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1 State of the Union I 



06 / li / 98 WED 11 : 15 F.tl 

Q. Which of the i.ssu':S being discussed are most important? 

• The U.S. has a complex economy with a wide range of industrial, agricultural and services 
export interests. Therefore all trade barriers are of concern. 

Q.. Has China given an.y indication that it is willing to address its trade deficit with us? 

• The Chinese appear to recognize that the status quo is not sustainable. Recent trade 
figures suggest an initial attempt by China to import more U.S. goods; in fact, since 1992 
U.S. exports to China have risen by 71 ¾. But, additional market access for U.S. goods 
and services is still needed and the WTO accession talks are one of the best ways to 
restore balance to our trading relationship. 
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Impact of Japan on Asia • 

How will the economic situation in Japan affect other Asian economies? 

.. 

• 

• 

• 

• 

There is little doubt that Japan's economic weakness is having a negative impact on many East 
Asian emerging markets. Japanese imports from everyone, including many Asian emerging 
market, have fallen substantially in recent months. [And there are discouraging signs which 
suggest that the pace of the fall may be accelerating]. 

We have long maintained that the restoration of Japan's economic health is critical to the 
economic health of Asia and the world. 

The need to stabilize emerging Asian markets makes it all the more important that Japan take 
measures to stimulate its own domestic demand, to strengthen its own financial system and to 
deregulate and open its markets. The Japanese government's recent stimulus package is a 
welcome step in the right direction. 

The absolute key is that the Japanese government take the necessary actions with respect to 
their economy, most importantly, appropriate and effective measures with respect to their 
banking system. Japan's Diet passed a substantial fiscal program on June 18, but additional 
fiscal measures may be needed. Deregulation and opening markets are also very important. 

The United States is uniquely situated t9_d,ay to try to be helpful in Asia, as we have been over 
the since this crisis began. Intervention seemed to us an appropriate way to be helpful in this 
circumstance. 

June 19, 1998 
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Impact of Asia on the United States 

What will the impact of the Asian.financial crisis be on the United States? 

• The initial impact of the crisis has been a substantial reduction in U.S. exports to the Asian 
crisis countries. 

• The decline could be larger if further contraction occurs in emerging Asia or if the recession in 
Japan were to deepen. 

• The depreciation of many Asian currencies also will make their goods more competitive. This, 
combined with continued U.S. growth, is likely to increase our imports from many Asian 
countries later this year. 

• U.S. economic health is primarily determined by the economic fundamentals in the U.S. -­
which are strong. The most likely scenario for the U.S. economy remains continued solid 
growth and low inflation. 

Background 

Based on data from the first four months of this year, U.S. exports to the countries most affected by 
recent financial instability -- Thailand, Malaysia, Indonesia, Singapore and Korea -- are currently on 
pace to fall to record an annualized fall of betw~en $17 and $21 billion since the onset of the crisis, 
depending on how one does the seasonal adjustment. U.S. exports to Japan currently are on pace to 
record an annualized fall of between $6 and $8 billion. (Note: these numbers have been used publicly 
before, in Secretary Rubin' s testimony before the Senate Finance Committee) 

June 19, 1998 
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Impact on the U.S. Trade Deficit 

How much will our trade deficit deteriorate? 

• I would not feel comfortable estimating the precise impact at the present time, given the uncertainties 
that remain. 

• The size of the deterioration in the trade deficit will depend on variety of factors, including: 

the extent of the slowdown of growth in affected Asian countries -- and the speed of their 
recovery; 

the impact of the depreciation of East Asian currencies on U.S. import volumes and prices; 

the impact of the crisis on other industrialized economies, and the indirect effect of slower 
growth in these economies on our economy. 

• There is a general consensus that the deterioration in the U.S. trade deficit this year will be noticeable. 
The IMF has estimated that the 1998 current account deficit may widen to $229 billion (2.7% of GDP); 
the OECD to $211 billion (2.5% of GDP); and Consensus Economics, to $204 billion, (2.4% of GDP). 

Background 

Treasury' s own internal forecasts (SENSITIVE) currently suggest that the current account deficit may widen to 
$235 billion, 2.8% of GDP, in 1998 and to $275 billion, 3.1% of GDP, in 1999. Approximately two thirds of 
this forecast deterioration is due to the direct and indirect effects of the Asian financial crisis. The 1997 current 
account deficit was $166 billion, 2.1 % of GDP. 

brad setser/treasury/imi/ 

June 19, 1998 
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STATE OF':_THE UNION: THE REPUBLICAN RESPONSE 
SENATE MAJORITY LEADER BOB DOLE 

REMARKS PREPARED FOR DEUVERY 
JANUARY 23, 1996 

GOOD EVENING. I'M BOB DOLE, AND I'M HERE TO REPLY TO THE PRESIDENT'S MESSAGE ON 
THE STATE OF THE UNION. BUT A REPLY NEED NOT BE AN ARGUMENT. 

INSTEAD, I WANT TO PRESENT ANOTHER VIEW. ANOTHER WAY OF THINKING ABOUT THE 
PROBLEMS WE FACE. 

A FEW YEARS BACK. I MET WITH A GROUP OF 100 HIGH SCHOOL SENIORS -- ONE YOUNG MAN 
AND WOMAN FROM EVERY STATE. 

DURING THE MEETING, ONE YOUNG MAN STOOD UP AND SAID: 

"SENATOR, EVERYBODY HAS SOMEBODY WHO SPEAKS FOR THEM . BUT WHO SPEAKS FOR 
us?· HE ASKED ME. "WHO SPEAKS FOR THE FUTURE?" 

THAT'S WHAT I WANT TO TALK WITH YOU ABOUT TONIGHT. 

THE FUTURE. AND TIIE VALUES THAT WILL SHAPE IT. 

THOSE VALUES ARE AT THE HEART OF OUR DISAGREEMENTS WITH THE PRESIDENT. 

PRESIDENT CLINTON SAYS OUR DIFFERENCES ARE FEW, THE BUDGET NUMBERS ARE CLOSE 
AND THAT WE SHOULD TRY TO FIND COMMON GROUND. 

WE HAVE TRIED AND TRIED. AGAIN AND AGAIN. BUT SUCH A PLACE APPEARS TO BE 
ELUSZVE. 

FOR WHILE WE SHARE AN ABIDING LOVE OF COUNTRY, WE HAVE BEEN UNABLE TO AGREE. 

WHY'~ BECAUSE WB HAVE STARKLY DIFFERENT PHILOSOPHIES OF GOVERNMENT AND 
PR.OFOUNDL Y DIFFERENT VISIONS OF AMERICA . . 

SO A.J..L THE TALK AND FIGHTING IN WASHINGTON CAN SEEM VERY REMOTE. AND WE 
• POLmCAL FIGURES CAN SEEM DET ACHRn. AND PETTY I AND FAR REMOVI!D f-ROM THE 
EVERY .DAY STRUGGLE OF AMERICAN CITIZENS AND FAMILIES . 

. BUT,. THF. TRUTH JS, WE CANNOT ICNOR.n THE FUTURE. 
.. . . 

THE POINT OF OUR LIVES.· AFTER ALI., IS TO RAISE CHILDREN WHO ARE SMARTER AND 
. . HEALTHIER AND NOBLER THAN WE ARE: 

, TO CONTRIBUTE TO A COUNTRY THAT IS BETTER THAN TODAY'S AMERICA: 
TO MAKE A WORLD THAT IS BETTER AND FINER FOR ALL OF GOD'S CREATION. 

AMERICA'S GREATNESS -- ALL THAT WE TAKE SUCH JUSTIFIED PRIDE IN TODAY -- AMERICA'S 
GREATNESS WAS BUILT BY MEN AND WOMEN WHO SACRIFICED EASE AND COMFORT AND 
THE JOYS OF TODAY. TO BUILD .A BETTER FUTURE FOR THOSE WHO CAME AFTER. 

HOW MANY PIONEERS FACED A HOSTILE AND THREATENING FRONTIER; 

HOW MANY IMMIGRANTS GA VE THE.lR BODIES TO THE MINES; 
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.. ..,., •••ru• J .)V.L.S.llC~.l J..U.)l lt1t:.1K. 1..lVb~ UN DISTANT BATTLEFIELDS, TO,SECUR.E A BEITER 
FUTURE FOR THEIR CHILDREN ANO THEIR CHILDREN'S CHILDREN. 

IN EVERY GENERATION. AMERICANS HAVE MADE THESE SACRIJ'7ICES, AND FOUND IN THEIR 
MAKING A PURPOSE AND A DIRECTION TO LIFE. 

NOW. WE HAVE TO DO THAT, IN THIS GENERATION. 
' ' ! 

THANKS TO GOD AND FORTUNE, AND TO THOSE WHO WENT BEFORE. WE DON'T HAVE TO 
CONQUER A DANGEROUS FRONTIER, WE DON'T HAVE TO FIGHT ANOTHER GREAT WAR. 

WHAT WE DO HAVE TO DO IS FACE THE FACT THAT~ CANNOT GIV:S IN TO ALL OF oun 
OWN DESIRES. !,. 

AS WE HAVE JUST HEARD, PRESIDENT CLINTON, AND THOSE WHO SIIARE HIS VISION OF 
AMERICA, HAVE CHOSEN THEIR GROUND . 
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THE PRESIDENT HAS CHOSEN TO DEPEND, WITH HIS VETO, A WELFARE SYSTEM THAT NO 
ONE CAN DEFEND -- FOR IT JS A DAILY ASSAULT ON THE VALUES OF SELF-RELIANCE AND 
FAMILY. 

HE HAS CHOSEN TO DEFEND AN EDUCATION ESTABLISHMENT RUN BY LIBERAL~ WHOSE 
GOAL IS TO OPERATE EVERY SCHOOL IN AMERICA BY REMOTE CONTROL FROM 
WASHINGTON. 

HE HAS CHOSEN TO VETO A DEFENSE BILL BECAUSE IT PROVIDED FOR DEFENDING AMERICA 
AGAINST WEAPONS OF MASS DESTRUCTION. 

HE HAS CHOSEN TO DEFEND THE STATUS QUO IN MEDICARE -- A SYSTEM ON WHICH LIVES 
DEPEND, AND A PROGRAM IN URGENT NEED OF RESCUE. 

PRESIDENT CLINTON HAS CHOSEN TO DEFEND AND INCREASE A TAX BURDEN THAT HAS 
PUSHED COUNTLESS FAMILIES INTO THEIR OWN PERSONAL RECESSIONS. 

AND HE HAS CHOSEN TO VETO THE FIRST BALANCED BUDGET IN A GENERATION. OFFERING 
ONLY A FANTASY IN ITS PLACE. • 

IF YOU HAVE A CHILD ASLEEP IN YOUR HOME TONIGHT, YOU'LL PROBABLY CHECK ON HIM 
OR HER RF.FORB YOU GO TO BBD. 

AS YOU BEND OVER TO TUCK YOUR CHILD IN, THINK ABOUT THIS; 

IP WE CONTINUE DOWN THIS PATH WE WlLL PLACE A mEMENDOUS BURDEN OF DEBT ON 
EVERY CHILD IN AMERICA. 

HOW CAN WE BETRAY THEM. THEIR PARENTS, AND GRANDPARENTS? HOW CAN WE FAIL TO 
ACT? ' 

WE CANNOT. AND WE WILL NOT. 

EVERY POLITICAL MOVEMENT. AND EVERY PUBLIC OFFICIAL, MUST LOCATE A PLACE IN HIS 
HEART WHERE COMPROMISE ENDS •• A CORE OF CONVICTION WHERE WE KEEP OUR 
CONSCIENCE. 

THERE COMES A TIME WHEN EVEN PRACTICAL LEADERS MUST REFUSE TO RF.ND OR YIELD. 

FOR REPUBLICANS, AND COUNTLESS DEMOCRATS AND INDEPENDENTS, WE HAVE ~RRIVED 
AT THAT TIME. 

AMERICA'S TROUBLES ARE REAL BUT OUR CHOICES ARE CLEAR AND OUR WILL IS STRONG. 

WE ~l:JST REIN IN OUR RUNAWAY GOVERNMENT, RETURN POWER TO THE PEOPLE, REDUCE 
THE TAX BURDEN, PUT PARENTS BACK IN CHARGE OF OUR SCHOOLS, UNTIE THE HANDS OF 
OUR POLICE, RESTORE JUSTICE TO OUR COURTS AND PUT OUR FAITH ONCE AGAIN IN THE 
BASIC GOODNESS, WISDOM AND SELF-RELIANCE OF OUR PEOPLE. 

THE PRESIDENT SPOKE WITH GREAT ELOQUENCE ABOUT A FUTURE WITH 
UNLIMITED POSSIBILITIES . 

IT IS A VISION WE ALL SHARE, FOR IT IS THE STORY OF AMERICA. 

BUT WHILE THE PRESIDl3NT'S WORDS SPEAK OF CHANGE. HIS DEEDS ARB A 
CONTRADICTION. 

THE PRESIDENT CLAIMS TO EMBRACE THE FUTURE WHILE CLINGING TO THE POLICIES OF 
THE PAST. 
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. 
FOR THREE YEARS THlS ADMINISTRATlON HAS VALUED DEPENDENCE ON GOVERNMENT 
OVER SELF·RELIANCE, FEDERAL POWER OVER COMMUNITY. FEDERAL PLANNING OVER 
INDIVlDUAL ENTERPRISE. 

fT HAS TRIED TO PLACE GOVERNMENT EXPERTS IN CHARGE OF OUR ECONOMY, OUR HEALTH 
AND OUR LIVES. 

IT HAS PUT LIBERAL JUDGES ON THE BENCH TO WAR WlTH OUR VALUES AND QllF..STIONS 
THE PARTICIPATION OF RELIGIOUS PEOPLE IN PUBLIC LIFE, TREATING THEM AS FANATICS 
OUT OF STEP WlTH AMERICA. 

PRESIDENT CLINTON SHARES A VIEW OF AMERICA HELD BY OUR COUNTRY·S E1-ITES: 

2 
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A NATION OF SPECIAL INTEREST GROUPS, UNITED ONLY BY A DEPENDENCE ON 
GOVERNMENT, COMPETING WITH EACH OTHER FOR HAND-OUTS. HELD BACK BY OUT-DATED 
VALUES. 

FOR THOSE WHO HOLD THIS VIEW, THERE IS ONLY ONE ANSWER FOR OUR PROBLEMS: 

MORE GOVERNMENT. 
BIGGER GOVERNMENT. 
MORE MEDDLESOME GOVERNMENT. 

IF YOU LISTENED CLOSELY, THAT'S WHAT PRF.STDENT CL[NTON TALKED ADOUT TONIGHT. 

PRESIDENT CLINTON MAY WELL BE THE REARGUARD OF THE WELrARE STATE. 

HE IS THE CHIEF OBSTACLE TO A BALANCED BUDGET, AND THE BALANCED BUDGET 
AMENDMENT. 

HE IS ALMOST THE LAST PUBLIC DEFENDER OF A DISCREDITED STATUS QUO. 

WE REPUBLICANS WILL NOT GIVE UP THE STRUGGLE BECAUSE AMERICA WILL ROUND THE 
CORNER TO A BRIGHTER FUTURE IF WE PREVAIL. 

I COME FROM RUSSELL, KANSAS - THERE·s NOT MUCH MONEY THERE, BUT THE PEOPLE ARE 
RICH IN MANY OTHER WAYS. 

LIFE ISN'T EASY, BUT THE VALUES ARE DURABLE. 

LOVE OP GOD AND COUNTRY AND FAMILY. 

COMMITMENT TO HONESTY, DECENCY AND PERSONAL RESPONSTB!l .TTY. 

SELF-RELIANCE TEMPERED BY A SENSE OF COMMUNITY. 

THOSE VALUES MADE AMERICA THE GREATEST NATION ON EARTH. AND THERE IS NO DOUBT 
IN MY MIND THAT WE CAN GET OUR COUNTRY BACK ON TRACK lF WE REASSERT raEM 
AGAIN AS A PliOPLli. • 

AND IF OUR GOVERNMENT RETURNS TO THEM AS A MATTER OF NATIONAL POLICY. 

JUST LIKE THE DEBATE OVER THE BUDGET THIS WINTER. OUR ARGUMENTS THIS SPRING 
WILL SEEM A MAZE OF CONFLICTING NUMBERS, ASSERTIONS AND HIC.H-SOUNDING WORDS . 

BUT WHAT WE·RE REALLY ARGUING ABOUT ARE THE VALUES THAT WILL SHAPE OUR. 
NATION, OUR GOVERNMENT. AND THE FUTURE OF YOUR CHILD SLEEPING DOWN THE HAI~L . 

. . 
SOM~ PEOPLE TRY TO MAKE THESE MATTERS COMPLICATED. BUT THEY'RE SIMPLE IN MY 
HOME TOWN -- AND PROBABLY WHERE YOU ARE, AS WELL. AMERICANS KNUW THAT 
HANDOUTS WITHOUT RESPONSIBILITY DESTROY HUMAN DIGNITY. 

WE KNOW THAT THE HELP OF A NEIGHBOR IS PREFERABLE TO THAT OF A 
BUREAUCRAT. 

AND WE KNOW THAT WEALTH IS CREATED BY FREE INDIVIDUALS WITH THEIR SMARTS AND 
THEIR SWEAT. GOVERNMENT PROGRAMS CAN ONLY SPEND IT. 

I AM A PRACTICAL MAN. BUT I BELIEVE. IN THE MIRACLE OF AMERICA. 

I HAVD. NEVER GONE IN FOR DRAMATICS. BUT I DO HELlBVE WE HAVE REACHED A DEFINING 
MOMENT. 
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IT'S AS If WE WENT TO SLEEP IN ONE AMERICA. AND WOKE UP IN ANOTHER. 
I 

IT'S AS THOUGH OUR GOVERNMENT. OUR INSTITUTIONS AND OUR CULTURE HAVE BEEN 
HUACKED BY LIBERALS AND ARE CAREENING DANGEROUSLY OFF COURSE. 

WE KNOW THE WAY BACK. BUT WE MUST ACT NOW. MY PROMISE TONIGHT IS THAT WE. 
CAN, AND WE WILL. 

IF THERE IS NO AGREEMENT. WI: WILL SEND PRESIDENT~CLINTON ANOTHER BALANCED 
BUDGET ... 

WITH TAX RELIEF FOR AMERICAN FAMILIES ... 

REGULATORY RELIEP FOR SMALL BUSINESSES. FARME.R.S ,' AND RANCHERS ... 

3 
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AND REAL WELFARE REFORM. 

WE WILL ALWAYS BE MINDFUL OF THE POOR. AND DISADVANTA0BD, EDUCATION, AND THE 
ENVIRONMENT. BUT WE WILL BEGIN THE DEFUNDING OF BIG BROTHER BY UNFUNDING 
WASTEFUL PROGRAMS AND MEDDLESOME DEPARTMENTS. 

WE WILL SEND THE PRESIDENT BILL AFTER BILL. RETURNING POWER AND PROGRAMS TO 
THE STATES. 

WE WILL CHALLENGE PRESIDENT CLINTON AGAIN AND AGAIN TO WALK THE TALK HE 
TALKS SO WELL. 

AS WE DO, REMEMBER THIS: 

OUR BATTLES WILL NOT BE ABOUT NUMBERS. THEY.LL BE ABOUT THE CHARACTER OF OUR 
NATION. 

YES, THIS COUNTRY HAS PROBLEMS. BUT WE CAN HANDLE THEM. 

WHETHI!R IT'S DEFICIT SPENDING OR THE WELFARE BUREAUCRACY OR OUR LIBERAL 
COURTS OR THE TROUBLES IN OUR SCHOOLS -WHAT'S WRONG IS THAT THE ELITES IN 
CHARGE DON'T BELIEVE IN WHAT THE PEOPL~ BELIEVE IN. 

THAT, WE CAN FIX. 

WE KNOW WHAT MADE AMERICA GR.EAT. ALL WE NEED NOW IS THE RESOLVE TO LEAD OUR 
COUNTRY BACK TO HER PLACE IN THE SUN. AND THE COURAGE TO SPEAK FOR THE 
FUTURE. 

WHEN YOU CLOSE THE DOOR TO YOUR CHILD'S ROOM TONIGHT. REMEMBER THAT IT'S NOT 
TOO LATE. 

THIS IS A GREAT COUNTRY. OUR STRENGTH HAS ALWAYS COME f-R0M THE TRUTH, AND 
FROM SACRIFICE AND HONOR, AND FROM THE BOTTOMLESS RESERVOIR OF HOPE AND WORK 
AND COURAGE THAT IS THE AMERICAN PEOPLE. 

ALWAYS, WE HAVE BUILT FOR THE FUTURE, WITH A HALF-SILENT CONSCIOUSNESS THAT WE 
WERE DOING THE WORK OF THE LORD. 

TODAY. WE FEEL OURSELVES BESET BY MANY DIFFICULTIES: 

BY VIOLENCE AND RESENTMENT, BY RAOAL AND PARTISAN DIVISIONS, BY ECONOMIC 
STORMS, BY DIZZYING CHANGES OF EVERY KIND. YET. THE BLOOD OF GREATNESS. OF 
NOBLE FORBEARERS. OF MEN AND WOMEN OF INCREDIBLc ACHIEVEMENT, STILL RUNS 
THROU,GH US ALL. 

' THAT BIRTHRIGHT IS WHAT IT MEANS TO BEAR THE NAME "AMERICAN.* 

IN THIS TIME. IN THIS GENERATION, IN THIS YEAR, WE - LIKE THEY - CAN AND WILL 
OVERCOME. 

WE NEED ONLY REDEDICATE OURSELVES TO EARNING THE NAME WE HAVE INHERITED. 

THANK YOU VERY MUCH, GOD BLESS AMERICA AND GOODNIGHT. 

II## 
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UNITED STATES 
• DEPARTMENT OF EDUCATION 

FOR RELEASE 
January 22, 1996 

Conract: Jane Glickman (202) 401-1307 
Stephanie Babyak (202) 401-2311 

NATIONAL STIJDENT LOAN DEFAULT RATE HITS ALL-TL\1E LOW 

U.S. Secretary of Education Richard W. Riley today announced that the national 

student loan default rate· has been cut almost in half, from 22.4 percent three years ago to 

11.6 percent in the most recent yeM, due in part, h~ said, to the U.S. Department of 

Education's aggressive accountability and collection efforts. 

The new rate released today marks the greatest one-year percentage drop since official 

student loan default reporting began with the fiscal year (FY) 1988 rate. 

The new default rate is from FY 1993. the most current data available, and it 

• represents a snapshot in time of borrowers scheduled to begin loan payments in FY 1993, 

who defaulted in either that ye.at or the following ye:u. 

0 

"The dramatic decline in default rates, coupled with an equally impressive rise in 

defaulted loan collections, has reduced the ~payers' burden by millions of dollars," Riley 

said. "These numbers reflect real and substantial progress. They are a result of our serious 

work at the U. S, Department of Education to improve our accountability," 

Riley also credited schools for their efforts to reduce defaults and Congress for 

authorizing a broad range of tough sanctions to control defaults. 

Since the stan of the Clinton Administration, the net cost of student loan defaults has 

dropped by more than two-thirds •· from $1. 7 billion in FY92 to $400 million in FY95. 

In FY 1995, the U.S. Treasury paid out $2.4 billion to cover defaulted student loans. 

-MORE-

011, mission 16 to M6UIW ~ lo «fllcltlofr Md to PfO/flOI, «/UQI/OMI ur#II~ 111,r,ugllout 11M Nation. 
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Total collections of $2 billion by the department and guaranty agencies brought net default 

costs down to $400 million. The department's defaulted loan collections alone have increased 

five-fold from 1993 to 1995. 

"The departmenCs comprehensive programs to prevent defaults, to collect on overdue 

loans, and to help borrowers repay debts are paying off," Riley said . 

Riley said defaulters face serious sanctions, including federal income tax refund 

offset, wage garnishment, denial of funher student aid, and loss of other forms of loans and 

credit. However, defaulters now have the option to consolidate their loans and establish an 

income-based repayment plan in order to avoid sanctions. 

President Clinton's new William D. Ford Federal Direct Loan Program offers 

borrowers with all types of federal student loans a similar income-based repayment plan. 

• With direct !ending's consolidation plan, borrowers can take advantage of the program's 

flexible repayment options to make repayment easier and avoid default in the first place. 

Riley reported that the department's collection tools and accountability measures have 

reaped these results: 

o The department recovered $598 million in FY94 by off setting federal income 
tax refunds from 781,000 defaulters and $585 million in FY95 by offsetting 
refunds from n4,000 defaulters; 

o Wage garnishment has incre3Sed from some 5,000 defaulters in all of FY95 to 
nearly 8,300 persons in the first quarter of FY96; 

o Litigation against student defaulters has increased from 200 accounts in FY95 
to 708 accounts in the first quarter of FY96. 

-MORE-
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Riley also attributed the declining default rate to the depanment ' s statutory and 

oversight responsibility to remove schools with high default rates from participating in 

federal student loan programs. Since 1993 , some 600 schools have become ineligible as a 

result. In addition, the department' s strengthened accountability activities have prevented 

many schools that don't meet basic financial or administrative criteria from participating in 

federal student aid programs. 

Riley said that with a new National Student Loan Data. System (NSLDS), the 

department is funher improving its monitoring of .srudent aid applications to prevent 

ineligible students - and stud.ents who provide false information - from receiving federal 

funds. _ In the current school year, the NSLDS blocked the issuance of $230 million in loans 

to ineligible applicants. 

"These significant default reductions and loan collections should quiet critics who 

claim we aren't up to the task and, therefore, shouldn't be entrusted to manage the direct 

loan program. " Riley said. "These figures are a clear indication that we can do the job and 

do ir well ." 

Riley said student loan borrowers who believe they may be in default on a federal 

student loan should contact the holder of the loan for additional information on repayment 

options that are available. For accounts currently being handled by the department, or to 

attempt to locate a past due account, borrowers may call the department' s Debt Collection 

Customer Service Center at 1-800-621-3115. 

11#11 



J RN 22 '96 07:33PM DOE/OFC OF SECRETARY 

w 
(!J 

25 

20 

i: 15 z w 
CJ cc 
w 
a. 

~ 10 
:::::, 
~ 
LI. 
w 
Q 

5 

STUDENT LOAN 
DEFAULT RATES 

11.6o/o 

0 '-------l'---.4-----'-----'---...i.........------' 

1988 1989 1990 1991 1992 1993 
FISCAL VEAR 



• 

JAN 22 '96 07:33PM DOE/OFC OF SECRETARY 

en 
a: 
~ 
..J 
..J ·o 
C 
u. 
0 
en z 
0 -..J 
..J -m 

STUDENT DEFAULT COSTS 

$3.0 

2.5 

2.0 

1.5 

1.0 

0.5 

NET DEFAULT 
COSTS 

NET 
COLLECTIONS 

o.o.__L.....---,l~___.l..--'------------------------__.__-----

1sas 1987 1989 1991 1993 1995 
FISCAL YEAR 



JAN 22 '95 07 =34PM DOE/OFC OF SECRETARY 

Remarks by Secretary Rkhard W. Riley• 

January 22, 1996 

The story that we want to talk about with you today is the latest example of how President 

Clinton's efforts to streamline and reinvent government are beginning to pay off. 

First, a little background. Every so often through the late '80s and early '90s, .a 

Congressional committee would convene a hearing and issue a report about the high student loan 

default rate. 

The steadily climbing rate at which borrowers were defaulting on college student loans 

was a vexing problem. The low rate at which past defaulted loans were recouped was also a big 

problem. 

Only three years ago, the default rate reached 22.4 per cent -- more than 1 ·out of every 5 

borrowers failing to repay their loan. The program was hemorrhaging, the numbers were 

completely unacceptable. 

When the Clinton Administration came into office, I declared that reducing the number of 

loan defaults was our number one management priority in the area of federal assistance for college 

students. 

As this chart shows, we have done just that. In a series of steps taken at the 

U.S. Department of Education through our Default Reduction Initiative, we have accelerated the 

actions begun at the end of the previous Administration. and cut the default rate almost in half in 

just three years to its fiscal 1993 level of 11.6 per cent. 

• The Secretary may depart from prepared remarks. 



• 

• 

JAN 22 '96 07 =34PM DOE/OFC OF SECRETARY 

The news gets better. Our collections on past defaulted loans are recouping more taxpayer 

dollars than ever before. In fiscal 1995, we collected S2 billion from borrowers whose loans had 

been in default. 

Preliminary numbers for this year show this positive trend in collections continuing. In the 

first quarter of fiscal 1996, our collections of defaulted loans more than doubled the collections 

for the same quarter in fiscal 1995. 

Taking the broad view, a comparison of new defaults and the collections on past defau lts 

shows that we have cut the net cost of loan defaults by more than two-thirds -- from S 1. 7 billion 

in fiscal 1992 to $400 million in fiscal 1995. 

These numbers reflect real and substantial progress. They are the product of several 

aggressive management decisions that were intended to get the default problem under control. 

They are a result of our serious work at the U.S. Department of Education to improve our 

accountability. 

The default rates allowable for an institution have been ratcheted down. a move that 

encourages schools to be more diligent in insuring that their students receive a quality education 

and can handle the debts that they incur. 

Many institutions that could not meet those basic performance standards are no longer 

enrolled in federal aid programs. Since the Clinton Administration came into office, we have 

removed more than 600 institutions from participation in the network of Title IV student 

programs. 

Our work on the National Student Loan Data System is bearing fruit, too. The data 

system blocked the issuance of $230 million in loans to student applicants who were not eligible 

to receive federal aid. While there is still room for improvement, the system' s success to date 
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shows that the Department's capacity to screen applicants and weed out the bad apples is 

becoming more and more effective. 

P.8/11 

We will continue to work at lowering loan defaults further. We believe wholeheanedly 

that President Clinton's direct-loan program will help us in that important cause. While there are 

no borrowers with direct loans covered in t~s data, we are convinced that the array of repayment 

options and minimal red tape in direct lending will ma.Ice it easier for student borrowers to meet 

their obligations. 
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Memorandum 

UNITED STATES DEPARTMENT OF EDUCATION 

OFF1CEOfIBESECRETARY 

January 17, 1996 

To Jeremy Ben-Ami 

From Frank Holleman ~ -tj--
Re: Student Loan Default Rates and Default Cost 

This memo updates and replaces the memo I sent you on December 
5, 1995, regarding the status of student loan default rates and 
default costs. We recently have determined the 1993 default rate, 
and I have received more detailed information on how the default 
rate is calculated. Below is a summary based on information 
provided by ED' s Budget Service and Off ice of Postsecondary 
Education. 

Default Rates 

The Department has recently determined that the 1993 default 
rate is 11.6t. That is a significant decline from the 1992 default 
rate announced last year, 15%. This rate cont i nues the dec l ine 
since the 1990 default rate, which was 22.4%. 

We have not yet publicly announced the 1993 default rate. We 
may attempt to have a public announcement next Monday, January 22, 
to avoid as much of the State of the Union press as possible, the 
budget press around January 26, and any shutdown thereafter. we 
have contacted you and others at. the White House so that the White 
House could make the announcement, if the White House would like to 
do so. As I told you, the representative of the guaranty agency 
trade association told a Chicago paper last week that the default 
rate would be around 11% and attempted to claim partial credit for 
the guaranty agencies. Thus, there is some need to go ahead and 
make the announcement before the rate otherwise becomes widely 
known in the press. Other activities may force us to postpone the 
announcement past January 26; for now, however, we are looking at 
January 22 for an announcement. 

Each year the Department announces a default rate for the year 
that ended approximately two years earlier; within the next week or 
so, we are announcing the 1993 default rate. It is ' possible to 
determine whether students have defaulted on their loans only after 
they have left school and have had the chance to be in repayment 
for a period of time. For example, the 1993 default rate is for 
loans that went into repayment between October 1, 1992 and 
September 30, i993; the rate is the percentage of those l oans that 

600 INDEPENDENCE >.VF. .. S.W. \WASHINCTO~. D.C. 20202 

Our mt.sslon l.s to e115ure equal access to edu.carcon a11d 10 pro'l'I01• edr.ic-alio'lQ( exccthmce throughout the Naiton. 



JAN 22 ' 96 07 =35PM DOE/OFC OF SECRETARY 

Memorandum to Jeremy Ben-Ami 
Page 2 

went into default between October l, 1992, and September 30, 1994 . 
Thus, the 1993 default rate i s calculated based on repayment 
histories ranging from one to two years. 

My earlier memo indi cated that the default rate was based on 
a simple two-year repayment history -- that the 1993 default rate 
was based on the repayment history through 1995 of loans that 
should have entered repayment in 1993. As usual and as explained 
above, the explanation is not that simple. The default rate for 
all loans that went into repayment in FY 93 is calculated by 
determining which of those loans went into default in FY 93 or FY 
94. Again, the default rate for FY 93 loans is thus measured 
against a repayment history ranging from one to two years. 

In the default rate announcement, we would want to emphasize 
steps the Department has taken and pursued more vigorously to 
improve the student loan system. Those include stronger steps 
taken to collect defaulted loans and thus discourage defaulting 
{offsetting income tax refunds and garnishing wages), the 
elimination of high default rate schools from the system, and 
effort• to encourage student borrowers to repay their loans. In 
addition, it should be recognized that over 88% of these student 
borrowers repaid their loans on time. 

Finally, it should be kept in mind that many of these 
borrowers went into repayment in FY 93 after the Administration 
came into office and that their repayment periods include a 
significant period after the Administration took office (January 
1993 through September 1994). Last year's 1992 rate did not 
include borrowers who went into • repayment during the 
Administration's term of office, but their repayment period did 
include a portion of the Administration's first year in office 
(January through September 1993). 

Net Default Cost 

My Decembers memo also pointed out the signficant fact that 
the net cost of student loan defaults to the U.S. government has 
dropped by over two-thirds during this Administration. For 
convenience sake, that discussion is repeated below. 

The net cost of defaults is the difference between what the 
government pays out each year to cover student loan defaults and 
the amount the government collects from previously defaulted loans 
during that year. As we do a better job each year preventing 
defaults by students and collecting on previously defaulted loans, 
the net cost to the government drops . 

In FY 1991, the government paid $3.6 billion to lenders for 
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defaulted loans. By FY 1995, that amount had dropped to $2. 4 
billion. During this Admini stration, the amount dropped from $2.7 
billion in FY 1992 to $2.4 billion in FY 1995. More dramatic has 
been the increase in default collection9. Default collections have 
increased from $700 million in FY 1990 to $1.9 billion in 1995. 
During this Administration, collections have increased from $1 
billion in FY 1992 to $1.9 billion in FY 1995, a 90t increase. 

Overall. during this Administration, the net cost of student 
loan defaults bas declined from Sl.7 billion in FY 1992 to $500 
million in FY 6~~5 -- a decline of over two-thirds. Since FY 1991, 
the net default cost has declined from $2. 8 billion to $ 500 
million in FY 1995. 

Attached is a chart that shows the decline in net default 
costs. 

Let me know if you need further information. 
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Stake that claim~ 
Tony Blair should igric~re :.; _ _. 
the critics of his new t .,ig • 
idea: the stakeholder ·. • 
society finally gives th~-: 
left a credible ideologi 
that, WIii Hutton • • 
argues, stands up 
effectivelv to . ·,,, . ,1., ,,._,:) • 

.. 
1 

. .,. ll~,1111, 1 •• • f4 .
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capitalism • 
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T
HE s1111v rcilctlon or 
the lei'! to tho idtn of 
the StRkaholrler 
ecauomy Ulld SOCl• 
oty l:; that it b i.ittlc 

mal'e lh~n "ibatrbot lam in 
dr~i;. ju.st another way ot talk• 
ing about popula.r cnp!tall.:,m 
or the P.nu,r11rlse culture. The 
1igh t I~ 110 more ronitvlnll­
The dynnmle:1 o! c;ipitlllism 
are 1minm111>le ::int! brook no 
reform. Tonv Blair wUI nnti 
th.st chiimpionini st11hl:hold-
1ni; 11 no easy r~; he b:ia 
•1lcn:d the DOlttlcal banli, nr 

>Q!: with o wni;,=ancc. 
lUt riv, ~tock ci·llicisn,. :iro 
oni;. Llk;, il or hate 1,. 

-"lu.-1\oldlng c:loc.c repr-e,cmt 
a au:r0rent JX>tmr.si l .-.onomy 
of copitallsiu with l)!'ol'ound 
1mpllco.lionc for cconou,lc, 
wdal and J'H'llllirJO.I organla:i.­
tlan. It atnoo:,co th11t worker~ 
<hn,drt be won •s meroborc or 
Cinu, rnthijr tl'llm loc!U!,I 1nrn 
~n :>nt:,i;on.bhc: c"nfl·ontalivu 

' Oetwoer1 r.J1P1!al :ind t;ibou.r. 
In thb "\'Ol'ld \' lr.w . fi.cr11 s u 

.a1'111 " they aro r~c:uc&d to 
C.OR'IO\odltld;I WUt,:111 ,ind 80111 
on th• atc,ok morlu:t, tluit 
I.IMermHw.< rh1> trust :uul l'QC­

iprocily ut obll'1at1on on 
which loni;-termi.:lm and pro-
11nr1 lv1ty thrwr;, 

Too u1uLh !ructurrng • :in<\ 

t.itirlns of 30dety In the Que~t 
trn · <l l'Tl[)h; l'<.·onou,lc 11fficien• 
c:leo i.:I ultl11111tetv socially un­
~u3Ulina ble - 11nd that 3Vilh 
owr into th" austnin.:ibllhy a! 
tl.V!IU!lli•: ~rawth . Str,lal cm, 
.ion:ihip <111<1 economic mcm• 
hfirshi:i> :iN lnlerde:pw>Llcnt •-' 
but u1h, llnks 1.1.P wun pn1111. 
col citi-..!n:ihu,. An aclhe Iii'!· 
Jlr,ipat1vo dornoer:,ay boe:; 
hand lu harnl w ltll untt~l'Jlln­
nine .soc;lnl cohc3lon and 1711>' 
motJnll ltllllcoh"lder flnn, . 

'l'hoe !IHI no PllltllUOes. A 
dilfonu,t v .. co,bulary O'l)Cn.s up 
- .o<:L11 hu:h1~1<>n. rnurnb~,­
..h!i,, ~t, CC,-OLJcn,(iUlL ~­
t,.~i&m, uqui.lity oi oppm'I.U· 
nltY. oanlc!J)a:1nn. :\r.!ive 
citiicn.,hlp. r~hts a,ld oulh;a-
11nn,.: -- ,ri r~f'I - ,._ ... .,,. .. "'-

mm:imJao.tlon al ahan,holdet 
vnlu~ anCI Ibo "burd,,n'' ol 
welfare cl.nd :social cwt~. l'IP.• 
hlnd tho voeabular)' Ile• a 
11Ul'P.r<111t v11Jue ,y~tem, • di!• 
fcr"nt view of What make~ a · 
3uoeess!ul IMikct eoouo111Y 
n.ck - :u,d " dranuHicnlly 
lliUunint 11:pprn.ir.h ti) eco­
nomic nnd ,ociaJ policy. 

<.:nrporat.P l;i.w, the ores nl 
satlun or pens1011s. !lJlllUin~ nr 
tro..lnin;;. comr;,any ae1:lslun­
m11klnR, the bohovioUl' or the 
SlilCk r:rr.h~ng.e ana. the roh, 
of edu=tion a,o u1•c),,"'11Y tllf­
f....ent in a stakeholder world. 
The m1ernatJona1 evlllPnce. 
.as Bl11ir Mid in Siui;.:,,µ.,n: . I~ 
TJl"t !111;; 11ppro:,ch dolivcrs 
50C:la.l wlluslon ,mt1 P.~.tmnrnlr 
growth; the two f~ at! c~cli 
nl.hAr . By pinnl.ng his colour£ 
lo Uie ~takeholaer mast. l:lL11r 
ho: tol~en II cicci~lvo palltl1;.:il 
~l"'J>. 'NAW · Labour has now 
cnl i;ri,:d a ~U~3!.illllal BM 
n.ovol body of J<lcao: it 3tnlld.. 
in sharp opt)0!lmnn '" rhe 
, - i - • · - :_ .. . • · -

erwui;h to beat ib ide"loclc41 
rival , N>mmunl=, 11,!>d. Bven 
i;ouu 11110\ll!ll to take an anti 
bcot Br:itl.;,h collccthl16il1 -
hut a, :i moclvl for tho sood 
5or::lo::lr ur t!l?k:lent er.nnnmy it 
fu\~ far abort of any decent 
y~,:,.lstielt. It L: ~haraet.orlecd 
t,y lllldem1c short-renn1•m . 
ccoaolllk vol.itillty anil ~<>-:l.;,l 
1\ivl11ven1$t - and, when 
111&.rrl~tl w the tnp-llnum ran, 
trcili:scd ?>.ature cJt Britlah ~u\l• 
ernmont, has delivered o soci­
ety lll 'll1hkh Cllllr. ,tuty a:n.d 
public &erV!c. )r.avw·· becQffie 
prGg1'911rively emaGoulo.tod. 

ll wa,s exactJy llgMnllt !nit 
kind o! laislll:Ma!n, caull.!I.I· 
18m that the stakeholder Ide" 
was nest aevelnpen - by the 
Amer!c,rn lert tlurlm: the sL-:­
ties. Tho m,rd dulved from 
C1\I! "'~Y US sot!lor, 11:aked 
their cl11l111 il1 vil,:ln !P.rr t. 
tor;,. ihu.lnc:;o atrot.e~iou in 
tbf! latl! r1n•~• 1md earl.Y •ix­
t1"6 uoctl it tu r~thlnK Ulc lllea 
o! a oompnllj' au a network of 
r11etproc3l clulmt bcto.•eon 
~harehuluijr~ . empJ(')yaas, 
b:inkcre, auppll.cr• and man• 
:ieers . L.:i1·15e l ndu ~ r nl 
uri:arusauoM wP.rP. hnreRu, 
crDcies whkll 11ruitrated be­
tw,x,11 theee r ival clnim, - a 
Jll!U<SllllfY mnttlnn 1n a11y u,.. 
duatrl11I econonw. 111i.ldwt 
oapltAl18t or mnrkc,,t :ioeialist. 

BUt it wu whon .1 K Gal­
braith pl<.:k~ UI) u1~ Jde,. ln 
the N~ Indu~trial State, pi,b· 
llshell in •~·,. al<led :ind :iuQ\­
ted by Robin M11rri•. author 
of th• Theory o! Mon .. 5cricl 
GaDltallsm. 1Mt IN> 111/>R fir, t 
~incd e:onowi~ aml 1>ol!tlcal 
currency. Puring th& :,evcm• 
11, .. . Americ:ui eotpor.t.l e 
raid"1"6 c;o1111.,laluetl 1h~t r.om, 
ps.niee: wen: eyuieally 11pp:,, I· 
int 10 ctaluholdor int11:-esto: 10 
ou~tcu~-t tal(eo1111rs lln(J llmll 
Qnareholden' di;hb (u cour• 
plldnt they stUI make). Put ::o 
n<, US 1,1ull tic Ian ll:i., a ,. 
tomptcd to orr;11nl.,e th£ ide~;i 
into ~ legisl:itlve progr3mmc, 
~takehol<llnt hu not pm. 
rte~>ed mucb b.,yoml eucuur ­
:igl?lg ""orker chi.lre owner­
~llllJ throu~l'I ltmplny;oe s:oci.: 
o,vnerahlp l'\~ns. 

In GcnJ>Qey, the eocfoJ mar• 
.ket ~eas dP.VP.lnpA~ by left 
thcarl5tb !u o,111,1USUl<m to Ia.5 · 
cism :llld CamlllUlliom hue 
similar rrv>r~ - trley thought 
a! tlk firm ii! a soda! ur~anl· 
sJtlon with lon0 torm 3t!lko­
llol.Oer'- wnir.l'I t1j'>Arn 1e<1 in 
hli;hly C®lp,,t ilive uiark~l5, 
Tho "10lfare &b!O w110 3Cen a, 
a l)fUll!CUVe lt>ebl lnsrntlnL'lll 
to i,ro1:>ote ,ocia.l l11c!iuion. 
~nd :illow caplt:ilicrn it a 
mucn-neeaea flex1n111y t" 
build up i,.nd run d.1w11 iutlu~­
r, \q ~ Ullthout worr,•lns abo\l : 
the 60Clal <:<1/l!llQuencc:R. Til'­
polll ieal_ ptttpo~c 1\'ll~ tht 

l&11lllW o/ the len and rlj!hL 
In Britain the whole lleuat~ 

hHB never taken al! bcfo:c. 
The uv•t•war serOemonr w11s 
a compromi,e, allowinr the 
lett rn '°"'hu,ve Its toebl go11I& 
1h1·1J .. i;J1 ralslm: t>Ubllc SPen<l• 
it>S and extondln« pul,11~ 
nwner!ll11p, b1.1t laavlns the 
rL:l1t lo J.Jn>U.r.t r.ny n ·~eclom~ 
and the ancient notion Ui.,l 
I he firm ropresanted 110 more 
1han me sh11reno1n11r1:· lntw, 
·e•to . . The case !ur ,wkttl10IQ· 
111g w:aa 111ft to frinsc £r'9.UP5 
n ,uwatl/nmi: fn!" wnrur p:ir­
tidpi:t!oti "6.fid W:-crilcl'lltlii~sl' 
Rut wlth the instrurncntG of 
0111 LJIDOur cnll11p.<mg_ 11nd 
the risht bulltlin;; vu tl1t1 la1s­
s<n-f&lre mod<>!, the most 
vroml~lni: avenue Tnr Th€' Jlllt 
I~ Gta!1ehold.ln1,. 

The TUC hllc reoognlaod 
this ~r some rlme. aM ( ;•1'1 · 

era! 6ec~t.,,ry Jc,lui Muu1's 
n,u o,tablimed :i 10.cl1 force to 
~ .... .:~•1 le&:J.Sl,UIVO proi,og~t; 
"nd wu:va the unions 1ui,:hl 
)'r(T{it . Thi.' Dohrendo:f Com 
w lssion an We.:i.ltn 1 :rP.Mll\n 
nnd Social Cohesion t11U1c uu1 
firmly in favour of 3taltehald· 
inc lll~r . .o.nnun~r. ·1·0ny 111:itr'. 
ha, been tnitalioiu~ll' slow m 
adopt It publi.oly but the Sin­
ga~re S,Peeen Ill ll W:t1"'"5hed. 

It catlibllahe& 11ulhe11LlciJ.llY 
lelt ere<lentiole, bllnd~idc3 hi> 
olJJJOflijnl~ anct II"'"' ~ tl'fc,rm, 
ing stint , Witness J~l oue 
pa~sose. " It is £Urol), time," 
he Sllid. "In ~~{'(;S h.aw 11/Q 

shit\ lhc <:!JI pha~i~ m CO,l'JXI· 
1·0.tc ctho3 - fr-om the co:n• 
)'.~ny being :i :cn,iro vehicle for 
the ~a11ilal m,rket to M 
t:-sd.:,d, hoU&ht and sold M ~ 
commnr111y - Iowa.rd;: n vi­
~[c,11 c,( llie 1.:ornuanv as a com­
munity or partners h ip In 
wrnch o~oh employee ha: o 
~w~c. autl where thP. nnl'nJ"' ­
ny·~ rcs1>onslbllities a~o mo, e 
cle"rly <U>l!neatE><\," 

Mlcha~J Pon111n 1mmAcli­
alc ly 11ttac ke(! ll1i~ i.lS II 
~lrsight copy 0£lons .. 3tandin .; 
C:on~P.rv:inoo Delley - ou1 ,t 
lo difficult to l'c:call a Cou,;~r­
v~liv~ polhlobn ever indic t· 
In~ the o:,erannn uf ,tock, 
market ~11vila lhrn ror 
cummodlllci11i; companle~ ar.c 
wm·~er<, nr z,ro[)Osmg :,, cJ~r 
de lineation "! ~ur1,1ora1 ~ 
rlgh1' snd obligation~. l3n't 
tho Conseni:tnvP. 11IAA to •pre.­
mote tlcn:~uliltloo ana t o 
ros:ird ~toclt-markct freedoms 
:-.;. ~,,:r':'<\."? 

But Blair·, utl vucar.y nr 
w!,al h.c cllllo the fitakt:hold~:· 
WqJts re Sy,ta,n m.,y uoue,' 
1111.1r e concern. TI181'8 Is £ 
clear accent on oodal coht · 
d>an anc IN> necec.:l t1• \Q 
n:,:asl tl111 welr.r,r~ s;ta!A ~ H 
ccnscs to offor ~n oNta~le tv 
1r:,ir.1ng oc •elf-employmcn:; 
ano le l& l!(IURJly imr~rriv~ tu 
open up eollcclive 111uans c,:· 
svU'-iru.urar.oo 1.o 11llow intl1· 
viilual~ tn pr0<111r,.. rens10n, 
ar ~ icime~ benefit c1liuvt lh~ 
b:idc Jevele . Tho dnn gor 
thou~h. ,,. alu, r.1,;,ar Singa . 
pc,1c· ly 11~ vrovltlent runa" 
co,ild b'~ pros:-csslv..ly u,cd to 
r eph ro exisung woll'•u• 
~trncmres . witli l11.,1r 1<ccom-
1>•myins need for n rediotr!blL· 
uvc l3X syst,~m. 

'iet In &lllll tl1c ~'\JU1U1 ltment 
lo n ;;tnkoholdcr coonotny ancl 
,;oclP.[l' I< ~ l( ij y momo:,t - n 
way crf bind Inf :h,; ~cu l!ll 11ml 
lef: to~•ther In oommon couJc 
vm!lf provJtll nt: tnP 11Jnnlni i• 
col trnpctus for h l 1i,>.,na111 ~-Cl> · 
nc,,n 1c ~nd aoci:11 rctur l'I 
Dlui l' ""eul lu Au,..rr11 11 ~ Thi, 
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There has been a frenzy of analysis since Tony 
Blair's Singapore speech 1 0 days ago about the 
stakeholder society. Is i1 the • Big Idea' for the new 
Britain in the new millennium? Or part of soundbite 
culture? Will Hutton looks beyond the rhetoric. 
Graphic by Patrick Wintour and Paddy Allen 

lo~l :lh•e million ·1u:. better l:Ewm-,; . thl§ Jeruu.Ia,1 by planning a.nd public owm,r-
. ~eam, · a · l'EtUnl to tm '.>ld old filljll <if ~hip ; but It i3 m;t IJ:.e m1llodox a.dvccacv 

8rl1t.,h· o:,rpor.i.thm. red tape, tu and · ,1r" freemarkEt c.;pita.llim chm1?iA:·r.Ed by 
~penil ·govemmt!Dls _...:.:.:_-8t!d b~ back • the Comervative Ridit It is IL'l 11XPlicit 
Ir.Ide 11111Qnmilitanc'1·.: · :/.-. °/ .. : , • . • stalementoftbevalueaa.ndpr!DclplE-Stha.t 

• Wich equal _urwicy·.1',a Blait bas b~n have m1derp.im',t!ll lhe c:eotury-tc,ng al· 
~lstfag ~ch atbck.:I. 11 i! i1'J,>11r e111pqw• lelll_pt tn bolld a just wclety t1a:l moral 
·ennen.:, lie says. q11illlt:r P.ol11ali1>n ru,d oc,nur.unity tmt Is congruer,1 with priva:e 
trninln' t1:Jr di; lb cre'ltion of a roor.tl propertJ, the l)U.,ult cf tbe profit mcth·e 
tQIDi°llunlty it work as mucll as i:n welfare and d«~ntnlli31!J i1~c1sion-tnaking In mar­

·-~ta~. lllld l)f''treat:mg WOl"kers as par>.ners kd.s - the o.mous third or miccUe "''a,:,: 

T
HE RBACTI01' to ti\.? id~ (,f the 
sl8keholdl'I: e,ccnc,my aDII s;oclety. 
1111\ich Tc·D)" 3lalr Ost 1Ul7ell~d i.'1 
his Singapore speech tm ~ 
flgci,ha, been extraord.inary. l\llr.· 

iah:ra do not mis, an opportunity tu atta::k 
rae notion; r-.ana-of°Dt!1"'l!i»per copy and 
vtdoo -le!,Hc ha,,-~ been ~wended en e:<,>lor­
i11g ,,b11t It could ill.Ean. Tllr political anct 
joumaU~tic estatli~haents aro 1mitirl in 
lheir i ucgeruenl. Slekehold-;r;s, whatever 
Its alllbiguilies, i:ould have !e~ .1, New 
Lllbow-'3 big ideg_ 

But fer all the mfa~~fal 11rotestat:ana 
ttia, Mr Blair has made t.is first mistake 
by putU.ig ~OQ!e "red water" ktween !liln 
end the Co1nervattve party, the Jnexpe.-i­
enO!d le.mi at Ceuu-al Ollire have ph\V&i 
Into the Latour leader's hand. • · 
_ By in.ststinr: that m; 111Ed..la Interview or 
parliamlialacy_ l11terv1mtlon shollid be • 
co111ple111 wltoout $0Jile challenge to the 
Idea, they h11ve disobe'}-ed ·tlle flJSt lln\° of 
polliics. SEtting the ~a b half the 
political battle; .uid by the middle of •~k 

ratller tllm factm-, of product.Ion' '. ~" he There ue ambigujtjes and difflcultW$; l>ut 
-said In his interview wltll David fr<.st). a,; a system of ideas ii da,erve.s to t>e taken 

tl\'O, st11keholding h~ beoollllJ the age11da. .. Above· ell It is about ~vm@ ln'11vidu;ii.s t\ seliolEty. . . 
·lbe ~rvalive rllknlatlc,J\ i3 that It ·st.ab. . The unifying lc:aa is lr.clusloo; t;1e lndi-

...-11~- more dangerous t.> allo11i' Mt ffialr a ·'{et for all !tt ~!c:nal lai;res lr.t,) .t vldual Is a member, a cililen and a p;,t~n­
lh?e nm In develnpln8 w:,at might be a .. !:utguage. ~ platil11clu:ous geoorallty, this llal partr.er. But i,clu:i.1011 iJ :rao( i one-way 
ver'{ attractive i)Olltic'll idea that rould :·.1.9 : a political ~xcliar.,ge <'f f..i.1d.lmeT,ta.l ,tni~1; ii _places re:iJ:•ICM:'.11 obligaticffi 011 
pul ~her a potent coalition of the lmpo~JH.e ~h;ch roth s1dEs re,-,,ard a.s lh(, mdlviilnal .;u w~ll llS rights ~ ud in 
centre a.,d moceratP. te::t oi British po!i- • ~entiEJ to !YUi . Cy;itr.s ln.sida the Labour e,-ery i.JolllAin a-id Ill e,;e.-y social cl11~ 
tics. Mier all a nwnber of leading British • _Party end m abµil.mce beyond Ill th~ Thes1:1 rigjits ar.d obligations can be c,rga­
OOIJ1lllllliff, includ[:ng 81', BP and l\larlu mmia ltire 10 \ll'OVe Lh_eir· UIIUl!"~dence· nis:11 in a vn!unlary cc,de; or lhey n~ br­
aml Spencer, call lllemsel\·es slaketxilder and I<iWers of pr;>f~loMl ~~r.tlcJSrn by . codifBd uito law. Thi! ~c.Stilutior,s toal 
c<•mpani~ aru.l tllll hanilr dis..'Wclate ~~oflbg_at slakeholding ~•> di,i,l_ay ~thu- ~ ,)1!1 of tht~e relalio.~hi\'.·S fo&!er rela­
lheruselves irom the idea _ while the . s1asn1, interest ,,r ~tlerstaruhng is to •.lions OT t,ru~t anil romnmraent; they tend 
Jev~l-headed €1,m:ent ;r. t:ie unlm mo·,e- c~part from tte urwmtten er.Ile. All polil_i- _ to be hf&h inves,ing, atier,tin t > hllllllln 
m~nt are ai:tivP.ly carup.aigni.ng ror ·lhe ~an-. _are lma,•es ID:i p.o~g.!Jldfs~; iill . ca:;,118_1 and ;ijghly creali~·e. OK, y::,u 111ay 
unions to il>andon their lvntt-ilAJldtng op- . t!te1r irl;ias are_ ronfuse(!, madeci.u.ate or . • Ile thmkmg, tut wh&t doalli it rntan L'l 
Josillun. Pull tt.E-Se wing,; tc'ijelller, aml • boll do·1w11 lo lht. 3ame old lefl/rlg:ht dj,,ide practlcei . . 
t.ere Is a '-W'f powerlul new politj.cal , ·--~ the_end_. · - • • .. - :. . • • , : , . -.. ·- ·. , • ~tart ~th 11:e W<.·rkp)aN:. A wo.-tm in 
CO:IL.itior, tmi!Ed by an c-,·erareh~ poliU- . .... : v~ Blalieltoldlllg_lS I 89fflline deparnae; . ' ·Britain'.~ legally a clisi»,sallle commodtty, 
ca.! conc~l • . :: __ 11 clttllrniJls lo de1 a :19t oC gui,J~g i:rlD:d, ., .. a , ·new oacl1ed by a kdy of economic 

Hence~ urgem:y, trom lie Conserva-· ,_.ples_tt..;;t ccukl c.QJlillllse. i1 mon11$t._poljU- .U:~ .. oompruiy and employment law 
live •~ttge point, of ,te.linlng mkehold· :--~l 'Procramme In fi7, .chief are.,s: .he wtn~ mslsl.3 that no nuthe.~ privilegM 
Ing rn nep.lin terms before Mr . Blair .) ~tt~<,. th~ Wl?lfa°N _arate, tlle fun and . · --~ ·lie: ._af'o~. In-stu.eltolder UlEon,. 
oould defm!l It ,o that it :;olllld.s attractive. • • IJ:e. :<;aty • the OOllstit,Joori, uul fi:Ol1CJl!11C : • b'!il_dJiig !>If tbe_ knowledge that mcst f11U1~ 
Toe busi.itess community and the Too pallc~ more ~ally, ·This .ls. IIOI .iocw-· -. lire relucta.nl . to trE,c1t U.eic l'l·orkt!rs u 
voien who John Recl·NOOII desr.bes as ·lbe IStll ~ the _twen~eth ce11":U, ,·; St~~te:. OX1IJIIIOditif'& .md pa,y tbem al:ove ~ lllllr· 

trwiltinn Ill lrv,np rn hml,i A .<n~l~lo, I liPf r.lR.~MnP wnPP. ·M "2in thl'i~- ,,-,nm, it . 
• : ~-· , ,j " • - • • • • . 
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ment and loyalty, <i\odren are !eeo as that im-1. Public flwner&b.lp ls out one ,,fa 
meml:en of the iirm - COOlmitted !11:ld speclrUmoC~lbilitlesthalrangefroma 
eriable4 to t.Jp@nlda thf.ir sktlls, and en- new logal ddinilllln c.r Ifie p1111lk Cf)lll~ • 
~~ lflrotlih trusts or ,h!H"e c,wnu- •. parw, l.hnlutrh 11rolit-dwing, ea,ploree 
shipb to O'Wll all oc part cl Ille nnn. sl.,ck O'il"Hi-shlp plwl8, mutuals arid 

They des41rve revresentation, c011sulta- rriendly sQe~les. t11 llic,rbr CO-(lp11rat i\11!6. 
t ;cm Rnd prior not~~atloll ol major &n,n ts '. 'l'h,m th~re iJ welfare. Hen ir.cl us ion 
- a round c,fredun<landes or mw invest- amt :nemb,n~J-,lp i.111pl-" a lll\iversal 1"Vel-
111ent allte. Thi, d•'.leS lJl(Jt m~n i970s-styls • rare : sule. fi :tli..,ced by pro~ ive- tat · 
tm iih'l l}<}Wer, wh i.ch Ccnservafrle minis- aiion. in wh:ch £ ret""f indivhl11al has a 
rer.i a~cuse me of advocating in m.y book. slake. It irnplies a .;olid JL~te poosjc,11 as 
111e State We're In; rin, do,"?S ii mean the first buildi;:ag ':>lt:ck in the )N!nskm 
Genn:m cuUectlve bargainblg. II c1P.ans S)'Stem; a 11,m- liered NaliooaJ Heal th s~r­
C•llfSlructing trust ~l.;tio11~ 'Nilh ~ups or •,:re free at the r,oint of UH"; and ,m 
v.-c,rliers, w,nl<h .ire t.;sl gainEd If the Inclusive ni<lional E<lucation ~ystem in 
worker3 thenuelves can be formaliJ which 1h41 11mg ta il cf 1;1 ,lm:ation un.:fer­
gro11ped and repnsente,J ;1.nd if Clmu_ ru> . ACliil?vement u iamlY tackled and the 
cept ma! ~uch is their reipcnsl<lUIJ' a., opted-our middle cl...ss all! ,elncorpo,atai 
,l~. - rejuvenating IJiE compC'l;lhens!,...e prlnc;-

'f'his ls where workplace .relations <>111?1"· pte by U<kling Its w~k11~. But prh·at<? 
lap wtt..'1 ~e new lhinking 011 «:f1)0rate ddlnry !Y&tem&, OT@llnuetl IJJe1melvei 
governance. There iJ a crisis ln uiruunt• 1!.lo.'18 stakthel..ter prtr.cli)les. an IMr>? 
ability In British Cirms, with ,eiaslon fund than adJnissible; Eli are pobliol~ivate 
and inMii-ance oomvru-.y HIM?"s buln@ pr.rtnenhipe; with 3 (Albllc ~r !hat 
rc.:k:hanl propr:etorial rllt.l~ lo i;ecure a i~elf ha, t-Em re\'ltallst.d t,y reform. 
Row of di-.ldends ud to E-tli thel.r shar(s HElse again ll:e .;awe principle.:! ar,plies.. 
33 they c.'ln,~ - hut 111Uh fl') •<L'Orn}lal!J'· Citi:zenship is an ~'J]T('.SSl~n of P,>lil icll 
ing obtlgatlcns ,...11,m times g11t hard I.II" l:nclusion, and de<entraJi3.ition of ~,-em. 
w:-.en cUredor's are owr-ntward lhem- inent mng '11'ith rnl)Je acco1JntabUly a 
!elns. SharEs are nut an expra~lon of 1' nu!>lfnS of pennittiu; l•>~al citi?ens some 
refaUoJ1;,hip, as many su1all llhnrehol(!e ,g 1e'r'er~ .. , ·er dl!(bicn-rr:akhg ,,i,_d ;»wer . 
.stltl regard them; lhel' rue chips Ir. I\ fast - A srak<>tolrler tc'Ooomr and society •~ 
moving casilt11 m wt.b::h the game Is, as ntlm:>red by a slaketmtdea- poll'Y; dil'6ors 
Kl!ynes p~t II, t(I pass the deprecia1ing of qu.m.gos h:we to oo elfctNI - loaJ 
i' . .alf,~.nny lo the runt maii aud casll iJI authorities ue acconlr.d more autonoll'IY 
your,elf. of utio11, Public ia:.lirutfaiu c,aln more 

'lbl.s, a$ K6)'1le&ian th~ry show!, para- 011nsH1uliooal iadepe11de11tt; lJ\ a ~tak~ 
doodrally dEter-. irwestmem t.y 11u1timl~ llol~er polity, the BBC and the Bau ut 
mg unrErtalnty- but stakellulde-.~ thoorr SnGJ;md aJik" wou1d suffer mo; 1>(1iltical 
adds a new lwu.i. By giving most Brili$h i.n!er{enmce c,,·er their prOJ)er !pteres -
oomr,..r.l.ell an insecure Olll'ner.!hip plat- aooibl,- llPJ:l)i.,LJnenb. 
foun ba saus0 tha?ir shares s~e Ci!Sffif) chips Bui the: ultintale .s.take fN· lila,l adults is 
In Um l!r\i !Sh game c-ftaketWer, they can'l a job. Sirskthc:lder lnstitutioos mu: t re 
construd Jllng term Im.rt relalio11&1)i11-3 al buttrl'.s~t'l'i b,- full ernpl,r,ment ,cll(h?s -
lh9 \fOtql:ice. M81188fll'S have flt her gods 1m?11·lng that lhe full b3t1~ o( ecoaomlc 
co pleR~e. Bot owning a «:mpmy carries ln:lt.rUJneots lie dep!cyecl i. stitnulata de­
reclprr,cal 11bUgatio.,s - ro part!cipa~ In IMNI, Investment and growth. '!'raining 

. ileclslon-maklna md to litaod b)' it In and eduutlon Ille U11.1.5 part of a wider 
llrnts or erlsls. ef/'on ll Include all in tilt wert• of work. 

Owner:.hlp tam re-enttrs the polltica.l • ia ~ome or thtse ~.s. notalllv ov;!J' 
ilebabl\ not ln the c,ld publk/prir.ile typol- lnilllnig and poJitical r-efocm, Tony Blair 
oc· - but by 1"\srlng that privale owner- has a.=med a clearl:v disc·nnabl11 pooltloll 
ship la .. n!9POOSlh1UUet, U\I champlOD- •. . .. • . . . . • . 

.•-in111-a -~ft diver31ly·of nam. tlD 1Cb:1Ne . '.c~n111tNt.,. .,_. 4 . 

• 



. . . . . econom1.c: 
'big idea' 
llll•k Cllfflllllftf.._• 
In 8l"!PP4N . 
and MIGhael 'White 

.- 'rbc mal.n lhnt.St of his 
araumeni wm • l>c that "tbc 
cro111no11 utan economy where 
we ~ invontlns and prodllt', 
in1 KOOCls and l>tl'\llcw. oflll1,"b 

·yONY Blair will todAy quafity Midi; the en~e1nent 
nm1eil hia vii.ion of a ol' tM wtwlv country. It m~ 

• ..i;tAkebclcleuocif!ty'', ~II~ I matter ot n&ti<ll\ll 
b!ndine ~l pare; ot purpa30on.clnat!on,llprll1e." 

tho commun11Y tu II common Thie neeas s. retatloru.l,ip of 
.natil'lnal enum:ui~ u the key trun between •iovernment 
ro restudnc Britain'11 !ortuna. an4 people. he will reason, 
11ild a~. the cwnomic l>ig ·J.t\u euwhasio!ing thot trust means 
that will holp tiaar tl'la Tories "the rccot:nltlon of a mutual 
In the ~lP.1:rlurL purpose for whlcll w. work 

The Lilt,our leader has cb~ tog«iher and l11 whitll we all 
~en a brief cixfflll';ion into the tlelk!fil... If people feel th11y 
economic p0werhouse of A:lia illlve 110 ~ in the economy, 

• ~ Th& mom,nl to provide thay . lotl lltt(<I . ~ibility 
Labour•:; an6wer to Conse~ ior n 1tnd lilllt inclination to 
1\vc Flirty ~losan&ering at,our work !or iul',uca.-i;i;. 
rnDking Urit11ln "tht1 entei·· Mr .Blllir bellows this vision 
prise r.l!ntrc ulEUTODe", • will C<!Pt\JT(· r.ha hll:h .IU"O<lOcl 

A !or11lh:!le of the &J)Nch. oC eamoml.c w:bllte - 30 loni; 
,ilill,e M Mr Blfi.ir pausad :Y~- Ute Pre&erw. of tho Tarioe -
.tczday between e11gaeellll!f1~ and rl.Il4lly sh.'.lke oil' Che image 
arouria Sillca110re. wbu-e b~ of a "tax·fflM~na" par!y 
.~red p~ is to cum- which. ,lhe shadow i:hanet:llor . 
. tne WliVlii- 1n which tho oity- Gorcton Brown; · ha.) been 
!itate: ru.s pioMenld U\ter'll&n• work.inc to c;xpungc. • 
tioniat clumg.u in lbe ln a ·fl.lrther break with 

/ 

• !inancln11. ot cradle-to-tho- Labour'• tra<litions, Mr Blair 
11rave wd!ilro pr<Wli;l.an. !Mill ar:vue . thllt old i;trateg!es 
.. · "J went Britain 10 be a or d81i~erlng 30Cl11l justice by 
·stakoh.older l'JConomy where redlotribuLinGtal:eGand ban,., 
:tveryone,hiR>' a :cbAnce to get fua may have SP.rvlld their 
'·® 'and ~ swh1..Tt1 •thtNI ptll'tl05e In u~ past . . 
•·io' ·a cicu ae~ .ot .nanoruu 8<1t they do not ru the co11n­
l-puzipose .ai111:'!lltuin: ',we .lea~ ·try•s noodi in the emeii:ine 
;.tielilisd ,:.onio :.of- the . bo.ttlei. slobal ecoM(W. Mr &air .wW 
;between; left 11nd ,r,ls}it w~h- : SSIY, His ct>InlfltOIS ne likely 
.~a.Uy:·ara, not.,releirant in.the lu trwble more ·~Gutloua w1-
,~~w:•;.eLoti~ 1.: ·~ccinomy -. or lc~e, .- 11s well as left..,lne + 
CCdllY, •< he li!litt . .. • , , • MPs, oome of whom are u.:i..ni: • 
.' .ML- ·BlaiLJJ tour of .Japan .wooea hy the Scar1ill-led 
11.od Sin~pare .. "- his flrli.t bceakawuy 30eia,list ~rty. • 
rm,jor vi,il n111.9(ru, Em~ - John M3jor 31e~tert1ay 

, wH_intentl~.~~yJo ~~w Joizied m1111~1l!rs 1n 114,r.iiliJit{ 
,Clf_f .. :'-'whpt : ·ap . J.i:IQ~i:ttl ~I • the Iabuur Jeadci-', vl&it ond 
:lia~·o\ll,: goveinmenHJob,kli i , ·; .,._~!aoundbitc'' . p0Jlc1e~: 
: lUCI!'' 11n~ 'ID ?eli:i~Llrt blS61ntM ·'.They Hem £Ul>Stanrl.llly w 
ny. ~~n=dlng Nt';W l.c!~iir.'s _bp :in empty bnx.'.· , . 
. m:oJ~i1i£e on the_ ,;dYDafftlC 1· TW!r Blair'$ •.' speech te 
Poelll.C Rim. ·· : • ·c. • , ,,, .. Intended to pull together all 
·,· ~Ill spltrrl'd bi, lhe mtclrc6t tlic .:irgwnsnt. on ,ociiit, sea­
and t.n,;irable .Iecilptio11 he nomic and eouciil'iunal 
{<!lllla he rijceivod ftO!Il J;apan'll reform Ile hai; c1tlv411ced in llO 
1ndu&tri:tl barons, Mr Blalll1 :mun\hs $lnce becoming 
will u~, • fOllllY'S SPei,ch lo Li>bour lcodcr :ind ln 111,e pro­
b\i~ln0~:men in S1ni:apare as ccr,i; reinf<lrce hlG w~kuud 
the ptatConn to prc:icnt "th11 :appeal tn woo One !fotlon 
econorn ,e juetificauon fnr Tori,:::; to Labour. 
c;ooial eohM9i.Dn" - t111:mes 
mor11 fluniliar co A:s.i= 11udi-
1:nce~ thou l:ho:.c in Brit:iin. or 
the US. 
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DRAFT DRAFT 
Education Tu Proposals 

The President proposed college ruition tax relief in the Middle Class Bill of Rights (MCBR). A 
number of education tax proposals were considered. in some depth in November by the NEC and 
are now under consideration for the State of Union Speech. The alternative proposals would be 
much more costly. or to maintain cost neutrality would limit coverage in problematic ways. or 
otherwise present structural problems for which answers have not been found. There is a 
rhetorical alternative that supports the "guarantee,, notion without these problems. 

The Middle Class Bill of Rights proposal cost $38.8 billion over 7 years. It phased-in a tax 
deduction (phased out at higher incomes) for ruition paid up to a maximum deduction of $10,000 
per tax filing unit for~ postsecondary students, regardless ofinstirution and program. It 
covered 16.S million postsecondary students in college ~ vocational training. 

Alternatives were examined in order to provide a .. guarantee" of Federal non-loan resources for 
the first two years of public postsecondary education. 

The Guarantee Proposal would provide a refundable tax credit for the first two years of college 
and tax deductions for the last three years of college. The tax credit would be for ruition paid, up 
to a maximum of $1,200 per srudent; the tax deduction would be up to a maximum of $10,000, 
like the MCBR. 

There are three major issues raised by this proposal: I) The guarantee proposal would cost $54.2 
billion. $15 billion more than the MCBR. 2) In addition to higher cost, the proposal eliminates 
7.6 million MCBR beneficiaries (mostly vocational school, part•time, and graduate students). 
3) It also provided a credit too small to make the "guarantee" good in 18 States; this State 
coverage problem would affect such States as MA, :rvrn, MN, NH, NY and OH. 

Guarantee Variation 1 would address the cost issue in part, by counting Pell grants in the 
$1,200 Guarantee. It would lower the cost to $48.1 billion. still $9 billion more than the MCBR. 
The State coverage issue remains; this variation would eliminate 8 million postsecondary 
srudents. 

A further modification of this variation would restrict it to the credit only, by eliminating the 
deduction for 3rd, 4th, and 5th year students, which would cost slightly less than the MCBR 
($37.8 billion). However, this eliminates another 3.1 million students, serving only 5 million 
students in total, and still has the State coverage problem_ 

Guarantee Variation 2 • Count Pell mg increase guarantee to $1,600 ~ eliminate tax 
deductions. This would partly address the State coverage issue, (still excluding 9 States, 
including MA, NH, and NY) and lower cost somewhat by eliminating the deduction. It would 
~ cost $47 billion, $8 billion more than the MCBR, and it would eliminate 11.1 million 
beneficiaries . 

Guarantee Variation 3 would bring cost do~n to the MCBR level ($37 billion) and bring back 
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DRAFT DRAFT 
about 2.6 million vocation.al and part-time students, but do it by restricting the credit to one year, 
thereby eliminating the payment for the second year as well as the tax deduction, and would 
return to the State coverage provided 'llll.der the original guarantee proposal, still not providing 
the "'guarantee" in 18 States. In addition, 8.5 million fe'"-er students than the MCBR would be 
covered. 

In summary, mtless we are willing to spend a great deal more money, it is impossible to 
develop a real two-year guarantee that serves the same population in all the States as the MCBR. 

There is another approach to a guarantee that has none of the problems of the variations 
on the MCBR. The Speech can declare what only student aid insiders now appreciate: current 
Federal programs already gtWWrtee enough mom~y to ensure that anyone can afford at )east a 
public postsecondary education. 

This is because student loans are a pure entitlement, some parts \\-ith no income test, and 
Pell grants operate like a quasi-entitlement for lower income persons. Other more limited federal 
programs supplement these with work study, more grants and loans. 

Therefore, rather than promoting yet another new program the President can achieve the 
same impact of "guaranteeing" postsecondary education by saying something like: 

"Here's something all Americans should know. The Federal government guarantees 
financial access to college and postsecondary training to every qualified person, young or 
older. 

"1bat's right -- guarantees it. We do this through a combination of grants and loans and 
subsidized jobs. This is a promise the government will make so long as I am President. 

"We don't pay the full cost for the most ex-pensive schools, of course, but we do make it 
possible for everyone to afford a public postsecondary college or a training institution, 
and many private colleges. 

"The program improvements I support - Direct Loans \\--ith. repayment tied to your actual 
income so you need never fear default, higher Pell Grants, a stable and growing Federal 
education and training budget, a tax deduction for tuition - all enhance this guarantee. 

"So if you qualify for an accredited college or training school, the Federal government 
ensures that you can pay for it." 
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Policy Perspectives 

M·edicare at 30 
Preparing for the Future 

Medicanl's -~ anniversary ~ an appniprme time for cal­
ehruion. Few progiw, public or privatt;. have had so de­
mon£a'ably beneficial an impaet on iO mmi.y Arnerica.u aa 
Xedicue. Bu.t it is uo a time both to .relleet on Hedlar.re'A 
role in 011r society at 1vg@ and to t.hink stntegic::ally about 
ho.., .Medicare can fulfill ib mission,; in the yean ahead. Iu the 
increasingly conteatiou1 polttical environment. ~ has 
beau called a dinosaur-a program Ul.8t i.e. tao cretly, U1 too 
inefficient, and hu outlmis.:f its usefuln~. hi the vie..,- of 
Medicare'!l cri~, radical. nstrueturing is the only cnre.. A.l­
thou1h improvements can and should be made tD llltedic:are. 
those a.lling !or lhe end af:Medictre u. we klww it are mast 
charitably dec,cribcd as misguided. Medicare is ~"ble 
fur major improvements in the hc:ahh of elderly and di:sa.bled 
cidu!ns, ci '11o-ell managed, and provides the fumJici&l urid.e~ 
pinning- ror much of the US hc,alth ~ ~yt;tern.. 

Medicare lnw -:r, MUllon EJdl!rty aM Discs! Je. I People 

Before Med\~'s enactment.. 60% of elderly people hat no 
health in&IU"ane~ Now mont than 97% of seniCIZ" citiams ~ 
in.sured by Medirare, as~ 1TIOft thau:i SO% of those wbo ha•i: 
end--f;tage renal dise&Se IUid 3.6 million tiiJ;al;>led people. Medi­
care has relieved eldCTly people of the terrible 111%1ety they 
suffered "'hen they did not have belll.lh inmr-:m~ and c:ould 
riot pay for their OWJ\ euc.. 

Mediare has dnm:rtically int:rea.~ed ~ to health c;a:e, 
In l~, j~st before M.edic:are'& enactmen.t, there wer1! 190 
huspiW d.i!cba.~ per 1000 elderly people. By l Y7B, t.h.:IL 
ll1ll!lber }wd im:r-~ to 350 dis~ne indicati.011 Lhat 
Medicare helps elderly peopl!! get ~ health are t.hey need 
at the time aftheir live.., they need it most.1

..:i Altliouch it is 
difficult to prove a cat.Ml relatioru;hlp, Medic:sre--.and the 
increased &CQ!6S to health cani it provides-hu undoubt.edJy 
C!:llltn"buted to in~ longevity :ut'l°"i the elderly. hi 
1960, men who 1nuvived to 65 yean; of age could e~ t0 liv~ 
to~ years of age; by 1992, theymuld expect to-reac:h81y~ 
of~- W(')meh achieved .!.imil:lr gain~-

Most Medic:are bcneficiarieA rely on the finandal security 
and access to health ~ that Mel'llcmi? provides.. In 199'l, 
~'I, of Medidl.N! spending we.ton behalf or~es with 
llZU\W&l incomes leldll than $2.5000 (1''igwoo 1). Full)' 2[)'I, of 

;:r,wn rne OffiQ;: cl me lodrnlnilir:1101 . Heaun Can: l""llallC"Q .-o,,ir,ii;ir;Jli,,n, 
Washir,gt0r1, 0C 

Ri,pn,11 re<11Mlt. Ill Melllc.ara 30th ,.,,,,,,..s,ary_ HN11t1 ~ ~ .a.c,r,,ir-ris­
tr;,~ort. 01f1011 ol Pral-nBI I'\~. RCMI <1231-4, Hubefl H. t;umo,w,,w 9!0r;, :ia:l 
IC'l:I~ f\..e. SW, Wl!llll'l•"!Pml, CC 2IJ201 (r,r ,,,,_, 

JAMA. Ju>t 19. ,~vo1 274. No. 3 

. 

P'jt1fY\ 

beneficiaries :are either 85 yean; of ~ and older- (most al 
whom an! women) 01" penons 11ritli disabilities ar end-:s~ 
-reual aiseaae tOf!ic-c of the Actuary. He3.l.th Can F.inanl:ing 
AdmimstratiCD [HCF AJ, unpublished data from the Mew­
care C=nt Beneficiuy Survey, 1992). Providing health 
ISl"C to vw most vuln.en.ble ctti.mns is a. signitlcant ac-com­
plish.aieat of whim all A.mericazls should be justly p~d. 

M~ be:n~ tliink that Medicare is valu&ble to tb@m.. 

Nealy 90'!i, of beneficiaries ace &&timed with Ule ovt::rall 
qaality of thei.t- health can:. have a reguLv BOUl'UI of health 
~ and hAu ~ confide~ ill their physicians (Ofl!ice of 
Uie ~a:ry. HCF A, da~ from the Medicare Cl.ln-ent Ben­
~ Snrvey. 199'2). 

lllledlcare Pro.ides Yltal SUpport 
ID 1t1e Meeftt'I Can! lnfnlslrudlft 

Viewing Medic:ire as simply a. health insurer for 87 million 
people ignores its ~ role in the health ~ ~ystem.. In 
1933, Medicare 11.CC01IJJtcd fur~ of all hospital ~perulit~ 
20lli a£phy5ician expenmLw:-es; theprepondenncl! of income 
fur home bea.lth care :i.gencies, hospied, Nld l'l?11al di.a.lysjs ~ 
cilitie5; and ggnificant ~han=s of the reven~I! ol clinic:s. 1abo-­
ntorleA. ambwance service.,, 1111d other pn1vider se~.• 

In additi.or:i to pay-mg-fur services to beneficiaries. Medicare 
makel5 aupplememal. pa}'fflJ!tlU to provide additioll&I i;upport 
tg hundreds Df J,~pitals ~ the c:mzntry. Withoat Medi­
ca.r'e'1111Ub6tantial flnancia.l RuppUrt, a 11wnber o[ th~ •lla!et:y 
net• fnt:titutkm$ could cmse, leaving 1lJ3n¥ Medicare. Med­
icaid, :ma. UIIinsurcd people withoat acce,,.,; to ~th care. 
(Congres& authotjzed additional. paynumts to disproportion­
ate s~ hospitalt: and 110le eomrmmity hospita}g ~rrmg 
in the mid 19806.) 
~ mabs supplemental payments to (1) hospitals 

&ervwg & ~t'tionatc sh.are of law•i:ncome individ~ 
(2) teacllmg-hwpitals for extril casts associated with 1-escbing 
prognmzs (tndirect medical eduC1.0<>n}; and (-3) .sole comr,,u. 
rrlt:y hoGpitals to en.ban~ their viability in isolated runl com­
rn~. 

In 1996. nearly~ aftbe 566 bilJign Medicare will pay to 
hOlpif,ab are for these I.a.rzer ptll'plt!C'S- Disp:roporticraate share 
payments will total :&3. 7 billion or an extn. 13 cents for every 
dollaJ" paid to lhese institutions. For large urban publie bo::t­
piblls, the additia-cal payment a-ve~ 26 cents fur every$1 
paid. ~ts \.o t;e,v,biri« hospitalb for in.direct !b£!dical 
ed~tion are projected at ~ii billion or an ~tra 14 ren~ for 
(!Very Sl paid for direct care to Mcdic:ar11 baneficiaries. For 
rniuor public 1,eacltlng hospitals, the addition.al _payment av-

8ti':6 .Li':S CO.LS S6 / 0i':/l0 
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enge 3S c:ents fo:- every $1 paid. Sole coffllDWllty hospitals 
will receive mon dian l200 million qr .an extra l2 ce11ts far 
every doi.ltLr pald. Median al5o plays a broader sa!ietal rule 
in finmcing gradaate medical cduai.tion. It ii- the 011q heahh 
iMunr to make J:Jayments eannacked specifial]y f'Dr tJ'Bining 
physicians. hi 1995, Medi.can "Will pay hospitals $1 JI billimi for 
dired aJStB of t:rainiD,: physicia:is .md other health pcofes­
Ricmals (HCF A. wip11btished. ~ 1995). 

Precisely because of lta me and natiGDal cluu'ader. Medi­
cue also has a profound effect, whether intended ar not, on 
the lhape and ~er of health care and mediCl1 pramce 
thnmghout the country. l!edicv,, pioneered the dev~ 
~ ol a ~pr:ctivct payment s;y&tem for mpa.t.lent hmpital. 

, a resoun:e-based fee :tehedul~ fDr phyaldans' ~. 
th in-~tal and extemal utilization review p~ 

quality standanls fur JV!W seM.ee!; such a lmspic:e and am­
bulatory su:rgvy, &Zld outanne mea.sw-et; in mmmig home 
~ hi:reamt yeam, Medican,:.oooften lagged behind, rather 
tban led, the print.es~ in the ~velopment of new metlr 
ods or da:l!mng and ensuring access and quality_~ th~ 
.Medi~ Bealth Care Quality Impro\leffll?flt Pl011•u <Ind 
&finilar iniilativcs tu fac:ility certification and managed ~ 
inanit.orine. Medicare is once agal.n Nasserung Its leaden.hip 
roJe.U 

. ~cl.Medicare an1 Pmal9 Haalh SpencDng 

Tbe rate or gro"ll'th in Medie2!'e spendinit has come under 
abaPp attack in n:ocem months. Critics pain1 to data showing 
t.hat private health 5pending in the last fe.,... yean iuassed 
more slowly tJwt Medi12re spending as proof of Medte1re's 
inefficiency. The fact tJ\.U Medican .spendinir per tmn11lee 
maeaaed lesa i,&pidly than private spendingfrom 1983 through 
1991 i& not. ho'W'eTer, cited u evidence that Medicare was 
man= etiicient than 'private health pwut during i1l0lle ;ran 
(~ of the Actuary, HCl-'A, imp,ibli$.Nd data, 1994). 

These c:ntiosms IIllSll their IDX.Tk on several coants. T".ll'8t, 
data. from l yeaz, or ~11'11 2 ,-can, ate not a sufficiently 
aa:urate or reliable sourtt on whlch to bue mnclusion& o~ 
majca- changes in public policy. At. lea.st ::te"'ttal years of dat.a 
are needed to deterni:i:ne -whether the trend represents areal 

~ JAMA. July 19, 1ggs.....vo1 v4, 1110. 3 
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shift; in 'oehavioP or mttely an aben'Bt:ion. Second, Medicare 
beneficiaries~ di!ferent fmrn worker5 in lal'l9 c"mpani­
tM MUffll!! ur m05't ofth.e p~r d.Bt.a. M.edican ben­
eficiaries aM older and 11iclter tha:t w-oriwlg people. so it is 
un'"811lu:t:ic: to ~ tbe ra~ of expenditure gmwth tu PKr 
allcl tbaL of <lther health plan~ OPI alt'cn,e. ~nditw-es for 
.bealtt1 ~ca fur ~derly people are fggr times greater than 
forthmyuw:iger eount.e:rparo..~ F v.rttler. as; discussed he.rein, 
Me.di.o&A Ia much more than s. health insurance progr.mi for 
the elderly and disabled; it al~ plar., • key nile in supporting 
graduate medical educatinn a.nd i.nt!Ututions that 1,1en1" vuJ­
naahle popuwian.~. Media.ni also cov~ some services not 
typi.ca]ly covered by private health plans. lncludiltg hwne 
heallh Cllft servioe:, and skilled nunil'li cue. Sp;:nding far 
these. Sl!l"Vices has been iw:re11Slng mach more Q\lickly th.an 
far other ser"l'ieRA. U Medic:are expendrtures for hospi.ul and 
pflr.;idan spendmg only arc rom~ 'll>itl:I. priva~r 
upandi!mes rot' the last several ye.an, the .M!.t.es of growth 
are comparable. And in at lcut one an& 2droinistntive 
expe1'1615-lfedicare's pe:rformimce f'ar ~eeed$ th&t of the 
private sector. Medimn!J!P8ndlngfar administnuivee..~ 
h.aa averapd less than ~ of program spending in rneent 
:yea:1;, cmnpan,d With an .I.YM'llfP;l! of about 17% irr the priva:te 
seecar-abcnlt 5DI> iii the J..aige-group market and 2:i~ in the 
IOD3ll-group market CFiiu re 2) . 

Tha Funn Of ~ 

:Medican! is higbl;y efl"ectivc, but there is considerable room 
fur im_provemenL Altru:,Qgh Medicare be:neficiaria; have ll>wer 
iocoma, on &II'~, than other insured pencms, t.heh· om. 
af-pocket 1'xpeIL'JeS ror- health C'&l"8 IN! !ar £NIii.er. Medi~ 
nquires beneficiaries to make stilist.antial payments for co­
m5lffllll(a. ci>pa;yment&. deductibles, :md preniium..o;;_ On &v­

erage. older Ameriams spend 14"1, of th@lr daposahle in­
comes on health 12re, compared wnb 4~ for the n~Joerly 
CC>ific:e of the Actzwy, HCF A, unpublished data. 1995). Fur­
~. M.r.didu-e does llOt cower outpatient prescription drugs 
or mast institational lang•term care. Many eWerly people~ 
foreed iata i:m-erty to pay fOT nursing home care, while the 
high C06t ofp!'CSCriptton drugs m45an11 that ,ome beneficiaries 

8tZ6 .l.ZS COL.g. St,: CZ S6 / 0Z/TO 
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do J).Dt get the drues they des per:a.tely ne@CL Obviously I in the 
NtTent p>litical climate, adding these two benefits a:ppeA1'S 

UJ'lrealistic, but. over tmll!!, t~ problenu z:ieed to be ad-
, dr-es&ed. 

Medic:an! c:ov~ ,ome preventive sel"Vica, such :1.1 5Creell• 

iDgrnammogrzphy and nu va.mnatjan. Hgwe.rer, me of these 
M7"Yices is not as htgh u it should be. }"?om 199'l throagh 
1993, only 3191, of fvmale benefldari.ee had ~ mam• 
mognm8j the rw.eamong A&il!all•Americ:an women was nen 
)o'lftf' at 28~.• Stepe have been taken to improve this~ 
A iiew consumer Worm.atioD initiative I& providi~ benefi­
ciaries with more mfarmaticm about M'.~ CIJftl"llge 1nr 
~ventive services and eneoungi..ag appropriate wie C1fthae 
Nrvice~. 

Oisnges lhould also be made to allow btme:ficiarie6 to chcuee 
from a broader nnp of he.a.1th pbnL Medicare bene~ 
should have a!: raany cnaices ~ the mo.st fOTWBn1-tl1inkiog 
mtplo)'t!n; provide tD their work:fan:e. Historically, CDnlll­
ment of Medic.are beneticisries in ~ CU"e has lagged 
behmd the private sector. Since 1900. however, ~min 
Medicare mmia,red care has inaeased rapldly; tmrolbnent in 
risk can.tracts irlCl"e&1ed mo~thao 25'1,a.ndemollmcmamorig 
all baalth ~ o~oN: (HMOsl inerea9ed rJigbtl:Y 
more than 16~ between 1993 and 1994.. Currcrt.ly, man: than 
9'1, of Medicare benefldaries (3.1 m:illioo people)~ em'O!led 
iD ~ are options, and 7411,of ~neficiarie5 have aet:eSS 
to a managed ca;re plan (Office of ~ ~. RC1''A. 
unpubliahlld data, 1996)_ 

The US Depivtment af Health and Human Services is 
cnmmitted to ininasing the ~ of managed CIU'C options 
and tu making OUTellt options woPk m0MI ef!'ectively. An 
opLlon to allow ){edieare bel"lefici.aries to l!IU'OU iri prafeued 
provider orpnizati0Da (~P'O$) is under deYelopmenL llOO 
~d receive legj&Jativ,: attl!!ltjon in tbe next few inontbs. 
PPO& UR networks of health care clinicia.n.s and in8titmi<nlo8 
who agree to provide services tD hanAficwies enrolled iD the 
n,etW01'k a.ta. di&ccnmt. (Soma PPc►.i ~lect providers who ba.ve 
cot:t-etlic:ient pr.&Ctice styles er agtte to abide by C9\"tam 
utiliation re"View criteria.) .Many consumers ban access to 
Pl'06 in the priltaU!-msuratlCQ market. and. we ..nru1d like Ul 

ofr'er Medicare benefi.ciuia. the same option.. Om- objedive 
ia to allow beneficiaries to go to any health eme ellnirian or 
facility at any time, lfthey are willin2'to pay m,,re for services 
~t:side the network. We also hope that PFC)£ wotJld nmlt in 
sa'Vinp for both M~ and beuefidarie11 because pla,ls 
wowd limit their selection at network ph,ygldaDs io th.alle 
with high-quality and cost-effective prad.ic:e styles. 

The Depart:me:D.t o! H~th and Buman Servu:es ~ alllO 
been ,rorklngto improve the perlorD\lll>ct o!oar curn11t 'DlllA­
aged care eontractsaDd to increase the nmuberof cam::nietan. 
Some catWml is wsrranted. hoWI!""""- The }{11{0 ~ustry w 
eJCpreSSed resenuiaru1 aho12t itJ. capacityt.oamorb a large i~ 
fu~ion ofMl!dic:an beneficbne111 within a ishort period. While 
ft welooffles the oppartnnity to enroll mare M:edfcllre benefi­
ciaries. ui.eindustryurges tllatex~ be phaaed in dtll'mlf 
a longer per!.od u capa.«:ity in~-The izldmtr;y t5 al8o COft,, 

=ed that. accal$l'S.te:d e.,rpam:uin and farmation of managed 
~ plans a,uldjeopantiz:e the ability ofboth the MOVffllmllnt 
a.Ni private attn:diting bodie!\ w maintain the highest &tan· 
da:rdl of certificati011. and over.light.. 

The Department of Health and Hurna:n Services' goal of 
exi-ndinrthe number of rnanased can! crptionsis impeded by 

JAMA. Juy 11:l, 199$-Val 214, Na. 3 

some diffieult tedinical :IDd pol.i.c:y 1asaes.. Perhaps the mo&t 

lmpan.ant, at least frmn & financing st.andpoint, is that :flaws 
in the payrne.m mecha:nism establi&hcd by C<t1lift!i:i cause 
Mediau-e to pa.y, cm 2.,..~ 5.7% IIlnr@ fur ~v~ enrollee i!1 
~ care than it would have paid if tl'-e beneficiary had 
st:ayed fn Medicanis traditional r-r~ system. '1'ie 
M~ payment level for risk contrart! ts set at 95% af 
fee-~ce C'Ol:SI.I in the an:&. wh~ the benefidacy re­
sides. Bene&iaries m110lled in nu wntracts are bealtha-r 
UWD those in fN-for..~rviee systems {HCF A. gnpublished 
data. Fe'bruaT)· 1993). AA a ?'el.Wt, the 95'1i payment level is 
hiper tlwl it would have been. if Medial.re hatl made [ee­

fm-.eervts payments far the&e benefi~ The rea,on far 
this higher payment 13 "f■Yonu>le seleulon" -the 1iict that 
.RM()g attract enrallee, who are heMlt.hier than the .a~ 
beMficiary and tend to UM fewa- servires than the annige 
beneficiary. One of the re:asuna for this OC'CUrttnce is that 
be:oefic:wies in poor health typicilly have established -rela.­
twMhJpa ..-iih physician& and are hesrtant to enTOll .ui man­
agro all1! pbns. Although both we and the HMO iudustry 
ha~ undertaken ~eml ~an:h projects to develop a pay­
ment adjv,»t:nellt to acoou11t for the ~ tliat bealthierpeopla 
tend to enroll in man&gtd an plans. neithu o! U! has been 
succe&mtly~ 

Another trtlubUng Wll~ revolves arotmd the~ ot 6!e­
ro~ce dat.a in setting ~ HMO payment rate.. The c:,JJ-­

retft f.armuJa adverse!,- affects some regio!!.I of the c:ow,try 
9'b.ere tee-fur-service costs are low. These low costs result in 
low Medicare HMO payments:, making some managed care 
piatl& rcluCW1t to partic:ipll~ in Mecti~ risk l.'OUtracts.. fn 
other area,._<; with .tiigb ~e-for-scrvice costs. the Medk:are 
HMO payment rate ~ pnlbab)y e.xee!lllive. 

1'he penirtenc:e or t.echnical .PJ"Oblems $UCh as the5e sng• 
~ts Uiat pro~ to 11bifl large numbers of Medi.care ben­
eficiaries into JD,,QDa.ged CJl2'I! plans within :a shol"t period is 
neither feasible Ill.Ir likely to result in mp saving3 to Medi­
csre.. A mon! nticmal strategy is to expand dunce, i.mprt)v.! 

the information an.i.lahle to oonsumers and ~. and 
devi,lop better payment and ove:n;igbt methods- Tbis stzu­
egy will permit C1)naumer choice to dti-..-e the program in the 
direction of:mana.ged care during a relatively sh<Jrt period i( 
mMaeud care plaus can~ deliver better service; and 
higher consumer sati.c;fadion al lower ~t....._ 

Conl;ulans 

E1farta w improve Medu:are'i, pafonnance as a pll?'clla5er 
of managed care se~ aJ110 Sl!ne as a paradigm far ch~ 
ahont .Med~'s fma:r,: u these efforts an debated in the 
Can~ and els.ew-hme Ill the nation. Lile.a aJI.Y 30,-yea.r-ald 
prognm, Medi~ has~ and idia.yneracies th:rt caJl and 
should be ~ted. Over time these correc'l'ions should mak~ 
ldedican: Jes& emt.Jy • wen aa mCft elfeetive. ~ is sig­
n l.fioa,t danger, however. in the. cmrent polit:io,.l climate_ 

Cong'n!mjonal pressure tc mwance the hgdge\ cowd produce 
paymen~ ~ .!did pollclcs tbllt will perm:arum\.ly weaken 
M.edicere and mak2 long-term improvements impasSllile. 

M.editan! currently acco1mts for abo1o1t 1~ of the total 
fedual budgl!t, yet fur ?'CaSOns having little to do with he-.ilth 
care and ev~ to do '16ith polit\i:s, it. has become a ma.jt1r 
target for balm\c:ing the federal buci£et. At ttie Mme time. 
Coog,'tiS ill crm:aidMii11g significant Wt rectucti.ona for large 
bwdnes.l• and wealthy individuals, while the elderly and 

F'Dlic:v Pe,spea,ras-V0de.o;II. & !<i'I!; 2111 
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children woald bear the bnmt of the reductioM. Cuts driven 
by arbitrvy budget tar'gl=ts .,.-ould not ol'lly 1eav@ 110me of 
America's most wlnenble citizens :ngnincantly worse off. 
but also WtNld jeopar,iize M edicare'a continued e,:i~uince aad 
lnflid wbstantial. dant.age on htSlth care cliniciam and in­
stitatio.ns and the strueture of the US health ~ i;ystem. 

Some have al&e:1 sugge!!ted that Medicare spending could be 
cvntroll.ed by turning .Medleaze int.o a voucher program-­
where the Ced•mll government would give bene5.ciari~ a 
~ed amQUTlt of money to puztlw,e private health i.n:9unn0R 
of their choosmg. While thB may appear to be an apfEiling 
concept. it is .a. Ahartsighted approliCh that. would disadTI1JJ­
tage ?blm,Y beoeficiariM, particularly the 111detit or mas.c. difl­
abled en~ Relatively young- Md healthy beMficiarie& would 
proba.bly be 11ble tD obtain adequate priY'llte hev.lt.h iru;an,nQ,, 
but few in:nltuii wuald be willinlf to sell c:o'"~~ve in-
5\ll'SIU.'9 i.o 86--:y=--<1ld people or thase with ripific:ant health 
problems. Marecrve'I", if the ~ payment were 5et too :WW 
inttfall,y or- not inc:reaaed at roughly the same rate th&t: tbe 
cosb of p!'IMdifti health care ~ inaeasing, the value and 
the benefits of this ine.nwwe would e.f'0d.e over ~ 

Oapite the fa.ct tttat Medlellft! is llO'°' at the vurtAl:Jt of the 
b:alanA!ed budget debate, t(CF A cannot los~ sitrht. af it.t:! m~ 
lliiott to administer Medicare in a. responsible, cost-tifeel:ive 
ssy and to think. strategicllly about how Medicare can servi: 
the bandiciaries ofth@ future. One of the more difficult task..; 
1IITill be to pl&J\ far the impact or the baby lxiam on Medii:zre. 
Tbe inc:ruse in the number of enrollees is currently lem than 
2fil, a year and ia expected to NJUllW'I at that level fur the nat 

2152 JAMA. .,k.Jly 19. 19'95- -1/ol 274, Nc). 3 

16 year.;.. Arter that, the inc,.UR will be betv.-een 2% and 3'11 
annually as the baby boom~ belv:een2010 and fa30:md 
much la:i than 1 'l> Mn~ al\er that (Office at the Art.Jary. 
HCF A. wipublic;hed daUL, 1995)_ There can be no doubt that 
~tirernent of baby buomers will pose serious challenges, but 
it is shortsighted lu con.sider it as a Medicare problem only. 
Manyotberpubticpro~, in~educat.ion.puhlic~ety, 
and h0U:illl&', will need l0 bit ne;,c;,mined JU'ld recon.ligurcl -in 
light of cluut~ demogr.i:phic:a. Careful stewardship in thtt 
short NI\ combin~ with str.iteglc planning for the lonK r.erm 
...-ill en-mre Medi,::anti viability f:u- into the next cen-.u.ry-so 
that it will be the~ when both we and our childl"'tn need i1... 

Brua.-e C , Vladeck. I'hD 
Kathleen M. Jtiillt, !CA 
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HEAL TH STATIJS AND Accr..ss 

OYa- the past thirty yeam, Medicare bas been the signific:am: 90lll"Ce af health insunmce for 
our nuion"s IDOSt elderly 1Ux1 r:tisahlrd citmns. One af the primary goals of Medicare was 
to provide access to health semces feh emcu-:1), vumenble populations - the ddai)',. 
and lata', the disabled. "11k; pn,g1am bas eoable::I these populatiom to rea:ive tbe bealth. 
cue they need and is respo&ible fur major improve:mems ill the health of elderly and 
disabled citi?PDS -: 1'/ 

Althou,jb. it is difticult to prove a causal i-elationsbip, Medican, - and the iiu::n:ased~ 
to health c:&r9 il p~ - bas uodoubbdly contributed to iDcn:ased longevity the 

• elderly. In 1965~ women who sunived to the age of 65 cculd e:,q,eei to live to ~ of 
age; by 1992, ~ could e.q,ect to n::ach 84 years of age_ Men achieved similar gains in 
life expa,tmcy_ 

Medican, bu dninatically increased access to health c.are. ID 1964-, ju$t before M.edic:are's 
emctment. there were 190 hospira1 dmdmga p::r 1000 ddelty people. By I9n> that 
m1mber bad increased to 350 mJCbarg.:s - one indication that Medicare helps elderly 
people get the health care they need at the time of their (r,,,es they need it most. 

Medkare has also helped to inip1011e acass 10 physician services.. In 1964, 69.4 % of the 
elda1y had visited the d~ within the Jut year_ In J 993, the percent of people over- age 
6S with at least one visit to the doctor within the pr-mous year had increased to 88.1 % . 

Medicate also helps beneficiaries maintain 1. uma1 source of health cme_ Ninety-one 
percm1 of Medicare bcaeficiaries report a regular source of QC'C - somewhen: they 
usually go fur servica when ~ such u a particular medic-.al professional or clinic. 

Medicare beneficiaries are pleased with the ~ 1hey 1"1!1CeM. Ninety percem of elderly 
beneficiaries are satisfied with. the overall quality of the medical care they receMd in the 
last yeac. 
• Office oftbc Adllary, HCFA. data from~ Medicare C\Kffllf 'Rtt*s.;;;r:y Survey, Im. 
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Policy Perspectives 

.AJly ,,. 18'5. ~ 27• 

c.asi..-r 1995. ~ .,...,Aaacinbn 

e The First 30 Years of Medicare 
and Medicaid 
Medicare is a wtiform national health insuruice p~ ii)r 
the ag,=d and certain di&abled pers,ons... Medi~ is admtna­
tered by the states within 't:>road federal guidelines uid fi­
nanees health service, for t"ertain low-Income gJUt[pS. 

Trenda in Enr01ln811, Spen:fing, Health Sb:GIS, 
8l'ld Managed Cant 

EnrollmenL-'nle ~ of Me~ alld Medicaid in 
1966 provided healthinsm-ance coverage to 1TU1lian., of Amm­
cans. Medic:zre emi:illL'd 19 million elderly m 1966. 'MMic:aid 
WU phased in by states, l!JtCept Arizona. amd 'by] 972 eun>lled 
18 million poor elderly. disabl@d, and families with dependent 
children. In 1912, MediC51.?'e was amended to ~clade per1iOM 

yowicer than 65 yeara with disabilities ,..ho wen, re<:@i,i.ug 
Social Serluity disability beneftts for 24 m0Dttls or peruou 
~th etid-titage renal~ CESRD), nearly 2million people.1 

Sincathemid 1980s, M.edil2id e)imbility bas been ~Uy 

mm h Olllc:e gf ire o,recn. Scieeial Mal~ sllill. Healt> care~ Ac· 
IT'lni&lnttian, US c.i.1 or H9Bl!h ;,nel HI.Iman &c,,,.:es, Wa&hing,on, OC. 

R~rw raq~ 10 30a'I .-.m~. 1-!ealth Care Fnn;;rg Aodmr.Gtr.lllian, C!· 
fii;;e of Pmfas&icn.~ l'le!IIIOn&, ~ 4Z3H, Hub=r H. !'Unoh,"T Biag_ 200 ln,;tepen­
aence ,..,.. sw. wasn.ngmr,. oe 202D1 <Ms 0e L..eo,J. 

• 2812 .JAIM. ..\JI)" 19, 199S--V01 27&, Ne. 3 
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~ enrollment~ 50% from 22 million in 198.S to 
~ million in li83. In ~nt ~ Lhe share r,f the population 
~ than 65 ~ with emp)oyer-spon..ored health jn,m,. 

mJCe bas declined. Medicaid eltg{bility e~ have :,o~ 

w}lat c:,ffset these redudiaos in priv~ aiverage, 
thenlb)' moderating growth in the mrinsured populatJ~~ 

Enrollment ia eaclJ prosram bas lncrused eubstanti.iilly 
sincP enartrnetlt, nsultini in a larger shan of the US popwa. 
t:ion ~i.ring wvenge_ SiDm I.he early 1970s, the ~are af the 
popu.latinn covl!nd by Medicare increw.ed ~m about 10% ro 
14'1,, arid Medicaid's share~ from about~ to l3'1i:P 
Thirty yean aft.er en:a.d:merlt, in 19915, Medicare amJ Medicaid 
provide health insunm:e coverage to about. 70 million elderly. 
disabh,d. or lo•-income peopl-e: neul)- :JS million in Medicu-e, 
26 nwliau in M~ arvi about. 5 million dually mititled ta 
Medicare and 11edic:aid. or !Jboat. 2,11" of all Amerieans. 

Spending.-The enactment of Medic:are and Medicaid, 
eaupled 'tlfith expansions in private hulth im.--uranee cover­
age, f~xuh.mentally ~ the way US hes.1th care ia fi, 
nanc.@d.. No longer W'OClld peo;,le pay nwre than half of their 
health bills out~-poclret. Third-party insurance haa ~'Irle 

the pl'l!do!?llllAl't payer, with peopl~ now paying 18% oftltcir 

Poficy Pen;pac11',,es--Oe l.ellr 
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det.ennine limit.'! on the am.cont, dUTation, SJ1d Rmpc! of cnvel"lld 
servica,.. Federal st.uute 1"1;?quira; state; to mver inpatienl and 
outpatient hot1pital $'8rviccs; phnici.im. midwife. and n~ 
pral!l:itio.!ler i:;erviees; lshor.i.tory, x-ray, ~ing homa. home 
health care. and family planning servfCF.i;; and e.arty ~ peri­
odic~nlng, detedio.n, and tl'e1lmlc::rrt; for~ Th@early­
and pe:rlodie ~-detemon, aDd treatme,it-reqtrlremeut 
oove?!I ~venti'lt .ileJ"\l'lres and attempt.cl to det.ert and t.reat 
rondil.ions early to mitig-.1te disability in later ~ 

States have the option to Cl'IVl!T addit:icmll ::it!rvicet1. and ma.t1y 
do t,a, such o:; prescription drup, ~ aid&. prosth.l!tic de-­
Yiee,;, and intennwiat.e care flcilities fur the merrtally l"etalded. 

Where Does t1te Medicaid Dollar Got-Poor !Adult;; and 
their dependent childn!n (XlmprL<;e 'the ~t majority af'Med­
ic:aiti beneficiaries, but tMy ac:cmmt for a mta1l :th.are of 
Medicaid spending £Figure 4). Th~ ~ share or bP.n~cia­
rie~ v,,ha arc aged or dLS:lbled account for- thP. majority of 

O Childran 

11Xl 
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~ 
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t:! 
Cl 
Cl. 

25 

0 

Beneficiarias Elialerdrurm 

~4.--Medioaid ~ Ind a,q:,a,,elturl!S r.y e11atnua w-'DIJ!l. Yi:1;3 
(121.\ ll'Dm Bureau al 0818 ~ and St~. He.1!11111 ~ FinBrcing 
A.Gmri6tralicinl, UnJcnawn ,wo~ C.4".I. d recipetl,IS 111'1110-8 ol "'9flllgf­
D;ryn'lenlS. AFDC lr'll:licateS Aid to F~ Wlln Oaprldrml CN,lei. 
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~Reuuded 
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Medicaid spe1tding primarily becaUBe of their use o! laog­
term ~ scrvi~- The aversge Medi~ payment p@l" use:r 
of servire:s iz1 19'3Z Wall $971 per drild., $1762 per Aid tc 
Jo'amilies With Dependent Chil~ted adult, ffi59 per 
aged per:son, .and Si578 pe:- dfsabled fleri0U, 1% 

The cost af a long-term nursing home sz.ay is beyand the 
rnQIIS gf tca.ay elderly Mio eventually Mgpend dowuw to Med­
icaid elii.ibility a.ftu e..~stl ng their :resources as private pay 
patients,_ Medicaid .bi 1.he mr:ioa's primary payer of lU1nsing 
home lielVic:es; it CO\'en ~ than half of the natiomiJ oim:ing 
home bill. MediCBre only coversshn!'t-tennnuniiJl2' hom2 stay&. 

Private long--tenn-cu-e irlsunnec:, altb~ growing, is .still a 
:small :i-~ aftot.al nun.mg hmue spending. 

.Medicaid is a J:igmficmt ~n-e of health cuversgc far rert3in 

popu1atiorl groups. Fur exmnple, .Medicaid '-'0\-ets ~ of a.II 
oit"th!;, 25~ af all chiL:ittn, and at. leat-t 4D'iJ of ~le with ~ 
qmn!d immunorle&::iency- s1nd'r'ouie{AIDS). Mmlypeopll! with 
AIDS beemzJP disabled, lase empl.cyment and health iosursN:!a, 
and qn:&lif;,v- for wal.fa.re (desc,'bed herein) 3Z1d hence 1.t/1Qdicaid. 
Medidlid's ~gly import.ant role in finsa.ncuig- matemal 
and child health :51!1C'licas ~ the impart of eligi'"bilit:y a;p:m­
Flians J'JCltal Prevwusly, which have greatly inc:reued Medicud'.a 
i:overa,ge of low-inrome ~ w,:,men and chihffl!n. 

The aha.re of M!!dica'id spending by type of ~r-vice has 
changed ismce 19'75 as ruedicil p!'2Ctire and the enrcllment 
mi....: of Medicaid beni=i:iciarie~ have changed (Figure 5)_ 

Do &nefirivieS Hmr ,Acres,,, lo Care1-Medic:aJti has im­
proved ~ffcisry ac'Celills \.0 ~ to le.els ,;ll'l'lilar to th.03EI -.1th 
priVIW! insur.mce, Ari IMt::iwt.e ofMeclione study found that8'i. 
of Mooimid benefi~ ill [JOOr t.o flall" health did not see a plly­
sicim a,mpsJ"C.'d with9% 0tthosewithpri~a1emsarnnce and~ 
af th~ with no i.nsurnn(!IIJ. IJ M~icairl L"Ove.r-.1ge ha.; Improved 
birth aatl:omeS, childhow. .i.mnmni%:ition rata~. access to well­
chilrl pn!ventivR ~ces,a.nd ":he hmlthof children {Office 0fRe­
~ a11d ~ HCF A. unpnblisb@dc.lata, 1995).'"' 

The poor who are not covered by Medicaid hav~ !es, 21.Ca!SS 

to healtb care than tht111e with .Medic:aid... 7 M~er. these wbo 
~ Medicaid ~verage.and becomenn.in:lured are at risk o(IC$­
ing access to C8l"e far needed sen-ice,.._ Because Medicaid 

1993 
Tawl=S101.7' Billiort 

P"5Ctipllon 
ONgS 

8% 

lmem,e:fia!e Care 
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eJSe)"bility is often tied to ~lfs,,a ptogr.rm15, it a per.mn leaves 
. ~ to take a job ...vithaat ma.Ith iusm-ance. they may riF.k 
lasing tnm Medicaid covenge ~ a.c:ce.s to needea ~-

What .Fleltibilit;y Do States &-?'-lCecently, .st.ate have 
been requesting waivers to lmde.rta.lce innonti'll'e mam,aed 
care dem.omtr:ltions and, in sorne cases, to expand ~ility 
to ~ fzunilie,;. Eleven state:i (Arv.on&, Dela'IIP'Xre., 
Flarida,. Ha.wall.. Ke.nmcky, Mw;&(:huF,etts, Mizmeeota. Ohio, 
Oreron, Rhode I.slalk1. and Tennessee) .have ~ved f~ 

approval; othm-:s have pro~ under review. <'.en~, 
~tate:. have targeted these demonstnt:loua to J.a.-im:ome 
adwu and their de~dent. children ~thcr c.hllll the aged and 
disabled.. Managed CIIL"'8 models range from primacy care ase 
ma~nt to ne;works mntr.!ct:it:ag with :prnvi~ ai di&­

C:OU!lied rates to tndftlonal HMOs. 
Alls~ 114ve waivers or redenl requirement£ t.o offer 

hom~based and commwmy-wed "rvices to bcne:neiarin 
at risk of ~g ~ pwe:ment. 

Farty-Civestaies have 'lllaivers of the freedom o( c:hoice af pro­
vider n!qlliremeat to~~ reztain Medicaid heueficiarieg to 
enroll in .manapd csre progr.sm:t. AbF.ent such waiilars offed­
enl Ia..-, Medicaid bene5ci&ri@g may receive services from all)' 

provider who pauticipates in the Ml!dicaid program.and~ not 

~ required by 51:at.e=s to enrt1l1 ill ~ care programs.. 

Q:anduslon 

The emldme11t af MedKare and Medicaid ~ yeen age ell• 

WIiled heslth ~ CO\le~ to our nation's poarest. :ric:k­
est., and nmt vulnenlble ~ ~ the elderly. di,;;.. 
sblad. and pooc f.arnfli.e..~ with dependent children. Be1ore ~­
mem. miu,y of these individuals were ww.ble r.o ~ beaJth 
in&IU"M~ in the pri..,ate ~ bei:aWle ofinabllltyta pay 
tht!mst o!privateinsnniicepn!mimM ar ~ ofhcalthmD­
ditioas that insur.mre companies :ndused to rover,~ elder­
ly, disabled. and lo\11-U'lcoDle parents worried that the ooset of 
serioas illness coukl fmretht:rn to go witlwu" au-e, tm'tl to dlar­
ity, ar~ 0nfamilymt:1uberstofinall&:eneededhealth~ces.. 

600~ 

In the JJWJt ao yesr;;. M.edkan &lid Medicaid have improved 
~ to c:are&Dd bea1t.h s~ farµrogrwn tMtneficiaries. ~ 
b&.,.e been a. ma.jar ~ or financial impport for the entira 
health cue ~tern, which has 1n tarn benefited. all Americans.. 
Cavenng uearly one In four Ameri.cms and spendin£" nearly $1 
in S3 of all beahil carr dallani, the lmpan.ance. oft:be am~ 
£"Sm.<; tD the US he:iuth syst.em can hMdl,y- be avelSbW!d. 

Nancy De 1#.w, KA, MAPA 
The Ambar-~ ac!!nv-1~ w ft!!ll!2ffll ~ flf ~ Da~ 

:Ylm.-S ~rrorn t r!s nepe.!'ffllilrltofH.ealtband tlum::111 !ii!n,'2!\~­
en~ X-Garnick..MA. Ri:k r,11<1.P.r, PS.A,andJ'eaune~.PhD. 

Poley Pl!!~- Riley '1157 
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Figo.Jrt 1 . .....Par enrollee 'itll o/: ncr1lilSII! in aapr,dillltt:S for pn.are l'll!artl'I 
t&lra,w:a, ~. and ~Id (<Sa13 ~ ine 0fflm, llf1hl! ~. l-lal'ltl 
~ Fwlllorig AC~). Fat \ DI 10 2000, h ~ niica1B !hi 
prgjacll!d rams af lrlclM&e. For lhe pu,i:a;a Qf ll'Mt Nauatlal l"leallh Ac:c011a. 
C8IWl Medicaid d°csprtlPOltfCWlaia &hare pa,metil! IO l'l0!lpm!ls !!Wt~ Off9l!t 
1:irC110natlansandlUl!Spsll:! bylrlesaffelamlil!s W8l1! ~ Wedicanand 
Medlalo ~ are par benefaaly: pl'Ml!B _., nsur:anc:e .....,__ 
~ ~ pe1"501"1. 

he:alth bills OUH!-pocket.' Even with Medjca:-e co-.:erage. 
out~£-pocket paym~nts for health e:oqien.<',CS couum.e :ililrot 
14% or the avenge Merli= beneficiary'~ intQme c:ompliffld 
with ahom 4,_, for the population younger than 6/i ye:;JJT, 
(Office or the Actuary. Health CarP. Fi?1aJ1ci:ng Administta• 

tion LHCF A), lD'lpublishcd data. l~. 
The federal goveITUlleD.t is t.he single la,rvest payer fer 

h91th c-.1.re sezvicH_. ptimsrily through the Medioin atlld 
.Mwia\id prograrM. Tn 1993, the3e progr.ml!I ~nt $Z'l2 bll­
lion (i.ncl1Jding the $55 billion st.rte sh.In! ur Med1caid). This 
amount rcprc11ents 31 % of ail h~a.llh spending and 70% of 
pabli~ funding for health c-a.re. TngP.ther, they finaDced 41 ',c 
of all hospital spending, ~'I,, or all physioa.n spendinr, and 
61CJE. of all nursing home ~ding, 1 

Health 11pending in the U l"lited States~~ oy 12'li per­
Y~ from 1970 t11 1992.. Annual 11pendin,; in both Mt:dlaire 
and Medicaid inCTe&Sed wter at 14~ az,d 15'11>, n:specti"-cly.' 
This rapid spending growth mn:p:iced that of rede:ral artd ,:t,atc 
and locsl ~venues; thus, a growing ,nll.??. of public spending 
has been devoted tu Mefii= and Medioid {O£rice CJf th(: 

Act1.1ary, }{CFA, unpul>li9hed data, 1970 anri 11193) ITable 1). 
One o£ the ff3SOllS far nq>id ~pendini ~ ha:! bt.-en in• 

creased enrollment., &Ii noted ~rein, in~ a,,d Mediesid. 
When t:pendingtxellds a.re e.u.mined ()ft .s. per~n:raD.ee huls, the 
rate of.in.crease in spmcling on M.cdicare and Mt!'llicaid in recent 
yea~ has ~owed rclatlve to hi~turic: t:rend!I (Flqure l}. 

F1"0m 1984 to 1991, lhe '1"8.t,i of increase i..o Mtidlcant and 
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Medicaid spending was lower th.n that of the private ~t!Cfor. 
Tott ~1011-°"r rue of i.n.c!rn~ in Meclic:are spend.i?lt{ has ~ 
:l:'=""buti!d ln part \..IJ implement.a.tion of the hoi;pitai p~ 
ave payment sysuim and limi13 on provid@r payment levels. 

i,·n;,m 1001 to 1994, the i-ate of~ in prh,~«.or 
1.:_pp..nding was higher than Medicaid. but lower than ~ 
The loiftr r.it.e of l'nc:n,;ar,e in privue-seccor iipending Im been 
.Jttril:rut!d to rapid growth in tn:mased care mrollment. rl!llnll:• 
tium; In health bt!Dt:fibi Car curn=iit wurker.; !Illa retiree:;, aod 
rrmre aa,essive n@iOtistioru; wfth heAlth pl.Ju11: and prn,'1den:... 

Medi~ bm@fi~e11 have greatly mer-eased their llt:ili­
z.aticm of~ nun Ing facility a1:1d home health 1:areservica 
in recent years, -which hM 1.,mLributed to Medica111'P. higher 
ni..te or inc~ In &pending. When these services are e:<.­
cla.ded, and M.edii:::ire ~d priv-J.t~ur spending fur ha;pi-
tal and physician servireti Me compared, Medicare and the 
private sector have similHT per c!2fflI!ee rates of in.aease .at 
@oat 7'1, am1uaDy {data not ~hown). 

t'rom 1994 tl• 2000, similar n.~~ of incn!asc in !:pcudin~ a.re 
projected for botl\ MediCU"I! and the private Yeetor with sorne­
~ lower rates of increae for Medicaid, Medicaid'$ ra1e of 
iac~ in .:."]JW1illng has slowed daP. in part to .llew coatrols 
on the ability r,f 11~11 to U\CTl!2&e their fedm-..iJ. i:natcbm,: 

ent11 thn>u vidt! • " 
tb SbLtwl.-Dl.lricf; U,e _pagt 30 years, Medicare and 

Media.id have pmvirled tu nation'i; most Vlll%1enlble grDl,lp!t­

thc cldCTly. di.sabled, .i.nd poor-with aa:~i; LO ht!alth F.el"­
~ .... ~ A,s a \."On&equ-.,.neia, MQCfic:arc and Medi~ci h.i."1.-e made 
significant concrlbutions to improvementsi..o ~alth l!W.L~ ror­
benefidarie::. whu:;e h11t:1\th need,; 8l"E! gTNtitTtrum those of the 
,;euen.1 popli4tion. While the precise impact of the t-v;-o pn>­
g?"affl• nn health sratus ~ difficult to dett:rmine, the country 
ba..~ rnade significant pn:>gress lln key hP.11.ith i;tatus indkatar.:;, 
50l:.h as .i.nla..Dt a11>lUlity and life expc~cy .at 65 y@= gf age, 
in part due to a.L'(rS~ to health ser-.iee! fm&nO:!d by Mtd.ica.e 
anrl Medi.aid (Table 2). Morwver. the two pt"ngrart\£ ha\:"C! 

hcl~ und~rwrite significant c..~n.s in the health c:J.ffi ~~ 
tern. incl~ medical techJ,oJu~ and C9plal ~Cl\ and 

......-MallUl.l~Can..-Medic:areaM Medialid have prunan paid 
pro'1den. cm afee-f.or.~i~ basis. This al'T'SU\~cnt is clwig­
mg as bendk:iaries incn>.ssmgly enroll in IIllilUlgW W-n! plans_ 
Although @nltlllmcnt le-.elll :ire ~till lower thRTI those in~ pri­
vateStttor. there is stronggrt)wth. r n l !194.Mc..>dicare ~r.ed. 
far- 25% and M1lldic:i&id J\2% of the enrolhneot growth in health 
mai.intenauJCe organizations (HMOs) (Group Hu~h ~wx;atian 
u[ America.and HCF A. unpubfu.h~ data, 1994)_Currently,'i4% 
afMedicue benefici:u-iei; live in~ whereMedicani ~ 
care plans_,... available, and 9% (mare Ullin a million} ba ve dio­
N!J\ to nniil. AbcM. 23'l> uf Mediellirl bcncliciarin (nauiy 8 mil­
lian) are enrolled in man.aged CU"e p~ in 45 s~ 

A Ponralt Of Medican1 

Medic:lre is admin.i11t~recf b" ti CF A. 
Who L, El..ig'l"ble fnr Medi~?-Wurll.ers and tbcir ~ 

pendenu: eant MediClre Part A elii'1>ility. hospital insunant"e. 
through paym@Zlt of Lhe h~pibl m.suranc:-e Pll,YNil ~ {2.9% 
of wage:s, half of whieh is paid. by the employer .a.nd half by 
U'le emplo~J mm.n« their working years. Those entitled lo 
M~ PW\ A =i'll'e ~•er-~ when they ~omc 6o 
yeBr'!t old Dl" ewlier if they qu.al.ify for Sodal. ~urity Jis-­
:ibility benefia, or have '£SRO. 
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Emi>llment in Medic!re Part B. ffilpplcmcnmy ~edical 
~ is volu:nwi.ly obtained throngh P3,Yment of a 
monthly premium (clUTeFltJy :MG.10) when eli~bility for- Mcai­
c:u-e is est.a.blished or on r-eacbing 65 ,-8111"1'; of age. 

Bmir b Medicare Finmu:ed?-Part A if: cndrely :financed 
by payr,)tl ta,.,: contn"bnt.iona, Hospital inwr.mce sp~ is 
ma-easing faster trum revenues; the trwt fund is projected 
to be cxhallsted m 2002. 

Part B is Cirumeed by gt?1'1B'31 federal revenue, (a.bow: 15 
and be0e.tioa.ey- premi.u.m:s (abom .25~). Unlike \lie Pvt 
uust .f\md, which ii financed by p:lynill tuef.. the Part B 
tmid is finar,~ on a yearly basis with pl"'eirlioms and fed 
re~enu~ ~ dr.iwn 11.S nNded to covep pl'OJ!r3m r;pendin . 
~apid growth in Part B •pending bxs in~d both 
~ciary prerruum and ~rs• eontrihutions. 

Whu Are MslkaR Benericiarfes!-Tbe elderly com • 
~ of the Medi.c::are p0pulat:intl; the disabled tnd ~ 
ESRD CDh:lprise the ~rnainingl0%. People older than 85 
the disabled. Md those with ESR.D have been the~ grow 
:inggroup& or Medi ca"~ during- the Ja&Jt decaie (an 
nual gn:iwth l'2IZ.r2I of3'1r, 4~. and 10%, reepectively). 

The atcingoft.he popalation roupled with inc:rea.,ed longevity 
mi: expanding bath the .nu.mber al people ~o)e for Median 
llS well as the propunion of ~et!c:iariei; old'tr than S.S )"Cll.N. 

These tnnd11 will haVc 11n imµ¥Ct on the rwtion"s health care 
spendinr, the elderly c:onsurne foUP times HS much hc:alth ~ 
~r ~it.a as the popwatfon younger that.ti 6-5 ~ with those 
oldar than 85 ~rs consmnmg an e"·en largt!l' ahiire. ~ 

More than 26'1, ofM.ediOI.I'\! oenefid2ries (n=rl.Y 111 rnillian) 
live alone. Many at t:heie benefidaries ~ (n poor health: 
about 2...c; million nte their ha.alth ~ fair or pool' ~mpared 
'loVith their peel'$. and l million have Mvend fund:fon.:i.l im­
t-mnents (eg. ttimculty eating, taileting, ur d1'SSi.ng) (Offioe 
of the Ai:!tuary. HC1''A, unpublishe<l data from the Medicare 
Cum?Jlt Beneficiary Survey, tm>- These people are mast at 
nsk for lo11g-t.t:rm mm;ing home ~JTlent. a sehire for 
which MediCll'e coverage is limited. 

The clderly'11 poverty rat9 has declined dn.matically dur­
ing Mcdican!'& h1$tory from~ jn 1966 w 15 today, lower 
tmn th&L or the genen.l pgpulatian, becaw,.e a! a numbel" of 
fart.on;, including Medicare's covenie of health upen8'$.. !U• 

While nat aa lik1dy to be pooP -liEi in the 19609, today'!': M~ 
~f!ci&rie,; have modesl in~s: ne11rly ~ ~ 18K than 
$25 000 in grass family income (Office of the Actuary. HCF A, 
unp1.1blished data from ~ Medicare C~nt Beneficiary 
Survey, l99"l). Most•~ Medie'UI! beneficiarie'ls depend on 
Social Security for the majcmty or their iuC'OIJle: 60'1J t'ely on 
~ Security for At lea:;t half of their incmn~•• 

Whal Seni~ ~ Med.tea.re Pay for!-Medicarc pi.J" 
far acute care sel"\li.Cle& including inpatient and outpatient ho:r 
pita! scrvf C:H, physician ~Cr'\" ict!S. durnble medic:al equipment, 
home health eue, and short stay, in skilll!d nur.Jinlc faciliti.es. 
Se.?"1'1ces sw:h a:; long-term nursing home c:u~. hearing aids, 
and outpatient prescrip~ion drugs are not eov~ Medicllc 
covenge ha5 ~ntly ~ e~t.enfied to certain pr,:vtmtive 
F.A!MCW inaurlingbepath,is a. flu, and pneumOCOC'C3l vaccill~; 
scn:ening .mamrnugraphy, and Papanicolaou ~ 

Median pays 45% o{ the ~lderly':; hi>.alrh bill:., priva!c 
:;oul"t!!.s lprivar.e in!,-unmce and peti@nt (.'(;payment,;} PIDY 8'i4:, 
Medtaicl P'l~" 12~, and othff public !:!llUl"'l!P.5' JQY G~• WMn 
lonir•term nur.mig home ~is ~tludf:d.,.M~ pa)'K!i?i~ of 
the eJderl.v's health bills. Of the~ that M~ l"U'Ver"'I\, 
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F"ID&ft a.-nm Mlalr,gs a'f aged ~ bsiefic:iaries (dlllil frarn C..­
Ds G.. Ea:ig FJ. 1'IOg8n MO, WI/IS:i DR. Ame1t FIH . .... lt'l in&l.lrara: arm 'SIii 
~Gala~ MC8S. Heslll'r Ca.'9 FJMfldnll Rev. 1983;t4;1~t81). 

it pays 85%.and bP.nC!ficiarieE; pay thenmaining 1.5% in the fcrm 
of comsiranee and deduct1DlP-t.. I.: In l91J5, Medic&n <Xl9t Mharing 
indudes a$716ho:1pital deductible . .$100 annual Part B deduct~ 
ible,$!6.10 monthly Part B prP.ImWn. 1111d coins=n.ce fun\tilled 
=ing faolity, extended hospital :;ta;,i, physician l'oel'Viee,, 0\1• 
r.h1c ~ equipment. and supplier anrl hoi.pital o-i,t.pat:ient 
~ice:. To :rtlML thMie;l and other health ~lti'leS not c:uve~ 
by ~. the ma;jorily t>f aged Medidln! henefic:w-lell ft:lve 
suppkment.al insunlnCP. called Medlgap {Fi~ 2). 

Whae Does the Medicare Dollar Go?-blZ11ilar to oLtie1" izi· 
sur~ programa, M ec1icare spendll'lg in :my ~~n year is C"OP­

~ntntad Oil a gmal] group of bene1\cl.aried. Nearly 'iO% ()f ~ 
grampaymenuare'CIU&dr:>on bclialfof10%of~e,i. This 

ss 1oi110 
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Figurv 3.---'Nllere ll'le MM!icanl ddlar goe, (Gaal tram Heelh ca.a ~illn:irY,J ~"'>-

Pl opw tion ~ ?"&Dl:li:ned stable over time.. High~ groaps in­
clude tllosc withESRD, thor.e who died, ana/orthasewhD were 
hospicillud. About~ ofbeneficisries had no t,n,gnm piiy­

rne:nts made on their bclwf; an lldditional ~ 0fbeoetki.ries 
in~29!i ofpn,gramispendingorlesstw $5():)per(!Dr'OllM. 
While spending l:i C'Oncentrated 013 a mlalJ group in any 1 yo.r, 
over a Hretime Medicare beneficiaries may 'h:I.~ ~t .and 
IOW-<..'Ost ~. "'·hiclt may a,,erage nut over time.1:Z 

The i.hana of Medk~ spending by LY pe of .i;crviee has 
changed signwtWttly dtmn~ the ~t :.w y~ as medical (2J'C 

moved h'0m lhe inpatient hl)i.pit.al scttiti,t tu rn1mC!!!"OUS <mt• 

patient settings (Figure 3). R.-1ccnt yl!3l'S ba\·e ~m especially 
na_pid growth. in horne health ~ and skilled n'lll"linr facility 
spending as coverage~ for- both benefi~ ..-ere~ 
patjents were cH,,charged earlier frvmhospitals. and the num­
ber of provid<!l'S participating in the M.edic:al"e ~m suh-
11tantially incr@~. From 1982 to 1993, the µereenbge of 
M.edican: "benefidaries JeQet..,·ing Ndllcd mmring £ac:ility or 
heme health ~ services; ~e tba,sn doubled. 

l)o Beneficiaries Rave Access to Can?---Growth in the 
percrn~ oC Medicare beneficiaries recehrini co.eNd ser­
vices has been a 11ignillcant fart~ in il"lcre.asiDg e.xpendit:ures; 
it also indicateij improvcm.ent:.·~s to care. While M.edi­
em-e benefici~ are .l{\!ne~,ct>~dered to h.a.v@ gocwt ac­
cess to ~- some groupa. in~ludin~ the ~led. pool" el­
derly. minoritie5, and the very ,,Id. ha\-e &C<."eSS problJ!ms.111 

Wnen phr-;ician payment reform W-d:J enacted. some were 
concerned about itii impac:t on ac~. Pb)'3i.cian vi,Sit.11 pex 
P.n?Ollet! have increll.!led f,linre the fee M!hcdale ,.-as in~ 
in 1992. Mo!'lfl0ver, parti~pa.tir11r physi~ (ll'lnM? physicians 
who ac~pt .McdiclZ"e't1 spproved limnunt. plus the~ ben­
eficiuy l."Oinsunnoe., as paym,P.nt in full on all cla:im.5) .ar­
OOWl.teci for alm011t !)()CJ{, of Mediart\ physician i.pend!D,J in 
1994. Nearly i5% of physici.sM and other practiti~ signed 
participation :a.greemenL.., in 1995.. a n!cord ~h since the 
p.lnicipating physician program 'bcpn in 191-14. 

A Pottralt of Medicakl 
Medica!d ts adrolnist.ercd by t.he !'Utes wit.bin bl"'Oad federtl 

gtddeJines regarding the KVl)e of~~-provider pa,y,T1Qnt 
levels, and popu.la.tion grou~ ellgible for ~rage. At the 
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federal ~•C!l. Medici.id u:; ~ by HCF A. 
Who b Eliglole far Medu:aicl'?-Etl@ibility Cor Medicaid is 

deterutlnerl by states ~ithlri bruad federal ~elines. Uni­
.furm)y, ~tes II111St COYt" rertam persoM who are poor, aero,. 
blmd, disabled, or pregtWtt or are P.itber a dwd ar the pa.!'ellt 
af ■ dependent dlild. Stat.e,; further define el!gi'bility Nle:. (eg, 
ma.xlmum income and asi.ets) within a,J'Uin broad~ 
Ge~y. peopla= rec:eiving welfan! (Aid to Familii':$ Wrth De­
~ (,1wdrP.D or Supplemem:al Seeurity Income) :wtomw­
c::ally qualify !or Meclicaid. Some $t&tes opt to ~er thP. -mcdi­
cslly need;)'~ (those wha!e D1edical ~D!91e& are high enau,;h t0 

nda= their U:U."lll:llle ta Medicu<I qwwfytng levels Hnd who ot.h.­
tirwir.e meet Medic.aid e.lig:ibility ~eno.). Bcgi!Uling- in 
the mid 191:n;, Medicaid elieilrility ~ expanded to pregnant 
women a1ld ~ in families with i~ up lO 1~ of the 
poverty l~vl!l and children iD fBmllics with inOJJne )1:113 than 
100':i al the poverty level Thirty mites have apted t.o .filnh.n­
apand ieligi'bility to pregnant women and llUllllt.& in families 
~\h income up \0 li;!6'i, of the poverty ~i!L 

Ona oa\.ionsl basis, MedicaJd covered nea.ply 60'l, l)f Ameri­
caJi:s ;younger than 6n yean below the federal poverty level 
in l!:i92. Howen2·. this per-eentage v-.iries. consi.denbly. rang• 
~ from a \Mir of 2'J% in Nevada to a high of 614. 1n Wa:ih­
ingt.an, DC, IndiYidaals YoW'li".r thim 65 ye.an who are not 
preg:wml and have no children ar disabilities do not q~· 
far Me~, no matter how t,00r the7 are or hnw nigh their 
medical apeues are. The slw'e of the poor cove.red by 
Medieald i:i experted to in~ to 58% tn 1994.,. 

Bow Is Mrdiraid Fineced?-Medi!!aid i::I jointly financed 
by 5=deral arui state governments. Some states, S11ch llli N ,:-.15" 

'{ orka.nd Ca.!ifumia.require lacal~ernment contribution~ to­
v;anl the state 11h&rQ. The federal goYl!mment m:u:chcs stlsLe 
~ on a sliding !;C&l.e bnMJd on !>tate pe!' etpit.a iN10me. 
State& with high per capita i,r,come, like New Y wk. Ta'ci~ a 
504> ~ mat.eh rdte. States with low- per capita Income. like 
Mis;i;.1.ippi. receive a higher r.dcnl matcli ni.te. up to about 
l:IO'ib. The nat:uiml ave~ federal match nm: is 57g:._'-" 

What.SnTicll:S OoesMedlcmd ~ fot?-Becall5e Met.licl.i.d 
lal in ttmded to provide lloCWf'lll to health services f.o.r-thu&e in po..-­
erty ,itccve!lla broad ~ ofr,r-cventi ve. acute, and long-term 
care i.enic:es with fc,r., w no oost~haringrequiteml!nt.&. sw~ 
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Gene Sperling 
Deputy Assistant to the President 

for Economic Policy 
2nd Floor, West Wing 
The White House 
Washington, D.C. 20502 

Dear Gene: 

LINITED STATES DEPARTME NT OF COMMERCE 
The Assistant Secretary for 
Communications and Information 
Washington, D .C . 20230 

JAN I 9 1995 

Every year during the State of the Union address, the President introduces American 
citizens who are making a positive contribution to their communities. Here are some 
compelling examples from the Administration' s Information Superhighway initiatives that you 
may want to consider for inclusion in the speech. 

You may recall that last November, I wrote to you about the importance of putting a 
human face on the Administration' s technology initiatives. I am enclosing information about 
some of our most notable TIIAP projects, including a recent article about Bart Decrem, who 
was deemed by Newsweek as the "Cyber Robin Hood." Bart and one of his students, 
Benjamin Carson, participated in our 1995 TIIAP announcement last November. 12-year-old 
Benjamin, an African-American from a single-parent household, literally stole the show when 
he spoke on how having access to telecommunications technology changed his life. 

From virtually a standing start, we have stimulated thousands of community 
connections to the Information Superhighway. Millions of Americans are benefitting from the 
President's vision. NTIA' s Telecommunications and Information Infrastructure Assistance 
Program (TIIAP) is a Clinton Administration initiative that is assisting state and local 
governrn~nts, schools, libraries, hospitals, public safety entities and other non-profit 
institutions throughout the United States. TIIAP awarded 94 grants in 1994 and 117 grants in 
1995. 

TIIAP has brought together successful private and public sector partnerships that 
produce practical, innovative uses of technology to help bridge the information gap for 
citizens throughout the United States, particularly those living in rural and inner-city 
communities. 

TIIAP grants address problems affecting the lives of real people, every day, in 
virtually every community. TIIAP projects are improving the delivery of education, health 
care, government services, and economic development in many communities throughout the 
United States and serving as models that can be replicated in similar communities. 



• 

Undoubtedly, the Department of Education and the Department of Health and Human 
Services have similar success stories about why technology matters -- how it is making a 
positive difference for Americans as workers, students, and members of their family and 
community. But we need to connect the message to people and to people ' s lives. I know 
that you share my belief in the importance of getting this message out. 

Two years ago the President set forth a challenge to the American people to connect 
every classroom, library, hospital, and clinic to the Information Superhighway by the year 
2000. This nation is capable of meeting the President's challenge. I believe that the State of 
the Union presents the most significant opportunity for the President to demonstrate how, 
through his technology initiatives, he is "Putting People First," how real-life, everyday people 
are benefitting as a result of this Administration's initiatives, and why the President's vision is 
of importance to all Americans. 

I welcome your comments. 

f erely, 

I 

~ arry Irving 

Enclosures 
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A YEAR AGO ONLY A HAN.DFUL of computer cognoscenti had heard of Netscape's i\!Iarc 
Andreessen or Sun Microsystems' James Gosling. Now they're considered to be 
computerdom's hottest visionaries. Where to find the Big Thinkers of tomorrow? Start 
here , with NEWSWEEK'S list of the 50 People Who Matter Most on the Internet. Many of 
them aren't household names, but they're supplying the vision, the tools and the content 
that are getting millions of people to turn on their modems. 
Halsey Minor 
:-,[ET PUBLISHER 
In 1995 the :31-year-old founder 
of cinet . .. The Computer Net­
work." launched a cable-TV 
show and two Web sites, and 
lured big-name investors like 
:Vlicrosoit cofounder Paul Allen 
to help finance his burgeoning 
multimedia business. Minor's 
company is also at the forefront 
of new technologies that will let 
advertisers target their custom­
ers online. To trumpet his Web 
si te. he's blanketed\lew York 
Citv buses with advertisements. 
C:~et doesn't vet deserve the 
name ·' netwo;k," but it might if 
:'vlinor realizes his real goal: an 
"ill computers, all the time" ver­
sion or· the Cable News 
:--iecwork. 

Lawrence Landweber 
INTERNET GUARDIAN 
::...anciweber was one of the 
:: 1.mders 0r'CSNET. an early 
:-tetwork :o:- :::-mputer scien­
::sts. - :' • ~ '; niversity of 
\Visconsi:1 processor is presi­
dent or· the Internet Society, 
and he's rallying companies 
around the globe to maintain 
technical standards for the Net. 
His goal: to en~ure

0 

that your 
~:::.i=,t.::~ :- :.-:._i oe aole co talk to 
others. His trade organization. 
made up of 5.000 Internet pro­
fessionals from l.20 countries. 
trains Third World engineers 
to create networks in their own 
countries. publishes a bimonth­
ly magazine and is working to 
protect the term Internet from 
companies that are trying to 
copyright it. 

Srinija Srinivasan 
0NTOLOGIST 

She may be the best-kept .;2cret at Yahoo! , the 
company that produces the wildly popular Web 
search engine. Trained in library science, 
Srinivasan is the one who decides how the 
thousands of Web pages submitted to Yahoo! 
should be categorized and classified, making 
it as intuitive, expandable and maintainable 
as possible. 
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Bart Decrem 
CYBER RosIN Hooo 
A native of Belgium and grad­
uate of Stanford Law School. 
Decrem is bridging the gap 
between the low-income neigh­
borhoods of East Palo Alto and 
the information-rich companies 
next door. in Silicon Valley. His 
nonprorit ?lugged [n provides 
a vast computer lab with Inter­
net classes. open ,0 hours a 
week to kids and adults from 
the community. He has also ac­
quired a $20.000 grant from the 
U.S. Commerce Department 
and recruited companies like 
Intel and Apple Computer to 
help make personal computers 
.:...1c: :ru.ine access available to 
low-income people. 

Nicholas Donatiello 
INTERNET STAT-MAN 
Sen. Bill Bradley's former cam­
paign mana~er is now the chief 
executive oriicer of Odyssey . . 1 

San Francisco-based market­
research finn dedicated to 
tracking America's online be­
havior. His Homefront Survey. 
produced twice each year. 
provides a rare and reliable 
glimpse into the technology 
habits and hangouts of cyber­
surfers everywhere. Odyssey's 
list of clients includes blue-chip 
companies like Microsoft. 
AT&T. all the online services 
and six of the seven regional 
phone companies. 

Omar Wasow & Peta Hayes 
ONLINE INNOVATORS 
Co-administrators of New York 
Online. a self-described "jazz 



EXAMPLES OF TIIAP FUNDED PROJECTS 

Children's Alliance of New Hampshire 
Concord, New Hampshire 

Access Project/Human Services 
Federal Amount: S82, 741 
Total Project Cost: 5207, 358 

During hurricanes, floods and civil disturbances, disaster relief is critical to meeting public 
needs. Response facilities often become overloaded with requests for information about safety, 
shelter, and social services. The people most affected by disasters are the poor, the elderly, 
the disabled, and those without access to information about community resources. 

In this nationwide project, the Alliance of Information and Referral Services will establish 
standards for cataloging emergency resource information. It will increase the number of 
information access paths available to disaster professionals, disaster planning groups and 
community residents by installing World Wide Web sites in six test communities to house and 
protect data from disruption during emergencies. Another goal of the project is to train 
information end users in accessing procedures for emergency services networks. 

It is expected that, because of the project, emergency service providers will be able to 
respond more quickly in crises. It will also mean that those most directly affected by 
emergencies will be empowered by having access to information about emergency response 
services. 

Plugged In - Learning Through Technology 
East Palo Alto, CA 

Access Project/Community Networking 
Federal Amount: $192,995 
Total Project Cost: $440,350 

Plugged In is introducing electronic communications to East Palo Alto, a community which 
perhaps defines "have nots." East Palo Alto has no banks, no supermarkets, and 23 ,500 low­
income residents poised to be left behind in the information revolution. Just blocks away is 
Palo Alto -- a community personifying "Silicon Valley," a vanguard in shaping the country' s 
information infrastructure. Plugged In offers learning through technology, providing free 
access and training to kids and the community at large. Plugged In will introduce electronic 
networks to address the specific needs of a variety of community members -- children, teens, 
adults, and community leaders. 

Children in East Palo Alto need special programs to help "level the playing field" with 
children in neighboring affluent communities. Access to Internet for information searches will 
open new vistas not only for homework assignments but also for job possibilities. Teens in 



the community suffer from a lack of challenging yet engaging after-school activities; 
electronic teen discussion groups can help them develop job skills, leadership potential, and 
self-esteem. 

Every day, kids drop by Plugged In to work in a state-of-the-art multimedia lab, setting up 
their own business for creating home pages, and videoconferencing with others around the 
nation and the world. But they just don' t learn about file sharing. They learn about 
communications. Teamwork. As well as the creative process. The staff at Plugged In are 
activists in the best sense -- they care and are striving to teach kids new ways of learning and 
doing. 

The low-income East Palo Alto community cannot afford this new technology, and Plugged 
In offers free access and training to the community at large. By using the information 
infrastructure to address the concrete issues and problems that the community struggles with 
on a daily basis, Plugged In will develop a successful model for introducing communications 
technologies to low-income, urban settings. 

Federal funding for this project, less than $200,000, makes sure that the project will continue 
with the instructors it needs. Matching funds to pay for additional equipment and other 
services comes from a variety of organiz.ations, both local and national. 

Foundation for Educational Innovation 
Washington, DC 

Demonstration Project/Education (K-12) 
Federal Amount: $450,000 
Total Project Cost: $1,193,621 

TIIAP funded the Foundation for Educational Innovation to develop ways to expand the 
horizons of school kids in Washington, DC by allowing them to make "virtual visits" to 
museums in the area and to create Technical Learning Centers in selected area schools. This 
initiative tie in with a substantial ($16 million) grant the DC Public Schools received from the 
National Science Foundation (NSF) to reform the math and science curricula. 

And, here ' s the really exciting part. Bell-Atlantic has made a commitment to the Congress to 
create a technology center on Capitol Hill to demonstrate the integration of technology into 
community and educational programs. Bell-Atlantic has adopted the Foundation for 
Educational Innovation' s concept as THE MODEL for their facility and has merged the 
Foundation' s development site with their demonstration site. Housed at the Giddings 
Elementary School in Southeast Washington, DC, the Center is available to Members of 
Congress and their staffs. Community organizations will also be housed in the facility. The 
Foundation will serve as the Executive Director of the Facility. 

This is a public/private partnership that could NEVER HA VE HAPPENED without the 



stimulus of a grant of $450,000 from TIIAP. Since the commitment of Bell-Atlantic, other 
corporations have agreed to work with, and provide technical support to, the Foundation: 
Apple Computer, EDS Corporation, Eastman-Kodak, and Oracle Corporation -- not to 
mention the Freddie Mac Foundation, the Meyer Foundation, and the Council of Chief State 
School Officers. Also, the Foundation for Educational Innovation has been asked by the DC 
School System to function as an outside contractor to develop a technology plan for the city ' s 
schools. 

University of Delaware 
Center for Applied Science and Engineering 
Newark, Delaware 

Access Project/ K-12 Education 
Federal Amount: $223,183 
Total Project Cost: $447,183 

Imagine that you are a 4th grade student with a disability. You want to be able to do the 
same things in the school's computer lab that everyone else is doing. 

Technology, a tremendous resource for training and learning, can be an instrument of 
discrimination if not applied in a way that is accessible to all students. Students with 
disabilities are at particular risk in this regard, as their physical, sensory, or cognitive 
limitations may preclude access to technology-based learning via traditional means. 

The Telecommunications and Information Infrastructure Assistance Program awarded a 1995 
grant to the University of Delaware which will increase access to all types of educational 
opportunities for students with disabilities by using the Delaware Assistive Technology 
Information Network (DATIN). By implementing this network, on-line training, information, 
and other technology capabilities such as electronic mail and networked databases will be 
available to school district personnel, students with disabilities, and their families. 

Newark Public Schools 
Newark, NJ 

Access Project/Health 
Federal Amount: $99,800 
Total Project Cost: $180,364 

In an inner city neighborhood in Newark, New Jersey, residents are communicating with each 
other and with others outside of their community in a different way. 

They use computers provided by a TIIAP grant in their homes or in the homes of their 
neighbors to access the MUSIC system, through which they can communicate directly with 



local health and social services providers and participate in discussions with each other on 
topic such as HIV/ AIDS and parenting. Information resources, such as a weekly calendar on 
available health services, school bulletins, on-line news from the Newark Star Ledger, and the 
Newark Public Library, are also available through the MUSIC system. 

The community, which includes the residents of four public housing developments and the 
school that serves the developments, has been beset by exceptionally high rates of HIV 
infection, infant mortality, and teenage pregnancy. 

Not surprisingly, residents are now using the MUSIC system to talk about issues other than 
health. Recently, when a 15-year-old girl was tragically murdered, residents used the network 
to communicate their feelings to each other about the murder. One woman posted a poem 
about the event to the bulletin board. 

Using the MUSIC system is strengthening the community's bonds and resolve. After the 
murder, community residents organized, demanding and receiving a meeting with local police 
targeted on preventing similar incidents in the future. 

This technology is clearly yielding benefits far beyond those initially envisioned. 
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To: 
From: 
Re: 
Date: 

Gene Sperling 
Tom Kane 
Statement on College Costs 
January 19, 1996 

1. Regarding your request for language urging colleges not to raise tuition, I offer the 
following suggestion: 

"I would encourage states not to pull back in their committment to public 2-year and 
4-year colleges. When tuition increases are necessary to accomodate growing 
enrollments, both public and private colleges should protect their most disadvantaged 
students by raising need-based aid accordingly." 

If the only goal · were to keep tuition low, states could do so by cutting aid to low­
income students or, perhaps even worse, capping enrollment and denying a college education 
to some of their citizens. The advantage of the above language is that it would keep the door 
open for states to pursue a high-tuition, high-aid, open-door strategy. 

2. Between the 1980-81 and 1994-95 academic years, public two-year and four-year 
tuition increases exceeded inflation by 3.8 and 4.5 percentage points per year. There is little 
evidence that the increases in real tuition have slowed substantially. Even in the last year, 
nominal public tuition increased by 6 percent, implying a real increase of more than 3 
percent. Keeping tuition increases at the rate of inflation would represent a fairly substantial 
slow-down in the rate of increase. 

l 
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TO: \1ichael Waldman 
Gene Sperling 

FROM: Chris Jennings 
Jennifer Klein /.l . 

DATE: 1/18/96 
RE: State of the Union 

Assuming you want them, attached please find a few comments on the health care 
section of yesterday's draft of the State of the Union. 

If you need language about what should be done to prevent fraud and abuse. how 
about: "I challenge the Congress to pass tough legislation to give our law enforcement agents 
more tools and guaranteed funding to investigate and prosecute fraud and abuse in Medicare 
and Medicaid." (Keep in mind that there is bipartisan agreement on the new guaranteed 
funding to fight fraud and abuse. However. the Republicans create exceptions to anti­
kickback rules. limit prohibitions on physician referrals to laboratories in which they have a 
fi nancial interest. and put new obstacles in the way of enforcing fraud and abuse.) The 
President can also talk about creative ways the Administration is fighting fraud. For example, 
we are about to begin a demonstration project that will reprogram the Los Alamos nuclear 
detection computer to detect fraud in Medicare. (If you are interested. we are gening the 
specifics. ) 

In addition. I have a few general thoughts. The health care section seems out of 
context. I think it's worth referring to the budget fight again for two reasons. First. because 
all of the things you talk about in the section after insurance reform have nothing to do with 
the challenge. If you start with a nod to the budget. the discussion of fraud and abuse and 
protecting the guarantee under Medicaid make more sense. Second. because it helps explain 
why the President is taking only a few small steps toward reform (albeit things that people 
really care about. like portability). You can remind people that the President is still 
committed to reform but that this year we are fighting hard to make sure we don't take steps 
backward -- so that people don't lose the critical services they get today from Medicare and 
Medicaid . 

Please feel free to call if you need anything. 
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Americ·a. Second. a dramatic expansion of college work-study. I want to make it possible for 
1 million young Americans to be working their way through college by the Year 2000. 

And tonight I ask colleges and universities to make a promise to those hard-working 
students -- don't let the cost of college rise faster than Americans' incomes. 

We owe our children something else as well. We must stand up together as adults to 
protect our children from the glorification of violence and degradation of values that assault 
them every day. 

We must say to those in the entertainment industry: create TV shows as if your own 
children were going to watch them. And parents, if you don't like what your children are 
watching, tum the thing off. 

To those who produce and market cigarettes, we must say: take responsibility for your 
actions. Sell your products to adults, if you wish. But draw the line on children. 

We must challenge our schools to teach ethics and values. And if it will stop children 
from shooting children for designer shoes, then schools should be able to require student 
uniforms. 

We must challenge our young people not to get pregnant or father a child until they 
are married. Tonight, I am pleased to say that a group of prominent media, business and civic 
leaders have answered my call for a new national campaign against teen pregnancy. 

Higher standards. Technology in the classroom. An aggressive strategy to open wider 
the doors of college. Teaching our children right from wrong. That is the duty we owe our 
children. 

America's third challenge is this: we must change theH"'~'~' .,1~:;H~peJtlplLe._.lWL!!ta~k~e:_~ 
healthinsurancefromjobtojob. OYlt- Of- r vit p f,p1s .,/J l? t ,_ 11 , 

d.1 Jt,,W SS v d "''" llf t' (,UJr 1''1i> ·J 
It is wrong that insurance companies compete by cu • ng off coverage to sick peop . 

is wrong that Congress has not passed a law to change at. We should enact reforms to~ 
sto insurance companies from denying you coverage • • when you ~chan~ 
job because you or a member of your family have a pr conditio . Republican ----
Senator Nancy Kassebaum and Democratic Senator Ted Kennedy have in oduced a ill to 
make the rules fair. . Send it to me, and 
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government should not have to do it alone. I challenge the American Medical Association to 
I stop standing in the way of tougher prosecutions, and take responsibility for policing your 
\ own. 

t•plt. ....,,tk ~ IS4!,,ldl(f 

.-. And I challenge C gress: t 1s one of the great strengths of our country that poor 

l children, and uie disabled ave a guarantee of quality health care. It is a good thing that older 
Americans.,.·-·..__;,:they wi l receive quality care, so they can live out their lives in dignity. As 

~--< he ') 
!tU o1.1.r 

long as I President, I will stand u for these basic values. 
4 VC Cl 1U v, n r! t, r''1 A. 

fourth challenge as t as: government and businesses must join to give our 
e tools they need to become winners of economic change. po, ,ar1t 

wor1 C-'1 • 

f I Hi•J 
11 

America's economy is growing, steady and strong. Over the last three years, we have 
l'I tM r, • fl• ' ad the strongest growth of any major economy. The combined rate of inflation and 

unemployment is the lowest in 27 years. Home ownership is at its highest rate in 15 years. 
A-lso , , r Businesses have created over 7 million American jobs. Businesses owned by women employ 
~ o ii d °" 'I-more people than the Fortune 500 combined. Three years ago, we were losing jobs in 

S111 ol A ' 1 construction; today, we have gained nearly 800,000. A decade ago, the auto industry was on 
pt.,plt its back. Today, Detroit is beating Japan for the first time since the 1970s. 
h• ..; t "' 

~"r, ra I? t(( J Thanks in no small measure to the work of Vice-President Gore,. the federal workforce 
It wdl ">< is the smallest in 30 years, and getting smaller every day. We have cut 16,000 pages of 

( ~ ~ unnecessary rules and regulations. Government works better, costs less, and produces results, 
...,I not red tape. 
VJ r IS 

174~k-•l\o/ of ~ Today's economy offers real opportunity for our people; our challenge is to ensure that 
t ~c 911•(•11 "ill Americans reap the rewards. 
hr fflC 

t IA 0 1 • That is why I challenge Congress to pass my GI Bill for workers. It would 
consolidate 70 overlapping job training programs, and give the money directly to American 
workers to pay for tuition at a community college or training at their next job. People who 
need new skills shouldn't have to waste their time waiting in line at a government office. 

We should make it easier for small businesses to start pension plans, and easier for 
Americans to save for their retirement. 

And businesses have a responsibility to make sure that pensions are secure. If 
Congress sends me legislation that lets big companies raid their workers' pensions, I will veto 
it. 

And we all have a responsibility to honor work and make work pay. Millions of 
Americans -- many of them women with children -- earn the minimum wage, now at a 40 
year low. A year ago, I called on Congress to raise the minimum wage. Since then, its value 
has dropped $250 -- while Congress' pay has gone up [ x]. That's wrong. 
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CC: 
CC: 

19-Jan-1996 01:SSpm 

sperling_g 

Edward Elmendorf 

AppleberryJ 
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T H E P R E S I D E N T 

SUBJECT: State of the Union and Policy Paper to Accompany It - -

AASCU's Priority 

Gene: 

This statement is provided as promised in my call with you 
today. I hope you will make every effort to convince your 
colleagues to place such a statement in the State of the 
Union message. 

ks for listening. 

The State of the Union address provides not only an 
excellent opportunity for the President to articulate his vision 
for America?s future, it also allows for a stark comparison 
between the administration?s priorities and the priorities of 
the Congressional majority. A commitment to the federal 
role in education is one of the most visible differences 
between the policies of this administration and the GOP. 

Poll after poll has found that education ranks as one of the 
top concerns of most Americans, and that higher education 
in particular is universally seen as key to success within the 
new economy. Given the extent of middle class anxiety 
about access to higher education, and given the prominent 
role federal student aid plays for middle-income students and 
their families, a forceful statement of administration support 
for student aid would one of the best ways of articulating the 
differences between the administration and the GOP. 

A Presidential statement assuring all young Americans 
the will fight to make sure that federal need-based 
will be there for them when they are ready to 

-~end college would be especially powerful. Such a 
statement could be linked to the budget stalemate, in 
that the President is attempting to protect the future of 
5th graders who would enter college by the 7th year of 



• this budget cycle. 

By restatement of his commitment to equal access to 
lity, the President can further solidify the great support he 
already received from the American people for his 

port of education. 



THE WHITE HOUSE 

WASHINGTON 

January 18, 1996 

MEMORANDUM FOR THE PRESIDENT 

FROM: Robert Rubin~ ~. ~ . 
Alice Rivlin~ 
Laura Tysol').fC , 
Joseph Stiglit- /,/--I;-) ~ ------, ; 

SUBJECT: Tax Issues and the state of the Union Speech 

1. We understand that you will be discussing the Middle 
Class Bill of Rights, the expansion of the earned income tax 
credit (EITC) in 1993 and more generally your accomplishments in 
making the tax system fairer and reducing the deficit. All of us 
believe that these themes should be emphasized. But beyond these 
themes we also believe there are additional points you might 
consider. 

2. You could mention some general principles of tax reform, 
that you will continue to follow as you improve the tax system 
that it should make th2 system simpler and fairer, help the 
economy, and reduce tax burdens on working families. You can 
then contrast this to Republican flat tax 9lans which would widen 
the deficit by cutting taxes on the wealthy. As part of this tax 
reform discussion, you could make two more specific 
announcements: 

(i) Announce that the Administration will be releasing some 
interim proposals to simplify the tax system and refer 
specifically to the Treasury proposal to eliminate capital gains 
taxes on housing for most families. You may also want to remind 
people of recent efforts by the IRS to make tax filing easier. 

The proposal to eliminate capital gains on housing was 
discussed with you in the fall. At the time you found it 
attractive and suggested it be considered as part of your State 
of the Union speech. We all believe it is a winner. 

(ii) If you feel you need to do something else, you could 
announce that you have directed the Treasury Department to 
prepare a report for the National Economic Council (NEC) on 
broad-based tax reform alternatives. The report would be 
submitted to the NEC at the end of 1996. 
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These two announcements would give you maximum flexibility 
in the tax reform debate, depending on how the debate on the 
Republican side evolves. For example, the Treasury report could 
be expanded to include interim reports or have Administration 
officials hold public hearings on tax reform issues. Of course, 
while the study proceeds, Treasury will continue to prepare 
analyses of tax reform options for review by the NEC and 
presentation to you. 

Conclusion 

These issues were discussed at a recent NEC meeting. All of 
us agreed that we shouldn't wait for a broad tax overhaul, which 
no one is proposing to enact before 1997, to take some steps this 
year to make the system simpler for ordinary taxpayers. The 
simplification steps can be taken as downpayments on future 
reform and contrasted with the Republican legislative proposals 
you vetoed that would have made the tax system more complicated 
and less fair. 

Members of the NEC favored both the tax simplification ideas 
and the idea of preparing a report on tax reform, but differed as 
to whether the State of the Union Address was the appropriate 
forum for announcing these initiatives. Some believed that the 
proposals were not sufficiently far-reaching to compete with the 
Republicans' proposed reforms. Others believed that the 
proposals indicated we were responsive to public concerns about 
the tax system. 

Finally, yo~ should know that over the next few weeks, the 
NEC will convene a series of meetings for Principals t o discuss 
2nd evaluate ~ume~ous ~r0posals for bro2d-based t ax re f o rm . The 
goal of these meetings is a decision memo to you re garding the 
desi~ability of broad-based tax reform, along with suggestions 
about how such refor~s could be implemented. We will work wi c h 
the Chief of Staff to ensure this project receives a d e quate 
attention from the relevant staff. 
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January 18. 1996 

MEMORA DUM FOR GE E SPERLI:\fG 

FROM: JO1 ORSZAG <7--. 
SUBJECT: Background on S500 Minimum Wage Statistic 

In my fact checks for the State of the Union yesterday, l stated that for someone working 
full -time at the minimum wage, Congress· fa ilure to act means more than $500 in lost pay. 
You had some questions on how Lisa Lynch and I came up with that number. 1 think the 
graph below provides the best possible explanation. 

The basic idea is as follows: In February 1995 . the President proposed to increase the 
minimum wage from $4.25 to $5.1 5 an hour in two equal stages. The first stage would 
have raised the minimum wage to $4.70 in July 1995. For a minimum wage earner 
working full-time, year round. this increase translates into 1,167 hours (7 months at 40 
hours a week) of higher pay between July 1995 and February 1996. In other words, if 
Congress had passed the President' s proposal, a full-time. year-round minimum wage 
worker would have earned $525 more in higher \\·ages (the shaded area in the graph or 
1,167 hours * $0.45 raise). 

$5.50 

$5.00 

$4.50 

$4.00 

$3.50 

Federal Minimum Wage 
The First Stage of the President's February • '.:95 Proposal to increase 

:.11n1mum Wage to S5 ; 5 

t 
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UNITED STATES DEPA~TMENT OF EDUCATION 
OFFICE a, ·;Ji S!CRETMY 

FAX TRANSMITTAL 

To: ___ /Z_v_~ __ !1_1-o ____ §_m_G'_61-_A_~_-e_L-1_N6 ...... 1 __ _ 

Organisation: -----------------------------
Phone HUl:lberz -----------------------------
Fax N\lml)er: ____ ......,'/:_51.fl __ -____ ~ ___ g __ 7......._j _______ _ 

l'romz 

Phone NWDl>er: 

Pax !fUmber: 

TERRY PETERSON, Coun••lor to· the Secretary 

(202) ,01-341 ♦ 

(202) 205-5377, (202) 401-0596 

What follows is on update overview-of areas of educational improvement that we think 
are most significant and can be tied most directly to the impact of sustained nationwide school 
improvement and reform efforts in which the President -and Secretary Riley have been involved 
as qovemors a.nu uuw as national leaders. This is not to say that we don't need drami\tic and 
further improvement in these and other areas of education, but they do show that when we work 
aggressively together as a country and when we invest carefully in solving critical education• 
issues, a significant difference can be made. 

We are continuing to see ifwe can update the dropout and postsecondary enrollment data 
by one more year. I will let you know about any updates as soon as possible. 

Also enclosed is the wording the Secretary used to describe the improvements because if 
it is not communicated well, any message about improvements could be ridiculed. 

coNPIDE!f'l'IALITX NQTICI 

This tra.ns■i■■ion i■ int:ended for and restricted to the named 
addrea ■•• only. It may contain contidential and/or privileged 
information. It you receive this transmiaaion in error, you are 
notified that you are prohibited from reading, copying, or 
disseminating th• tran■miasion, please call (202) ,01-3000 to 
arrange tor return of any transmission sent in error. Thank you . 

page<•> to follow 

400 MARTl.NID AV2 .. 9 .W. WASHll'IGTON. D.C. 10203 
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UPDATE ON TURNING THE CORNER: 
POSITIVE TRENDS IN EDUCATION 

While it is true that U .S. educati()n needs improving, that docs not mean that the news is all had . 
Indeed, the nation has turned the corner on many measures of student learning, especially in 
areas on which schools, communities and states have focused sustained effo1t to improve . Areas 
of long-term improvement. include coursetaking, many mea°'ures of achievement, dropout rates, 
and postsecondary enrollment and attainment. The economic returns to fu11her education are 
equally impressive. 

Coursetaking ha~ improved significantly. The propo1tion of high school graduates taking the 
core courses recommended in A Nation al Risk (4 years of English, 3 years of social studies, 1 
years of science, 3 years of math) increased to 52 percent by 1994, up from 14 percent in 1982. 

Student achievement i~ generally up. Student pcrfonnance on the National Assessment of 
Educational Progress (NAEP) has generally increased, particularly in science and math, areas 
that have been the focus of national attention . The gap in performance between white and 
minority students has been narrowing. Scores of 13-year--olds, for example, increased by at least 
one grade level in math between 197) and 1992: scores of African-American 13-year-o lds rose 
by over two grade levels over the period . 

Dropout rates hnve declined. Overall , the drl>pout rate for 16- to 24-year olds declined from 
14 percent in 1982 to 11 percent in 1993 . Dropout rates declined between 1982 and 1993 by 4 
percentage points for whites and 5 percentage points for blacks . 

Postsecondary enrollment nnd attainment have increased. Over the past decade total fall 
enrollment in postsecondary institutions increased 17 percent from 12.4 million to 14.5 million 
students . The proportion of people ages 25 and over who have completed four or more years of 
college increased from 18 percent in 1982 to 22 percent in 1993 . 

Education continues to be a wise investment for America and its people. Workers wi th 
bachelor's degrees earn on average almost $14,000 more a year than workers with high school 
diplomas . Workers with associate degrees earn almost twice as much annually as workers who 
did not finish high school. Senior executives from Business Week' s top 1,000 corporations 
agree: when asked in 1995 which issue is the most impo1tant to American business, 28% said 
" improving the U.S . educational system," rating it a close second to balancing the federal budget 
(31%). 

K :\l' ESIJiS EmQS& AS. nIRII l 1'0/\T 1 % . WJ'f) January 18, 1996 
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the future of America. On the day that all eyes in America were on this outstanding athlete and 
role model, he had his eyes on letting his daughter know that her education. her school, and her 
principal were important to him. 

Next Monday, I will visit the elementary school of my children and grandchildren •• Augusta 
Circle Elementary School in Greenville, South Carolina -- where my granddaughter, Hayden 
Riley, now goes to school. I will be joined in my visit by the astronaut, Charles Bolden, 
commander of four Space Shuttle missions. 

On the same day, President Clinton will make his case against cuts in education funding to the 
student body of Southern Illinois University. During the week -- when America goes back to 
school .. there will be events all across the country. We want the education of this generation of 
children to be America's number one project. 

On September 14th, for example, we will give students all over the coWltry the opportunity to 
have on-line discussions on the Internet with an extraordinary group of American citizens -- Jim 
Lovell of Apollo 13 fame; Bill Gates, founder of Microsoft; anist Peter Max; and R.L. Stine, 
who is known far Dnd wide as the author of the "Goosebumps" series. 

, •- • '"' -- '' . .. 
___ __....,.. , 

---------------
This is all positive. We are also moving forward on other fronts as well. As many of you know, ; 
SAT scores are up. Our annual report on the "Condition of Education'' tells us that many more// 
students are taking the tougher core courses that prepare them for college and for life. 

As a result, the national scores in math and science have gone up. Many more high school 
\ graduates are going directly on to college, an increase of 13 percent since 1980. Now, we stil 
\ have a very long way to go. There have been a lot of peaks and valleys in our effort to move 

\ ~•;~: ~~';"!~";:;~~tg";~di~~tt,t~any more. We're not_::~:_~~••~ . 

We are also receiving very positive reports from school officials across the country regard· g the 
religious guidelines that we issued at the direction of President Clinton. As the President id 
last July, our public schools must not be "religious-free zones." Public education should nbt be 
hostile to religion. 

So all this is good and forward-looking. But let's also be serious and sober about where we are in 
the life of our great nation when it comes to education. There are two great education issues that 
trouble American families -- questions, if you will - that will define the future of American 
education. 

First. how do we finance a college education for our children -- especially the tidal wave of 
teenagers who are now just a few short years away from applying to college? Second, how do 
we prepare our children academically for the rigors of higher education and a complex wotld? 
We must put an end to the waste of time caused by having so many college freshmen tak.irlg 
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From: [~ , Kathy Jurado, Department of Vet~rans Affairs 
Mcmorandum~o: p Don Baer, Director, White House Communications 

Subject: f~ Suggested text for State of the Uruon 

Date: January 16, 1996 

The following text was sent to Cabinet Affairs last month through our Chief of 

Staff. I am sending it again to you today for the following reasons. The President 

often speaks of the agreement signed with Congress to balance the budget, but he 
doesn't include a reference regarding the protection of veterans benefits. We hope 
he will include that reference in the his State o.f the Union speech. Secondly, you 
may have read Sw1day's NP.w York Times front page article 'Hospitals of V.A. 

Expanding in Face of Nation's Cuts." The speech text below addresses the theme 

of the article which has been a rallying cry from ~ome members of Congress. I 

have attached the New York Times article for your review. Please let me know if 

I can provide you with any additional information. 

Text for State of the Union Speech 

The Congress und I agreed that veterans benefits would be protected while 

w~ strive to achieve u balanced budget in seven years. Last year, I proposed a 
budget that would have ensured that veterans seeking health care from the VA 

would receive that care. Since then, some people have argued that we n.o longer 

need a veterans' health care system -- that the number of veterans is declining and 

so should VA. 

This nation has a time honored commitment to our veterans - whether to 
the VJW II veteran, older now and in need of nursing home care, or the Persian 

Gulf veteran suffering from an unexplained illness. 

America 's veterans are directly responsible for the freedom's we enjoy and 
a way of life which we must not take for granted. As long as we continue to send 
yow,,g men arid women into harm's way, we should have a health care system ill 
place that honors their sacrifice . 

That is why I will send Congress a budget that lives up to that 
commitment, and I hope you will join me. 

~002 
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1 osP!T ALS OF V.A. 
EXPANDING IN FACE 

OF NATION'S CUTS 

REPORT ASSAILS SYSTEM 

As Veterans' Numbers Drop, 
a Quarter of Beds in 173 
Institutions Are Empty 

Dy PETER T. KILBORN 
PHILADELPHIA - At a time 

when the Fanara! Government is 
driving down the cost of health care 
and forcing hospitals ncro5s the 
country to close. the nepartment of 
Veterans Affa.irs keeps expanding 

•

• wn hospital ~ye;tem, the nation's 
st, and spending more for 
h care. 

Governmant reports call the Vet• 
erans Heallh Admll1!strat1on a bloat• 
cd bureaucracy, with surgeons who 
have gone a year without llfr.lng a 
knife. ana rl!e with wa~leful prac­
tices Eke admitting clients to hospi­
tals fo1 conditions that oulpatient 
clinics e.,,erywhcre else treat in an 
hour ur two, 

A quarler of the bec!s 111 the V.A.'s 
17:J hospitals stand empty as the 
surviving soldiers of World War 11 
move into their 70's and SO's and the 
veteran population shrinks. There 
c\re 2ti million veterans now, down 
!rum 30.1 mlillon in 1980. 

Yet in Washington's battle over 
the 1996 budget President Clinton 
has proposed an incrcnsc of more 
than $700 million for rhe Veterans 
Health Admini:stnuiou, mostly for 
new construction, and the Republi­
can-dominated Congress has ap­
proved an increase of :S100 million. 
At the 6ame time, Medicare, the 
Government insurance program Cur 
the elderly, and Medicaid, the pro­
gram for the poor, face sizable cuts 
in projected spending. 

.A. jobs have grown with the 
ding. The Federal work force 
nk 8 percent, to 2 million, since 

. e Clinton Administration took of­
fice through September, according 
to the Office of Personnel Manage­
ment. But the V.A. work force 
climbed 1.-1 percent, w 264,000. 

The veterans hospital systen1 

The New York Times, 1/14/96 

bucks the rrends in healtti care be· 
cause nu one ·can touch it politically. 
President Clinton, denounr.ecl by 
many veterans for avoiding the Viet· 
nam War draft. h:is bent backward 
to court them . 

Members of Congress, sensitive to 
Jobs the hospitals provide in an SO 
~tates, recoil at shutting one in their 
own. And lobbies )11,e ttre American 
Legion, the Disabled American Vet~ 
erans an<l the Veterans of Foreign 
Wars boost t.he interests of veterans 
unchallengeil by other groups. 

V.A. officials themselves say they· 
have too many hospital beds. 

"Every place is overbedded," said 
Kenneth W. Kizer, the department's 
Under Secretarv for health, who is 
am:mpting to reorganl.:c the 5ystem. 
Dr. Kizer said he was also cutting his 
headquarters staff to 600 from 802. 

Dut he blames Congress for some 
of thP redundant capacity and for 
wri ting some of the regulations that 
discourage the department from 
lurning to less t!xpenslvc outpatient 
care, a development that is rapidly 
changing the American hospital 
sys tern. "People are admitted to hos­
pitals who don't have to be admit• 
ted," he said. "But the unly way they 
can be treated is to be admitted." 

Officials in Congress acknowledge 
the polltl<.:al tliHicultles of cutting the 
budget of an agency that serves the 
nation's veterans, even at a time 
when they are struggling with some 
of the deepest budget cute; in history. 

"You mention the word 'veteran.' 
and you're supposed to pitch forward· 
on your sword," said Senator Alan K. 
Sirnpson, Republican of Wyomin(; 
and chairman of the Veterans' Af­
fairs Committee. He said no one be­
grudges a b.ittle-scarrad infantry­
man a lifetime of medical care, a 
disability check and a pension for 
him and his widow. 

But the veterans' lobbies "raise 
tremendous amounts of money," Mr. 
Simpson added. "They tell their pub­
lic this Congress doesn't care about 
thcirvets. rm a veteran. If I weren't, 
they'd have cremated m~ by now." 

Veterans' groups forced Edward 
J. Derwinskl to resign as President 
Bush's Secretary for Veterans Af. 
fairs In 1992 after he suggested ad­
mitting 11onveterans to a tew under• 
used V .A. hospitals. 

"With welfare, abortion. gun cona 
trot, the death penalty," Mr. Derwin­
ski said, "you've got legitimate pi;o 
and con positions. But there's no anti- · 
vet lobby. No one's going to come 1n 
and say, 'Don't waste any n1ore mon­
ey on veterans.' " 

An Aging Group 
With Growing Needs 

With lt5 network of hospitals and 
more than 5UU clinics, nursing homes 
an<l other facilities, including about 
20 golf ,courses, the Depart.ment of 
Velerans Affatrs runs the nation's 
largest henlth system. . 

Thar system, which cares for 
abouL 2.6 million veterans, is in line 
to receive Slo.6 billion in the fiscal 
year 1996. By contl'ast, said a Sena~e 
aide who spec!ali1.ei; in veterans af. 
fairs, the Department or Defense 
spends about half u much for .the 
care of S million soldiers and depend­
ents. 

In defense of the system, veterans 
advocates say the buaget, while 
growing, has· fallen behind the pace 
of rising health care costs and U1at 
veterans, while declining in number, 
ore reaching ages when they need 
two and three times more care thwi 
they did in their 30's nnd 40's. 

The advocates say fewer hospiLal 
be<.!:. would be empty if the Govern­
ment relaxed eligibility rules for free 
care. All veterans can u~ti Lhe _11_~pi- . 

tals but just 10 percent do, mostly 
tho;e whose expenses are paid To 
qualify for free care a veteran -

. anyone who has servea at leai.t 180 
consecutive days in the armed forces 
- must earn less than $20,469 or be 
deemed at teast 50 percent disabled 
by injuries or diseases contracted in 
the servlC'.e. 

Toe system's supponers also say 
th.it the hospitals have developed 
Invaluable expenist! in researching 
and treating service-related condi• 
tions, like spinal cord injuries. ami,u­
tatlons, hypertension and acute men­
tal disorders, and that they maintain 

1 a culture lhat 15 esoecially rcspon• 
sive to the concerns of veteran,. 

"lT.'s a place where other thlnJS 
happen than health care," says Dr. 
John 0. Lipkin, chief ot staff of an 
immense old veterans medical cen­
ter in Perry Point, Md.. "Vets are 
p_rotective of a system thal treats 
them 1n a different way. They feel 
there iS no net out there that meet.I'; 
their needs;'' 

Waiting for a prescription to be 
filltd in the Philade1pn1a veterans 
hospital the other day was John T. 
Edison, 62. He told of getting his left • 
hip dama~ed by shrapnel in Korea 
when he was serving in the Infantry., 
Much later he developed lung can• 
ccr. He had o lung removed and 
received chemotherapy and radia­
tion, all here, all free. 

(l"l"'lo.C.f..} 
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(co r.JT.) 
Robert C. Woerner. 63, was a boiler 
n<1r.r on a destroyer in the Korean 

War who emerged· without injury or 
an illness. ~ut recently. he mangle<l 
n1s lefL arm. 

"I was drunk," he said, "and 1 fell 
off a buil<Hng. Four ~LOrlcs." He said 
the hospital had sent him to a veter. 
ans alcohol treatment eenter. ..rt 
doesn't work," he said. 

Also waiting for me.c11cation was 
Bill Berghandler, 42, who wa5 a me• 
chanic in the Marines in the Vietnam 
War. 

After tests at a private .hospital 
three years ago, Mr. Herjllan1'1ler 
Jeamed he h8.tl H.T.V .. the virus that 
cau:;cs AIDS. "The aoctor wouldn't 
c.omc near me," he satd. "He ignored 
my complaints.'' 

On MedicRid then, Mr. 13erg• 
hane11er swilched to the veterans hos­
pital here. "I had to have my spleen 

ta.Jten out," he said. "Toe dny .i!tcr I 
was c1lscharged for thar, rhr.y found 
blo~ clots 1n my sturmtch and I had 
to hove six feet or intestine removed. 
There's a new drug nuw they're let• 
ting me use.." 

He 6aid tie had Clecided not to go 
back ta Wisconsin, where he grew up, 

•

becau8e of the cilrc he gets at the 
eterans hospital here. . 

Declining Numbers 
In All but Money 

In spite of the declining numbt!r of 
veLenms, the department shut only 
two hospitals since the 1960's, both In 
California and botli because of earth­
quakes. It has mothballed or elimi­
naced half the hospitals' b~ds since 
then, but It Is flllln2 fewer thlUl 75 
percent of those that remain. 

Veterans hospitals would be even 
emDtler i! they were keeping up with 
the i:hift toward lci;s expensive out­
pacient care that has been shutting 
t:ummunity hospitals at a rate of 
three a month for nearly two dec­
ade5. That process ls sure to acceler­
ate. Both the. President and Congress 
are commiued to curtlng tens of bil· 
lions of dollars from projected 
spending for Medicaid and Medicare. 

The Clinton Administration and 
Congress are encouraging Jess hospi• 
tal use. S~cial Medicare payments 
that help support tc.iching hospitals 
could ~ curbed. All parties in the 
debate agree that the country is glut• 
ed with hospitals and that In the 
londletting likely to follow enact­

ncnt of the 1996 budget, many more 
will clrn;c. 

Yel iu lhc dispute over the budget, 
few ~gencies have proven more Im• 
mune to . chese pressures L!ian the 
Veterans Ilea.1th Administration. 
President Clinton and his.Secretary 
for Veterans Atfairs, Jesse Brown, 
proposed in this year's budget not to 
close ho:1plr.als hut to speno S343 mil­
lion for twu more, in California and 
Florida. 

ThP. Republican congress's bud~et 
curmnittccs vetoed the new hospi-
tals. But they approved spending $50 
million to build clinics at each site, 
and to pay fOI' work at uther hospi­
tals. 

As a resulr, the Veterans Health 
Administration ls expected to re• 
ccive al least, S40U million. (Ir 2 per• 
cP.nt, more In the fls1.:al 199ti budget 
than it wu granted in 1985. Since 
1990, spending on health care for 
veterans has risen 43 percent, four 
time3 the pace of all other spending 
whose levels a.re set t:>y Con~rti:iS or 
lhe Clinton Administrntion. 

Despite Criticism, 
Immunity Is the Rule 

The department's year-upon-year 
succes.'i In winning · bigger budgets 
illusLrates paradoxes of. political ex-
pediency. • • 

Republicans in Congress who 
stopped the President's overhaul of 
the nation's health care system in 
1994 on ground5 that it smacked or 
big government nevertheless con­
done a t:>lg-govenunent health care 
system for former soldiers. And in 
the budget debale, lawmakers who 
wuuld restrict guaranteed care for 
the poor through cuts in Medicaid ~o 
along With unresuicLed care for all 
poor and many better--0ff veterans. 

Mec1nwhile, Prestaent Clinton has 
assiduou5ly 8ought the favor of vet­
erans. In pick!ng Mr. Brown, ne 
chose a former president of the Dis­
abled American Veterans who calls 
himself a career. lobbyist for veter­
ans. 

Mr. Brown, who decline-:1 to t>e 
lntervlewetl, has said be shares the 
view of veterans' organizations that 
anyone who serves in the military Is 
special and deserves privileged care. 

Yet in auc:'llt~. both the General 
Accounting Office . ~d the deport­
ment's own lnspeCt(lr General have 
ratsed fundamental questions about 
the department's health care mis­
sion and management. 

In a look at six hospitals, In 1990, 
the lnspeaor General found that 21 
ot 131 surgeons "spent no time In the 
operating room at all during the 
year." Four years huer, In an audit 
of th!'ff other hospitals, It found that 
13 of 79 surgeons went a year without 
lifting it knl fe. ~ 

By dwelling on buiJ(11ng and renew­
iI1t hospitals, the reports showed, the 
V.A. resisu. the trend toward outpa­
tient care and keeps patients in hos-­
pitnls much longer than community 

. hospitals do. 
The department's Qllnual nipon 

rcir 1994 Shows a 17 percent increase 
in outpauent vi~ilS from 1987 to 199-&. 
Ilut over the same perioc1 outpatient 
visits In ·the private sector jumped 
ahout 5U percent. 

Part of the problem ls rei;:ulations 
like those that require hospital stays 
for many procedures, including cata• 
ract operations, that are routinely 
performed hy outpatient clinics in 
the private sector. Dr. Kizer said 
such regulations even apply to giving 
a patient a patr or crucches. 

"A patient comes in with a broken 
ankle," he said. "Tt Is casled in the 
emergency department. He nffd.t 
crutches. Well, crutches. are called a 
prosthetic de.vice. 1-'rostlteuc c!evlce:1 
are only .1:.h,en on an inpatient hosis. 
So he has to be admitted to the 
hospital. £very place else in the 
world just gives him a set of cnitches 
and lets him go home.·: 

Earl F. Falast, tlirector and chief 
executive of the Philadelphia center, 
said he has cut some fat. reducing 
the numoor of hospital beds to 330 
from 150 ancl raising the number of 
outpatient visits to 321,000 from 
250,000. He has also reduced staff to 
1,820 from 1,980. 
. Hut reglllat1ons intrude upon such 
initiatives. Because Congress has 
mandated that hospital employment 
systemwide be kept constant, Mr. 
Falast CD.Mot cue staff members un. 
til . offlclals in wasrllngton have 
a2reed to ndd positions elsew~re. 

Critics say bath vecerRns and tax· 
payer.; could be served at less· cost 
by wholly different means. "The real 
question is whP.ther there shOWd be a 
vecerans h~alth care system at nll," 
said Richard Cogan, a senior fellow 
at the Center on Budget and Pulicy 
Priorities in Washington. 

Representative Bob Stump of Ari­
zona, a Republican and chairman of 
the House Veterans· Affairs COm• 
mlttee, said eloslng hospitals was 
politically dicticult. . 

"You're talking about something 
that would be worse than bttlle clos­
ings," lie said. But he added, "We're 
going to u-y a program of let~ 
some guys go iuco any hospital and 
see what happens." he said. 

Under Secretary Kizer appears to 
be pushing the department in that 
·direction. An outsider appointed a 
little over a year ago after a ~reer 
in health-system management. he ls 
reorganizing the hospitals, linkinK 
tnem into regional groups, eliminat­
ing dupUcation and uylng to force a 
faster shift to outpatient t:are. 

c rno(. £) 
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ut he satd little can hHµpen with­
Congress's help. "Our biggest 

edlment ·to change is the failure 
Cuni:.ress to give us the tools," Dr. 

Kizer s;iirl. _ 
"Congress acknowledges thHL the 

laws aren't cor,5istenr with where 
health care Is today," he said. ".But 
they wun' l do anything." 

After tesu showed that Bill Bcrghandler, 42, a 
mechanic with the Marines in the Vietnam War, had 
the AIDS virus, hi: switched to the veterans' hospital 

-~~ltl11\;.:::•--':it~i .. 
M;thelle V. "'IDGIT~• New YQl1< nmos 

in Philadelphia from a private hospital, where he said 
doctors ignored him. • He was at the V .A. ho1Spital 
recently with one of his doctors, Carolyn Johnson. 
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January 16, 1996 

To~ Gene Sperling 

Fm: Paul A. London 

Re: Data on Semiconductors and Biotech. 

This is additional material from the Technology Administration 
on these two industries. Number on telecom are difficult because . 
the definition of the industry varies. We'll have to think about 
how to d~al with this issue. 

, . .... . 
.. ' 



I") 
IS) 

Q 

CD 
['­
CD 
[\J 
I.D 
lf) 
,;f 
(J) 

0 
f-

:::0 .... .. 
f) .... 
.D 
J\ 
J\ .... 
I 

.D .... 
I 
z I -, 

BIOTECH HIGHLIGHTS 
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----- - ------ - -- =t-- = ($Billions' _ ___ _ ----

. . . . t ~~lie Co;;~;n;0~-:2 - - -1- rn!:du•,;~9!;11a1 • 1992 

Sales 1 ~~ 4.3 3.3 . 7.7 7.0 6.0 

l!.,venues 7 iiJ 6.0 4.41 ~- ll_2 10_01; 8.3 
R&D Expenditures _____ -_ 7 _ 3.8 '_ 3.0 ·_ 2.4 ____ _ 7.0 ___ 6.7 _ _ 5.0 
Nel Loss 2.1 1.5 1.4 4.1 '. 3.6 3.4 

~mployeees ___ _ 

Souroo: Ernst & Young Annual Biotech Jndustry report 
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TO 94562878 P.02 

January 16, 1996 ---
:::m:Ge::u:p:~l:::donV, 

.Re: Supporting Data oA Four Hi-tech · Industries. 

will 
send 

This is what I can give you for place holders right now. I 
get more from the biotech and semiconductor associations and 
it on. 

I think it is worthwhile to link these high tech industries to 
increased efficiency in more prosaic ones like trucking. E.g. US 
sales of large, Class A trucks in . 1994 and 1995 set _consecutive 
records. This was in .part because new compµter technolog~es are 
lowering the cost of trucking so that the business is growing. 

Software. 
Worldwide sales of U.S. industry in 1994 - $6·1 billion up 17.3 

percent over 93. 
US sales $32 billion in 94, up 15.2 percent. 
US world market share in 94 was 76.8 percent, up from 74.9 .in 

'93. source: International Data Corp. 

Telecom,. 
output of communications equip. up 18 percent during Clinton 

Administration and exports up by 62 percent. Real exports of · 
communications services are up 13 percent during this 
Administration. Source: Inforwn Model. 

Will get real numbers. 

Biotech, . 
US lea~s the world with over 70 percent of qene engineering 

patents, ' and dominate production of "world ·class" drugs. 
Asking Biotech Industry Organizatio~ for numbers. 

semiconductors. 
us market share for semiconductors ( 42_ percent) surpasses 

Jap·anese share once again. Source: .. Commerce/TA .• 
Real output of the computer · industry up . 21 percent during 

Clinton Administration, real computer exports up 38 percent. • 
Source: Inforum Model. 



SEC R E TARY OF TH E T RE AS UR Y 

DEPARTMENT OF THE TREASURY 
WASH INGTO N , D .C . 

January 16, 1996 

MEMORANDUM FOR THE PRESIDENT 

FROM: 

SUBJECT: 

Introduction 

SECRETARY ROBERT E. RUBIN ll 1 ~ 
Your State of the Union Address 

The following is not a comprehensive recommendation, but covers instead three areas: 

* 
* 
* 

first, policy and rhetoric with respect to business; 
second, the economy, urban issues and truces; and 
third, law enforcement. 

I. Addressing Business in the State of the Union 

Addressing the role of business in the President's vision for 21st century America 
requires striking the right balance between recognizing that it is because American businesses 
have been uniquely willing to respond to a changing world by innovating, investing, and 
restructuring that America's economic position is today so strong (a prosperous 21st century 
America requires dynamic flexible companies), while recognizing that mass layoffs are a 
source of insecurity and concern and the benefits of prosperity are not being shared by all. 

Pitfall 

I believe it is very important that the State of the Union avoid rhetoric that will 
appear ariti-business, and I have little doubt that in the context of a Democratic President's 
State of the Union Address, the term "corporate responsibility" is likely to be seen this way. 
Such rhetoric could fuel perceptions that your Administration has reversed its earlier 
constructive attitude toward the competitiveness of American business and the American 
economy and is reverting to what is perceived as the more traditional Democratic position of 
being anti-business and too willing to sacrifice growth for other objectives. 
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It would be very unsound - as a matter of policy -- in the name of "corporate 
responsibility" to call into question the basic premise that corporations should seek to 
maximize profits within regulatory constraints set by government. Notions that corporations 
should serve many constituencies or stakeholders easily lead to non-competitive companies, 
fewer jobs, and lower standards of living. European experience is that such approaches often 
benefit workers only in the short run, and actually raise unemployment in the long run. 
Europe, as you know, has persistent 10+ percent unemployment, virtually no job creation 
and slow growth. 

The truth with respect to the AT&T lay-offs is that you'd have to know a lot more 
than we do to know whether this was right for the long-run economy, but I think it is clear 
that prior to recent years American industry's sin was complacency, empire building, and 
inefficiency, and that the U.S. paid a big price in terms of lost market share and lost jobs. 

A response to the AT&T situation, and corporate lay-offs more generally, consistent 
with where you have been on the global and technology dynamism of the new economy, is to 
go back to the budget debate and education, training, etc. You have on other occasions said 
that restriction and protectionism are answers that simply won't work, and I would say the 
same of most ideas regarding additional burdens via "corporate responsibility". The rest of 
this section of this memo continues to address those questions . 

An Approach 

These considerations suggest a rhetorical approach to business that challenges them to 
succeed on their own terms ber.,ause this will create jobs and drive the economy forward, and 
emphasizes the role of government in enabling all to share in the success that a successful 
economy and successful businesses bring through education, training, and the like. They 
suggest avoiding a rhetorical posture that will look old-Democrat or anti-business. Here is 
some language you might consider: 

"I challenge American business to invest in its people, as well as plant and 
equipment, and to be innovative in creating competitive companies for the 21st 
century. Only in this way can we assure that businesses will be able to succeed in a 
rapidly changing global economy and that the American economy will be able to 
create high-wage jobs." 

You might add additional language advocating that the focus of business should be on long­
term maximization, not short-term. 

The rest of this section on "approach" is a paraphrase of what you could say to 
complete this message. 
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F.ach year it is becoming more and more clear what it talces for companies to succeed 
in the new economy. The best companies talce the long view -- they recognize the need to 
keep investing, even when the payoffs are not immediate. The best companies recognize that 
their people are their most important resource - they provide them with the on-going training 
and the security that allows them to realize their full potential. 

America has created 7.5 million jobs in the last three years, nearly 7.5 million more· 
than Europe and Japan combined. An important reason is the strength of our businesses and 
their willingness to embrace change. We have to keep moving forward, but we must also 
make sure that no one is left behind. 

For this reason, education and training are profoundly important. Our young people 
must learn not only skills that will land them jobs, but, even more importantly, they must 
learn how to keep learning because, increasingly, people will do many different things during 
their working lives. 

While the pace of economic change may accelerate, we must strive to make sure that, 
whatever happens, working families are secure. That is why I am working to ensure that 
workers who lose their jobs do not lose their pension benefits or their health insurance. And 
that is why we have worked so hard to ensure that every American can send their son or 
daughter to college, no matter what their economic circumstances. 

Regulation and Community Involvement 

Optimal environmental regulation, community involvement, and the like involve a 
judgment that there are other benefits which have greater value than the profit being 
sacrificed. This is a complicated area (so-called externalities), involving cost/benefit trade­
offs, and it can in substance easily become a slippery slope toward a non-competitive 
economy. The area of externalities would include the substance and rhetoric of "corporate 
responsibility", and I do not think you should get involved in either for the State of the 
Union, for the reason already discussed. 

II. The Economy, Urban Issues and Taxes 

The Economy 

During the last three years, we have probably had the best economic conditions in 
several decades, taking into account all factors, e.g., growth in excess of 3 percent, inflation 
under 3 percent, unemployment rate falling from 7.1 percent to 5.6 percent, over 7.5 million 
new jobs, the deficit falling by roughly 50 percent, and the list goes on. The comparison is 
particularly stark when contrasted with the preceding four years or the circumstances of the 
other principal industrial nations. 
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I think our tone on the economy should be positive, and while many factors were 
involved, we should take credit by saying that the key and decisive factor was your Deficit 
Reduction Program of 1993, which lowered interest rates that, in turn, both drove and 
sustained recovery. 

An international comparison provides an interesting way of demonstrating our 
economic success over the last three years: the U.S. has the lowest budget deficit compared 
to the total economy of any major industrial country; the U.S. has accounted for nearly all 
the job creation in the major industrial nations over the last several years; the U.S. economy 
has grown more rapidly over the last three years than those of Europe and Japan; and U.S. 
companies are competitive on a global basis for the first time in decades. 

The challenge is to maintain economic health in the years and decades ahead. I 
would suggest a four-fold approach that is consistent with where we have been, although 
obviously other important areas could be added, like regulatory reform or, in the 
Republicans' view, tax cuts and tax reform. • 

(1) continuing fiscal discipline by going to a balanced budget; 

(2) public investment in education, training, the environment and other critical 
areas; maintaining our social compact in Medicare and Medicaid; and a 
renewed emphasis on savings and thrift to help families save for retirement 
and assist the nation in funding private investment (freasury can provide 
useful ideas in this area); 

(3) international engagement and leadership with respect to opening markets, 
promoting development and growth in the developing world, and dealing with 
crises in the international markets that vitally affect our interests; and 

(4) the economic equivalent of "do no harm", e.g., do not shut down the 
government or threaten the country's creditworthiness. 

You could discuss increased income disparity as a threat to both our economy and our 
social fabric, and go back to your approach in the budget debate, e.g., investment in 
education and skills, health care, and other relevant areas. This can be done while avoiding 
class warfare language or criticism of economic success, by discussing the problem, the 
actions needed to improve the prospects of all Americans, and the fairness of the most 
affluent bearing a disproportionate share of the cost. A particular suggestion that I know 
others have made is to propose enabling all young Americans to participate in the new 
technological and global economy by wiring all of America's public schools by the end of the 
decade for the internet, as suggested by your National Information Infrastructure Advisory 
Group. This is analogous to Franklin Roosevelt bringing the benefits of electricity to rural 
America through the Rural Electrification Administration. 
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Urban mues 

The inner cities are not a politically popular subject, but you might consider the 
possibility of addressing the importance of our cities, and therefore our inner cities, to the 
future of the economy for all Americans. Again, that discussion could lead right back to the 
budget debate, and to your approach of empowerment to move the residents of the inner 
cities into the economic mainstream, as opposed to transfer payments. The Administration 
can point to many actions in this area -- increasing the EITC; increasing headstart; enactment 
of enterprise zones; creation and funding of CDFis; fighting to save the Community 
Reinvestment Act and the low-income housing tax credit; and a pending project, 
microenterprise lending, where Treasury is borrowing an idea earlier articulated on the 
international front by the First Lady in Beijing. 

You are now attempting to preserve requisite levels of support for investment in 
human capital and for providing access to financial capital, in accord with your view that the 
best social program is a job, and that the final answer to despair and decline is economic 
opportunity and personal empowerment. 

Taxes 

There is widespread dissatisfaction with our tax system, but no one has come up with 
an approach that seems better than our existing system. If you feel a need to address taxes , 
there are some specific reform proposals which we have developed, as in pensions, estate 
taxes, and telephonic filing, to improve the existing system; and you could address the 
difference in your approach to tax cuts and their approach. 

m. Enforcement 

I think we are extremely well positioned with respect to law enforcement. Having 
spent a lot of time this year with Republican Congressmen as we worked our way through 
Waco and other matters, I think they are fairly nervous about our position versus theirs on 
this issue. We have been in favor of the Brady bill, assault weapon ban, the crime bill, and 
supporting law enforcement, while they have been seeking to roll back the Brady bill and the 
assault weapon ban and, in the effort to do that, have tended to undermine law enforcement 
more generally. I have spoken at a number of large gatherings of local law enforcement 
officials, and my impression is that you and the Administration have enormous support 
among these people. 

In this area, we have two ideas -- one substantive, one rhetorical. Substantively, our 
policy staff in the Enforcement Office at Treasury is designing a program that deals 
specifically with kids and guns. It can be made available as a policy proposal for your 
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address. Rhetorically, we have seen the dangers of extremism and the benefits of supporting 
law enforcement in the last several years. Treasury lost eight members of its family in the 
Oklahoma City bombing, and our enforcement people, particularly ATF, Customs and IRS, 
are repeatedly under threat of violence. At the same time, those who have stood with law 
enforcement and fought, as you have fought, to give Americans new tools in fighting crime 
(Brady, the assault weapon ban, 100,000 cops, etc.) see the results in declining crime 
statistics across the country. A statement about standing with law enforcement on behalf of 
public safety and against crime and extremism could put the opponents on the defensive. 

Conclusion 

An interesting question is where the edge in the speech should be, i.e. , who should be 
the villains of the piece. My two nominees would be those who oppose your forward­
looking approach on the economic issues that are encompassed in the budget and those who 
advocate protectionism and economic nationalism. I think all of this can be framed in the 
context of competitiveness and success in the global economy. Once again, I would avoid 
anything that can be interpreted as critical of economic success or anti-business. 
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Paul R. Dimond 
National Economic Council 
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Dena B. Weinstein 
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T H E P R E S I D E N T 

SUBJECT: State of the Union -- Education and Education Technology 

Attached is a suggested education theme, with three policies (education 
chnology, public school choice, and putting learning resources in the hands of 

adults) . 

Let me know what revisions and changes or alternatives you want. 

Dimond 



EDUCATION: 
Putting the Lever of Opportunity in the Hands of Every American 

Theme. We are in the midst of a great transition from the Industrial Age and the Cold­
War Era to the dawn of a new century of unparalleled challenge and reward. More than 
ever before the key to change is the skill, commitment, imagination, cooperation and will 
that every American can use to build a brighter future for themselves, their families and 
children, their neighbors and colleagues, and their communities. Education offers the lever 
of opportunity by which every American can continuously learn how to meet the meet the 
challenges and to seize the rewards of the next century. We are challenging the nation to 
put this lever of opportunity directly in the hands of every American so they can take 
charge of their own destiny. 

1. 21st Century Schools and 21st Century Skills for our Children. The Information Age 
is emerging all around us. We call upon the private sector, teachers, parents, students, 
communities and states all across the country to build the little red electronic schoolhouse 
of the 21st century that will enable all children to learn -- at school and at home by 
connecting to the learning resources available throughout the world -- the skills they need 
to meet the challenges and to seize the rewards of the next century. The four pillars upon 
which people in every community can build 21st century schools are: (1) connections to the 
worldwide networks of knowledge and discovery on the emerging information 
superhighways; (2) interactive, multi-media computers; (3) teachers and parents able to 
serve as navigators, guides and coaches for their students to use these new learning 
resources; and (4) educational software that is as engaging as the best video game and as 
enlightening as learning with an expert tutor. All children who are challenged by such 
active learning will be able to learn the skills they need to realize Archimedes' 2300 year­
old vision: "Give me a lever long enough, and a fulcrum strong enough, and single-handed 
I can move the world." With the four pillars providing a firm foundation for the fulcrum of 
21st century schools, the new skills that all children can learn will provide each with a 
lever long enough to move the world in the 21st century as far and as fast as their own 
imagination and drive permit. [Note.: We have a multi-media presentation that captures this 
vision in moving pictures, as well as words. Major elements of the private sector, parents 
and teachers, many states and communities are already preparing to join in answering this 
call.] 

2. Information and Public School Choice. Pursuant to Goals 2000, states and 
communities all across the country are now developing and implementing high standards -­
for safe and disciplined schools; high levels of achievement in math, science, reading, 
writing, and communication; capacity to solve new problems and work cooperatively with 
peers. The ultimate goal is to enable all children to learn the skills they need to meet the 
challenges and to seize the rewards of the next century. It's time to take the next steps to 
realize this goal: First, we call upon each public school to report to parents the extent to 
which the performance of their students meets high standards and to publish the results by 
school in plain English. Second, we call upon states and localities to offer any parent who 
is dissatisfied with either their own child's or the school ' s performance the opportunity to 
choose a public school that will do better. Information, competition, and choice among 
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public schools should be the rule, not the exception, for all parents and their children. It's 
the best way to assure that all of our children -- and all of our schools -- are prepared to 
meet the challenges and to realize the promise of the next century. [Note: Charter schools 
are prime examples of such performance-based choice and competition -- the charter is 
contingent on the school meeting performance standards, and enrollment at the school is 
contingent on parental choice. But every public school should publish its goals and results 
so that parents can choose which school will best meet their own child's needs and 
aspirations.] 

3. AG.I. Bill for America's Workers. In December of 1994, we called upon the 
Congress to consolidate dozens of federal education and job-training programs and to put 
the resources and responsibility for learning new and rewarding skills directly in the hands 
of the individual. The House and Senate have each passed bills that move in this direction, 
and we now call upon Congress to complete the job. That's also why we continue to 
demand that Congress revise the tax code so that parents who want to save or to invest in 
learning new skills for themselves or their children will be encouraged to do so. An that's 
why we are fighting so hard with Congress to fully fund more affordable and convenient 
student loans that can be made directly by community colleges, 4-year schools and 
universities to students of all ages where they choose to enroll. With good information on 
career opportunities and the curriculum and performance of schools, every American should 
have the opportunity to invest their own time, energy and commitment to learn the skills 
each chooses to get ahead. That's the way the G.I. Bill of Rights worked for America's 
returning veterans following World War II. A generation of Americans made their own 
choices about how to build a brighter future for themselves as the nation made the great 
transition from World War II through the Cold War. As the nation embarks on the next 
great transition, we should once again put our faith -- and our resources for learning new 
skills -- directly in the hands of individual Americans, confident that their own informed 
choices will provide the best ways to meet the challenges and to seize the rewards of the 
dawning of a new century. 
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State of the Union -- New Covenant with America's Communitie 

Attached is my attempt to at least organize the three policy pieces around a 
central theme. The background is still too long, the theme needs punching up, 
and the specific initiatives under the three policy pieces could be pruned (or 

ined and characterized more geenrally). I have avoided much discussion of 
recod to date; that sounded too much like surplusage, at least these 

rposes. Any thoughts on how to turn this into a two-pager instead of 
six-pager so that it might actually get on the table? Maybe, Bruce Reed or 
Weinstein can take out the cutting shears and the defter pen. 

Of the three policy pieces, "ending public housing as we know it" is the hardest 
to fit into the new compact theme. Do you want this written up as a separate 
piece (which it may deserve) .... we could tell a compelling story here about the 
government's overall role in housing, contrasting the private market-based 
support for homeownership and the calls to private action inhernent in the 
homeowneership strategy and the new GSE rules with the disastrous old federal 
approach to public and assisted rental housing.] 

Let me know your thoughts. Maybe there is a pony (or two) in here someplace. 

Dimond 
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DRAFT Places of Opportunity: DRAFT 

A New Compact for Empowering America's Communities 

I. Background. For too long, proposals to rebuild inner cities and rural America have 
focused on what's supposed to be wrong instead of what's right, on the declines they 
suffered during the maturing of the mass production industrial era under the old economy 
during the 20th century. Our cities and rural areas are not lost causes. They are fertile 
ground of new opportunity in the dawning of the information age in the new economy of the 
21st century. 

For too long, too many have viewed central cities and rural America as engaged in a 
zero-sum competition with suburbs. Instead, their destinies are interwoven: they are the 
integral components of local regional economies, whose networks of trade, service, 
exchange, and travel together forge the national economy. Like most neighbors, cities, 
suburbs and rural areas each have their own comparative advantages: all benefit as each 
prospers and become a more self-reliant friend and neighbor; most are hurt if many falter 
and become more isolated and dependent. 

For too long too many have argued that the private sector won't work in some places 
in America and that government hand-outs are the only hope for poor communities and the 
families who live there who are isolated from the main streams of economic growth. In 
America, the world leader in free enterprise, it's time for the private sector, private capital 
and the entrepreneurial spirit of innovation to lead the restoration of our inner cities and rural 
America. The challenge is for the private sector to reclaim its rightful role as the driver of 
growth in all communities and to connect all Americans to the surest path from dependence 
and despair to self-sufficiency and self-respect -- a job. The challenge for individuals and 
families is to take personal responsibility for seizing the increasing opportunities for learning, 
working, and earning to support themselves and to build a brighter future for their children. 

For too long too many have argued that a safe and clean environment conflicts with 
economic growth, community life and personal opportunity. Nothing could be further from 
the truth. Safety and security of person and property -- at work or play, at home or school, 
on the street and in churches, stores, hospitals and community centers -- is a precondition for 
any civil society and every business enterprise and family venture. Violent crime, dope 
peddling, and assault weapons have no place in any community. A clean environment is no 
different: all over America, strategically located parcels of land lie fallow or unused because 
they have been contaminated by the uncontrolled wastes from abuses of the old mass 
production industrial era. This pollution in the ground operates as just a big a drain on the 
entire local economy and a blight on the lives of neighboring families and business as violent 
crime. It's time to enable the private sector to get to work cleaning up these brownfields, 
ports, distribution centers and industrial sites and putting them back into more productive and 
cleaner use in the new economy -- for businesses, for families, for communities and for each 
local region. 

For too long, Washington has been in the business of prescribing "one-size fits all" 
solutions from inside the beltway to supposed problems, regulating by mandates and 



prescription, and subsidizing costs rather than rewarding performance. It's time to enable 
local communities, businesses and non-profit enterprises, churches and schools, and 
individuals and families to develop their own answers and to build on what's right and what 
works. We've reduced mandates and promoted flexibility and innovation. We've thrown out 
the notion that government "has an answer or program for every problem" and adopted the 
idea that "local enterprises, communities and families know best." We've offered new tools 
so that local communities can provide safer and cleaner environments. We've increased the 
opportunity for all individuals and families to take greater personal responsibility for learning 
the skills they choose to build more rewarding careers . We've even challenged the poorest 
and most isolated communities in rural and urban America to join with the private sector to 
build businesses that can thrive in the new economy and to connect their residents to jobs. 

And it's beginning to work -- the lowest unemployment rate in twenty years among 
persons living in rural and suburban America and central cities, and among individuals of 
every major color and national origin; a significant decline in murders and other violent 
crimes; rising test scores, high school and college graduation rates; more flexible regulation 
providing cleaner and safer -- and more productive -- workplaces, homes, and 
neighborhoods; a greater proportion of households than ever before now own the homes in 
which they live; 104 empowerment Zones and Enterprise Communities demonstrating that 
innovation, the private sector, and neighbors working together can revitalize rural and inner 
city places that many others claimed were lost causes; a total of almost 8 million new jobs. 
We've fought back the reactionaries attempt to tum back this progress, by blocking their 
attempts to repeal the Brady Bill and 100,000 more cops on the beat; to reduce the flow of 
private capital to credit-worthy families and businesses in hard-working communities all 
across America; to gut the nation's long-standing commitment to a cleaner environment and a 
safer workplace; to reduce the educational opportunities offered to children, families, 
students and workers; to end the bi-partisan commitment to assuring that every person who 
works at a full-time job will not be taxed into poverty. It's now time to take the next step to 
empower all American communities and families to seize the expanding opportunities 
available through the private sector at the dawn of a new era. 

Theme: A New Compact with America's Communities. As the national economy 
continues to expand on a sustained basis into the next century, cities, suburbs and rural 
areas, and all of the families who live within each local region will have increasing 
opportunities to work, to grow and to prosper, together. There is no better time to establish 
a new compact with all of America's communities: if local private enterprises, communities 
and families are willing to take greater responsibility setting their own sights on a cleaner, 
safer and more prosperous future, and being rewarded for their achievements, then the 
federal government will provide new flexibility and offer incentive awards for performance. 

New Initiatives. We offer three related sets of initiatives to all communities that want to join 
in this new compact: 

• Jump-Starting Private Enterprise for 5 years -- By eliminating wasteful corporate 
subsidies and unjustified entitlements and by cutting low priority federal spending, we 



can balance the budget in seven years, make the national economy more efficient, and 
offer new tax incentives and matching federal co-investments for a five-year period to 
communities that work with interested private sector firms to develop and to 
implement plans for finding and exploiting their own self-sustaining niches in the new 
economy. 

* Tax Incentives to Spur Business Growth and New Capital. The time-limited 
incentives will spur the development of equity enterprise funds, reduce the cost of 
doing business for small business, and expand the capacity of tax-exempt bond 
support in communities that are now isolated from the main-streams of economic 
growth. The new goods, services and markets thereby created in these communities 
will also benefit their neighbors in the surrounding local regions. 

* Cleaner and more productive communities. Accelerated expensing for 
environmental clean-up, expanded tax-exempt bonding authority, and common sense 
waiver of regulations will reward communities that are willing to take responsibility 
with the private sector for converting fallow brownfields or underutilized port, 
transportation, distribution and other industrial sites contaminated by the old economy 
into clean sources of prosperity and growth in the new economy. We simply can't 
afford to treat this land as a throw-away resource forever lost to current opportunities 
and future generations. Our local regions need to recycle rather than abandon these 
strategically located parcels, and the families who live and work near these 
contaminated parcels want them cleaned up and put to productive use. 

* Access to Capital and Business Expertise. We will challenge the private sector to 
co-invest with our federal Community Development Financial Fund over the next five 
years in a network of local community development banks and venture funds that 
have the expertise and access to debt and equity capital to enable local businesses to 
grow and to thrive in communities all across rural and urban America. The United 
States -- the acknowledged leader of the free world, free trade, and free enterprise -­
has no excuse for shutting any place out from access to capital and business expertise. 
It's time to let this lifeblood of free enterprise flow so that the private sector can once 
again show that it is the rightful driver of economic growth in all communities in 
America. 

* Rural Fund for America. Through savings generated by reinvention at USDA, we 
will provide matching seed capital to leverage sustainable economic development in 
the new economy to communities in rural America. It's time to shift the resources 
for change from the archaic Washington fiefdoms inside the beltway and the halls of 
Congress to the people who want to live, to work and to thrive in rural America. 

* Home-ownership as a Path to Neighborhood Renewal. Through the President's 
National homeownership Strategy, we will put the combined financial resources, 
innovation and expertise of the local partners of Fannie Mae, Freddie Mac, the 
Federal Home Loan Banks and FHA to work making home-ownership the foundation 
for building self-sustaining, self-reliant neighborhoods. Through home-ownership, 



vital new urban villages and rural communities can replace isolated pockets of 
decline. 

* 21st Century Technology. Communication, and Learning. We will challenge the 
private sector, states and local communities to make the new tools of the information 
age available to schools, homes, and business so that children, parents, seniors, 
workers, and entrepreneurs can connect to one another and to the burgeoning learning 
resources, medical assistance and business opportunities available on-line on the new 
information superhighways. 

* Effective links to the Job and Education markets. Once it emerges from the House­
Senate Conference and is enacted by Congress, the President's G.I. Bill for America's 
workers will offer the private sector the opportunity to work in partnership with local 
communities to forge effective new links between those individuals in every 
neighborhood who seek new jobs and the growing opportunities available in the job 
and education markets throughout each local region. Good information, competitive 
job search, and convenient "one-stop career centers" tailored to meet the needs of the 
local community and the private sector will be available to connect all who are 
looking for new and better jobs with the growing demands of new and expanding 
firms in each local region. As local labor markets continue to tighten all across the 
country, sustained growth depends more than it ever has on connecting willing 
workers wherever located with firms seeking to expand. 

• Ending Public Housing as We Know it -- When we walked into office, we 
inherited a hodge-podge of categorical housing programs, with an unending flow of 
rapidly mounting red ink to subsidize inefficient and non-competitive providers of 
public and assisted housing. It's time to complete the job of cleaning up this mess -­
by transforming public and assisted housing so that it offers safe homes at a fair 
market value and encourages family self-sufficiency through work rather than 
continuing to blight whole neighborhoods or to subsidize family and neighborhood 
dependency at the expense of the federal taxpayer. 

* Demolish dysfunctional, public housing ghettoes. We will free local communities 
to demolish all projects that are incurable blights on their local neighborhoods and 
drains on taxpayers, and to return the vacant land to more productive use in the local 
communities and on tax rolls. 

* Stop subsidizing inefficiency and mismanagement. We will require inefficient 
providers of public and assisted housing (a) to operate on the basis of real market 
values and competitive private sector costs and (b) to open management, operation 
and ownership to competitive bidding from tenants, community-based organizations 
and private companies. The federal taxpayer can't afford to pay for inefficient, 
mismanaged public housing authorities and assisted housing. 

* Deregulate competitive Public Housing Authorities. We will deregulate providers 
of public housing that compete efficiently in the local housing market. Over 60% of 



all public housing units in cities, suburbs and rural America are run by effective and 
accountable local housing authorities that provide affordable housing at a cost that is 
already very efficient compared to the local private market. By freeing these 
authorities from red tape and regulation, they can manage even more efficiently for 
performance and results. 

* Offer communities flexibility and incentives to coordinate assisted housing with 
welfare reform. We will provide flexibility and incentives to States and to 
communities so that they can coordinate the terms of public and assisted housing with 
their own welfare reform strategies and personal responsibility conditions for work 
and child support. For working-age families, housing assistance can work as a spring­
board to self-reliance rather than as a debilitating trap for long-term dependency . 

* Offer Welfare-to-Work Housing Vouchers. We will offer flexible housing vouchers 
that can be designed by states and communities to empower families that want to use 
this lever of choice, opportunity and responsibility as a means to achieve work and 
family self-sufficiency. 

[* Encourage Campus of Learners. Public and assisted housing communities that are 
willing to accept responsibility for operating on the basis of market costs and for 
helping move tenants to self-sufficiency will be offered assistance in financing new 
information-age networks to connect current residents to learning and business 
opportunities available throughout the local region.] 

• Offering new flexibility and rewards for performance -- It's time to stop federal 
micro-management and regulation by reviewing procedures and compliance with 
rulebooks. We can provide greater federal flexibility to communities and assure 
greater accountability by offering performance rewards to communities that want to 
take greater responsibility for results. We can offer far greater freedom from red 
tape and regulations for solutions that are developed from the ground up at the local 
level and achieve better results by rewarding performance.: 

* A New. Right-Side Up Department of Housing and Urban Development. We 
will transform HUD from a top-heavy, top-down bureaucracy weighted down 
by reams of rules it can't enforce around the country into a smaller, bottom-up 
Department that is made up of three-performance-based enterprises to further 
its three missions -- home ownership, affordable housing, and community 
development. The three performance-based components of HUD will be 
continuously responsive to the unique demands of its customers, from the 
ground up, in local regions all across the country. 

* Flexible funding in exchange for performance results. HUD and USDA will 
offer greater flexibility to all localities in using a few streams of funding. 
Bonus pools in each fund will reward communities that set high benchmarks 
and achieve results in implementing the nationals set by each fund. In 
addition, we will offer communities the option of one funding stream to meet 



their own priorities if they are willing to engage the affected communities and 
the private sector in setting and implementing high performance benchmarks 
and to compete for performance rewards from all of the bonus pools based on results. 

* Public School Choice: post-secondary reward. We will encourage local 
schools to be held accountable by reporting to parents and taxpayers each 
school's performance compared to high standards; any family that isn't 
satisfied with their school's performance should have the right to choose 
another public school that will do better. Every family should know that if 
their child works hard and learns in school, pathways will open to 
apprenticeships, good jobs, an affordable college education and rewarding 
careers. We'll also off er even greater flexibility, performance rewards, and 
post-secondary scholarships to states, localities and schools that join with the 
private sector, community service organizations, parents and students to take 
responsibility for achieving these national goals. 

* A New Offer for Sustainable Development. We will make a new offer to 
every community, firm, locality and state: "if you are willing to increase 
public health and environmental standards, and to be held accountable for 
results, we will eliminate procedural red tape and categorical and statutory 
regulations that hinder those efforts." We've fought the efforts by extremists in 
Congress to gut our basic environmental and public health protection. Now 
we're proposing to reward those firms, localities, regions and states that want 
to take greater responsibility -- to design and to implement their own 
innovative plans to develop cleaner, safer and more prosperous communities. 

* Local Flexibility Act. Finally, we will challenge the Congress again to 
provide much greater flexibility across all federal funding streams and program 
regulations to states and localities in exchange for rewarding those 
communities that succeed in promoting economic growth, a cleaner 
environment and personal self-reliance. 

Americans from all walks of life and every region, all colors and creeds, in cities, suburbs 
and rural America are willing to ask more of themselves and to do more for their families 
and neighbors. America's communities offer fertile ground for their innovation, 
entrepreneurial spirit and old-fashioned cooperation, service and free enterprise. President 
Clinton and his entire Administration are committed to creating a smaller and more 
responsive federal enterprise that will reward communities that are willing to take greater 
responsibility to realize their full potential in the new economy. We have made a substantial 
start in the right direction, and we are now ready to take the next steps to offer a new 
compact with every community that is willing to take greater responsibility for building a 
brighter future for themselves, their children and families, their neighbors, their local regions 
and states, and the nation as a whole. 
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Department of Education December 22, 1 99S 

Thoughts on 1 996 State of Union Speech 

Major Themes: 
responsibility" 

Continue major theme of 11 opportunity and 

1. Increase Emphas i s on responsibility 

o Responsibility to others, to society, to America 
o Taking advantage of opportunity requires hard work 
o Use concepts such as performance, accountability, standards, 
respect for others, discipline . 

2. We are emerging into a new post cold-war, post balanced-budget 
era. We need to position America to be a strong democracy and 
economy i n a diverse society with constrained spending . 

o Smaller, more r esponsive and efficient government 
o Focus on selected national purposes to support good 
c i t i zenship and economy: Quality schools, clean water and air, 
healthy youngsters, safe streets and schools. 
o Performance Partnerships with states based on national 
purposes . 

3. Provi de l eadership to address fundamental stresses and strains 
1.n society: 

o rac i al tensions 
o income inequalities 
o responsible role for youth who are not going on to college 

4. Invest in Educat i on: New Federal K-12 role based on leadership 
and high standards 

o Rea f firm national purpose of public schools -- t o promote 
cit i zenship and create the public as well as serve the public. 
o Performance partnership with states around high state 
standards. local responsibility and flexibility with 
a ccountability. 
o Nat i onal leadership through voluntary national standards, 
support for citizenship and service in schools, putting 
technology to use, and charter schools . 

s . I nvest in Education: Insure access to at least two years of 
college for all prepared high school graduates . 

o Scholarships based on merit 
graduating classes. 

for top t wo percent of all 

o Strong direct lending program 
repayment allowing graduates to 

1 

with income contingent 
take low paying, service 
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oriented jobs_ 
o Increase responsibility through greater work-study 
opportunities. 
o Reduce regulations for schools with strong administrative 
records . 

6 _ Face issue of work for non-college going youth, "More recently • 
he has proffered the wisdom that instead of simply yelling a the 
unskilled underclass to get off their duffs and go to work, we 
might spend some thought seeing to it that there is some entry­
level work for them to do -- some modern-day equivalent of the 
factory." (WM Raspberry paraphrasing Hugh Price. WPost 12/22) 

Department of Education December 22, 1995 

2 



Other Thoughts on 1996 State of Union Speech: 

Beginning to fleshing out some of the Themes 

Emerging new federal role in post-cold war poet-balanced budget 
~: Requires a new vision -- not a highly regulated government or 
the fragmented, rudderless vision of the Republicans. Government 
will be smaller, more responsive. 

o Need bold federal leadership in critical areas of national 
purposes and responsibilitiesd -- clear direction in those 
domestic and international arenas required to keep our 
democracy and economy strong and to ensure "domestic 
tranquility." 

o Performance Partnerships around national purposes: Structure 
around clear standards of performance rather than conformity 
with process: Get incentives straight -- support and reward 
progress, quality, innovation, and hard work; emphasize 
responsibility; exercise accountability when progress is not 
forthcoming. 

o Tight budgets with new resources created by economic growth 
targeted to national priorities and a different way of doing 
business. 

o Key national priorities all where state and local 
governments are critical -- but where our national livelihood 
is at stake: To build a strong nation we need: 

* Strong schools that prepare all of our youth to be 
productive and involved citizens with· good jobs through 
solid basic skills, high academic ·standards, and clear 
rules of conduct with consequences for mis-behaving. 

* Clean water, clean air 

T Healthy youngsters Basic safety net. 

+ Safe streets, communities and schools ... 

3 
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Education: A different Federal Role based on leadership, 
identification of national purposes 

vision, 

o Reaffirm fundamental national purpose of public schools -­
public schools do not only serve the public, they create the 
public.t Public schools are necessary to prepare our students 
to live and work i n a challenging and internationally 
competitive democracy and economy. 

o To meet this purpose public schools must prepare students 
to meet rigorous academic and occupational standards and to 
participate as Americans in our diverse democratic society . 
High academic standards as well as the basics, a safe and 
disciplined environment, well trained teachers, local 
flexibility and charter schools, occupational training for 
high paying jobs, support for all prepared students to attend 
college -- these are the ingredients of an effective education 
strategy. Clinton priority programs will help make this 
happen. 

o A strong nation needs a strong school system -- while we 
have a l ong way to go the nation is beginnning to move in the 
right direction ; achievement is up in math, sc i ence and 
reading. 4 times as many advanced placement courses taken than 
i n 1980, standards are having great effect in Maryland, NYC, 
KY and o t her states and communities throughout t he nat i on. 

o The federal government is beginning to move in the right 
direction - - put i nto place strong programs i n support or 
state and local reforms for all students, reduced programs by 
over 70 , reduced regulations i n elementary and secondary 
educat i on by over 75% , implemented large scale wai ver program 
f or t he f irst time . 

o At E1ementary and Secondary level continued national 
leadership is necessary to make performance count. The need 
for increased nat i onal efforts is greater than eve~ as the 
school population will see a tidal wave of new students (over 
20% i ncrease ) over t he next decade to the highest levels ever . 

Support state and local reforms for challenging 
standards through Goals 2000 and School to Work. 

Strong Presidentia1 and Secretarial support for 
voluntary national standards to help guide and challenge 
our schools. Strengthen National Assessment of Education 
Progress t o g i ve us regular performance feedback on our 
nat i onal and state efforts. Give public c l ear 

t See recent Ne i l Postman book The End of Education . 
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expeccations about what is high quality, i nternationally 
competitive work. 

- Promote flexibility and accountability for results: 
Establish a system of performance partnerships with 
states to give incentives to states with improved 
achievem.ent waive all federal education laws and 
regulations except civil rights laws and IDEA for states 
that have deomonstrated improved achievement. In 
consultation with MD and other states to implement this 
plan. 

- Presidential and Secretarial 
attention to citizenship in 
service, saluting the flag, 
religious activities ... 

support for increased 
our schools public 

clear guidelines for 

Technology public, private partnership to put 
computers to use in every classroom in the nation by the 
year 2000 -- wire all schools to the world wide web -­
and train all teachers to use computers to enhance 
student opportunities to reach high academic standards. 

Provide strong incentives for the development and 
initial implementation of charter schools throughout the 
nation. 

o At Post-Secondary level:. Insure financial access to college 
for all deserving high school graduates. Simplify and 
strengthen other st:udent assistance programs. ( Could propose 
IRAs for college use -- Laura Tyson's plan; This would be 
expensive but powerful!! ) Alternatively: 

- Establish $1000/year scholarship based on merit for up 
to two years for the top two percent of all graduating 
students in every secondary school in the nation (grade 
point average) for use in the college of their choice. 
60,000 students per year cost up to $120 million in the 
second year (when 120,000 students would have received · 
awards) . 

- Increase Pell grants, the heart of the financial aid 
programs, to $3128 by 2002! ! 

- Cont:inue to have a strong Direct Loan program. 

- Increase work-study by SO% phasing in over five years. 

- Reward schools with strong records in administering 
student aid with dramatic reduction in federal regulatory 
requirements. 

5 
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Connecting Education As A National Concern 
to Local Action and Support 

1. Given tire long American tradition of local and state control, are education and its 
funding a national or federal concern of the public? Examples from recent polls show strong 
support: 
"' 81 % oppose decreasing federal education funding to decrease the federal deficit; 19% 

would favor (Times Mirror, 1994). 

* 

* · 

* 

75% said federal aid to education should be expanded; 18% said "keep same\ and 4% 
said "cut back" (Gallup, 1995). 

80% of Americans think the federal Department of Education is necessary; 70% say 
"very necessary." (NBC/Wall Street Journal, 1995). 

76% disapprove of reducing federal funding for low-income schools to balance the 
federal budget; by comparison, 61 % disapprove of cutting the rate of spending gro'Wth for 
Medicare; and 36% oppose cutting food stamp funding (Tiines Mirror. 1995). 

74% of Republicans in New Hampshire (10/25/95), said "no" to cuts in education to 
reduce the deficit as compared to 62% "no11 to Medicare cuts; 33% "no" to defense cuts; 
and 43% "no'' to cuts in assistance to the poor. 

By almost 2-to-1, young voters (18-34) cite education as a top voting issue over the 
budget deficit, crime, and Medicare (NBC. Wall Street Journal. 11/2/95). 

However, citizens clearly don't want micromanagement of detailed programs from the federal or 
state levels, but they do want accountability and want to reduce waste and red tape. They like 
encouragement of community-based solutions and local partnerships. They want all of us to 
work together on needed educational changes to reflect the changed realities of American society 
and the demands of today's and tomorrow's workplaces. 

• • 
2. What is the overall message on education that connects with local citi.z.ens2 
Celinda Lake has a framework that captures this well. Combining her findings with several 
others gives a good general message about needed focus and attention. 

• Quality education is absolutely necessary not only to the future of our children and our 
families but to the future of America. A good education is certainly essential to each 
citizen for full participation in the changing economy. but a well-educated citizenry is 
also essential to our country's democratic way of life. As a nation, we have a stake in 
giving our children a solid foundation to make the most of their lives and to be 
productive, responsible adults. 

In addition to academics, a quality education is one that stresses discipline, hard work. 
respect and responsibility where guns, violence and drugs are not present. We need to set 
the highest standards in education and we need to make this a national priority. Parents 
should have the choice of public schools or charter schools to escape poorly run or 
disorderly schools. Schools should not allow hostility to religion or to good citizenship, 



HeadStart, strong teacher training, extra help in the basics, getting computers in the 
classroom, and streamlined college loans are fundamental to helping our children get 
started on the right course. Along with bettet financial aid for college, providing 
specialized courses for career preparation with work-study experiences is also important. 

We should be making all of these initiatives better, not cutting them back. They are 
essential to a strong economic future for our children and our families, and to our ability 
to compete in an international economy to bring us together as Americans. 

Recunioe critical issues: 

* 

3. 

a. 

b. 

safe, disciplined, and drug-free learning environment. 
promoting parent involvement. 
rigorously teaching the basics. 
getting quality teachers and upgrading teacher skills. 
setting high standards of discipline and achievement. 
getting computer technology into the classroom as soon as possible. 
access to student loans and financial aid for college. 

• 

teaching and connecting young people to real life skills that prepare them for adulthood, 
careers, and college. 

What are any opportunities to address these issues locally? 

The proposed reconciliation and appropriation bills by the "new" Congress cut the very 
education areas people support the most. In fact, the public wants to improve and expand 
them. However, most people do not know about the cuts nor what to do about them. 
Showin~ direct impact on local schools, colleges, students, parents aod teachers can make 
th1s a real and ven: important local issue . 

• 
Citizlns like to see local parent-teacher. business-school and communitr-school j . 

partnerships that are solving education problems faced by real fQnj)ies and students. 
Many of the changes in new education legislation passed by the last Congress are 
beginning to create, and will create, new opportunities for building and expanding local 
partnerships and community-based solutions to solve the very education issues of most 

• concern to the American public: schooMaw enforcement partnerships through the Safe 
and Drug-Free Schools Act; school-community partnerships for educational excellence 
through the Goals 2000: Educate America Act; school-employer-comm1.miry college 
partnerships through che School-to-Work Opportunities Act; school-parent compacts 
through Title 1 of the Elementary and Secondary Education A.ct; school-college 
parrnerships through TRIO; and college student-direct financial aid through Direct 
Lending. Highlighting these partnerships solving the above critical issues shows 
leadershiD for dfective change . . . 



t-'.10/12 

Why Federal Education Funding Is Important 

The Federal government plays a critical role in education. The most important contributions are: 

l) raising standards of achievement 

2) improving basic skills of disadvantaged children 

3) ensuring safe and disciplined schools 

4) helping families pay for college 

5) preparing youth for the world of work. 

The public overwhelmingly supports education. including the Federal role: 

► 81 % oppose decreasing Federal education funding to decrease the federal deficit: 19 % 
would favor (Times Mirror, 1994). 

► 75 % say federal aid to education should be expanded; 18 % say "keep same;" and 4 ¾ 
say "cut back" (Gallup, 1995). 

► In response to strong public demand and the outcome of the 1995 state election. 
Virginia's Governor George Allen this month submitted a new budget which 
substantially increases state expenditures for classrooms, technology, and higher 
education. 

► 74 % of Republicans in New Hampshire say "No" to cuts in education to reduce the 
deficit as compared to 62 % "No" to Medicare cuts; 33 % '"No" to Defense cuts; and 43 
% "No" to cuts in assistance to the poor (10/25/95). 

► By almost 2 to 1, young voters (18 to 34) cite education as a top voting issue over the 
budget deficit, crime, and Medicare (NBC/Wall Street Journal 11/2/95) . . 

► 76 % of Americans disapprove of reducing Federal funding for low-income schools to 
balance the Federal budget; by comparison. 61 % disapprove of cutting the rate of 
spending growth for Medicare; and 36 ¾ oppose cutting food stamp funding (Times 
Mirror 1995). 

The Department of Education addresses critical areas of National concern, including: 

► Provides $32 billion in financial aid to help 6.5 million studentS attend college. 

► 1brough Title I grants to local school districts, provides $7 billions to more than 6 million 



students each year in the highest poverty schools to improve basic and advanced skill~. 

► Provides $3 billion a year to help communities meet the special needs of over 5 million 
children with disabilities to prepare them for further education and employment. 

► Helps communities and States raise standards of student achievemen~ prevent drug abuse 
and violence in schools, and build partnerships to get computers and technology in 
classrooms. 

► Assists States in helping youth move from school to careers. 

Education works: 

► Greater prosperity. In 1992, average annual earnings for those with a bachelor's degree 
were 74 % higher than for those with a high school diploma, and 155 % higher than for. 
those who had not graduated from high school. Also, a student who graduates from high 
school earns $200,000 more during his lifetime than a student who doesn't. A college 
graduate earns $1 million more than someone who doesn't. 

► . Less welfare. Only 5 % of college graduates have ever participated in government 
assistance programs (AFDC, Supplemental Security Income. food stamps, housing 
assistance, or Medicaid), and only 10 % of high school graduates have, compared to 24 % 
ofhighschooldropouts. 

► Less crime. Although only about 18 % of the population has never finished high school, 
this group accounts for 41 % of state prison inmates and 47 % of prisoners on death row. 

► More civic participation. Fully 85 % of college graduates and 75 % of high school 
graduates, but only 50 % of high school dropouts, are t"egistered to vote. 

Education programs work: 

► The Rand Corporation found that the Title I program helped to close the achievement gap 
between disadvantaged srudents and their advantaged peers (from 1970 to the mid l 980's, 
the learning gap in reading, mathematics, and science was cut by over a third-NAEP). 
B~partisan reauthorization in 1994 focused on improving the program to challenge low- • 
income students to high standards to help continue closing the gap. 

► The dropout rate is declining (from 14 % in 1982 to 11 % in 1993), fewer srudents are 
taking remedial math courses, more students are taking advanced placement courses 
(I 50,000 in 1982, 450,000 in 1992), and the science test scores of both the highest- and 
the lowest-performing students are increasing. 
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► Comprehensive standards-based reforms, such as those supported by Goals 2000, in 
leading-edge states are showing impressive gains in student performance, such as in 
Kentucky, where 4th, 8th. and 12th graders demonstrated dramatic improvement on 
1993-94 assessments over previous years' tests in mathematics, reading, science, and 
social studies. 

► IBM Chairman Lou Gerstner, for example, says that "Goals 2000 is only a small portion 
of what we need. But it is a veey critical portion because it is the fragile beginning of the 
establishment of a culture of measurement standards and accountability in this country. 
We must go beyond Goals 2000. But ifwc lose Goals 2000, it is an incredibly negative 
setback for the Nation. 

► Goals 2000 has received widespread support because of its flexibility and its emphasis on 
high standards and accountability. The Wall Street Journal has reported that Goals 2000 
is viewed "by many political analysts as the most flexible education plan ever produced 
by the Federal government." (WSJ 8/30/95) 

The New York.Times reports that tougher graduation requirements in New York City 
public schools are spurring thousands more school students to take and pass college 
preparatory mathematics and science courses (5/9/95). Entering freshmen at CUNY are 
the best academically prepared in two decades (12/10/95). 

► Increases in special education funding have contributed to major educational gains in 
children with disabilities, who now have opportunities that were unavailable before 
enactment of the Individuals with Disabilities Education Act. 

► For 5 years, Maryland has been working systematically to raise academic standards and is 
showing significant improvement in achievement as a result. 



MEMORANDUM FOR 

FROM: 

• SUBJECT: 

DATE: 

The Presiden~ 

Ronald H. Br~wn I c:;.___ 

THE SECRETARY OF COMMERCE 
Washington, O.C. 20230 

Your 1996 State-of-the-Union Address 

December 26, 1995 

Your election in 1992 and the Republican congressional victory in 1994 
were both fueled in significant part by voter discontent. 1996 is the year when 
American voters will move to the next stage: Choosing between two different 
visions of the future. 

Of course, our recent political suc.cess has been assisted by Republican 
extremism, a self-destructive impulse that has helped Americans understand how 
glib language can translate into hard-hearted policy -- if not rebuffed by strong 
Presidential leadership . You will continue to join battles with Republican 
extremists on the items of their own agenda. 

Nonetheless, I believe that the last State-of-the-Union Address of your first 
term should be a time to sum up the past and present a compelling vision of what 
America can be. With the budget battle presumably over (hopefully, along the 
lines we discussed the other night), such a speech will demonstrate how 
Presidential leadership will be expressed in an era of smaller government and a 
balanced federal budget. 

The key is to stand on common ground: Neither silly regulation that 
unnecessarily burdens businesses nor disavowal of efforts that protect our children 
from unclean air and water and our workers from unsafe conditions; neither 
disproportionate reliance on government as a force for economic growth, nor blind 
refusal to recognize the new, interdependent global environment in which we must 
compete . 

Balance can be demonstrated both by your policies and by your battles. To 
begin , I believe that you must remind the American people of the outstanding 
performance of this economy and that it didn't happen by accident. Your 1993 
budget plan was the first greet step towards a balanced budget. The Republican 
naysayers of 1 993 should be forced to confront the very success that they tried to 
obstruct. 
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The purpose here is not simply to paint a picture of economic success. It is, 
as well, to demonstrate that the path you have followed is the right track. You 
demonstrated great courage by fighting for lower budget deficits without any 
Republican support in 1993; fighting for the NAFTA against significant Democratic 
opposition; facing down Republican budget threats against our core values in a 
time when political pundits proclaimed the dawn of a new Republican revolution. 
Each time, you disdained the easy course and each time, America benefitted. 

The path that took courage before is the same balanced course that will 
lead to a prosperous future for all Americans. 

In this context, I believe that it is important to confront directly the problem 
of income stagnation and disparity We spent a lot of time in 1992 rightly 
criticizing George Bush for his failure to grasp the impact of the slowing economy 
on working Americans. This Republican crowd has the same problem: As the 
current budget negotiations show, they're fixated on a return to Reaganomics 
while at the same time ripping out the social safety net (something even Reagan 
never really attempted). 

It is the challenge of growing income disparity that shows just how out of 
touch the Republicans are (incredibly all of their proposals would make the 
disparity worse while ours would help close the gap). Moreover, it is the theme 
that ties together all of our constituencies: from traditional Democratic voters to 
the political center, which has fueled political revolt precisely because so many of 
our people feel that the traditional American dream is ever harder to realize. 

Because income disparity is a real, recognizable problem, it also helps us 
ground our message on the importance of a growing economy -- and how to 
achieve it. You have clearly stated that economic growth will come from 
education and training, from new technologies, through the success of American 
firms in for:eign markets. In the context of the budget battle, the emphasis has 
been, quite rightly, . on values. In its aftermath, I believe that the emphasis should 
also include strategies, of the kind implemented in my own Department, that touch 
the lives of ordinary Americans. 

By one calculation, for example, 60% of the jabs created in the year 2000 
will demand technology skills now held by less than 25% of our workers. But the 
year 2000 is no longer some distant event; it arrives in less than 1 500 days. 

Finally, I believe that your vision of the future should stress the importance 
of reconciliation - the same call to civility that you emphasized earlier this year. 
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Sometimes in popular culture, calls for tolerance are depicted as naive. That 
is because some people fail to understand that tolerance and reconciliation are 
ingredients of strength, not charity. We welcome diversity of back.ground and a 
free expression of views because we know that using each person's talents will 
make us all stronger. 

Just as the Brooklyn Dodgers were a stronger baseball team after Jackie 
Robinson took the field, so, too, we are a stronger nation when we understand 
that we are all on the same team -- fighting in a brutal world of international 
competition and foreign strife for the simple hope that our work will be rewarded; 
that our families will be strong and that our children will live even better lives. 
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TO: 

FROM: 

RE: 

Kitty Higgins 
Don Baer 

Federico Pefia 

THE SECRETARY OF TRANSPORTATION 

WASHINGTON, D:C. 20590 

December 21 , 199S 

MEMORANDUM 

Themes and Messages for the State-of-the-Union Address 

You asked for my recommendations concerning potential themes and messages for the 
President's upcoming State-of-the-Union address. 

The four-prong message the White House has been using (Leadership/Family/Opportunity/ · 
Common Ground) has proven very effective indeed. I believe the element of Family -
particularly the view of broader family or community typified by Americans' support for 
victims of Oklahoma City and the many natural disasters that have occurred in recent years -­
should particularly be emphasized. 

Within each of these overall themes, however, we believe the State-of-the-Union should 
highlight another aspect of Administration policy -- "Keeping Promises." At base, voters are 
dissatisfied because they see a disconnect between the promises of political candidates and 
campaigns and the actual execution of govemment policy. It is particularly important to 
address this concern as we move into this next year. And we have a terrific story to tell "'.­
promises kept that don't receive much attention in the conflict-focused national media. (An 
effective variation on this theme is to contrast talk -- especially from members of Congress 
and the rest of the Washington establishment -- with real change-oriented action.) 

The revitalization of America's economy was the central theme of the President's 1992 
campaign, and the results are plain. As part of this core message, the President also 
emphasized the importance of "Rebuilding America" to compete economically. Here, too, we 
have some real achievements worth highlighting. Several from the transportation world are 
outlined below, using speech-style rhetoric to illustrate how it might work. 
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REBUILDING AMERICA 

In 1992, I saw the way our Nation's transportation system -- highways, bridges, railroads and 
ports - affect Americans in their everyday lives. Vice President Gore and I traveled much of 
the country in buses, talking to all kinds of people -- at a truck stop in Carlisle, PA, along 
U.S. Highway 51 in Sandoval, IL and in countless tovms along the highways. During our 
first bus trip, from New York City to St. Louis, Mo, I made a commitment to rebuild 
America I'm proud to say my Administration has done just that. We've invested more in 
highway and bridge construction than any comparable period before -- more than $40 billion. 
This means faster, safer travel for the American people. 

But we've also done something more, because we know: it's not how much you spend, but 
how you spend the public's money. So we've worked hard to make better, more strategic 
investments -- to get more bang for the buck -- and to get the private sector to invest more. 
I'm proud to say that by cutting red tape and giving state and local government more 
flexibility, we've managed to jump start $2 to $3 billion worth of construction projects that 
otherwise never would have happened at all -- and without using any additional Federal 
funds. We've also built public-private technology partnerships like the one for Interstate 75 
where high-tech transponders and micro-chips mean big rigs roll safer and more efficiently 
from Florida to Michigan, and cut millions of dollars in delivery costs. 

The improvements to our infrastructure help us to move people and goods more quickly, so 
Americans can spend more time at home with their families and so we can solidify our 
position as the most dynamic economy in the world. 

AVIATION 

One of the first things I did when I came into office was to appoint a special Commission• to 
look into the condition of the airline and aerospace industries. These industries, in which 
America had always led the world, were on the a tremendous downswing. The industry lost 
$10 billion in 1990-92 and suffered as major carriers like Eastern and Pan Am went bankrupt. 

Today, the airline industry is in the midst of the transportation turnaround of the decade, 
thanks in large part to the work of that commission and this administration's economic 
policies. I am proud to tell you that our major carriers earned over $2.1 billion this year -­
record levels, for many of them - and not a single one is in bankruptcy. In fact, there are 
more new companies entering the aviation business than ever before. This means more jobs 
-- for people who build airplanes and work in airports, for example - and it means better. 
cheaper airline service for all Americans. 

Part of this success has been opening up new foreign markets for our airlines. In the past 
three years, the Administration has negotiated 28 new bi-lateral aviation agreements, including 
IO "open-skies" agreements with European nations, a Canadian accord which has led to a 25 
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percent increase in service, and Asian treaties which will fonn the critical transportation links 
to these key emerging markets for our cargo and passenger carriers, 

MARITIME 

As a candidate, I visited this country's docks and shipyards and met with many of the tens 
of thousands of shipbuilding workers who had lost their jobs. I called attention to this 
national tragedy. And in San Diego, CA I pledged to help turn the industry around. 

We came through. In 1993, the administration launched a five-part National Shipbuilding 
Initiative. Since then, there has been a tremendous industry resurgence. Given the tools and a 
level playing field, I knew that the workers in Mobile, Alabama and Newport News, Virginia 
could compete globally, and we've helped put them back in business building ships. My 
Administration's loan guarantee program has helped these and many other shipyards to 
completely modernize so they could compete with the Europeans and the Japanese. In 1995, 
the program paved way for construction of 36 commercial vessels and $502 billion worth of 
business in American shipyard, creating thousands of new jobs. One of my proudest 
moments as President came when one worker from the San Diego shipyard who had come to 
Washington to participate in the announcement of our shipbuilding initiative said to me: 
''Thank you, Mr. President. We're used to politicians forgetting about us after the campaign. 
You didn't, and you came through.'' [Note: this is a paraphrase; exact quote to be checked.) 
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SQCIAL SECURITY 
Office of the Commissioner 

December 20, 1995 

MEMORANDUM TO THE PRESIDENT 

FROM: SHIRLEY S. CHATER 
COMMISSIONER OF SOCIAL SECURITY 

SUBJECT: STATE-OF-THE-UNION ADDRESS 

r, UC:: 

As request0d, I am forwarding my recommendations for themes and 
messages to possibly be included in your State-of-the-Union 
Address in January. My suggestions are as follows: 

1. The need for intergenerational cooperation 

All too often, debates on national issues divide generations of 
Americans instead of bringing them together. It we, as a nation, 
are going to develop long-term solution to issues facing our 
country, all of us, young and old alike, must be willing to work 
together for a common goal. 

Social Security and Medicare are perfect examples of issues that 
require intergenerational cooperation. Today's seniors and 
tomorrow's workers must decide the future of these programs 
together because all Americans, regardless of their ages, are 
impacted by Social Security and Medicare. 

For two of every three senior citizens, Social Security 
represents more than 50 percent of annual income. For 14 percent 
of Americans age 65 and older, social Security is 100 percent of 
income. 

In addition, Social security benefits young workers through 
survivors and disability protection. Younger Americans face 
roughly a l-in-5 chance of dying before reaching age 65. If the 
unthinkable happens, Social Security is there with average 
protection equivalent to a $295,000 life insurance policy. 

A 20-year-old worker stands nearly a l-in-3 chance of becoming 
disabled before age 65. Once again, social Security is there if 
the unthinkable occurs--with disability protection which on the 
average is equivalent to a $203,000 disability policy for an 
average income earner with a spouse and two children. 

SOCIAL SECURITY ADMINISTRATION BALTIMORE MD 21235-0001 
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Social Security is much more than retirement. It is a program 
that affects all Americans. As a result, we all must work 
together to preserve and protect it. 

I , U~ 

2. The need to make "tough decisions" about our country's future 

"No pain, no gain" ls a familiar phrase and one that all 
Americans should keep in mind. As we move forward in the 
resolution of national issues, Americans must be prepared for a 
series of "give and take." Individually, we may not be happy with 
the resolution of each issue, but as a nation we can be satisfied 
in th~ fact that we are doing what's right for America's future. 

A specific example of a tough decision involves the future of 
Social Security. Although Social Security is solvent today, a 
time will come when Social Security c~nnot pay full benefits. Two 
groups--the Kerry-Danforth Commission and the Social Security 
Advisory Council--examined the issue of solvency earlier this 
year and could not agree on a solution. 

Both groups did agree, however, that tough choices must be made 
in order to make Social Security financially sound. At some 
point, Americans of all ages must decide on the future of Social 
Security. The earlier the tough choices are made, the less 
drastic they will have to be. Ultimately, everyone will have to 
sacrifice a little for the good of the country's future. 

It's not that young workers and Baby Boomers don't want a Social 
Security program. In tact, a study commissioned by AARP found 
overwhelming support by Americans for Social Security. The 
problem is that many young people don't believe Social Security 
will be there for them. 

Since Social Security affects Americans of all generations, it's 
important that the voices of senior citizens, Baby Boomers and 
Generation X be heard in the debate. As in the past, any major 
change in the Social Security program must involve bipartisan 
cooperation and must be the result of an engaged American public. 



U.S. DEPARTMENT OF HOUSING AND URBAN DEVELOPMENT 
OFFlCE OF THE SECRETARY 

WASHINGTON. D.C. 20410-0001 

M E M O R A N D U M 

TO: Don Baer 

/It+ r) 

FROM: Bruce Katz ;J~ 
RE: State of the Union Themes 

DATE: December 21, 1995 

over past few months, the NEC bas led an interagency process 
to generate ideas on community empowerment (in fact a principals 
meeting was held as recently as this past tuesday). From these and 
other meetings, there is widespread consensus emerging among the 
Cabinet and key folks in the White House and 0MB that the essential 
elements of a cotmDunity empc,verment strategy are as follows: 

• increasing access to capital for business development 

• reciaiming abandoned land in central cities 

• transfonning public housing -- which includes demolishing the 
worst of the public housing stock 

• reinventing the federal government's relationship to local 
governments -- i.e. decentralize and "put communities first" 

• l1nking people to work 

What these concrete policy elements have in conuuon -- and ~hat 
could be a vital part of a powerfu1 State of the Union message, are 
the following community empowerment themes: 

• putting communities first 

• strengthening our central cities 

• getting devolution and decentralization right 

• insisting on reciprocity for government benefits 

• asserting that the government has a vital ro1e to play 

Focusing on these themes is not only the right substantive 
approach to community empowerment, but it also has strong appeal to 
middle-class values -- as these themes focus on work, personal 
responsibility, private sector leadership and public service. 



Following are suggestions for articul.ating these themes. Many 
of these are elaborated on in Where We Live, a document which 
outlines HUD's plans for its second stage of reinvention. You 
should have already received this report from the Secretary. 

Put communities First 

Generating economic opportunities {good jobs) is i;Jnportant to 
our ability to compete and succeed in the global economy. But many 
people will not succeed in these turbulent times unless their 
community roots -- families, neighborhoods, schools, churches 
are strong. To :best help families thrive, we must first focus on 
strengthening our communities for the 21st century. 

That ~eans recognizing two realities: First, that our national 
well-being rests on the health of our communities; and second, in 
an era of budget belt-tightening, we need a laser-like focus of 
federal resources on meeting community needs -- maximizing those 
resources by building partnerships among local governments, 
businesses, non-profits and state/federal governments. In 
particular, it's right for the President to challenge the private 
sector, especially the busina&& community, to take an active 
partnership role in fixing our most distressed communities. Facing 
the new century, we must ensure that all our actions support the 
foundations of economic and civic health, upl.ifting mainstream 
values. (Offer a Covenant with America's communities). 

strengthen our central cities 

Focus on the importance of central cities -- and their links 
to the larger metropolitan area -- as the anchors of America's 
economy. our national economy is increasingly a system of 
metropolitan regional economies which need economically vital 
central cities to thrive. The destinies of metro areas are tied to 
the performance of their cities; while some sUDurban residents may 
want ~o ignore the plight of cities and don't see it as 
connected to their lives -- we can't afford to abandon these 
engines of economic growth and must find ways to reinvest. 

Decentralize yith a vengeance 
If we are going to really put more power into people's hands 

to shape their destinies, we need to push federal programs to the 
front-lines, past state bureaucracies and into effective and 
flexible partnerships with communities. Block granting to states 
is short-sighted and will be ineffective; a real community 
empowerment strategy would radically restructure federal agencies 
to make them focus on building safe, strong and hopeful 
comIUuni ties, not on enlarging Washington bureaucracies. (That 
means any community empowerment strategy ve propose should extend 
federal reinvention to the federal government's relationships with 
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States and . loca1 communities). 

To really decentralize, we must trust and listen closely -­
and then help empower -- the people in the trenches -- parents, 
teachers, law enforcement, community leaders, social workers, shop 
owners and church leaders. As we pursue this kind ot dramatic 
decentralization -- tor the first time in decades -- we must also 
find the common sense balance between cutting comm.unities loose 
with no federal help and strangling them to death with federal 
regµlations and red-tape. 

Insist on conditionality 
I 

Americans, and often :many poorer inner city residents, 
understand and support the baiancing of rights and 
responsibilities. This acknowleclqamant of reciprocity in 
acceptance of society's benefits has led to a readiness to accept 
stricter personal and moral condition• on program benefits. OUr 
society -- especially inner city residents -- is prepared to go a 
good deal further than many might expect in accepting the 
discipline of work, service and responsibility. This framework 
can, and should, be applied much more broadly than welfare reform. 

The right to a good education aeans kids must do their 
homework and parents must hold their children accountable ( and help 
out). Having safe streets mean community residents must work 
closely with local police. Program examples: Getting a job and 
work skills in a HUD lead-paint abatement program means that single 
fathers accept responsibility to attend pre-natal and pediatric 
appointments, complete a curriculum on fatherhood and participate 
in a support group. A public housing addiction recovery program 
assists single mothers if they pledge to stay away from drugs, go 
without TV, he.lp their children with homework and keep their 
apartments clean. 

''We can Do This" 

Al1lericans are ready for someone to confront their pervasive 
feeling that nothing works and that none or the efforts we make at 
solving our most intractable nationa.l prob1e:ms make a difference. 
Many still believe that government has a vital role to play in 
solving our national problems, but they're not confident of the 
federa1 government's ability to :malte programs work and deliver 
results. In addition to substantive reinvention efforts, the words 
"we can do t:his" are critical to our national sense of' optimism and 
hope. People know that our major social and economic problems -­
especially those in our urban areas -- are profoundly complex , but 
they also know these problems are not going to go away, and they're 
ready for strong leadership to tel1 them that we can overcome our 
challenges and show the way towards what'& already working. 

3 
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UNITED STATES 

OFFICE OF PERSONNEL MANAGEMENT 

WASHIN'GTON, D.C. 204115 

December 21, 1995 

MEMORANDUM FOR KITTY HIGGINS 

FROM: 

ASSISTANT TO THE PRESIDENT 
AND SECRETARY TO THE CABINET 

DON BAER 
ASSISTANT TO THE 
COMMUNICATIONS 

JAMES B. KING 
DIRECTOR 

SUBJECT: 

I recommend the following two messages be included in next 
month's State-of-the-Union address: 

I. FEDERAL EMPLOYMENT DROPS BELOW 2 MILLION FOR FIRST TIME 
SINCE 1966 -- ELIMINATING AN ENTIRE GENERATION OF GROWTH IN 
GOVERNMENT 

OPM data shows that, in October, the Clinton-Gore 
Administration attained a major achievement when the Federal 
government's total, on-board civilian workforce fell below two 
million for the first time since May, 1966. As the attached 
chart shows, Federal employment dropped to 1,980,170, which 
reflects a reduction of 204,530 employees since January, 1993. 
This figure includes part-time and seasonal workers. 

While our figure is not the Full-Time Equivalent (FTE) 
number that is sometimes used, we believe the total, on-board 
workforce figure better reflects the actual size of the 
government and is easier to communicate to the public. 

II. FEDERAL GOVERNMENT SET TO SPIN-OFF FIRST ESOP -- REPLACING 
TAXPAYER-FUNDED JOBS WITH PRIVATE SECTOR OPPORTUNITIES 

OPM is in the final stages of negotiations that will enable 
some 700 skilled investigators now on the Federal payroll to 
leave government and create a private, employee-owned company. 
This new private-sector enterprise will conduct background 
investigations both for the government and for the private 
sector. 

141002 
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This is the Federal government's first privatization of its 
kind and can be a model for moving other employees from the 
public payroll to the private sector. 

For more information, please call Janice Lachance on 606-1800. 

Attachments 

l(!) OOJ 
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12/18/95 Trend of Federal Civilian On-Board Employment 
for Executive Branch (non-Postal) Agencies 

These figures represent total on-board employment - not FTE~s. 
and include all work schedules (full-time, part-time, intermittent}, 

and tenure groups (permanent and temporary) 

January 1993 through October 1995 

Change from Cumulative Change since 
Month Total Prev. Month Jan. '93 

1993 

January 2,188 ,700 
February 2,197,937 9,237 9,237 
March 2 , i93,890 -4,047 5, 190 
April 2,186 ,245 -7,645 -2,455 
May 2,186,755 s,o -1,945 
June 2,198,963 12,208 10,263 
July 2,183,131 -15,B32 -5,589 
August 2,178,540 -4,591 -,0,160 
September 2,1515,844 -21,696 -31 ,856 
October 2,136,358 -20.486 -52,342 
November 2,127,496 -8,862 -61 ,204 
December 2,120,463 -7,033 -68,237 

1994 

January 2, i 13,892 -6,771 -75,008 
February 2,123,448 9,756 -65,252 
March 2,119,019 -4,429 -89,681 
April 2,117,292 -1 ,727 -71,408 
May 2,110,334 -6,958 -78,366 
June 2,112,533 2,199 -76,167 
July 2,1 07 ,582 -4,951 .s1,1,a 
August 2,099,555 -8 ,027 -89,145 
September 2,085 ,492 -14,063 -103,208 
October 2,061 ,515 -23,977 -127,185 
November 2,048 ,493 -13,022 -140,207 
December 2,039,882 -8,611 -148,818 

1995 
January 2,028,078 -11 ,804 -160,622 
February 2,033,404 5,326 -155,296 
March 2,030,048 -3,358 -158,654 
April 2,027,480 -2,566 -161,220 
May 2,037,427 9,947 -151 ,273 
June 2,051 ,719 14,292 -136,881 
July 2,047 ,573 -4,146 -141, 127 
August 2,037,190 -10,383 -151 ,510 
September 2,011 ,870 -25,320 -176,830 
October 1,984,170 -27,700 -204,530 

Notes: By Executive Order 12839, on February 10," 1993, the President ordered a 
reduction of 100,000 fu ll-time equivalent positions during the FY 1993-1995 
period. • 

In a memorandum to Department/Agency Heads in September 1993, 
the President increae;ed this number to 252,000 through FY 1999. 

The Work Force Restructuring Act of March 30, 1994 further increae;ed 
this number to 272,900 through FY 1999. 

SOURCE: U.S. Office of PtJrsonnel Management 
Office of Workfon;a Information 
Monthly Rsport of Federal Civilian Employment (SF 113-A) . 
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TREND OF FEDERAL CIVILIAN ON-BOARD EMPLOYMENT 
FOR EXECUTIVE BRANCH (NON-POSTAL) AGENCIES 

CALENDAR 
YEAR 

1961 

1963 
i964 _ _. _ _. __ :_:; '. 

- •.• - . 
1965 

Average Employment by Calendar Year 

EXECUTIVE 
BRANCH 

:._ .· -.. - \ <?'};:;i~:~~~:}2-;j)i4~766 

1,814,225 

• }7'.?;_. • •. : ·:jf.it;~1f tA711sb•:fa i · 

1,891,580 

i.)J~~}~i:J/.}{/ : :~::··:: _-)r·:. . .-~?~\ .. :;-;::_ . ., ._·: ,_ ,2,o~s.s 1s 

1967 
19~8_·? ~;\'~:-: ::·. -:· 

1969 

1970 

1971 
1972 

1973 

1974 

1975 
1976 

1977 

1978 

1979 
1980 

1981 
1982 • ,:· "-·· 

1983 

1984 

1985 

1986 

1987 

1988 
1989 

1990 

1991 

1992 
1993 
1994 

LC?9S-

2,206,636 
·. ~:'::·<_:<.: ~:~ • \ :· ::i :izo,3 69 

. _2,23_5 I 199 
.. 2,177,246 

2,123 ,176 

2,107,628 

2,068,135 

·-2, 112,470 

2,134,410 

2,138,600 

2,145,771 

2,176,759 
2,181,739 

:-- ·:·: .- "2 274 269 
. ' , 

_2,,180,837 
.-;:_ .- : . . . .. . :·2,149;206 

?,164,_132 
- 2,184;·927 

2,218,346 

-- .· . ·2;1~7.590 
2,222,589 
2,222,933 

2,237,528 

2,344,168 

2,228,974 

2,231,535 
2,171,277 

2,094,903 
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DEPARTMENT OF HEALTH&. HUMAN SERVICES 

MEMORANDUM 

To: Kitty Higgins, Don Baer 

OfficP. nf thA Seocretary 

Washin;ton, D.C. 20201 

From: Dan Porterfield, DAS for Public Affairs, HHS 

Subject: State of the Union speech 

Date: 12/21/95 

Secretary Shalala mentioned two themes for the speech. 

First, and mn~r important, she believes the speech should be bold 
and visionary. The President should speak to the American people 
as citizens, and not simply as taxpayers. The speech should be 
Ah~11t the future of our country, and ;z.bout our obligation a~ 
Americans to protect the hard-won legacy of the 20th century 
while having the courage to address the new challenges of 
tomorrow. 

This century we won two world wars and the Cold War. We met the 
challenge of Sputnik. We integrated our e;ociety dllU ::;battered 
glass ceilings. We built a strong safety net for children and 
transformed the experience of growing old . 

How did this happen? At our best, we committed ourselves to bold 
and relentless progress. We put the common good and common 
ground fir5t. And we moved Iu.r:ward in a crue spirit: of 
partnership -- ~ith citizens, families, communities, and states 
a ll doing their part, and the national government helping and 
.sometimes leod..i.u~. 

Today, this tradition has been placed under seige. There are 
some pol..i.Llclc:m::. and special interesc.s who, under the misleading 
mantle of federalism, are really trying to abolish the 
partnership between the national government and its people. That 
tuc:1.y l.Jt: c:1.n opporc.unistic campaign theme - - but it's be bad for the 
country. We need limited government -- not absent government. 

Because we do have a national interest in ensuring that work pays 
in this country. In guaranteeing a quality education to every 
child. In making sure that seniors can see a doctor and poor 
children are able co eat. In keeping tobacco out of the hands of 
children and guns out of the hands of criminals. In preserving 
the freedom of parents to raise their children as they want. In 
op1:wlug new int:erna'Cional markets for our products and preventing 
international anarchy when we can. 

These dtL~ American values that define us as a nation -- and 
preserving and achieving them requires federal leadership. We 
have shown that leadership for three years. We have achieved 
truly n~Llunal goals for all our people -- everything from 
l owering the homicide rate to lowering the welfare rolls; from 
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collect~ng record levels of unpaid child support to helping 
8 ti:\tes increase the number of their citiz:ens with healLh 
i nsurance; and from achieving the highest immunization rates in 
history to funding breakthrough discoveries against breast cancer 
and .AIDS. This is good government, re:sponei:ble g0\11:!L·ument, 
l imited government. We ought not give up on it. 

Second, Secret:i.ry ShD.lala recommends th.at Lh~ P.c·esident: discuss 
the importance of a truly national partnership to help parents in 
the most important role any of us will ever: raising children. 

The fact is, millions of parents are worried about the things 
their children are exposed to when they are outside the home: 
Alcohol. Tobacco. Dru.gt:!. 1'.een pregnancy. AIDS. Violence. As 
one parent said in The Washington Post. "I went from wanting my 
son to win the Nobel Prize to wanting him to survive. 11 

Even as they worry about their children, parents are frustrated 
that they have less control than they would like. Many parents 
a..c: t: wu.c:klug longer hours with less job security. They have less 
time to spend with their children. They're finding it harder to 
pay today's grocery bills while saving for tomorr9w's college 
bills. 

There are more families in which both parents are working. There 
a re more single-parent tamilies. There are fewer families that 
feel connected to strong, supportive communities. And there is 
more competition for their children's attention -- too often from 
influences like tobacco ads or glamorized images of drug use. 

Secretary Shalala recommends that the President speak directly to 
t he hopes, dreams and fears of these parents. As parents of a 
teenager, he and Mrs. Clinton deeply understand these concerns. 

The President should tell America's parents that he stands with 
them. That's why he has taken on powerful interests -- the NRA, 
the media/entertainment industry, and the tobacco industry -- to 
put power back in the hands of parents. That's why he and his 
Cabinet have sent a clear and consistent message that it i s 
illegal. dangerous. and wrong from children and t:een.:3gP.r~ to use 
drugs, alcohol, and tobacco. That's why he has led the fight for 
a private sector campaign to reduce teen pregnancy and lent his 
voice to the cause of AIDS prevention. That•~ why he has fought 
for young people in the budget battles -- gaining victories to 
ensure that summer jobs, drug free schools, and college loans are 
always there to give young people real opt-. inn,:; r.o say 11 y4;u;r II to. 
And that's why he has reached out to young people himself with a 
message of opportunity and responsibility. 

Teenagers aren't just our national future -- they are our 
national present. They deserve safe passages, and we all must 
help them. 

Thank you. 
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December 21 , 1995 

MEMORANDUM FOR 

FROM: 

SUBJECT: 

Administrator 
GeneraJ Services Administration 

Washihgton, DC 20405 

K1TIY HIGGINS 
Secretary, White House Office of 
DONALD BAER 
Director, White House 
ROGER w. JOHNSON 
Administrator, U.S. General em.~:'IQl~IDl!.tration 
Call for Suggestions for State of the Union Address 

Thank you for the opportunity to share with you my ideas for themes and ideas for inclusion in the 
President' s 1996 State of the Union address. 

Domestic Policy 

The President is perhaps never stronger than when he appeals to the American people's higher self 
and better nature. The President can rise above the nasty noise level of present-day ideologues by 
elevating his discussion with the Congress and the American people to a broader theme of what is 
needed in our political system to move the country forward and meet the challenges of the next 
century. 

Much as he did in 1992 and since - although the message has been grossly distorted - the 
President can speak to the fact that old ideologies, as well as the newer, harsher mix of populist­
libertarianism couched as conservatism, will not provide the solutions to new challenges brought on 
by economic and cultural transformations. He can recognize that old so--called liberal solutions 
will not meet the challenges. while pointing out the fact that the calls to dismantle the federal 
government by .. devol~g" federal programs to the states without measurements or standards of 
accountability is nothing more than an abdication of responsibility. There is a need for a strong 
federal government, but one that works in partnership with state and local governments and the 
private sector, and one that is flexible and more responsive to changing needs. Then the President 
can easily transition into his accomplishments under the National Performance Review framing 
them into language to which working Americans can relate (see attached letter to the Vice 
President, Columbus Dispatch article and GSA.Message from the Administrator as examples). 

Foreign Policy 

In explaining why American involvement is needed in Bosnia and other foreign trouble spots, the 
President' s speech before the British Parliament last month, which called for fighting the "forces of 
destruction," was again an appeal to our higher and better nature as Americans (see .. Clinton Calls 
for a War on 'Forces· of Destruction.,"' L.A. Times. November 30, 1995). It was a concise 
message that best explained why America cannot retreat from its leadership role in foreign affairs. 
In faa, the President should repeat this message constantly until it becomes known as the Clinton 
Doctrine. 

If you would like to discuss these issues in gn:ater detail, please do not hesitate to call. 



Administrator 
General Services Administration 

Washington, DC 20405 

December 19, 1 995 

The Honorable Albert Gore, Jr. 
Vice President of the United States 
The \Nhite House 

Dear Mr. Vice President: 

It is not The Washington Post, The New York Times. or The Wall Street 
Journal (yet) but it sells in Columbus! (see enclosed article) A week earlier we 
put out a press release reporting a $600 million savings from the latest FTS-
2000 negotiations and got no coverage, to speak of - but 3 1 /2 cents per minute 
gets attention. 

I believe we should expand this approach across all of N.P.R. activities 
including specific customer service improvements, as well as stating savings and 
service improvements in "people understandable units.- One easy step would 
be to put out a weekly/monthly N.P.R. talking points bulletin focused on unit 
bites. Agency and White House speech writers should also receive the bulletin. 
If you have any questions, please do not hesitate to contact me. See you soon. 

Enclosure 

cc: 
Elaine Kamarck 
Bob Stone 
John Koskinen 
Don Baer 

Sincerely, 



LL 

u u 
I-

~ 

0) 
N 

(Tl 
CS) 

Ill 
(Tl 
en 
~ 

I 
[Tl 
..--1 
I 

M 
t:l 

111111.11/ay, 1Jr.£L'ml~ Iii, flJIJJ • 

Federal government is saving money, GSA chief says 1 

■ f:'m(lln)'et·s ure 11mhi11g ,t,w-ro­
,luy .rm1i1g.1· llmt 1/u11'1 muke 
11r11•.r, flogl!r JY. Julmrm, snyJ. 

u,Oam1n1111Nic1 
IK'('vcl, JhJl,,t,rr, 11.-,uo 

l'lt'III ~'In 11\21 ml ming1 rM Ill! nca1b iN 
Ifie (111ml 1(1.1Yti11111ml, llll 1:.11. 

"l'a11 ~ n~,lo., gu1'e'l111JL'fll 1n11·k 1IC'l.ler 
amJ Nd l-ft\" Jn!uwni lvld aJ14nt 400 l\JU11ty 
llff'Kml J"'"-hf 1l tl,e ~"Nlui· l'llfurnbu:t 
Oumii..liin Cailer. 

• Jllhllllll\ ii ~II Iii~ ,~dille a,cltil' Job on er 
:to ,'Blf1 in la■~ t, tti,. hlglol-1-J11H1111 
RptU1lic" h llw Ct!J\ton Mlrninhlr~l!,m. Uc 
r111N1SIJ Mil rJmimm1 1,~1 thfor ua:ull"° 
ellirt!r rl W..hnt Dllfltnl, I ••m·lur,e 600 

t•ur ;,11 II lll<l/11\!t'1, ftll:d lhu llnhid OMJUlcr (Ol)lfWUJ in UiJifg1tJlil 
,htiudc lln)f liiJrfo,u tif ,~.tla.i:, in tho lt!IU·.i.l r,.I! hire fiecume IU 1:11ut:d 11.iool tin, 
fru,1!(1.'l bMIJt•, 11.1111 ll111u \V. Juhtl9lll, Rll111ln- fod!r.111 ,Wn!ln111rnl Uwl U11y don'I b../l~N! 
illru111r '" lh, U.S. r:t1n1l1 ~mr-c Mmltih- bue llll'IIUlb rl nY.n:y Lfili~ r,,,101, h11 Rril. 
lrJll1111, • ff11 ,-111 titktl lie nlL-il m3l t14~ lo Ry 

1,~~h::Nl mn•iif~, " a-Jltnp tibrru llrlid, m, n1111t\1 lliJI lnbrHn \¥.i!!l~1111l11fl, 0.G., :.11I "-" 
ior.,fll!l\.<irn ~~-Ji:4!;1111'! ~II ::at• I an mlf111111l- 1\nll',fm, 111id1 t10111wl1 ro-tb lltii1lll guo. 
r.ll r.1.1 · " ' ''"' nl41. TI1!.1 CIA la, 1n.1Ju JedC!lduy In ha \~~1-

S111·h fi!H! l"lhlri~I, rby-to-c}J~ thrill- l11¥h111 lt!Jir.'I? 1iU111 Dllumhw ('(Id lui :J\'.t t.eJrl.J 

• llllll1trl,0
, cum1111,d ,tilh Uni ll(!jt ~u..ti11w 1-:11 e 

.r -~~ .. !) n'IIL'I. Ami U1c 11:111.A.I C113 lal.'i "~~ncr 
11'0\i1h-.1 t., (11!1:1~1, Ctnr~•)'tr.-f l\.'3l nnly J l;lli I 
nllll!ll1 rljl' Jl rrmr-,flXII' et.'ib.n. 

TIJL'f,Q rle.ib \!lllll Uf?t,l\lli;il,d by l:tiN:!r.il 
Srrviret uwkt!J~ 1V110 fom! ln-w1M ron,p~ti­
tlan 111111 ,wlll~e llllJlru:tdlet 111 Un! luublQl:II 
.mn ,,r lhe (tw.1~ llh\1.~1in11trf. s-ail Joltl\Sllll, 

w111™1 u1,'\!Jlty cw,11ui1 .,m lliHialt;,. •Jll'lldi11~. 
.. Oilu~ ,PD m11·h belll!I' u, WaiSUn~nn 

l•~!ay," lie !!:lilt 
Tiu: mvne l1~ile ublO!f!Sllte li'l:I 

lilllc 11tt,·n1im ti.:r■we •11oe'1 110 !"llil~t 
~•t~ly ·11r N,tnnl in \V.uhi:,fi,;n fr;,,- fllafn­
~Jrin.,1 r,llmn::in(,• 1t,hft."41D ~I. 

A liYrla~ firi111lltm11 JU~I "ibini11i: i.1111l­
c1·~1 "," ,Jolm,ull opoul1 l'illllj1l11lrle'J ,.1,,,.,1 
1:tm)fl! lliwt In lVI OJ~r 1!1!1 l 10tfdt in lhr 
Liu 1l,19l'lt..t 1fo1t1 tnd :i:Nill,ir,e, I Ud. Ji.: 
m111fl IIUJ,p,nt lhl' f4:til Otnll\:Jul A u1111~t fl( 

rl.rys blrr tlm l,'l lrtnior Qf A,·k.w,u t'J\11~-d. 
,lol111w11 w.u.J llill GH01tu1'.1 n!!All 1liu11 11, .i 

tnffltr ~ Ul1j11.:1~it<I, a·:dl iH¥ l1im ~ lln! 111n,t 
W>'IICJ-<Hivnl cd 111\tSi1lent f llll"\:! l J;, rry ' lh1 -
Ul:Ul." 

Ah,11m·liile, J,du~un bl11:lc1I U1 e h:.:ir!t't·• 
2hip uf h'tt lellr"l' ltrp1t1lir1111:( :u "ki111 I ul u:ul y 
riJhl llll'.,1 ' .uul ·MI U1e (:01' 111t<li fo hnb.nre 
Ute l.11111111:t. b 1e:i.llJ ;4 111IJCl1·~•8!! ,\,~ J ,s111~ ­
dillJrJNJrtiiu11a ,., 1111: rull!Jul UtJ\'l!JlUllrJ J . •. 

1tl111.su11 b,h:JI Cli11lun r11r 11.'1 >INIIK ll1i 

ddSdt r111· lluu, nins~11it"e '"'" IUt◄ I hiiu , 
111i11g lhou .. "1rtch ti w1n,ioy«u lium I.Ju (~!!I..,_, 

-1mfl'>lf. lie 1:iirl II,~ fmh!ml gav, 1·ft1qcnL'• 
01~mlln1r Ln.11(1:l (wlii.ti 4~n·1 lnth Mh! i11ler­
l\il 11;1,1,~als nu lhl! n~l~m;J cfd1ll u b :ll:111ntl. 

-,11r llini,1n-:.iL~.111l:! lhc nn~l I u:1.d.~lr1!I 
)'vii c,w l'CUI," he IJll,I . "Atf.an,., · l◄ tl~, !lie 
lle1111hlnNJ ~In! 1,,~111 lltl.l"licll'I~ bul 111~, · , 

11.:i,'\l II rptaJi\y JijlJllurl," 

- - -- - --- - - ------------------ - -

• 



ESSAGE FROM THE 

diiilfflStr'iiior' 
This ye.ar, GSA continued to make President Clinton's promise to make "government work better 
and cost less" a reality. Although the environment in Washington has made this past year difficult and 
sometimes uncertain. we have continued to focus on our mission using customer service and common 
sense management. \Vhile others tty to paint federal employees as "faceless," we have never 
forgotten that GSA is an agency of people serving people. They are our customers, .and we know 
that the benerwe serve them, the bener·we'can all serve taxpayers. It just makes common sense! 

Working together. we have .. been reshaping our _agency and tethirucing our business for over two 
years. And as you can ~ in the accomplishments outlined below, we are making 'real. lasting · 
changes: 

• Time Out and Review of Public Buildings ·Yields $1.36 Billion in Savings, Better Construction 
Managem~t • 
Our ''Time Out and Review" of the federal building program cut $1.36 billion from new real estate 
projects. An outgrowth of the review is the new Courthouse Management Group to ensure cost-effective 
and efficient construction of federal courthouses. Adopting business-like real estate principles into our 
program will ensure long-term savings. 

• Changing Major Computer Purchases Avoids Over $7 Billion in Unnt!cessary Spending 
Taxpayers were not getting a good return on their investments in major federal government computer 
systems, so we imposed a "Time Out" that avoided spending $7.4 billion for computer systems with cost 
overruns and other problems. Greater use of interagency teams, independent auditors, performance 
measurements, and Chief Information Officers will produce more efficient, less costly systems. 

• Unrestrided Coast-to-Coast, Round-Trip Airfares for $242 
Our unrestricted airfares with major airlines are on average 50% lower than commercial rates. Where 
else can you get a round-trip ticket from Washington to California for $242 on short notice? 

• Rent a Car for $136 a Month 
We lease four-door sedans to other agencies for $136 a month, plus 11 cents a. mile for fuel and 
maintenance. Consolidating vehicles from other federal agencies into its fleet management program last 
year saved taxpayers $7.2 million, and other management improvements have saved an additional $22.8 
million. 

• Long-Distance Sovice for Just Over 3 Pennies per Minute 
Our common sense management of the ITS2000 long-dis~ce network has drastically cut costs. Due to 
a recompctition in the contract, federal customers now pay just 3 1/2 pennies per network minute, saving 
taxpayers $200 million a year. Overall costs under FTS2000 during the past 7 years have been reduced 
by 80%, saving nearly $5 billion compared to the old long-distance program. 

(man:) 
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• It Pays to llse the A~rican Exprt!Ss Government Travel Card - LiJerally! 
Our contract with American Express Travel generates affinity refunds every time federal employees use 
the card for official travel. These refunds - estimated at $20 million a year - go back to agencies to 
offset travel-related e,i.pcnscs. 

• Go'llernment Purchase Card Saves Money and Headachl!!S 
With the increased use: of the government purchasing card, federal agencies get better, faster se_rvicc and 
will save S47.5 million by eliminating administrative headaches. 

•, ' · . ·.• . .. 

• E:rpansion oj E~~n_ic c_o,,.,,.erce, 'GSA Adtlanlage!' and Ot~v_Initialiva .. . : . 
w C arc a leader among ilit:cragcncy teams working to eliminate burdensome. costly paper--dnvm . • _. 
procurement.; ·.while -in_~ing account.ability in gove~t spending .by expanding the ·u~e· of electronic . . • 

. commerce. m ·fact.··wit,J:i GSA. Adva11tage!, federal cµst0mcrs can g~ supplies -through the 'ujtemet and. ·-,; . 
have them directly ·qelivcred to their desks with a few strokes of a lceyboard. And our energy'"aruf · .. 
recycling prograrns--ar~ :proving that sound environmentaltpolicics can also save tax dollars·: •• 

. . . . .. . 

So far, our customer focus and common sense have netted taxpayers over $12 billion in savings or 
cost avoidances. We've done all this with a worlcforce streamlined by 20% - with no layoffs - an~ 
operating costs cut by 1_7¾. Our efforts have been ~gnizcd by Vice President Gore and the-. 
National Performance Review. GSA employees have received 17 Hammer Awards ·frorn the NPR to· 
recognize excellence and creativity in public service. 

As impressive as these accomplishments are, we must continue to define and shape GSA. And we 
are doing that, as we dig deeper into our operations through the FORM analysis to search for ways to 
improve our perfonnance and service. In the end, this analysis will set us on a path of continuous 
improvement to create a culture of common sense management to build a common sense government • 
that works better and costs less. 

It has been a challenging year, but we have met those challenges and are moving forward. I thank 
you for all your hard work and perseverance. Let us now take time during this holiday season to 
rejuvenate our spirits and to celebrate the season with our families and fiiends . I wish you and your 
loved ones good health and happiness now and for the coming year. 

"' ,-~, • ( 
:,.--. - . ~ ~ -- ~- '\_ .... ~., .......... , 

<,;i (_.. 
·......:. 

Roger W. Johnson 
Administrator December 21 . 1995 


	Page 1
	Page 2
	Page 3
	Page 4
	Page 5
	Page 6
	Page 7
	Page 8
	Page 9
	Page 10
	Page 11
	Page 12
	Page 13
	Page 14
	Page 15
	Page 16
	Page 17
	Page 18
	Page 19
	Page 20
	Page 21
	Page 22
	Page 23
	Page 24
	Page 25
	Page 26
	Page 27
	Page 28
	Page 29
	Page 30
	Page 31
	Page 32
	Page 33
	Page 34
	Page 35
	Page 36
	Page 37
	Page 38
	Page 39
	Page 40
	Page 41
	Page 42
	Page 43
	Page 44
	Page 45
	Page 46
	Page 47
	Page 48
	Page 49
	Page 50
	Page 51
	Page 52
	Page 53
	Page 54
	Page 55
	Page 56
	Page 57
	Page 58
	Page 59
	Page 60
	Page 61
	Page 62
	Page 63
	Page 64
	Page 65
	Page 66
	Page 67
	Page 68
	Page 69
	Page 70
	Page 71
	Page 72
	Page 73
	Page 74
	Page 75
	Page 76
	Page 77
	Page 78
	Page 79
	Page 80
	Page 81
	Page 82
	Page 83
	Page 84
	Page 85
	Page 86
	Page 87
	Page 88
	Page 89
	Page 90
	Page 91
	Page 92
	Page 93
	Page 94
	Page 95
	Page 96
	Page 97
	Page 98
	Page 99
	Page 100
	Page 101
	Page 102
	Page 103
	Page 104
	Page 105
	Page 106
	Page 107
	Page 108
	Page 109
	Page 110
	Page 111
	Page 112
	Page 113
	Page 114
	Page 115
	Page 116
	Page 117
	Page 118
	Page 119
	Page 120
	Page 121
	Page 122
	Page 123
	Page 124
	Page 125



