4/3/93

TO: HRC; CC: Carol R.
FROM: Melanne
RE: LSC FY'94 Budget

Vince, Peter Edelman & I met with Belle Sawhill and another
OMB staffer to determine what decisions had been made regarding
LSC's budget that would be released this week. Much to our
dismay, we learned that the amount set for FY '94 is the same
amount that had been allotted during the dark Reagan & Bush
years. The LSC community was looking for some sign, albeit
small, that would signal a new day for legal services in the
Clinton Administration.

Belle agreed to see what possiblilites there were in the
overall justice programs budget to suggest an offset that could
be used to enhance LSC's appropriation for the next fiscal year.
There is no way that the budget can be changed inasmuch as the
budget book is at the printers. However, since the LSC budget
is a so-called independent or bypass agency, there's a bit more
flexibility. If Leon can be presuaded (not an easy assignment),
the Administration could work with Congress and indicate that
we would support more (maybe an additional $100 million over the
$370 m. requested in the budget..... the current Bush LSC requested
over $500 million).

Neal Smith who flew back with us from Iowa is chair of the
appropriation's subcommittee with jurisdication over LSC. He
is a strong supporter of more funding for legal services. We
should be able to work with him and other congressional supporters
if we can get agreement that the Administration supports increased

funding.

In the meantime, we will need to do some damage control when
the budget is released this week. We can expect to be blasted
in the POST & the NYT for more of the same treatment for LSC.
Peter & I know both editiorial writers well and we can also get
NLADA to talk them out of a critical editorial, at least I'm
sure they'll try.

We are preparing a longer memo that details some steps the
Administration might want to take upon release of the budget this
week.
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What if Childless Workers are Dropped from the EITC?

What would happen if a food stamp benefit increase is included but childless
warkers are dropped? A CBO analysis in 1990 found that an offset including an
EITC limited to families with children and a focod stamp benefit increase would cover
about three-fourths of the poor houscholds, but would miss about one-quarter. Close
to four million poor households would receive no offset from the energy tax.

Such an outcome would be particularly troubling because poor workers
without children have borne larger increases in their federal tax burdens since 1980
than any other group in the U.S. pupulation. CBO data show that among the poorest
fifth of non-elderly households without children, the proportion of income paid in
federal taxes has risen 38 percent since 1980. These households now pay 15 percent
of their meager incomes in federal taxes, double what the poorest fifth of families
with children pay and five times what the poorest fifth of elderly households pay.
Without an offset to the pending energy tax, thie lax burdens of these poor workers
without children will be raised still further.

A note un melhudology:

This short analysis is based on Census data on the number uf poor families
with children that have earnings, the number of poor families without children that
have earnings, the number of poor single individuals with earnings, the number of
poor families and single individuals in total, and a 1990 CBO analysis that contains
data on the proportion of poor households that would be reached by an offset that
includes increases in EITC benefits for families with children and food stamp
benefits.

July 16, 1593
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CBO’s Low Inflation Estimates Could Force Entitlement Cuts if
Entitiement Control Mechanism Does Not Include Inflation Adjustment

The entitlement control mechanism included in the House reconciiiation bill
would require Presidential and Congressional action if the level of entillement
spending, based on current econamic and technical forecasts, was exceeded in the
future. Unlike the caps on discretionary spending, there would be no adjustment if
the acrual or projected rate of inflatiun exceeded the forccasts prepared by CRO in
January 1993. Without this inflation adjustment, there is a strong likelihood that the
entitlement targets will be exceeded in each of the next few years due to the low
inflation estimates preparcd by CBO earlier this year.

The CBO January 1993 torecast projected that the Consumer Price Index would
rise 2.7 percent per year for each of the next four vears. This is the lowest inflation
forecast CBO has issued since at least the mid-1970s and perhaps the lowest multi-year
forecast ewer issued.

CBO itself apparently no longer believes this forecast; it reportedly plans to
raise the inflation forecast when it revises its economic forecast this summer. (See the
attached article from Congress Daily.) Wharton Econometrics currently projects that
the Consumer Price Index will rise 3.4 percent in fiscal year 1994, 3.6 percent in fiscal
year 1995, 3.9 percent in fiscal year 1996, 3.8 percent in fiscal year 1997, and 3.7
percent in fiscal year 1998.

The amounts by which entitlement spending could exceed projected levels
because of overly optimistic inflation projections are substantial. For every
percentage point that the inflation rate exceeds CBO's projected 2.7 percent,
entitlement spending — excluding deposit insurance — will increase approximately
$8 billion in FY 1994 and slightly more each subscquent year. If the inflation rate
remains at levels higher than 2.7 percent for more than one year, as now seems likely,
entitlement spending will grow by cumulatively larger amounts.

In fact, if inflation follows the course projected by Wharton Econometrics, the
entitiement targets would be exceeded by $20 to $30 billion by fiscal year 1996.
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ECONOMY _ .
CBO Projects Sli ower Gro ri

In preliminary economic projections it will provide 10 its advisory board this week. the
CBO is forecasting slightly slower growth. slightly lower interest rates. slighuly higher inflation
and slightly lower unemployment rates than it forecast in January, according to figures obtained
roday by CongressDaily. The new CBO projections, which are subject to revision before being
released thiy summer, call for continued modest economic growth of 2.7 percent this vear. 2.8
percent in 1994 and 2.7 percent in 1995. In January, the CBO's publicly released growth forecast
called for 2.% percent this year, 3 percent in 1994 and 2.9 peroent in 1995. The new, preliminary
CBO numbers also project 3.3 percent inflation this year, 3 percent in 1994 and 3.1 percent in
1995. In january, the CBO projected inflation rates of 3 percent this ycw and 2.7 percent in botn
1604 and 100S.

In January, the CBO projected that the interest rate for three-month Treasury bills wouidd
average 3.1 percent this year. 3.7 percent in 1994 and 4.4 percent in 1995. But the new short-term
wnterest rate pro jections call for lower rates and a slower rate of increase: 3 percent this year.a 3.4
percent rate in 1994 and a 3.8 percent rate in 1995. On unemployment, the CBO in January
forecast a jobless rate of 7.1 percent this year, 6.6 percent next year and 6.2 percent in 1995 Tke
new projections have those rales talling a bit: 6.9 percent this year, 6.4 percent in 1994 and 6
percent in 1005,

The CBO numbers also show quarterly calendar year projections not normally releasec
publicly. For 1993, growth in the first quarter was 0.9 percent and is projected to be 3 percent in
each of the next two quarters and 2.8 percent in the fourth quarter. The CBO projects growth to
remain steady at 2.7 percent i seven of the cight quarters of 1994 and 1995: in the first quartar of
1995, it is projected to be 2.8 percent. Inflation was 3.8 percent in the first quarter this year and
the CBO projects it will be 3.4 percent, 2.8 percent and 3 percent for the noxt three quarters. In
1694, the CBO projects inflation for the four quarters at 3 percent. 2.9 percent. 3.3 percent and
3.1 percent. And in 1995, the CBO says inflation will be 2.9 percent in each of the first (wu
quarters, rising to 3.3 percent and falling tn 3.1 percent.

Intereston three-month Treasury bills is projected to stayat 3 or 2.1 parcent this year. rising
to 3.6 percent by ths end of 1994 and rising again in 1995, from 2.7 percent in the first quarter
and going up 0.1 percent in each of the next three quarters to 4 percent at vear's end. And the
jobless rate, which was 7 percent in the first quarter of this year, is projectod to fallto 6.8 percent

by the fourth quarter this year and continue dropping to 6.2 percent by the fourth quarter of 1594
and to 5.9 petoent by the end of 1995.

BUDGET
o n g Clinton Btu-Tax Ma d...

The Clinton administration has reduced the size of its proposed snergy tax and may have
dropped the whole idea of a Bfu tax, according to one Senate GOP leader prasent at this
morning's bipartisan congressional leadership meeting at the White House. President Clinton
and his Democratic allies have avoided the phrase “"Btu tax™ for several days. Clinton said this
morning: I don't want to get into the name game here. I'm interested in the principles of ths
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ENTITLEMENT CONTROL MECHANISMS
AND THE RECONCILIATION CONFERENCE

A critically important issue in the reconciliation conference concerns
entitlement control mechanisms. A provision proposed on the Senate floor by
Senator Sasser, with the support of the Senate Democratic leadership, is very similar
to the entitlement control provision approved by the House. The Sasser provision
does, however, contain two very important improvements. It adjusts the entitlement
targets if inflation proves higher or lower than forecast. It also provides a one
percent margin of error — that is, it triggers action if the entitlement target is
exceeded by at least one percent. The House version triggers action if the target is
exceeded by one-half of one percent.

The Sasser proposal was supported on the Senate floor by every Senate
Democrat present except Richard Shelby. (Patty Murray was sick and did not vote.)
This provision is not in the Senate bill because 60 votes were required for its
inclusion; it received 54 votes. The Senate proposal is expected to be “on the table" in
conference.

It should be. The differences on inflation adjustments and the margin of error
may sound technical, but they have profound implications for the White House.
They could even affect the President’s reelection prospects.

Under the House version, it is very likely that the enfitlement target will be
breached, perhaps several times over the next three years. When this occurs,
Republicans can be expected to seize on the breach of the entitlement targets as
evidence the Administration is mismanaging government spending. Furthermore,
when the target is breached, the President may find himself in the difficult situation
of either having to propose new cuts in popular entitlements, possibly in an election
year, or trying to explain why he isn’t taking action to offset a breach and thereby
inviting sharp attack from both Ross Perot and the Republicans.

Why is a breach of the targets so likely under the House version? Because the
House provision locks in the CBO economic assumptions reflected in the budget
resolution, induding the assumption that inflation will be only 2.7 percent per year for
each of the next four years. This is one of the lowest, if not the lowest, multi-year
inflation forecasts CBO) has ever issued. CRO itself apparently no longer believes this
forecast; it plans to raise the inflation forecast when it revises its economic forecast
this summer. (See attached article from Congress Daily.)
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Talking Points
on Republican Budget Proposals:
“A Broken Contract with American Families and Their Parents®

May 10, 1995

INTRODUCTION
e As you all know, Republicans made a big promise:

They promised to balance the budget without hurting
anyone and without raising taxes -- while giving a huge
tax cut to the wealthy.

® Guess what? They broke their promise.
-- In terms of cuts that will hurt people:

e The strongest evidence of the severe pain they
would impose are their deep cuts in Medicare and

Medicaid.
e They would cut discretionary programs -- from
education to science and technology -- an average

30 percent across the board. They also have
announced proposals to terminate specific
programs, such as Americorps, that are important
investments in the future.

e To find the remaining savings, Republicans also
plan to make deep cuts in such other entitlements
as veterans’ and farm programs.

-- In terms of tax increases.

e Republicans are proposing to raise taxes on
millions of working families.

e Why are they doing all this?

-- They want to finance a tax cut for the wealthy at
the expense of average families.

e House Republicans have adopted a huge tax cut as
part. of their budget program.

e House Speaker Newt Gingrich has called the tax
cut ‘the crown jewel of the Republican contracc."
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e Senate Republican leaders -- Bob Dole, Trent
Lott, and others -- and Sen. Phil Gramm are
committed to a tax cut and say they will push for
one on the Senate floor.

e We believe that there is a right way, and a wrong way, to
do deficit reduction.

-= In 1993, on our own, we did it the right way:

e We reduced the deficit by cutting unnecessary
programs, but also invested in programs that will
help working families build a more prosperous

future.
-— Now, they want to do it the wrong way:

e They want to cut programs for working families
and their parents, in order to fund a tax cut for

the wealthy.



Medicare and the Budget

e House Speaker Newt Gingrich wants to treat Medicare apart
from the budget, but that statement is meaningless and the

_promise is a lie.
e Late last month, he said,

"what we want to do is create an environment over the
next three or four months where, standing by itself,
there is a bill to save Medicare. That bill moves
focused on Medicare. It has Medicare-related ideas.
It’s not tied up in the budget. 1It’s not tied into
getting to balance by 2002."

e Medicare is a federal program just like any other.
e And Republican plans rely heavily on it to get to balance.

-- Domenici’s Medicare cut is the largest single cut in
any one program.

-- Republicans need to cut Medicare to pay for their
tax cut for the wealthy.

-- And more than half of the savings that Domenici
claims comes from cutting Medicare and Medicaid.

Limits to Medicare/Medicaid Growth Rates

e Republicans imply that Medicare and Medicaid are growing
out of control, but in fact they are growing at the same
per-person rate as private health plans.

e Republicans are proposing to force Medicare spending down,
but to ignore health reform in general.

e In effect, they are proposing to make Medicare a “second
class" health care system -- it would provide low-quality
care and restricted access.

-- These are cuts that will affect your own parents and
grandparents, whether they now get Medicare or they
eventually need the long-term care provided by
Medicaid.

e Specifically, Medicare and Medicaid spending are rising 9-
10 percent a year because of increases in the numbers of
beneficiaries and the costs of medical services, including
improvements in technology and care.



-- While that may seem high, on a per-person basis,
Medicare spending is projected to grow at about the
same rate as private health insurance costs.

e Thus, limiting the rate of growth of total (not per-
person) Medicare and Medicaid spending to 7.1 percent, as
Sen. Domenici proposes, is a real cut with real

consequences.

-- It could mean limits on the numbers of elderly or
low-income individuals served.

-- It could mean limits on the quality and quantity of
services that the programs provide.

-- It could mean that the elderly and low-income have
to pay more, themselves, for some of the services that

they now receive.

-- These "“savings" could be passed on to businesses and
individuals who buy health insurance and health care
services.

e In short, reducing Medicare’s rate of growth would hold it
below the growth in the private sector -- creating a growing
"quality gap" between care for seniors and health services

for others.



Medicare/Medicaid cuts
Medicare Cuts:

e If distributed evenly between providers and beneficiaries,
the Republican Medicare cuts could force beneficiaries to

pay:

-- between $1747 and $980 more in out-of-pocket costs in
2002; and

-- between $3,200 and $3,700 more in out-of-pocket
costs over 7 years.

e Republican Medicare cuts, in effect, amount to cuts in
Social Security:

-- By 2002, the typical Medicare beneficiary would see
40-50 percent of his or her Social Security COLA eaten
up by increases in Medicare cost sharing and premiums.

-- About 2 million beneficiaries would have 100 percent
or more of the COLAs eaten up by increases in cost
sharing and premiums.

Medicaid cuts:
e Cuts in Medicaid are especially outrageous:

—- Medicaid provides health insurance for the most
vulnerable Americans.

e 2/3 of Medicaid costs go to the indigent elderly
and disabled, who have no other available
resources.

-- Medicaid is also a vital protection for middle-
income Americans.

e Working families with a parent who needs long-
term care would face nursing home bills of an
average of $38,000 a year without Medicaid.

e Working couples who may need long-term care
after retirement rely on Medicaid to get such
care.

-- If distributed evenly between eliminating
eligibility for the elderly and disabled, eliminating
eligibility for children, cutting services, and cutting
provider payments, Reoublican cuts in 2002 alone would
mean:

(6]}



e 7 million children would lose coverage;

e 1 million elderly and disabled would lose
coverage; and ’

e Tens of millions of Americans would lose
important benefits, such as home care, hospice,
and preventive screening services for children.

e Provider payments would be reduced by almost $13
billion.

Managed Care and Savings

e Republicans claim that they can produce significant

~ savings by giving beneficiaries more managed care choices

simply are not true.

-- As CBO reported recently, achieving savings in
Medicare without financial coercion would actually
reduce managed care enrollment.

-- So, to get both more beneficiaries in managed care
and large savings for Medicare, some form of coercion -
- such as making it more expensive for beneficiaries to
stay in Medicare fee-for-service -- would be needed.

Impact on Providers

Large reductions in Medicare payments would have a devastating effect on a
significant number of urban safety-net hospitals.

For large urban public hospitals, which are heavily used by Medicaid and
self-pay patients, Medicare is an imponant source of adequate payment.
According to the 1994 Special Report of the National Association of Public
Hospitals, while Medicare in 1991 was the payer for only 11 percent of
discharges in these institutions, it accounted for almost 20 percent of net

operating revenues.
Large reductions in Medicare payments could also endanger rural hospitals.

Nearly 10 million Medicare beneficiaries (25 percent of the total) live.in
rural America where there is often only a single hospital in their county.
These rural hospitals tend to be smalt and to serve primarily Medicare

patients.

Significant reductions in Medicare revenues will cause many of these
hospitals, which alrezdy are in financ’z] distress, to close or to turn to local
taxpayers tc increzse what are often <-bstantia! local subsidies.



The Earned Income Tax Credit (EITC) and the Economic Implications
of Republican Budget Plans

EITC:

e While Republicans cut Medicare and Medicaid to finance
their tax cut for the wealthy, they also plan a tax increase
on low-income, working families.

e Republican tax propoéals reveal the sharpest possible
distinction between the President’s vision for America and
that of Republicans.

-- The President wants to provide targeted tax relief
for middle-income Americans who may not have shared in

the economic recovery.

e He wants to help them raise their children,
educate and train themselves and their children,
and save for the future.

e Republicans want to cut taxes for the wealthy,
and actually increase taxes on the very people who
need and deserve it most.

e Republicans plan to raise $13 billion over five years by

rolling back part of the President’s 1993 expansion of the

EITC, which would ensure that working Americans do not have
to raise their families in poverty.

-- Most EITC recipients are doing the hardest job in
America -- playing by the rules, working at modest
wages to support their children.

—-- The 1993 law was designed to help those who are not
benefiting from the current economic expansion.

-- The cut eliminates the EITC entirely to families
without children.

-- Freezing the proposed EITC expansions could cost
millions of moderate-income families with children up
to $350 a year in added taxes.

Economic Implications of Republican Budget Plans:

(to be provided by Laura Tyson)

































































































































