanagement, and 

o . 	 Administer their programs with fewer and simpler Federal requirements .. 

15 



FREEDOM FROM WAIVERS 


• "Managed care without a waiver C1915(b)) with new quality standards 

• Home and community-based care programs without a waiver (1915(c)) 
" " " 

• Expansion topeople'with incomes upto 150 percent of poverty without a waiver (1115) 

16 



· FLEXIBILITY IN PROVIDER PAYMENTS AND MANAGED CARE 

• 	 Repeal Boren amendment 

• 	 Eliminate,cost-based reimbursement requirement for Federally qualified health centers (FQHCs) 
and rural health clinics (RHCs) 

• " 	R~place"75/25" enrollment composition rule with reasonable quality standards 

• 	 ,Reduce the number of managed care contracts subject to Federal review 

• 	 Revise outdated upper payment limits for managed care 

• 	 Allow States to let managed care plans use nominal copayments 

17 
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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 

·0 Increase matching payment for nursing home survey and certification requirements' 

18 




, MEDICAID FY 1998 PROPosALs 

STATE FLEXmILITY AND NEW INVESTMENTS 

PROMOTING STATE ~ILITY 

Increase F1e:dbUity in Provider Payment 

o Repeal Boren Amendmen' 

Repeal the Boren amendment for hospitals and nursing homes, while establishing a clear 
and simple public notice proceSs for rate setting for both hospitals and nursirig homes. ' 

Modify the process for detenilining payment rates for hospitals, nursing facilities and 
Intennediate Care Facilities for the Mentally Retarded (ICFsIMR) to add a public ' 
notification process that provides an opportunity for review and comment, which should 

, result in more mut1;lally agreeable rates. ' 

o Eliminate cost-based reimbursement (or health clinics ' 

Federal requirements that most Federally Qualified Health Centers (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 established to help theSe facilities during the 
transition. 

~ncrease F1~J:ibility in Program Eligibility 

o Allow Budget Neutral eligibility simplification and enroUment expansion' 

Enable 'States to expand or simplify eligibility to cover individuals'up to' 1 SO 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 
Medicaid eligible in'the determination ofcap number). ' 

This proposal enables States to expand to new groups that are not eligible under current 
law withoutaFederal 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 ofdifferent rules for different 
groups. Integrity ofFederal spending limits would be maintained by the cost neutrality 
requirement. 



o Guarantee eligibility (or 12 months (or children 

This proposal would permit S~tes to provide 12-month continuous <Medicaid eligibility for 
children ages 1 and older. (Continuous coverage was enacted for infants by OBRA 90.) 

<This propOsal would provide stable health care coverage for children - particularly 
children in families With incomes dose to the eligibility income limits, who' often :Jose 
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 detenitinatioDS. 

.. 

< Eliminate Unneemary Administrative Requirements ' 
< < 

, . . '. . . 

0< Eliminate OBIPeds physician.clualilicationrequil'ements < 

, < 

Federal requirements reiated to ~ynient forobstetricaI and pediatric services would be 
repealed. States would only have 'to ~ providers serving pregnant women and 
children based on their State licensure requirements '. 

The minimum provider qualification requirements under current law do riot effectively. 
address quality ofcare. In addition, current law fails to recognize all bodies ofspecialty 
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. 

o Eliminate annual State reporting requirements (or certain providers < 

State,s would no longer have to submit'reports regarding payment rates, and beneficiary . 
access to obstetricians and pediatricians~ < ',. <, 

< <~ 

Current law. assumes that access is linked to paym~t rates. However, the State-reported 
data do not reveal much regarding the<link between payment rates 8l1d access. < 

< < 

o Eliminate Federal requirements on private beaith insurance purchaSing 

Eliminate requifement that StateS pay for private health insuranCe premiunls for Medicaid 
beneficiaries where cost-effective. < < 

The C\lITent law provision is not necessary. States have an inherent incentive to move 
MediciUd beneficiaries into private health insurance where it is cost.;.effective.The 
proposed per capita spending limits increase ihis incentive. The current, deta.iled,one-size

< fits-all Federal, rules hinder States from designing programs that .most effectively suit local 
circumstances. . 



o Simplify computer systems requirements 

Eliminate detailed Federal standards for computer systems design. State syStems would.be 
held to general performance parameters for electronic claims processing and infonnation 
retrieval systems. . " . 

Current detailed requirements for syste~ design were developed for an earlier time in 
which technology wasprimitive 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 established under an outcome-oriented measurement proCess.. 

, . , 

o Reduce unnecessary penonnel requirements, 

We would work with States and State employeeS to replace the current, excessively 
detailec( and ineffective Federal rules regarding administrative issues that are properly 

. under the purview of States, such as personnel standards, and training of sub-professional
staff. ., 

Increase Flexibility ReeardincManaced Care 

o Modify upper payment limit for capitation rates 

Modify upper payment limit and actuarial soundness standards for capitation rates to 
better reflect historicaJ managed care costs by requiring actuarial review of the rates. 

The current Medicaid upper payment limit for managed care contracts (i.e., 100010 offee
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 inadequate to attract 
plans to participate. This proposal would modify the definition ofthe UPL to more . 
accurately reflect Medicaid spending. It wotild also modify actuarial soundness standards. . 	 . .. . 

, 	 , 

o Convert managed carewaiveri [191S(b)(1») to State Plan Amendments ' 

,	Permit mandatory enroUment in manag~ care.without federal waivers. States would be 
able to require enroument in managed care without applying for a freedom ofchoice 
waiver [191S(bXl)]. States would be allowed to establish mandate 'eitroUment managed 
care programs through a State plan amendment. Qualified ms, tribal, and urban Indian 
organization providers would be guaranteed the right to participate in State managed, care 
networks. 

This proposal would provide states greater flexibility in administeririg their State Medicaid 
programs by eliminating the freedom-of-choice waiver application process. States would " 
not 'have to subnut'applications for implementation or rene~. The Administration is 

, pursuing strategies to assure quality in Medicaid managed care that are more effective~d 
less burdensome than the assurances added through the whlver»rocess. Guaranteeing 
urban Indian organization providers the right to participate in State Medicaid managed 

http:would.be


,." . 

•' , care networks integrates ITUs into managed care delivery systems and recogrlizes their 
unique health delivery role.' . , . , '. . .. 

. 	 '. 

o 	 Modify Quality A.5surance with new data 'collection a~thority.while elimi~ating .' 
75f25 enroUment composition rule: ., . 

~eplace the current enrollmentcomposition rule. with anew quality ~momtoring •... 
· .system wider a benefici~ purchasing strategy, With new data collection authority ..... 

As part of the continuous effort to ensure Medicaid managed care beD~ficUuieS'receive 
quality ~ HCFA proposes to implement a "beneficiary-eeilteredpurchasing" (BCP)' 
strategy." BCP Will replace certain'current federal managed·care contract reqUirements.· . 
The current enrollment composition rule (i.e., 7Sf2S rule) requires that no more than 75 . 
percent ofthe enrollment can be Medicare and Medicaid beneficiaries.'·'Tbeeurrerit 

· requirement is a process-related;. ineffective proxy.for quality. This requirement would be··' 
· replaced with aquality momtonng system bilsed on StandardiZed performance measur~...... . 

'. " 	 .. . '. . 

HCFA. in collaboration with States, would' define and prioritize a ne~ standaCdSet of 
program performance indicators, inCluciing.a new ~uality monitoring system. Th~" '. .' 
measures would be used to quantify and compare plans' quality of care, proVide purchas
ers and beneficiaries with the meanS to holci plans accountable, and provide H9FA with' .. 
compafable data to compare the performance of State P{ograms to' effectively hold . States . 
accountable as well. .... .'. . .... : . . ' 

.This proposal would enhance theS~etary's ability' to.ensure tha:t beneficiaries' interests 
are being protected as enrollment in managed careincieases, arid to detect. and correct· 
possible abuses ,by managed ,care plai1s.."A more outcOme oriented quality review process 
is vital to the Federal and state oversight ofmanaged care plans to ensure that Medicaid. : 
beneficiaries are reCeiving th~ highest'quality care pOssible; Data would be vital to the 

· success of such an effort. . .' 	 , . 
: .'. 

'Raise thetbreshold for the federal review~fmanaged care.contracts fro~ ttleciJtrent 
,5100,006 threshold t051rilillion' contract amount (or pase threshold for federalrevi~w o·n.', 
· lives covered by plan),- . . 	 " . ...,...... . 

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

·This proposal ~ould:provide greater State.fleXi1?ilityinmanagementandoveCsight ~t . 
· Medicaid managed.care programS. It would alsO reduce the nu~ber theofnlanaged.care .' 
plan contracts requiring'HCFAreview and approval . 

• c 
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, ' 

o 	 Nominal copaymenu for HMO enrollees 
" 

PennitStates to impose nominal copayments on lI1\10 enrollees. 
" 	 , 

'This proposal would bring pollcy on Medicaid copayments for lTh-fO enrollees more in line 
" with Medicaid copayments that a State may elect to impose in fee-for service settings. It 

would also allow lI1\10s to treat Medicaid enrollees in a. manner similar to how they treat 
non-Medicaid enrollees. However, impact on beneficiaries wouid not be hannful since 
copayments, ifimposed, would Still have to be nominal. ' ' 

Increase Flexibility Regarding Lone-Term Care 

,0 Convert Home and Community Bued Waiven (1915(c» to State Plan Amendments 

Give States the option to create a home and community-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 necessity of renewing the waivers, ' 
while ensuring a high level ofcare. ' 

o 	 Increase tb,e Medicaid Federal financial participation rate from 75, percent to 85 for ' 
nuning bome Survey and Certifi~tion activitieS ' 

Raise the Medicaid Federal financial paiticipation(FFP) rate to 85 percent. ' 

Federal funding is important to maintain both quality standards established by OBRA 87, 
and resulting enforcement activities~ Increasing the Medicaid federal financial 
participation percentage to 85 percent would encourage States to increase total spending 
on nursing home survey and certification activities. ' , 

o 	 Permit waiver of probibition of nune aide training and competency evaluation 
, programs in certain (acilities. 	Oarify tbat tbe trigger (or disapproval o( nune aide 
or bome bealtb aide training' and competency evaluation programs is substandard 
quality o( care (Medicare and Medicaid).' " , 

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 ifthe State: (1) 
detennines that there is no other sUch program offered within a reasonable distance of the 
facility; (2) assures, through an oversight effort, that an adequate environment exists for 
operating the program in the facility; and (3) provides ,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 ofcare, rather than the mere occurrence of an 
extended or partial extended survey is what triggers,the sanction ofthe training program. 

The current prohibition on nurSe aide training and competency evaluation programs causes 
a special problem for rural nursing home where a comm1lnity college or other training 
facility may be inaccessible to nurse aides. This proposal would safeguard the availability 
,ofnursing homes which' might otherwise stop participation in Medicare and Medicaid as a 



,. 


result oflosmg 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 itsel( an indication that substandard 'quality 
ofcare exists in the SNF, NF, orHHA.' 

o 	 Eliminat~ repayment requirement for alternative remedies for nursing bome ' 

sanctions' " 


EJ.iminat~ the requirement for repayment of federal funds recelvedif a State chooses to use, 
, alternative remedies to correct deficiencies rather than termination ofprogram . ' 
participation. ' 

This proposal would allow States to, promote compliance by employing alternative 
remedies on nursing facilities. This provision for'alternative reme:diesgives States the, 
'flexibility for more creative implementation of the eb.forcement regulations. , . 

o ' DeI~te Inspection ,of Care requirements in mental bospitals and Intermediate Care 
Facilities for tbe·Mentally Retarded (lCFsIMR) , 

. , 
,Eliminate, the duplicative requirement for Inspection ofCare (laC) reviews iIi mental 
hospitals and ICF$"MR. The survey and certification reviews that currently take place in' 
mental hospitals and ICFsIMR would remain in place. 

Inspection ,of Care (lOC) reviews wereoriginaJIy designed to ensure that Medicaid 
,reCipients were not being forgotten in long term care facilities. The current survey process' 
has been Unproved through a new outcome-oriented process'that protects recipients in 
mental hospitals and ICFsIMR from improper treatment. Consequently, IOC reviews are 
no longer needed and are, in fact, in direct conflict with the revised ICFIMR survey 
protoCol. Thecurrent requirementfor two reviews (lOC and the ICFIMR survey) has 
become duplicative. Ifthe lac were eliminated, theICFIMR survey' and certification 
pr~ss would remain in piace. 

o 	 Alternati~e sanctions ,in Intennediate Care Facilities for tbe 'Mentally Retard~ 
(ICFsIMR) , ' 

Provide for alternative sanctions in ICFsIMR, that already are available for nursing homes. 
,Alternative sanctions that currently are available in nursing homes include: directed in
service training, directed plan ofcorrection, denial of payment for new admissions, civil 

, 'monetary penalties and temporary management. 	 ' 

Sanctions other than irnniediate tenriination were established for nursing homes under the 
OBRA-87 legislation, but not for ICFsIMR. This proPosal would extend the alternRtive 
sancti?n option tolCFsIMR. ' 
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U,S, DEPARTMENT OF HEALTH AND HUMAN SERVICES 

February 6, 1997 Contact: 	 HHS Press Office 
690-6343 

President Clinton 'sChildren's Health Initia'tive 

Overview: One ofthe Clinton Administration's major first term accomplishments 
was improving the health status ofchildren. Today, because ofwise investments in 
public health and medical research, and because ofthe work ofcountless citizens: 
Childhood immunization rates are at an all-time high and infant mortality rates are at a 
record low. More than 80 percent ofpregnant women are getting prenatal care in their 
first trimesters, ,And, teenpregnancy rates, teen birth rates andpreventable childhood 
diseases ate on the dedhie. 

In addition, the Clinton Administration has expanded health ~are access to more 
, American families. Since January 1993, the Department ofHealth .and Human Services 

(HHS) has approved 15 comprehensive state Medicaid demonstrationprojects, and the· 
framework ofone additional demonstration. HHS has also approved Medicaid waivers 
for 19 states aspart oflarger welfare reform projects, enabling states to continue 
pro'viding essential health services while encouraging independence from welfare. 
These Medicaid demonstration projects have extended health care coverage to 2.2 
millionAmericans who would not haveothetwis.e had coverage. President Clinton-also 
signed into law the historic Health Insurance Portability and Accountability Act of 
1996, These are great victories for Americanfamilies, ~ut we can and must do' even 
more. 

Today, an estimated 10 million American children -- one in seven -- are uninsured 
Most ofthem are 'members ofworking families, And. when you compare them to 
children with insurance, they arealmos/twice as likely not to have seen a physician 
during the past year. [Archives o(Pediatrics and Adolescent Medicine, 1995]. 

President Clinton recently announced a new children's health initiative that will 
extend health care coverage to up to five million children. . 

The Children's Health Initiative 

The newchildren's heaJth 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 los~ 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. 
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Children Whose Parents Earn Too Much For Medicaid But Too Little For Private Coverage 

• 	 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 billion 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 coverag~ as their parents change jobs, move from welfare to work, or remarry. The 
President'$ plan allows states to extend one year ofcontinuous 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 freque.ntly. 

• 	 Medicaid Outreach. 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, 
communities, aqvocacy groups, providers, and businesses to identify and enroll these children. 

, 	 . . . . 

• 	 Adolescents age 13-18. Current law exparids Medicaid coverage to reach poor children 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. 

###' 
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mGm..IGHTS OF THE PREsIDENT'S MEDICARE REFORM PACKAGE: 

-
.. Medicare savings - Approximately $100 billion over 5 years; $138 billion over 6 

years . 

... Medicare Trust Fund . Extends the solvency or the Trust Fund to at least 2006 
through a combination of scorable savings and the reallocation of ' 

. home health care expendirures. 

Beneficiary impact 	 Extends current law that sets Part B premium at 25., of 
program costs. This policy achieves $10 billion in savings over 
5 years (SIS billion over 6 years) ..The Part B premium would 
go ~low this percentage without. this cbange after 1998; the 
expenditures associated with the home health transfer are 
excluded from this calculation. 

Invests in preventive health care to improve seniors' health 
status aria reduce the incidence and costs of disease. The p1an 
covers colorectal screening, diabetics management, and annual 
mammoglams without copayments.and it increases 
reimbursement rates for certain immunizations to· ensure that 

. seniors are protected from pn~onia.inf1uenza. and hepatitis. 

Estab1ishes a new Alzheimer's respite benefit staning in 1998 
to assist families of Medicare beneficiaries with Alzheimer's 
. diseases. 

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 
copa~'. Our policy will prevent furtber3Dcreases ill i·. 
copaymems and reduce the copayJnent to 20 percent over the neXt 
decade~· 

. Adds Medigap protectiODS (such as new open enrollmem 
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 decide to retDm 

" 



Provider impact 

Hospitals 

Managed care 

to the fee-for-service plan. (This provision is consistent with " 
bipanisan legislation pending before COllgfess.) " . 

. ' ". ' ~ *''' . 

Provides new private plan choices. (through new PPO and' 

Provider Service Network choices) for beneficiaries. 


-
. Through a series of traditional savings (reductions in hospital 
updates, capital payments, etc..), achieves about $33 bDlion in 
savings over 5 yean (about $45 billion over 6 years). . 

Establishes new provider service.networks (PSNs), 'Ybicb will 
allow hospitals (and other providers) to establish their. own health 
care plans to compete With ~Medicare HMOs.. . :.::--.' :." 

Establishes a new pool ,of funding, ,~ut Sil billion over 5 

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 reimb:ursement formula to ensure that academic 

health 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 ($46 billion over 6 

years). Savings will come from three sources: 


(1) The elimination of the 'medical education and DSH payments 

from the HMO reimb~ement formula (these funds will be paid , 

directly to academic health centers). ' 


(2) A phased-in reduction in HMO payment rates from the ::. 

current 95% of fee-for-service pa~ to 90%. A mlmber of 

recent studies have validated earlier evidence that Medicare . 


. significantly overcompensated liMps. 1befedUcdondoes. ~ .' , 
'. start until 2000 and it accounts for a reJ.atiVely modest $6 billion 

in savings over 5 years (about $8 billion oveJ:: 6 years); and .", 

(3) Indirect savings anribut8ble to cuts in the tt8ditioDal fee-for

service side of the program (to'ihe'extent that HMO' piYmeDtS are 

based on a percentage of fee-for-service payments, HMO 

payments are reduced as the,~jt:i9~.~.i~ ~[~:~j~; ..
cut). ....' -. . 
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Home care 

Physicians 

SkiDed Nursing 
Facilities 

Fraud and Abuse 

Structural Reform 

Saves about $15 billion over 5 years ($20 billion over:6years) 
through the transition to and establishment of a new 
prospective payment system.ind .a number of progtam integrity 
(anti-fraud and abuse) initiatives. 

Home health care has ~ome one "Of the fastest growing , 
components of the Medicare program, growing at double digit 
rates. Originally designed as an acute care service for 
beneficiaries who had been hospitalized, home talth Care bas 
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 a1id'B of 
Medicare. The first 100 home health visits following a 3-day , 

,hospitalization·would be feimbursed by Part A. All other visits 
- including those not following hospitalization -.would.be ' " 
reimbursed by Part B., 

Beneficiaries will not be affected by this restoration ofthe 
original policy; nor will it count toward the 5100 billion in 
savings in the Presidem's plan. The policy avoids the need for 
excess in reductions in payments to hospitals, physicians, and 
other hei1th care providers while helping to extend the solvency 
of the Part A Trust Fund. ' ' 

Saves abOut $7 billion over 5 years (about $10 bnuon over 6 
years) through it modification of physician updates. This 
reduction is relatively small because Medicare has been relatively 

, effective in constraining growth in reimbursement to physicians. 

SaVf,!S about $7 billion over 5 years ($9 billion over 6 yeats) , 
through the establishment of a prospective payment system. 

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 proyisions Congress enacted last 
year that weaken fraUd and abuse enforcement. ) 

Brings the Mediazre 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 enrollineot for all Medicare plans , 
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, 
within independent third pany consumer consulting. 

(3) Establishing market-oriented purcb3sing 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 protecti.ons-to make it possible for 
beneficiaries to switch back from a managed care plan to 
traditional Medicare without being underwritten by insurers 
for private supplementa1 insurance coverage. This should' 
encourage more beneficiaries to opt for managed care becaUse it 
addresses the fear thai such a choice would lock them in forever.. 

Rural Health Care. 	 The plan will have a very strong package of rural health care 
initiatives. including continiJation 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). 
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I.• 	 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 ofwhich 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 halfof all children who lose health insurance do so because their 
parents lose or change jobs~ 

• 	 Children whose parents earn too much for Medicaid but too little for private 
coverage: The highest rate ofuninsured 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 

. addition, enrolled children often lose Medicaid when their family income fluctuates. 

The President'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 

• 	 The President's budget will give States grants to temporarily cover workers between jobs; 
including their children, at a costof$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 iftheir monthly income is below 100 
percent ofpoverty, and partial premium assistance if their in<;:ome is below240 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 eligiple. 

• 	 This program will help an estimated 3.3 million working Americans and their families, 
incl:uding 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 ($750 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 matching 
system (using the same matching formula as in Medicaid). 

• 	 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 uninstiredchildren. 

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. 

o 	 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 ofknowing 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 



THE PRESIDENT'S FY 1998 BUDGET: 
CHILDREN'S HEALTH INITIATIVE 

BACKGROUND 

Numbers and Trends 

'Who Are Uninsured Children and Why Are Children Uninsured 

Challenges to Covering Children 

THE PRESIDENT'S CHILDREN'S HEALTH INITIATIVE 

Medicaid Improvements for Children 

State partnership Program for Children 

Workers Between Jobs Initiative 
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Private 
63% 

44.8 million 

9.8 million 

Medicaid 
23% 

One in Seven Children Are Uninsured 

Uninsured 
140/0 

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 


1000/0 
13% 140/0Uninsured 

80% 

60% 

400/0 

20% 

0% +1----

Medicaid 

Employment-Based 
Coverage 

1987 1995 
Note: While 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. 
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The Number of Uninsured Children Above Medicaid. 


1987 


10 

8 

6 

4 

2 

o I 

8.5 million 

(13% of Children) 


3.3 
million 

.' 

Eligibility Has Increased 


Above 133 Percent of 

Poverty 


At or Below 133 Percent 

of Poverty 


9.8 million 

(14% of Children) 


5.1 
million 

1995 


Note: Beginning in 1990, states were required to cover children under 6 to 133% of poverty and phase in coverage for children 6 through 18 below poverty. In 1995, children up to age 
13 were eligible for Medicaid. Many states have used options to cover children at higher incomes. 
Source: EBRI,1996 
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Uninsured Children Come From Working Families 

Non-Working 
Parents 

Working Parents 

13% 

87% 

Note: 62% of uninsured children have parents who work full year, full time 

Source: March 1996 Current Population Survey. Children are less than 18 years old. 
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Not All Uninsured Children Are Poor 

("Poverty" is a.bout $16,000 for a family of four) 


200% of Poverty Poor: 

and Above Under 100% of Poverty 
34%30% 

Near Poor: 

.·1 00-200% of Poverty 


36% 


Source: March 1996 Current Population Survey. Children are less than 18 years old. 



THE PRESIDENT'S FY 1998 BUDGET: PERi'CAPITA CAP & DSH 
, REDUCTIONS 

,IN THE MEDICAID PROGRAM 

The President's budget saves 59 billion in net savings over five years and takes a number 
ofsteps to preserve and strengthen the Medicaid program. It preserves the guarantee of 
coverage (or 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 fisCal discipline and 
building on the sucCess ofthe paSt few years in constraining excessive growth in 
spending. 

• 	 .Contains Im~rtant Investments in Medicaid~ The President's budget invests 
, about 513 billion in expanding coverage for eligible children, restoring coverage, 

for some groups who lost it as a result oflast 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 Spending Growth Has Slowed and Achieves Modest 
Savings. The 522 billion in gross savings comes from two sources: 

• 	 Reducing DSB. ' Two thirds ofthe savings, or roughly 515 billion, comes 
from reducing the amount the'Federal government spends on so-called 
"disproportionate share hospitals» (DSH). ' 

• 	 Implementing a Per Capita Cap. One third ofthe savings, or roughly S7 
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 ofa 52.4 billion inves1ment 
to assist States and providers in the transition to the new DSH and per 
capita cap policies. About 51.4 billion over five years will be included in a 
supplemental fund, to help cover the costs ofcare delivered in Federally
Qualified Health Centers (FQHCs) and Rural Health Clinics (RHCs). In 
addition, 51 billion 9ver 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 S15 Billion Over Five Years) 

• 	 ControUing DSH Spending. The Federal government will spend about 
510 billion on DSH in FY 1998, which is an important soUrce ofsupport 
,for many hospitals that serve a disproportionate number of Medicaid and 
low-income patients. In the late 1980's and early 1990's, 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 thatthe 
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 
equal percentage reduction from States' 1995 DSH spending, up to an 
"upper limit" H a State's DSH spending in FY 1995 is greater than 12 
percent oftotal 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 balan~ 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" Wliey ensures 
that the few States with high DSH spending are not bearing most of the 
impact ofthe savings policy. 

• 	 Better Targeting DSH Money. The Administration believes 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 poliey 
to target DSH·funds more effectively is technically complex and could have 
potentially disruptive effects in some States and far providers, our poliey 

. does not specify a mechanism for targeting. We want to work with the . 
Congress, the States, providers, policy experts and advocates to develop an 
appropriate targeting mecbanism .. 

• 	 Helping FQHCs and RHes Make the Transition. To respond to the 
special needs ofcritical safety net providers, the President's plan includes a 
temporary fund ofabout $1.4 billion over five years to help cover the co$ts 
ofcare delivered in FQHCs and RHCs... The ,Adininistration believes that 
this supplemental fund will help these providers dming the transition to a 
per capita cap, and will also colDpensate for our proposed repeal ofcost
based reimbursement for these facilities, effective in FY 1999. 

• 	 Implements a Pe.r Capita Cap (57 BOOon Net Savings Over FiVe Years). 
Under the per capita cap poliey, 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 adjusting the cap when enrollment increases when, for example, there is an 
economic recession. The per capita cap will work as'follows: 

• 	 Calculating the Cap. The cap would be the product of three components: 

1) State and Federal spending per beneficiary in the base year (FY 1996), 
including administrative costs; 	 . 

2) An index specified in legislation (for years between the base year and the . 
, current year); and ' 

3) The number ofbeneficiaries in the current year. 

To allow for a change in the mix of Medicaid beneficiaries overtime; the 
. plan would calculate the cap by using the specific spending per beneficiary . 

and number ofbeneficiaries in four subgroups: the elderly, individuals with 
disabilities, non-disabled adults, and non-disabled children. The spending 
for each of the fo~ groups would be combined to establish the spending 
limit for the State. 

Each State would be able to use savings from one group to support 
expenditlD'es for other groups or to expand benefits or coverage. Once the 
cap is calculated, it would be multiplied by the State matching rate to ;', 
determine the maximum Federal spending in each state. The Federal match 
would continue until the capped amount for the State is reached. 

• 	 . Determining 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 factOIS.that account for Medicaid's high utilization and . . 
intensity. Over the budget period-I99g...2002~the index would allow per 
capita spending to increase by an average of5 percent per year. By 1999 . 
and $Ubsequent years, the index will be nominal GDP per capita plus 1 
percent. 

. • 	 Finding the Mos" Appropriate Index. . Our policy developmentto 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 th~ is a debate &bout which isthem(')st appropriate index, we intend 
to work with the Congress, the States, })91icy experts, and other 
stakeholclers in order to facilitate the development ofthe best index 
possible. . 



I • 	 Exempting Spending FroDi the Cap_ Certain aspects ofMedicaid . 
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 capita cap. 

• 	 . Assessing the Impact of the Per Capita Cap. After 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. 

Ifthe 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 
o~ a per-person basis-the per capita cap will produce little to no savings. 
But ifthe projections that per capita spending growth will rise again turns 
out to be correct, the Administration's policy will prevent that increase 

.from. overtaking oUr balanced budget. 

• 	 Creates Transition Pool for Those Who Are Disproportionately Affected By 
New Policy. We also include about $1 billion in capped "transition pool" fimding 
over five years to assist States and safety net providerS who are disproportionately 

, affected by the Medicaid savings policies. 



. THE PRESIDENT'S FY 1998 BUDGET 

INITIATIVE FOR FAMILIES OF WORKERS BETWEEN JOBS 


Job changes put all families at risk oflosing their health care coverage. Nearly 148 million' 
Americans receive, their health insurance from an employment-based plan. When these workers 
change or temporarily Jose 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 ofAmericans who lose their health care coverage lose it due to a job . 
. change. Many ofthese are the spouses and children of the worker. 

• 	 Over one-third ofworkers who left an insured job, became Unemployed, and received 
. unemployment insurance become uninsured. 

• 	 Workers withjob changes are more than three times as likely tO'have gaps in health care 
coverage than continuous workers. 

Providing Temporary Health Insurance Premium Assistance for Families 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 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 atime in which they lose much oftheir income. To ensure 
cost effectiveness, it does not cover individuals who are eligible for Medicare, Medicaid, 
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 .families below 240 
percent ofpoverty will receive partial assistance. . 



'. 


• 	 States have the flexibility to provide ~overage in the way that best meets the needs of 
their populations: 

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 	 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 additional 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 ofworkers between jobs and their families if 

unapticipated problems develop. 


• 	 In the context ofhis balanced budget plan, the President 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 oflosing health insurance because of ashort-term loss of 

e,mployment. . 


• 	 It will also directly help an estimated 3.3 million Americans in 1998, including about 
700~OOO children, in any given year. 

. • 	 This initiative strengthens the safety net for ~iddle-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 
participants would come from families who previously had incomes above 200 percent of 
poverty, over $30,000 for a family offour. 

March 10, 1997 

1 
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President' Clinton Unveils Tax Cut Proposal 
. .June 30, 1997 

Preside~t Clinton's tax cut proposal provides need~d tax. relief to working families who play by the·nd~s,:.pa; 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 universally available and doing something the other plans do 

not: helping those Americans who are wpr!cingand want t6 improve their education and upgrade their skills.. 

Lastly, President Clinton's proposal incorporates Republican priorities in a: good faith effort to honor,the budget 

accord and to reach final agreement fora tax cl.it,the American people deserve.' 
.. 	 .'. ' . ,;': .',. 

THE 'PRESIDENT'S PROPOSAL IS FAIR. 'rhebUtk of the Presid~t's tax cutgoes to middle.:class families-

two-thirds of the President's tax cut goes to the middle sixty percent offamilies, twice the share the alternative 

congressional plans provid~ t,hese middle class families'. " '".. . . 


. THE PRESIDENT PLACES·A HIGHER PRIORITY ON EDUCATION TAX CUTS. Education must be 
· America's highest priority and the core of our tax cut plan must h~lp families pay foreducatiori. To offer opportunity 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 throughQut their 
lives improve their ~ucation and upgrade their s,killsthroughout, their lives: The President's plan: ". .' .' . . 

./ 	ADVANCES THE GOAL OF'MAKING THE FIRST TWO YEARS OF COLLEGE UNIVERSAL. The 

plan includes a modified two-year $1,500 HOPE Scholarshipthafdoesmore to help cominunity college students than 

the congressional alternatives.. First ana 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 a'typical . 

community college with,tuition of $1,200 would .receive a $1,100 credit under the President' s proposal, coinpared to . 

just $600 and $900 under the House and Senate plans respe~tively. . 


./ 	HELPS THIRD AND FOURTH YEAR STUDENTS AND'PROMOTES LIFELONG LEARNING. The 

congressional planS give virtually no supp6it 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·:,fo:urthofalJ undergraduate stUdents "'-:- could not even make use ofthe '.' 

education savings accounts that Congress is proposing.. 'At a time when older workers need to improve their. education 
 .,oJ" 

and upgrade their skills, it is critical that the education tax cutS promote lifelong leaming.. The President's'proposal 
accomplishes this goal: It provides a 20. percent tuitiQn credit.on expenses up to $5,000 initially and $10,000 . i 
beginning in 2001. ............ '..... . . " ". . " . ," :"':':' , \ 

./ . INCORPORATES OTHER GOOD EDUCA1:'ION'IDEAS INCLUDED IN VARIOUS PROPOSALS, 

such as a permanent extens!on of the tax preference for employer-provided undergraduate and graduate education, tax 

incentives for school construction, a student loan interest deduction, and 'tax exclusion for communitY serviCe and 

income-contingent loan forgiveness., .,' .' .' 


.\ ' 

tHE PRESIDENT BELIEVES THAT FAMILIES WHO WORK HARD, PAY TAXES, AND TRY TO DO .... 

THE BEST FOR THEIR KIDS DESERVE A TAX CUT. HIS PLAN CUTS THE TAXES OF THE 4 . " 


',' .}' ., . " 

· MILLION FAMILIES SHORTCHANGED BY CONGRESS. 'The Pr,esident'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 offour with two small children: the fa(her is a rookie police officer making 
$23;000, and the mother is taking afew years offfrom teaching, They payout ofpocket over $1,000 a year infederal -.' 
taxes. The President believes that this family needs arid deserves a tax ctJtjust as much as family who makes twice as 
much. The Congressional plans would deny this family a tax cut. Under the President's plan, this family would receive' a 
$767 child tax credit. . . 

TAx INCENTIVES TO CLEAN-UP AND REVITALIZE: DISTRESSED NEIGHBORHOODS BELONG' 

INTirE FINAL TAX PACKAGE~. In the bala~ced~budget agreement, President Clinton andCongressagreedto 

make all efforts to inClude three programs critical to out urban areas in the final budget package: a Brownfields tax 

incentive;, new Empowerment Zones and Enterprise. Communities (EZ(EC);, and expansion ofthe Community 

Development Financial Institutions (CDFI)'-fund. 'Unfortunately, n.either the HQus~ tax bill nor the. Senate tax bill 

includes the President's Brownfields and EZIEC initiatives, Tqdily, the President incl?/des these two vital 

provisions, plus a new tax credit to encourage investment in CDFls and an enhanced welfare-to-w.ork tax credit, in 

his tax cut proposql. ' . .:.: . 


http:credit.on
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THE PRESIDENT'S TAX'CUT PROPOSAL DELIVERS BIG FOR CITIES 

June 30, 1997 

In the bal~nced 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; new Empowerment 
Zones and Enterprise Communities (EZIEC); and expansion of the Community Development Financial Institutions. 
(CDFD fund. Unfortunately, neither the House tax bill nor th~ Senate tax bill includes the President's Brownfields 
and EZIEC initiatives. Today, the President includes these two vitct!provi~ions, plus anew tax credit to 
encoUrage investment in CDFls and an enhanced we!fare-to-wofk 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 o(cleaning up 
thousands ofcontaminated, abandoned sites in economically distressed areas by permitting c1ean.,.up costs to be .' 

, immediately deducted for tax purposes,rather than requiring this spending to be written off over time. This 
would, in tum, encourage redevelopment of these areas. The Treasury Department estimates this $2 billion tax 
incentive will, over seven years, leverage more than $ j 0 billion for private sector cleanups nationwide, alloWing 
redevelopment of30,000 brownfields . 

• ' . Chicago Mayor Richard Daley, writing on behalf of the U.S. Conference ofMayots. urged Ways and. 

Means Chairman Archer to include the President's Brownfields proposal in the tax bill: "This is a high" 

priority for communities across this nation and we stand united in urging you and other members ofthe 

House Ways and Means Committee to fTlodifY the tax bill to include. the $2 billio~ brownfields tax 

incentive." 


. .. 1. .""". . "." 
THE PRESIDENT'S TAX PLAN CREATES NEW EMPOWERMENT ZONES AND ENTERPRISE 
COMMUNITIES. Under the President's 1993 Empowerment Zones and Enterprise Community iriitiative, 
communities develop a strategic plan to spur economic development, and they receive federal tax benefits, social 
service grants and flexibility inuse ofFederal funds 'in order toputthis plahin eff,ect: The EZs and ECs are urban 
or rural areas with high poverty and unemployment rates. . 

• Many communities that were not designated as EZs or ECsin that first rouhd lack the seed capital to 
begin revitqlizlition efforts. In response; ihe Presideht'proposes a second-round ofEZs an4 ECs--15 

.' urban and 5 rurai EZs and 50 urban and 30 rural ECs. The new EZsand ECs will benefit froni a slightly 

. different blend oftax credits than the first-round communities. . " . 

THE PRESIDENT'S TAX PLAN ALSO PROVIDES FOR A NEW "COMMUNITY DEvELOPMENT 

FINANCIAL INSTITUTIONS TAX CREDIT. The President's CDFI Fundi's helping to build a national 


. network ofcommunity deveiopment financial ins~itutions -- including banks, thrifts, and credit unions-- by . 
providing financial and technical assistance to these entities. CDFI doHars are being used to create jobs, rebuild' 
neighborhoods and restore hope in communities from San Francisco to Boston, Louisville to Chicago. The Fund: 
represents a promising model for Federal government action -- investing in local private sector institutions, 
leveraging private sector resources (to the tune of ten times the initial investment) and generating economic 
growth in distressed areas. The President's tax cut proposa/.creaies a new tax credit to encourage investment fil 
CDFls. This new credit is not included in eithe~ the House or Senate versions ofthe tax legislation. 

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 creqit along these lines, the House biII incl4des only a scaled-back version, and the Senate bill omits it" entirely_ . 
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.~!\ •. . . • •... 
~.\ I~~.. DEPARTMENT OF TH·ETREASURY . tz)0~ WASHINGTON, D.C. 

. // June 11,1997 . 
SECRETARY OF THE TREASURY • 

The Honorable Bill Archer 
Chairman, Committee on Ways aild Means 
U. S. House ofReptestmtatives 

Washington, DC 20515-4005 


Dear Bill: 

I have reviewed the Chairman' s l>..1ark you released earlier this week, providing the details of the . 
tax portion of the bipartisan budget agreement. The President is eager to sign legislation 
implementing the agreement into law, but in its present form, the proposal you have putTorth 
does not meet the test offaimess to working families and has other seriou~s 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 ofthe benefits go to families in the top 20 percent. I have 
included preliminary Treasury distribution tables for y.our package after this letter. 

Your bill will reduce the value of the $500 child credit for millions of low income families 'by 
requiring a family to take the child credit only after the earned income tax credit is taken against 
theit tax liability. A family with two children and $25,000 of income, for example, would 
receive no tax relief from the child credit wider 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. Thecredit 
should be indexed for inflation. We would also permit taxpayers to place theirchild 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 singles out six million 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 oftheir child credit. This proviSion unfairly 
reduces tax relief for working parents wh~ are struggling to maintain a decent standard of Hving 
and to pay for child care. For example, a family with two working parents making $~5,OOO 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 earning income, the child and 

, dependent c~e credit should not be phased out. 

The education package falls nearly $13 billion short of the agr~d 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 effective at easing the burden of 
college atten~ance for working families., 
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• 	 The HOPE credit would be cut to 50 percent of tuition expenses, halving the value of 
education benefits for millions of students attending community collegeS an~ other low
.cost institutions. 

• 	 Unlilce the broadly available tuition deduction in the President's package, thetuition 
deduction in your proposal would be available only ifeducation expenses are paid from 
certain education savings plans. HenCe, ilO help is given beyond the first two years of 
higher education to low-income students and studen~ who m'ustborrow to pay tuition .. In 
addition, your proposal does much less to encourage lifelongl~g, one ofthe centtal 
.objectives of the President's package. 

• 	 Tax-free savings offered through new education investment accounts and the oPP9rtunities 
for tax-deferred saving through private prepaid tuition plans. are overlygenetousto upper 
income families, since they have neither income limitS nor contribution limi~. This would 
give high-income taxpayers aD. 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 bemifits for 
education will onty be available to those who already have large reserves ofcash to' deposit 
in these accounts, not to others who can contribute only modest amounts each year. 

The American Dream IRAs are not sufficiently targeted. Contributions could be made tothese 
back-loaded IRAs without any income limits, which would surely result in a substantialshifting.of . 
existing savings into tax-preferred illvestment vehicles by high-income 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 overcompensating them for the effects of inflation. The 
package would disproportionately benefit the wealthy over lower-and middle'7income wage 
earners. The package also has an explo~ive revenue cost in years after 2007, possibly jeopardizing 
all our important work to balance the budget In addition, the indexing proposal is en~rmously 
complex and difficult to administer. To quote the New York State Bar Association, indexing is 
"fundamentally flawed" and would create problems that would "overwhelm taxpayers and the 
IRS." 

We want a capital gains ta:l{ 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 ofthe 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 the~ highest shared ofGDP in two 
decades, you have proposed to spend $34 billion over 1 d years to eliminate the corporate 
alternative minimum t:a?c. This provision would return us to th~ days when some of the largest and 
most profitable corporations paid zero income taxes. " 

Your plan coritains 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 tIying to expand health and .pension coverage, this proposal could lead to widespread 

http:substantialshifting.of
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shifting of employees' to independent contractor status, resulting in loss of worker protections' such 
as pension and health coverage. and consequently wage and hour protections, unemployment·. 
insurance benefits and compensation for work-related injuries. ",.' ' 

Under your proposal, Indian tribes would be subject to the unrelated business income tax on aU 
incOme earned from commercial activities. Contrary to long-established u.s, policy, this tax fails, 
to 'respect the sovereignty of Indian tribes and their special status as domestic dependent nations. 
T~is lack of re'spect for sovereignty is particularly apparent in the diJIerencethe proposal would 
create between tribes and States. In addition, the proposal WOuld be extremely difficult to 
administer. 

Weare very disappointed that your proposal excluded, a number of important initiatives for the 
. President'sFY 1998 Budget that were included in the budgetagreement. For example, the 


Nation's mayors and urban and rural ~mmunities have been extremely 'suppo~ve ofthe 

President's browntlelds provision. which provides a tax incentive for environmental cleanup and 

encourages economic development in fomiedy contaminated areas. Your.pr9posar excludes this 

provision. And while. tax relief is provided for the District ofColumbia, no additional 


. Empowerment Zones or Enterprise Communities for the rest of the country are provided. 

, In addition, no provision is included to stimulate investments in Community Development 
Financial Institutions to revitalize distressed neighborhoods around the country. No provision is 

. included for equitable tolling, which protects a taxpayer's rights when he .or she i~ incapacitated, or 
for restructuring our Nation's affordable housing portfol~o. , 

Your bill also includes a provision to rruse the debt ceiling. 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 workmg families. Given the tough choices that need'to be made within this tax 
package, we thirik it is unwise, for exiunpie, to eliminate the corporateAMT, while atthe same 

, time.denying tax relief provided by the child credit to millions of hard-working taxpayers with 
chiH::lrenwho receive the earned income tax credit. Moreover, the.provisions in the package that 
driye up costs'beyond the ten year budget window, are those that most advantage high-income '. . 
taxpayers. 

We look forward to working with the Congress to design a tax package that helps working 

,families pay for education, buy and sell homes, and raise'their children. We are committed to 

achieving a tax package that is fair to all Arneric~s. 


, Sincerely, 

Robert E. Rubin 

Attachments . , . 



't' 
-_.:.:::... 'It.-'-~' -It 

. .. 	 . . 
•' Welfare Reforbl 

(outlay 'savings in billions ofdollars) 

, 
" 

:", , S·Year 10-Year 
,,.' .' l22l l2.2I ,.1.222 '2mlQ 2OD.l 2Wl2 '. 21lOl 2Wl4 2D.QS. 2Wl6 2002 Sayings Sayings 

, ;a~$ 2.;;L':i,/I!,~ IIi::" h't /,y/' 1,7,./,7 11 9, 1.,9' 
Immigrants . -- 2:!-- 2.6 ~ 2;().. --2;0' 2-;& 2-:{) -2-.:0', ,h9- -2;& it:8
Food Stamps , Off. t{, o.aS- OJ 5 0."';:-' 0.$ ~ 0." O:fVi 0.4~ 0.4 7 0.47' i.!J).;z16 ...~-? 

Welfare to Work - '.,- : Olltf, ol,{9 0./$ Q,.2 , -:.. A-;6 ;2.LD .;k6 :l-~ D . 

. Welfare refonn, net --, . ~'~. 3.4,' 2.Y 2.4 2.4 ~,lit' ~ -.U. ~.9 ',26.5 


,,:3,1 ~I? '~__ . 2.3 

(Numbers may not add due to 'Ot!n.dingJ 	 '2/( Z-I Y J;Lf· J-, ( ) 'i, Lf 

' . 

. Description 
.; 	

.:, 

" Immigrants 	 , 
. ' . . ;. - - .' . . 

". 	 ,Current recipients and new applicants. Restore SSi'and Medicaid benefits for aU legal immigrant adults whf;' are c~ntly 
, receiving SSI and Medicaid Who became disabled after enterlngtheU.S. 'Provide access to SSI and Medicaid to all legal' 

iriuDigrants who became disabled after entering;the U.S.lUld who are not currently receiving benefits if the immigrant entered 
before their sponso.r was reqUiredto sign a legally binding affidavit of sup~rt (May, 1997). - ' 

• 	 New entrants. ~tain SSI and Medicaid for new entrants who beCome diSabled after entering the U.S. New entrants who ,J J 
apply for disabili1:y benefits and have legally b.inding affidavits ofsupport from their sponsors,would have the income oftheir 
sponsor deemed to them. ' ' ," ' , . , 

- y. . 

• 	 Childrep.. R~O~SSlfor approximately 6,000 l~gal immigrant children currently receiving SSI. Provide access to SSI and, ' 

Medicaid for legII imDugrantchildren who are not currently receiving benefits and do not have legally binding affidavits of 

support. New entran{chil~who have legally binding affidavits ofsupport would have the income oftheir sponsors deemed 

for SSI and MediCaid/;,'" " ' , " .' , '. , ',", '.', 

. 	 , 

• 	 Refu_s and isyIees.. Lengthen the exemption for refugees and asylees from the first 5 years in the country to 7 years for SSI 

and Medic8id.~,~, ." , , 


~ -.'. 

/' 
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\. 

Fo.otl Stamp 	 . 
. . 	 .'., JCfotO:J .. ' ~ bL -/ :)r:')~>~' . 

• " 	 Retain "3 In 36" time limit but redirect $470 mi1li01fo'~ing Food Stamp Em oyment and Training Program funds and add 
:#1t;D .$-315-million in new funding to create an additional . I' work slots monthly for individuals subject to the time limits . ' 

'.;fk~".~IUdes the oost ofpro~ding on-going benefits to individuals fulfillins the work requirements)· . 

! ~.Gf Permit States to exempt Ipercent ofthe individuals who would lose benefits because oCthe time limit. enabling States to 
. 'exem ~ individuals who Want to work but are unable to rmd a job within the three-month time limit. . 

, . I(ICfJ.dy70;tx:O··.' 	 . 
'WeI/are to Work ' 


ko. . 

• 	 Add $EO billion to TANF, allocated 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 includejob . 
retention servi~s;.job retention or creation vouchers; and private sector wage subsidies for new jobs lasting 9 months. 

• 	 [Include tax incentives to create job opportunities for long-term welfare recipients. The new credit would give employers a 
50% credit on the rust S1 0,000 a year ofwages 'for up to 2 years. Also expand the existing WOTC to able-bodied childless 
adults ages IS;'50,who face work and time limit requirements.] 

. May 1,1997 
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