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PRESIDENT'S FISCAL YEAR 1988 BUDGET
PROPOSALS

WEDNESDAY, FEBRUARY 18, 1987

U.S. SENATE,
COMMITTEE ON FINANCE,

Washington, DC.
The committee met, pursuant to notice, at 10:00 a.m. in Room

SD-219, Dirksen Senate Office Building, the Honorable Lloyd Bent-
sen (chairman) presiding.,

Present: Senators Bentsen, Baucus, Mitchell, Riegle, Rockefeller,
Packwood, Danforth, Chafee, Heinz, Wallop, and Durenberger.

[The press release announcing the hearing and the prepared
written statements of Senators Bentsen, Mitchell, and Rockefeller
follows:]

1Press Releasel

CHAIRMAN BENTSEN ANNOUNCES HEARING ON THE PRESIDENT'S FISCAL YEAR 1988
BuDGwr PROPOSALS UNDER THE JURISDICTION OF THE COMMIrEE ON FINANCE

WASHINGTON, DC.-Senator Lloyd Bentsen D., Texas), Chairman, announced
today that the Senate Finance Committee will hold a hearing on February 18, 1987
to review the President's fiscal year 1988 budget proposals for programs within the
jurisdiction of the committee.

The witness for the hearing will be James C. Miller III, Director, Office of Man-
agement and Budget.

"The President's Budget includes more than $7 billion in fiscal year 1988 spend-
ing reductions in programs under the Committee's jurisdiction," Bentsen said.

"This hearing will give members of the committee an opportunity to consider the
President's proposals, and to determine whether they are the best method of achiev-
ing our budget goals."

The hearing will begin at 10 a.m. on Wednesday, February 18, 1987 in room SD-
215 of the Dirksen Senate Office Building.
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Senator Lloyd Ent un
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Lei, me, first, congrat -. rx M B, r. Mi ler, f. r gett 2

the budget under such a to., _. L

It's quite a chal.... .- .inr.,:," ne anual uerr t , tb,

President's priorities urPd-r . r;s. [ut w;en yo,; add in the or."ly

deadline set by Graryem-Bud.:;-. .',,c " year, It iZ quite amazing that you

were atle to deliver the bu ,..

Having said that, let :- V -. w %- - fer some _ritci-m

I support Grar,-Rudmar,-: :.,.': -: tl,e mcst .ffective uecar.',, .yonie rta

come up with for reducing ''. fe ,eral budget deficits.

1 am convinced, thcugh, ',at tri :i i,_,lat2on will work: unly if :orgress

and the Administration lay . '. prtsan posturing and, cume tcvetner to ,rcike

i t work.

The Administration -- ,-:t'ly you, 1r. Director -- has refused to sit down

and work with Congress tc --duce these Jeficits and that causes ,,e 3ome

concern.

Your attitude has Leon: "We':,; Affered our budget. We've ret the targets

set by Gramm-Rudman-Holl'i:g.. 'r. C-r:,ress -t.es up with .t's .wn budget,

we've nothing to talk atbout."

One problem with this. is that i don't believe you've, ret the

deficit targets of GraM- '-.-Hollpgs, Mr. Director. And I don't tnink an6

of us will meet them until ,rswllg to s!t dow 'with C.rres3 and h a.ner

out an agreement.

Certainly, the nor-kir'. -' "-,;re.r n.l' ?udget ,ffice r,-,[rts tnat your

budget for fiscal 1987 fi,,.._ *.. , t i., Ieficlt targets. And L-ai'n 1.r :s year
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CBO reports that for fiscal 1988 your budget falls anywhere from $,? billion to

$32 billion short of the target.

I would also note the recent tacit admission by a prominent member of your

own Administration that the new budget fails to meet the deficit target.

Chairman Beryl Sprinkel of the Council of Econcmic Advisers admitted that a

combination of hard work and "smoke and mirrors' were used to get the budget

down to the target.

So I would urge you, Mr. Director, to stop challenging Congress to match

what the Administration has done. The challenge is clearly to exceed that and

we can do it best if we're workin together.

As to specifics, I certainly agree with statements in the budget that we

can get better value for our health dollar. However, I have some reservations

about priorities.

The Administration's $1.2 billion Medicaid savings in fy 1988 isn't

necessarily unreasonable. But, achieving those savings through an

across-the-board cap may be inequitable.

In states like Texas, which have traditionally taken a conservative posture

by limiting eligibility and containing cost growth, the cap proposal would

effectively lock the state into covering no more than 27 percent of the poor --

although the national average is nerly 50 percent.

I am concerned about the effect this proposal would have on states with

high unemployment, where mony families have lost their medical insurance.

I also note that the Cap proposal would make it difficult for Texas and

other states to adopt the new optional "edicaid coverages for pregnant women

and children approved by th* President in last year 's reconciliation bill.
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Congress has rejected this cap proposal for the last four years and I would

be interested to learn of any new infornation or change in "he situation that

justifies your proposing it again this year.

I also look forward to hearing details of your proposal to reform Medicare

payments to radiologists, anesthesiolcgists and patholbists. It's certainly

generated a lot of attent on. I understand that OCt9 was very involved in

developing this proposal and I'd like to near more about the underlying reasons

and what your long-term policy goals may be in this area.

Finally, I hope we'll be able to hear scrne of the details of your proposal

for the PPS update factor for Mledicare no!pital payments. For example, havs.

you given any thought to adjustment of update to narrow the gap between

urban/rural payment rates?

-30-
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OPF:NPIN-G S'I'AT EM.ENT OF i: ;K ATOR (;;Ok(;F; m fi ' I' { ,
FULL FINANCE COM.MITTI"EE HEAIING ON T'PE itDGF;ET

The 1988 Medicare and Medicaid budget proposals
submitted by the Administration are, with few exceptions,
unimaginative and inequitable. Once again, the budget
proposes virtually nothing to address the growing concern
about access and quality of care. Once again, there is cos,;t
shifting to beneficiaries, the states, providers, and the
public, with minimal recognition of the burdens that might
result.

It is disturbing that many of the proposals are
identical to those that previously have been rejected by the
Senate while under Republican control. The resubmission of
the proposal to cap Medicaid with no adjustment for
inflation or increases in the population served, is
especially disturbing. At a tire when the population of the
uninsured poor and older persons nec-dinq long term care is
growing, the Administration's budget would place the entire
burden of'future increases on the states.

The proposal to limit hospital payments seem- to have
been made with no analysis of the cumulative impact of
either the previous cuts in Medicate hospital payments, or
for that matter, of the interaction of the present
proposals.

The proposal to end direct medical education support for
hospital costs of nursing and allied health education comes
at a time when most hospitals, and especially those in rural
areas, are alrealy experiencing a critical shortage in
nursing and technical support. Would the Administration
have us simply turn our backs on the health care needs of
rural America?

In the past six years, Congress and the Adminirtration
have focused, and appropriately so, on cost containment.
This effort must continue,' to insure that Medicare and
Medicaid are prudent purchasers of health care services.
However, we must also renew our determination to insure
access and quality for our citizens who depend on these
programs. To do otherwise would abrogate our responsibility
to the American people.

- 30 -
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OPENING STATEMENT
FINANCE HEARING ON THE ADMINISTRATION'S FY'88 BUDGET PROPOSAL
SENATOR JOHN D. ROCKEFELLER IV
February 18, 1987

Mr. - iirman, I appreciate M1r. Mil lor's will ingness to
appear before the Finance Committee in order to explain and

discuss the President's FY 1988 budget plan. I hope today

will provide the OMT3 Director with the opportunity to shed some

lirjht on his budget's various proyi:; ions and on the questions

that many of us have about its economic assumptions, its

recommended revenue increases, and its impact on the federal

deficit.

Though this hearing is inte.nded tr, focus on the spending and

revenue areas in the Finance Committee's jurisdiction, I must

make a brief comment on the President's budget overall. I just

don't understand how the President can make, the eloquent plea for

restoring this nation'q competitiveness he issued in his State of

the Union address at the very same time he is proposing a $6

billion cut in education. Of the $19 million in spending

reductions contained in the Administration's budget, one-third

are slated to come out of programs to assist low-income Americ3ns

-- these very same programs make up only one-ninth of the federal

budget. Why should deficit reduction continue to be targeted at

those who can least afford the burden?

I 'm deeply concornd abot the prior itios rfflOcted in thin

budget. I ,now I shouldn't be surpr ised -- having been here for

two years, I've become quito familiar with proposals to eliminate

economic development programs, cut back on health care coverage

for the elderly and po *r, sl ash student financial aid, and target

such vulnerable group.; as black lung victims.

But thi, year, I fcl-t especially disappointed that the

Administration did not decide to develop a proposal that might be

serious ly considered as a starting point in the budget process.

BEST AVAILABLE COPY
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Page 2

With 1ramm-Prudman in place, and the strong consensus it

represents that the federal deficit must be reduced each yL a, I

would think that the Pros:(nt and OMB would work with Congress

in this process.

For example., not only dcos the Administration's budget

contain many proposals which havoc been repeatedly andi

overwhlmingly rejf2cted oy Corg r(:s in the past , we hear that the

President has rejected the suggestion from my colleague; )n both

sides of the aisle for a so-callod "summit" to attempt to

negotiate a budget for FY 1983. The name might give the wtonq

signals, but that ;houl i not he the rea.inn to roe-ct this good-

faith offer to sit down and pur:u.u an agreement.

Today, I hope to hear more abnt thp Administration's

rationale for eliminating almost 4000 employes in the Social

Secui ity Administration, for reducing Medicare by over $5

billion, and by cutting over $1 bill ion in Medicaid. I see grave

implications in rductions of this 'izc , at a time when try

constituents report longer and longer delays in the processing

(f Social Security applications and appeals, rural hospitals in

financial trouble partly as a result of lower Medicare payments,

and a short-fall of Medicaid ft-nd - that forces the state to deny

coverage to low-income families without health insurance.

In the past weeks, I've already expre;sed strong opposition

to many parts of this budget. Rut I'm here to consider areas

where I still have questions. Knowing that my distinguished

colleagues will do the same, I encourage OMB Director Miller to

take our views seriously as well -- and to suggest to the

President that it is time to work together on a budget that

fulfills our obligations to those who deserve assistance and that

makes sense for the future of our country.

BEST AVAILABLE COPY
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The CHAIRMAN. The committee will come to order, We are very
pleased to have the Director with us this morning. I understand he
has had a touch of the flu, and I am sure that means the question-
ing will all go easy on you, Mr. Director.

Mr. MILLER. Thank you, sir.
The CHAIRMAN. I am not sure of that at all. But, first, let me

congratulate you on meeting this budget deadline. That has been a
tough one. I think it is a challenge always to put together a blue-
print of' priorities of a President. It is difficult under any circum-
stances. But then to put on the time limits of Gramm-Rudman, I
think it is quite amazing that you have been able to deliver that
budget on time.

Now having said that, let me tell you some of the things that
concern me.

I support Gramm-Rudman-Hollings as the most effective mecha-
nism anyone has been able to come up with thus far in trying to
reduce those huge Federal budget deficits. I am convinced though
that that legislation will work only if Congress and the administra-
tion lay aside partisan posturing and come together to make it
work.

The administration, and notably you, Mr. Director, I think have
refused to sit down and work with the Congress to reduce those
deficits and that causes me a lot of concern. But I have seen thus
far your attitude has been, we've offered our budget. We have met
the targets set by Gramm-Rudman-Hollings. Until Congress comes
up with its own budget we have nothing to talk about.

I really don't think that is the case. I think if we sit down and
reason together that we would come closer to reaching a consensus.
I have seen us to do that time and time again in this committee
with Secretaries of Treasury, working on tax legislation, but we are
pretty far apart, but finally developed a consensus. I am hopeful
we are going to be able to do that on trade.

One of the problems I think this time is that I don't believe that
the administration has met the targets of Gramm-Rudman-Hol-
lings. And I don't think any of us are going to meet them. I don't
think this Congress is going to meet them unless we can work to-
gether to hammer out an agreement. There are going to be some
politically difficult things to do and each side is going to try to
escape blame for them. But if we sit down and work together, per-
haps we can share that responsibility and achieve some of those ob-
jectives that I think are awfully important for our country.

Certainly that budget that you presented fell short. The CBO re-
ports that your budget falls short anywhere from $27 billion to $32
billion.

I also saw a recent tacit admission by a prominent member of
your own administration that the budget fails to meet that deficit
target. Chairman Beryl W. Sprinkel, of the Council of Economic
Advisers, admitted that a combination of hard work and smoke and
mirrors were used to get the budget down to the target.

I have spent years in the private sector managing a public com-
pany. If I had used some of the estimates and some of the things
we do here in the Congress, and I think that the Administration
does, in presenting a budget, I think I would have been hauled
before the SEC.
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Now as to the specifics, I certainly agree with the statements in
the budget that we can get a better value for our health dollar,
however, I agiee with one of yours on the specifics. I think we can
get a better value for our health dollar. I do have some reserva-
tions about the priorities.

The administration's $1.2 billion Medicaid savings in fiscal year
1988, that is not unnecessarily unreasonable, but achieving those
savings through an across the board cap may be inequitable. Let
me give you an example.

We have states like Texas, which have traditionally taken a very
conservative posture by limiting eligibility and trying to contain
cost growth. That cap would effectively lock that state into cover-
ing no more than 27 percent of the poor, although the national av-
erage is nearly 50 percent. And that concerns me. I am concerned
about the effect on states with high unemployment where many
families have lost their medical insurance. I also note that the cap
would make it difficult for Texas and other states to adopt a new
optional Medicaid coverages for pregnant women and children that
was approved by the President in last year's reconciliation bill, a
measure which has been of great concern to me and which I
worked at to try to see if we can't do something to alleviate the
problem of low weight birth babies and some of the price that we
pay in handicapped children, things that I think could be alleviat-
ed at a cost that is certainly a bargain when you think of the re-
sults.

Congress has rejected this cap proposal for the last four years,
and I would be interested to learn of any new information or any
change in the situation that justifies your proposing it agair.

I also look forward to hearing details of your proposal to reform
Medicare payments to radiologists, pathologists, who have certainly
generated a lot of attention.

I understand that OMB was very involved in developing this pro-
posal. I would like to hear more about the underlying reasons of
what your long-term goals may be in this area.

And, finally, I hope we will be able to hear some of' the details of
your proposal for the PPS update factor for Medicare hospital pay-
ments. For example, have you given any thought to the adjustment
of update to narrow the gap between the urban-rural payment
rates?

Each of us deals in our own experiences, but I have problems
with rural hospitals closing all over Texas. And I know in some of
those areas it is critical to them. It is the only service that is avail-
able. So I have concern on that one too, Mr. Director. And I would
like to now yield to my distinguished colleague, Senator Packwood.

Senator PACKWOOD. Mr. Chairman, I have no opening statement.
The CHAIRMAN. Senator Mitchell.
Senator MITCHELL. Thank you, Mr. Chairman, I do.
The 1988 Medicare and Medicaid budget proposals submitted by

the administration are, with few exceptions, unimaginative and in-
equitable. Once again, the budget proposes virtually nothing to ad-
dress the growing concern about access to care and quality of care.
Once again, there is cost shifting to beneficiaries, to the states, pro-
viders, and the public with little or no recognition of the burdens
that may result.
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It is especially disturbing that many of the proposals are identifi-
able to those previously rejected by the Senate, as the chairman
noted, over the past four years even while under Republican con-
trol. I, too, look forward to an explanation as to what has occurred
between last year and this that would lead the administration to
believe that those proposals rejected over and over again should
now be accepted.

The resubmission of the proposal to cap Medicaid with no adjust-
ment for inflation, or increases in the population served, is espe-
cially disturbing. At a time when a number of the uninsured poor
and older persons needing long-term care is growing, the budget
proposal would place the entire burden of future increases on the
states.

The proposal to limit hospital payments seems to have been
made with no analysis of the cumulative impact of the previous
cuts in Medicare hospital payments or, for that matter, of the
interaction of the current proposals.

The proposal to end direct medical education support for hospital
costs of nursing and allied health education comes at a time when
most hospitals, and especially those in rural areas, are already ex-
periencing a critical shortage in nursing and technical support per-
sonnel.

Would the administration have us simply turn our backs on the
health care needs of rural Americans? In the past 6 years, Con-
gress and the administration have focused on cost containment,
and appropriately so. That effort must continue to insure that Med-
icare and Medicaid are prudent purchasers of health care services.

However, we must also renew our determination to insure access
and quality care for our citizens who depend on these programs. To
do otherwise, we would fail to meet our responsibility to the Ameri-
can people.

Thank you, Mr. Chairman.
The CHAIRMAN. Senator Durenberger.
Senator DURENBERGER. Mr. Chairman, thank you very much.
The Director may get the impression that the tough part of the

recommendations that he has made are in the health care because
I think the three of us are going to, if not sing the same song, at
least emphasize the same point. And I would say, Mr. Director, it is
because we have all been here for the last 6 years trying to play
the same tune with the administration in terms of the important
changes that are taking place in the marketplace. Yet we are
having to deal with the impact on access and quality of the recom-
mendations for reductions in the growth and the reimbursement
system.

I would just add by way of definition to the comments that the
chairman of this committee made, which I really appreciate. He
says "an across-the-board cap may be inequitable." An across-the-
board cap is inequitable. He knows it. He is just too nice a guy. Hie
says it may be. The reality is whether it is the difference between a
more conservative practice in a rural area versus a more liberal
practice traditionally in an urban area. You cut them the same. It
hurts the conservative practice more, and discourages people.

If you take the typical state-and we all, I think, represent fairly
typical states here in the Senate, as opposed to the House in the
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way the DRG system works. I mean, you know everything there is
to know about regulation and deregulation. You have a DRG
system with urban rates and rural rates, and the urban rate is paid
to hospitals in an SMSA. And downtown, they are surviving. The
Parkland in Dallas, a big public hospital, they are just sort of
barely hanging on. And some of the other larger public hospitals in
core cities with a high percentage of elderly and poverty, are hang-
ing on with this rate.

In the suburbs though, I would guess, of Houston or Dallas or the
Twin Cities, hospitals are making out like bandits. And then you
get out into the rural areas, and the growing cities in the rural
areas that happen to be SMSAs are doing real well. But the other
partsj of the rural area-most of Maine I would guess, the smaller
hospitals in Maine-are again, sort of hanging on by their finger
nails.

And so when George Mitchell says "unimaginative or inequita-
ble" I think what he is saying is that it is time that, when we ap-
proach the DRG increase, if there is any way with the talent that
might be available to us elsewhere in other departments, we could
find some savings-because there are going to be profits out there.
We know that if we could find some way to change that urban-
rural distinction, as an example, so that instead of taking money
from the downtown hospitals as well as the suburban hospitals to
give to all rurals, we might find some other distinction. We depend
on you or other sources in the executive branch to come up with
those recommendations. The same thing holds true, just for your
information, with regard to the administration's new PHPO, the
Private Health Plan Option, which is a new name for the competi-
tive medical plan. As they push that out into the rural areas, what
they have done is cost base the AAPCC county by county resulting
in incredible inequities there.

So, again, if you want to try to save some money-and I think
this committee, as the chairman said, is willing to be helpful-we
need a little more creativity, a little more imagination, a little
more help from the Administration on the way that reimburse-
ment system works. So that is again a contribution to try to be
helpful to the process.

Thank you, Mr. Chairman.
The CHAIRMAN. I am going to limit the opening statements to

just those Senators who are here because we will have a number of
others coming.

Senator Riegle, did you have an opening statement?
Senator RIEGLE. Thank you, Mr. Chairman. I will be very brief.
Some of us have had the opportunity to see the Budget Director

in other committees-certainly the Budget Committee-but from
the vantage point of the Finance Committee, it seems to me there
are several things implicit in your budget proposal that I would
hope you would address directly here today in maybe your opening
comments. It seems to me you are saying that the Administration's
view is that it is not practical, to make further spending cuts, at
least beyond what is in the submission. And you do have $22 bil-
lion worth of revenue in the 1988 budget proposal. And so that, to
me, is a very striking fact because it seems to me the Administra-
tion, after its own budget appraisal, has said that we cannot get to
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the Gramm-Rudman targets with your spending cuts, we've got to
have revenue. You've laid out $22 billion worth of revenue. And we
will have to see whether that is sufficient.

But there is a related question and it is really an unspoken ques-
tion and perhaps an unspoken agenda for this committee, and that
is, if the numbers are off, the CBO and others have suggested that
the assumptions alone are off, and if, in fact, your other premise is
right, we can't make spending cuts deeper than those you have al-
ready proposed, then we may find ourselves as a committee asked
to come up with additional revenue. That the gist of sheer require-
ments of the law under Gramm-Rudman may push that duty upon
us. And if so, I think we need to hear from you today where that
additional revenue might come from if it has to be found in order
to meet the law, the Gramm-Rudman-Hollings law.

So I would like your thoughts today on an oil import fee, on any
fee on imported goods that might come into this country, on the
federal telephone tax, cigarette excise taxes, alcohol taxes, or any-
thing else that might fall into that category, which would not be
across the board tax increases on taxpayers generally, but some
way to get additional revenue.

The other point I will just make is this. I am sure you have seen
these full-page ads that have been running in newspapers-this
one was in the Washington Post on January 6-in which a coali-
tion of people, groups across the country, headed by the American
Association of Retired Persons, but including other health care pro-
vider and professional groups, are saying we can't afford any more
cuts in Medicare and Medicaid, which, of course, there are very
substantial ones recommended in this budget. The headline on this
piece is to the effect, during the past five years more than $30 bil-
lion has been cut from Medicare and Medicaid. Now the Adminis-
tration wants to cut $50 billion more. Isn't it time we started de-
fending the home front?

I think it is significant when groups of this size and consequence,
non-partisan groups, and those that obviously cover the whole po-
litical spectrum, are coming forward with this kind of urgent
appeal in the form of full-page advertisements in the newspaper. I
think it indicates that we are not going to be able to go out and
wring a lot of money out of these programs, such as you are sug-
gesting here. So that relates to my earlier point, and that is, if we
don't get some measure of saving or deficit reduction out of those
kinds of very substantial cuts you are proposing in health care pro-
grams, then how do we make that up? And I would like to hear
your suggestions specifically. I don't think that the administration
should just hide out on this issue of where we are going to get the
money, if money is needed to meet the Gramm-Rudman targets.

And my final point would be this, Mr. Chairman, and that is, if
you look beyond 1988, the administration's budget proposal does
not attempt to meet the Gramm-Rudman targets. There is no effort
whatsoever to meet them. And, frankly, I don't think that is suffi-
cient. If, in effect, you think the law ought to be repealed because
you can't meet it, then you ought to come out and move to repeal
it. And otherwise, I think the proposals ought to show how we get
to the balanced budget, even if it is in the next administration in
1991, which the law requires.
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So I would hope we might hear something on that as well.
The CHAIRMAN. Thank you very much, Senator Riegle.
Senator Heinz, do you have any comments?
Senator HEINZ. Just briefly, Mr. Chairman.
I hope, Mr. Miller, that you do get a chance to say something

sometime this morning. And I am sure we can all find much to
criticize in the administration's budget. No two people are ever
going to submit the same budget. So I would take the criticism we
give you with something of a grain of salt. But the part that I hope
you will take seriously is the realism of the economic assumptions
in the budget. Because if the administration is overly optimistic on
economic growth, and there are a lot of private sector forecasters
who, by their forecast, are saying that you are, then the surest way
for the administration to bring about something that you say you
don't want, which is a big tax increase, or even a medium size tax
increase, or as I understand the administration, any tax increase,
is to put us in the kind of box where suddenly we find there is a 20
or 30 billion dollar hole in the budget as we approach whatever tar-
gets have been set because of economic assumptions. And if we are
put in that kind of box, there is at least a 50-50 chance-maybe
better-that what you don't want, which is a tax increase, is going
to result.

Now having said that, there is one other area I want to just
make a comment about, and that is that for the last five years this
committee has done a lot of cutting. We have saved a lot of money.
Of course, we have never raised taxes. Increased user fees maybe,
but never raised taxes. Someone will have to explain to me what
the difference between a user fee and a tax is, but that is another
issue.

We have and this Congress has cut from the Medicare program
over the last six years some $40 billion. And I note that one of the
proposals that you have come in to say to this committee where we
can save money for you is a number of changes to reduce reim-
bursements to providers in Medicare. And it almost seems to me
that every time the OMB gets in some kind of a tight budget box,
and the computer flashes, you know, cut, cut, cut someone down at
OMB says 'where is the Medicare button?" And immediately
pushes it in response to the flashing red.

And I would hope that we just don't continue to pick on the Med-
icare Program. There are some problems with that program that
some of the pressure we put on it has created. The premature or
early discharge of patients which we tried to do something about in
the last bill that we passed and the President signed is one exam-
ple.

But I just hope that we will not decide that it is the senior citi-
zens who ought to be the main vehicle for trying to come into com-
pliance with Gramm-Rudman.

The CHAIRMAN. Thank you, Senator Heinz.
Gentlemen, if you would keep your comments short because we

want to hear from this witness. Senator Rockefeller.
Senator ROCKEFELLER. I have no comments. I will put my state-

ment in the record, Mr. Chairman.
The CHAIRMAN. Bless you. [Laughter.]
Senator Chafee.

71-780 0 - 87 - 2

I
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Senator CHAFEE. I would like to see what the witness has to say,
Mr. Chairman.

The CHAIRMAN. Good for you.
Mr. Director, we are very pleased to have you. And if you would

proceed, please.

STATEMENT OF HON. JAMES C. MILLER III, DIRECTOR, OFFICE
OF MANAGEMENT AND BUDGET

Mr. MILLER. Thank you, Mr. Chairman. I will proceed however
you like. I thought maybe I might just respond, or review my notes
here from the comments that were made and the statements that
were made and respond very briefly if I could to some of the issues
that were raised before I get into my statement.

Mr. Chairman, I think it is correct to say, as you have, that we
in the Administration believe that we ought to see some other
more concrete ideas from those who have criticized the President's
budget. Certainly there have been discussions here from Senator
Durenberger and others about some other alternative ways of
reaching some of these savings, of changing the incentives in order
to realize lower costs. We are certainly open to those kinds of ideas,
and look forward to a specific proposal in this area and in others.

We do believe that we have met the Gramm-Rudman-Hollings
targets. I understand that CBO will not price out the President's
budget, will not have their final analysis until later this week. We
believe that, based on some discussions we have had with them in
trying to give them more information about our methodology and
our estimates, that CBO may move a little closer to our own fig-
ures.

I am glad to hear you say that we believe that we can get better
health for our dollar. You point out, or make the argument that a
Medicaid cap would be inequitable. We surely will be able to work
with you.

Of course, what we propose is essentially this Medicaid $1 billion
cap be spread proportionately over the states according to the shar-
ing formula,. and we believe that that would be equitable; however,
we would certainly be open to alternative ways of going about
achieving those savings.

I will talk a little about the RAPs proposal in a few minutes, and
if I don't respond there, Mr. Chairman, please let me know and I
will give some more details.

Senator Mitc.hell suggests that the proposals are neither imagi-
native nor equitable. Again, we look forward to receipt of different
ideas, suggestions of different ideas, perhaps more imaginative
ideas, and in the minds of some, perhaps more equitable ideas. We
think that what we have forwarded meets i)oth of those criteria
and we look forward to discussing it with you.

It is not surprising, I think, Senator, that many of the proposals
contained in this budget have been asked for before. We continue
to believe that they are the best to take, and for the reasons that
are articulated in the President's budget.

With respect to the urban-rural split, I notice this has been a
bone of contention in the Congress for a long time, and I am not
suggesting that we have the latest word on what that split should
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be. Basically, it is an attempt to differentiate between higher cost
hospitals and lower cost hospitals. But we can certainly work on
that split.

We do have, as Senator Riegle points out, $22 billion in revenve.
This is a recognition, I think, that the combination of revenue in-
creases and cost reductions is the appropriate way to go about
achieving Gramm-Rudman-Hollings targets.

With respect to sources of additional revenue, Senator Riegle, we
could not accept an oil import tax, nor a fee, an overri!l fee on im-
ports. With respect to cigarette and alcohol excise taxes, we do not
at this time have any particular feel that those amounts presently
in law are too low. We have no plans to ask for an increase in
these taxes.

With respect to the telephone excise tax, we have opposed an ex-
tension of the telephone excise tax.

Why do we continue to propose cuts in Medicare and Medicaid?
Well, we have a real problem, and that is that we spend a much
larger proportion of our gross national product on health care than
other developed nations, and, moreover, the rate of increase as a
proportion of gross national product' for health care is much higher
in this country than it is in other developed countries. And it is not
explained in demographics and it is not explained on quality of
care.

As you know, we have a higher infant mortality here than in
other developed countries. We don't seem to have any greater lon-
gevity. So we must be doing something wrong. We must be not con-
trolling our costs as we should.

With respect to our not meeting the Gramm-Rudman targets in
the out years, two things about that, in response to Senator Riegle.
First, partly this is an artifact of our completing the budget a
month early. It takes more work to meet the out year targets than
we had available.

Second, we do not believe the law reads to require us to meet the
out year targets. And bear in mind that the out year target differ-
ences are on the order of $20 billion. So we don't think that that is
an insurmountable task by any means.

Senator Heinz, you have raised the question of the realism of our
economic-could I just go back? On the question of cuts in Medi-
care, I would just emphasize that both Medicare and Medicaid ex-
penditures will go up under the President's budget. Medicare was
at, we estimate, $78 billion, 158 million for 1987, and that rises to
$82 billion, 907 million in fiscal year 1988. So there is a substantial
increase, even under the President's budget.

With respect to Medicaid, there is a slight increase from $26 bil-
lion, 700 million, to $26 billion, 864 million.

With respect to the economic sumptions, if I can find a piece of
paper here right quickly, I would just-let me emphasize, as we all
know, that predictions, projections, forecasts are not so exact that
we are able to nail them very frequently. There are some that have
lower estimates than we have, some that have higher estimates
than we have. Although it is not on exactly the same basis that we
have it in our budget because we are fourth quarter over fourth
quarter where this data is year by year.
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I would point out that the lastest issue of Blue Chip, published
February 10-and I am quoting-indicates that there is an upward
shift in the 1988 forecast in terms of real growth, which is at 3.4
percent, slightly above OMB's projection and are well above what
they call the green logo band.

So I don't think we should make too much of this data, but I
think it is an indication that---

Senator PACKWOOD. What is the green logo band?
Mr. MILLER. Let me read you the definition.
Yellow logo signals, low economic growth between zero and 2.9 percent; red logo

warns that GNP for the year may drop below zero percent growth. Green logo
means the economy is expanding above long-range growth potential of 3 percent. So
it is above the so-called green logo band.

Let me respond to--
Senator HEINZ. Can I just follow up?
Mr. MILLER. Yes.
Senator HEINZ. Your definition of green is expanding abovo the

long-range growth potential. So the green band is above average
growth.

Mr. MILLER. It is not only above average growth, it is above what
they characterize as the long-range potential. I was quoting when I
quoted the phrase "well above the green logo band." I was quoting
from the Blue Chip publication in response to Senator Packwood's
question. I just gave you the definition, their definition of "green,
yellow and red logo bands."

Again on the question of picking Medicare for savings, that is a
substantial portion of the budget. It has been expanding at very
fast rates. Medical costs in this country is expanding at many
times the increase in the Consumer Price Index. And as you know,
we propose not only a cap on Medicaid, but that in subsequent
years the federal government's portion of Medicare expenditures
would be tied to the medical price index, the medical's consumer
price index, which, as you also know, tends to run at a good deal
higher rate than the consumer, ordinary consumer price index-you.

If I could now, Mr. Chairman, go into my prepared statement.
The CHAIRMAN. Yes. Please do.
Mr. MILLER. It is an honor, of course, to have this opportunity to

discuss with you the President's budget. As you know, it proposes a
further reduction in the deficit while maintaining federal support
for the core functions of government. The budget meets tho
Gramm-Rudman-Hollings target, deficit target of $108 billion in
fiscal year 1988, and a reduction of $65 billion in fiscal year 1988,
following a reduction of $48 billion in fiscal year 1987.

And could I just mention? I was pushing some numbers around
last evening. I think we need to bear in mind that outlays have ex-
panded under the President's budget, even under the President's
budget by a good deal, and the amount of expansion in outlays is
understated because there is about a $6 billion increase in offset-
ting receipts under current services. So the expansion, as I indi-
cate, is a good deal more than is indicated.

Of the $842.4 billion in revenues for fiscal year 1987-that is the
President's policy budget-we ought to add about $36.4 billion in
offsetting receipts, that by counting budgeting convention, appear
on the outlay section of the budget is negative outlays, and that
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would give you an idea really of what total revenues are. And that
turns out to be $878 billion.

So spending, which is recorded at a billion, 15 million-excuse
me, a trillion, 15.6 billion, you add the 36.4 billion dollars to that,
you get a trillion, 52 billion, which is a more accurate representa-
tion of total outlays, in dollars greater than the fiscal year 1987
figure. And you get a trillion, $66.3 billion outlay, or spending
figure, which is $14.3 billion over the spending figure that is re-
corded in the President's budget and the point here is to compare-
contrast real spending, in other words, will go up $14.3 billion
under the President's budget rather than the $8.7 billion that
might be derived.

So a point I want to make of all this is that basically under cur-
rent services you have got growth in revenues in the President's
budget will outpace the growth in outlay by about $23.1 billion.

So the deficit reduction package from $173 billion to $108 billion
really is comprised of three component parts. One is the growth
that we will experience-we anticipate experiencing from 1987 to
1988; the revenues outpacing the increase in outlays, and that will
save about $23.1 billion, and then we have the revenue increases,
which are about $22.4 billion. And then we have the outlay reduc-
tions, including the $1.3 billion savings in outlays because of the
lower interest expense with the lower debt to carry.

And so in a sense they are sort of tri-equal parts: Increased
growth; increased revenues, vis-a-vis the current services; and, fi-
nally, decreased outlays.

This budget avoids increasing the nation's tax burden and re-
flects the bipartisan concensus to protect social security. It provides
a 3-percent real increase for Defense above the 1987 appropriated
level, and it reforms or terminates an assortment of programs lead-
ing to savings of $19 billion in fiscal year 1988.

And as a share of gross national product, the deficit decline is
dramatic, from a total of 5.3 percent of gross national product in
fiscal year 1986 to just 2.3 percent in fiscal year 1988.

And, importantly, if these targets are met, it means the deficit
will be more than cut in half in just 2 years, from $221 billion in
fiscal year 1986 to $108 billion in fiscal year 1988.

Now under the President's budget, outlays increase by $9 billion
without taking into consideration the offsetting receipts. And as I
indicated to you, it increases by a good deal more, if you take into
consideration the offsetting receipts.

Now the President's budget does contain deficit savings of $42.4
billion. Programmatic reforms account for only $18.7 billion of
these savings. And as I indicated, the rest comes from increased
revenue or reduced interest expense.

Now critics have latched onto the revenue figure as evidence the
President has broken his promise not to raise taxes. They say the
only question for fiscal year 1988 is just how big a tax increase
there is going to be, not for whether there will be one.

Now the argument appears to be based, to me, on an unusual
definition of taxes, anything that raises government revenue. But
this is not the way we view a tax or how or where tax should be
appropriately defined.
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First, the budget distinguishes between increased receipts, which
total $6.1 billion, and increases in offsetting collections, which total
$16.3 billion. Offset in collections are payments of a business type
or marked oriented nature, and about $13 billion of the total stems
from the sales of government assets. No one should confuse an
asset sale, whether a government loan or a railroad, with a tax.

Certainly the purchasers won't. They expect to receive something
of value they might later resell if appropriate.

Furthermore, there is no element of compulsion in these transac-
tions as there is with a tax. You don't have to purchase a govern-
ment asset if you don't want to.

Another distinction is that an asset sale pares down the size of
government. And since many of our privatization efforts are accom-
panied by an end to wasteful subsidies, and the long-run spending
goes down as well. Asset sales are one-shot revenue increases,
whereas, tax increases are designed to increase the revenue stream
permanently.

The remaining $3.2 billion in offsetting collections comes from
user fees which also, in my judgment, clearly are not taxes, al-
though they do constitute a permanent increase in the rev(
stream. A user fee is a direct charge for a specific benefit recei.. 1.
Like an asset sale but unlike a tax, a user fee does not involve com-
pulsion. One characteristic of user fees is that they reveal how
much government programs are really worth to direct recipients in
a most direct and meaningful way possible. And one of the strong-
est arguments that a government program is worthwhile occurs
when the user fee covers cost. The reverse is also true, and that is
one reason that beneficiaries, some beneficiaries, oppose user fees.

And, finally, the budget incorporates increased receipts of $6.1
billion. Now do these revenues constitute a broken promise that
the President will not raise taxes? Not at all.

First of all, more than a third of the extra receipts, $2.4 billion,
is due to tighter enforcement of existing tax laws; more money to
the IRS for processing-for enforcing the tax laws.

Collecting more of taxes already owed the government is not a
tax increase. Several of the reforms giving rise to increased re-
ceipts are very much like user charges, but by convention show up
in the receipts portion of the government's ledger. It has long been
accepted that the federal excise tax on gasoline and diesel fuel and
other highway excise taxes are, in essence, a user fee on the con-
sumption of federally-supported highways. Indeed, the monies col-
lected are deposited in a trust fund explicitly for that purpose.

The budget proposes to repeal the partial exemption from excise
taxes on gasoline and diesel fuel produced from gasohol and certain
alcohol fuels, and repeal the exemptions from these and other high-
way excise levies provided to private bus operators.

The budget also proposes to end the present free ride afforded
state and local governments who now pay no tax, but like every
other user, derive benefits from using federally-assisted roadways.

The repeal of these exemptions increases receipts to the Highway
Trust Fund by $800 million.

The vast majority of employees of state and local governments
from Medicare coverage under existing laws and regulations. And
rather than propose excluding those few from not paying for Medi-
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care, excluding those few who do not pay Medicare, an initiative
that I have no doubt would generate serious opposition, we propose
that existing employees, like new employees under current law,
make appropriate payments to Medicaid. The increased receipts,
we c ;timate, would be on the order of $1.6 billion.

Now, likewise, many workers whose current job is not covered
under Social Security would be eligible for benefits because their
spouse's earning record or short periods of work in covered employ-
ment. The proposed extension of Social Security coverage to the in-
active duty earnings of armed forces Reservists, certain students,
and agricultural workers children ages 18 to 21 employed by their
parents, and spouses employed by the other spouse increases re-
ceipts by $.3 billion.

We also propose that employers pay the Social Security payroll
tax on total cash tips rather than reduce the benefits provided to
such employees.

Under current law, employers generally pay the Social Security
payroll tax on the amount of tips considered to be wages under the
Federal Minimum Wage Law, even though the tax liability of their
employees is based on the total amount of cash tips.

Benefits also are based on the total amount of cash tips. This
proposal would eliminate the cross subsidy from other employers,
and would increase receipts by $.2 billion.

Two trust funds, those paying victims of black lung disease and
rail industry pensions, presently are not sound in an actuarial
sense. Therefore, the administration proposes to increase the user
charge contribution by a half billion dollars. Similarly, to insure
sound financing of the railroad unemployment benefits, the rail-
road sickness and unemployment insurance fund is deeply in debt
to the financially ailing rail pension fund. The budget renews the
administration's proposal to extend Federal-State unemployment
insurance program to the rail industry. This increases receipts by
one-tenth of a billion dollars.

Many of the remaining issues, which increase receipts by two-
tenths of a billion dollars, can be explained by similar logic. These
include technical corrections, et cetera, and I will not dwell on
these.

So now you be the judge. Do these revenues constitute a tax in-
crease? The answer, I submit, is a definite no.

Now let's address now the health care reforms in the budget.
As a nation, we simply cannot afford health costs that rise at

four times the rate of the general inflation. Americans spent $425
billion on health care in fiscal year 1985; 10.7 percent of our gross
national product. Per capita, we spend more on health care than
any other nation on earth: 28 percent more than in Canada; 52 per-
cent more than in West Germany; and 100 percent more than in
Japan. We must find ways to find high quality health care at
prices we can afford.

As you all know, federal spending on health care is growing far
more rapidly than inflation and the aging of our population com-
bined. Approximately 52 million of the Nation's poor, elderly and
disabled will have their health care needs met through these pro-
grams in fiscal year 1988, an increase of five million, or 11 percent
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above the fiscal year 1980 levels. These programs are expected to
aid approximately one in every five Americans in fiscal year 1988.

In contrast, over the same fiscal year 1980 to 1988 period, Medi-
care and Medicaid increased spending by 117 percent, more than
double. In the first half of the 1980's, Medicare expenditures in-
creased an average of 12.4 percent a year. Only Defense spending,
11.9 percent, and interest costs, 15 percent, grew at comparable
rates.

Again, I want to emphasize that Medicare grew at about the
same rate as did Defense spending and also interest expense. Even
with the recent success in restraining health care inflation, under
current law, Medicare outlays are projected to escalate by 10 'per-
cent annually through fiscal year 1992, more than twice the pro-
jected average Consumer Price Index, the rate of growth and the
numbers of beneficiaries combined.

So the rate of growth and medical care expenses is estimated to
be twice the sum of a Consumer Price Index, and the growth and
the numbers, rate of growth and the numbers of beneficiaries.

'rhe President's budget proposes to slow this rate of growth to 8
percent a year, a rate faster than last year's growth, through pro-
posals designed to contain cost and to increase the efficiency of
health care delivery. Even so, under this budget, Medicare spend-
ing will be $104 billion by fiscal year 1992, more than two and one-
half times the amount spent in fiscal year 1981.

I realize that before this committee calls have been made for cut-
ting Medicare, and there have been cuts of Medicare from current
services, but bear in mind that there has been a tremendous in-
crease in total Medicare spending over the period the President has
been in office.

Medicare and Medicaid spending will continue to grow as a share
of the President's budget from 9.2 percent in fiscal year 1981, to 11
percent in fiscal year 1986, and to 13 percent in fiscal year 1992.

Excluding interest costs and spending on Social Security and De-
fense, under this budget, Medicare's proportion of the federal
budget will double, from 12.4 percent in fiscal year 1981 to 25.4 per-
cent in fiscal year 1992. As a proportion of that part of the budget,
excluding Social Security and Defense, it will more than double.

The CHAIRMAN. And did you say interest charges?
Mr. MILLER. And interest charges. Yes, sir. Spending on Social

Security and Defense and interest charges, yes, sir.
Our proposals can only be said to provide cuts from what I be-

lieve to be an unreasonable level characterized by runaway growth.
As you know, through various reforms, the administration and

Congress have been successful in controlling hospital expenditures,
which grew by only 2 percent between fiscal year 1985 and fiscal
year 1986, after almost doubling between fiscal year 1980 and fiscal
year 1985.

Hospitals responded to the implementation of the prospective
payment system by becoming more economical and providing care
for their patients. At the same time, hospitals posted profits, and
according to the Commission on Professional and Hospital Activi-
ties, high quality medical care has been maintained.
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Specifically, this Commission found that the PPS did not change
the quality of care delivered to either Medicare or non-Medicare
patients.

The administration's goals remain very much the same as in
fiscal year 1981. The administration intends to promote competi-
tion, capitation, and other reforms that rely on private markets to
stimulate health care service efficiency and enhance the quality of
care.

As part of this effort, we plan to increase the choices for benefici-
aries and providers alike.

We want to build on our modest success in restraining hospital
payments. We want to begin changing the inflationary incentives
of physician payments, and we want to insure the quality of care.

For example, we are proposing to expand opportunities for Medi-
care beneficiaries to enroll in a wider range of private health bene-
fits organizations.

We want to establish a series of demonstration projects to ex-
plore ways that Medicare can benefit from innovative private
sector arrangements. These projects will create negotiated provider
agreements for physician services delivered outside the hospital. By
standing by our goal to change the inflationary incentives of open
ended cost reimbursement of hospital capital, we will phase capital
into the PPS system, into the rates over the next 10 years.

As specified by Congress, our phase in will remain budget neu-
tral to the congressionally set levels for fiscal year 1988 and fiscal
yea! 1989. I believe that was in the reconciliation of last year.

We propose to restore the authority of' the Secretary of Health
and Human Services to update payments under which perspective
payment system these rates are set.

As you know, this authority was suspended for fiscal year 1988
by the Fiscal Year 1987 Reconciliation Act.

Under our proposal, using the most current information avail-
able, PPS update would be set in an amount necessary for the effi-
cient and effective delivery of medically appropriate high quality
care. For planning purposes, as you know, it was a 2.5 percent
place hold in the fiscal year 1988 budget.

The President's budget also included a proposal to increase mod-
estly payments made by current Medicare beneficiaries. Specifical-
ly, we would index fbr inflation the present $75.00 deductible a
beneficiary pays before Medicare coverage for physician services
begins. Our proposed increase to $77, a $2 increase, for fiscal year
1988 is clearly warranted. As you know, it remains at closing in its
fiscal year 1982 level, which, in real terms, is less than half the de-
ductible in place 20 years ago.

Beneficiary income, Social Security, already is inflation-indexed,
and it is proper, we believe, for Medicare deductible to be inflation-
indexed as well.

We also propose to increase the supplementary medical insur-
ance premium for new enrollees only. Current enrollees would con-
tinue to pay 25 percent of cost, even though when SMI began, the
premium coverage was 50 percent of cost. We propose that a new
enrollee pay 35 percent of the cost. We believe that new enrollees
can easily afford the modest increase in premiums.
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Many realize a higher standard of living, once retired, and Social
Security benefits for new enrollees are higher than ever.

As indicated earlier, we also propose that coverage of Medicare
be extended to current as well as new state and local employees.

As mentioned earlier, under current law, many state and local
employees become eligible for Medicare on the basis of spouse par-
ticipation or short work periods, even though they have not con-
tributed their fair share to the Hospital Insurance Trust Fund. Our
proposal also insvre Medicare coverage to state and local employ-
ees who now have no opportunity to enroll.

Controlling physician costs has proven to be one of our most dif-
ficult challenges. Despite the vigorous efforts of Congress and the
administration, Federal expenditures for physicians grew by 15.7
percent annually between fiscal year 1980 and fiscal year 1985.
Again, under Medicare, physician expenditures increased at an
annual rate of 15.7 percent.

During the fiscal year 1986 congressional freeze on physician
charges, spending on physician services grew 8.5 percent, while the
number of beneficiaries grew by only 2 percent, and hospital ad-
missions actuall, declined by 2 percent.

Absent any fundamental reform of physician payment rules,
spending for physicians is projected to grow 12.5 percent annually
in fiscal year 1987 and beyond.

The fee for service reimbursement system used to pay physicians
so far has been immune from the government's best efforts to con-
trol costs. Numerous privately and privately funded studies have
shown that from the standpoint of Medicare, fee for service reim-
bursement is inherently inflationary, rewards the minority of phy-
sicians who provide medically unnecessary services, and thereby
penalized the majority of doctors whose primary interest is patient
care.

We propose to reform Medicare's payment mechanism for radi-
ologists, anesthesiologist and pathologists by having Medicare pay
the average area price for hospital-based physician services. The
area price would be determined by using actual physician billing
information and calculating the average amount paid for each phy-
sician's service. By paying an average price for each physician-
practice area, variations in costs reflecting different patterns of
medical practice will be retained.

Now our proposal would encourage hospital-based doctors to
make a bias-free decision whether to return to the traditional rela-
tionships that existed prior to the imposition of Medicare rules. So
RAP's physicians, before the imposition of Medicare rules, a vast
majority, worked for hospitals. Before creation of the split, most
hospital-based physicians were billed through the hospital or were
on salary rather than bill on a fee for service basis.

The administration's proposal does not change current Medicare
assignment rules. All physicians, including RAP's, will continue to
be able to bill beneficiaries above Medicare's reasonable charges.
Doctor-patient relationships will not be altered. Hospital-based doc-
tors will continue to provide their services directly to patients or in
conjunction with other doctors.
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Quality of care will not be affected. I cannot believe a doctor on
salary performs hisr or her work less diligently than he or she
would if reimbursed on a fee for service basis.

Medicaid has grown at an annual rate of 10 percent since 1980.
We have two strategies to slow the rate of increase in federal and
state Medicaid expenditures.

The two proposals consistent with prior budgets are to reduce
federal expenditures by reducing federal assistance to states from
Medicaid, to through the cap. We've discussed and reduced the 50
percent special matches for administrative expenditures. A new
feature in this year's budget, one that holds much promise, would
provide to the states financial incentives to place Medicaid recipi-
ents in capitation. States would receive an enriched federal match-
ing rate for the first three years of each new capitation project. In
return, the state would systematically reduce its Medicaid expendi-
tures over the three years to 95 percent of what it would have
spent under fee for service.,

The CHAIRMAN. Mr. Director.
Mr. MILLER. Yes, sir.
The CHAIRMAN. Your testimony is extensive and detailed, and,

frankly, very valuable.
Mr. MILLER. Yes, sir.
The CHAIRMAN. 3ut we have a problem with time limitations

where a number of questions come to mind as you present this tes-
timony and as we try to read through it. And I would urge you to
try to summarize.

Mr. MILLER. Well, Mr. Chairman, as you can see, I touch on the
remainder of the Medicare-Medicaid proposals. W, talk about some
of our reforms under welfare, allowing the AFDC families to re-
ceive funds so that they can, rather than just using these funds
for-the job funds for employment during the summer, they can
use funds for employment year round for AFDC families.

We do eliminate WIN, but we throw it into a new program with
an acronym GROW. And I go into some detail about how these var-
ious programs will work.

I apologize for the length of my testimony, but, Mr. Chairman,
there has been some, I think, lack of appreciation about the specif-
ics, the details of the President's budget, and are focused unduly on
some of the overall aggregate cost figures, and sometimes on specif-
ic programmatic figures, which might cast some doubt on the integ-
rity of the President's budget. And it is one which I do believe is
very vital, is very thought out and cohesive.

I also at the end mentioned some of the President's competitive
initiatives. We will be sending up the legislation tomorrow with the
details. I know that a lot of the details are of interest to this com-
mittee and Jim Baker, in particular, and I, look forward to work-
ing with you on this.

I just left the leadership breakfast this morning where there was
frank and candid discussion about this package, and an agreement
that we will all work together to try to fashion a package that will
make us proud, and we will continue the economic expansion we
have been experiencing over these past several years.

I will stop there, Mr. Chairman.
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The CHAIRMAN. Mr. Director, the detail of your testimony is
going to be, I think, very helpful to us and I am appreciative of
that.

But one of the things that it brings to mind, as I think of the
catastrophic coverage, for which I have been interested in, and
others of this committee, for a long time, advocating that kind of
improvement. I understand the administration's proposal will be
coming up to the Hill.

Mr. MILLER. We anticipate its coming up tomorrow.
The CHAIRMAN. Tomorrow. Good.
One of the things that concerns me is your very comment about

the increase in the cost of Medicare and health care cost, and they
are accelerating beyond the CPI. So as you look to the premium,
and as Dr. Bowen was testifying, we are talking about a premium,
of around $5.00, you looked to future years and you get a concern
as to what happens to that with what you have just told me in the
growth and the cost of medical care.

Do you anticipate that that premium is going to be indexed? If
so, is it going to be to medical costs or what will it be related to?

Mr. MILLER. We recognize that it would increase over time. If I
am not mistaken, the legislation calls for it to be, the premium to
be rated on experience and estimates of cost increases. And so
there would be some indexation. We believe that the $4.92 or the
$59 a year figure is appropriate, based on what the actuaries at
HHS have computed.

The CHAIRMAN. My concern is if it is going up faster than the
CPI, and you could have Social Security checks that would in no
way match the increase in that premium. And I was trying to de-
termine how you would relate the two and how you compensate for
the two.

Mr. MILLER. Well, I think that without question your point is
well taken. If in fact that the increase in the CPI, which drives the
increase, as you know, for Social Security is a good deal less than
the medical CPI, then it is likely that the increase, percent in-
crease in the premium, that portion that is put in Part B for cata-
strophic, would outpace the increase in Social Security.

The CHAIRMAN. Another question concerns me is on the child
welfare services program, one that we had focused on, children
that had been abandoned or neglected but that might otherwise
need some protection. And a particular objective in recent years is
getting those children out of inappropriate foster care and into per-
manent homes.

Fifteen years ago that was authorized, the program was. It was
raised to $266 million. It has never been funded at that level. And
despite the budgetary constraints, Congress has been able to pro-
vide some modest increases in this program.

In this year's budget, the President is proposing to cut the cur-
rent fiscal year funding for this program about 10 percent, and
then to merge its funding for future years into a conglomeration of
programs serving not only children but other routes, such as the
aged and the disabled.

Now is this proposal simply a budget cut or is it based on the
Administration s analysis of the importance and effectiveness of
the child welfare services program? I have such a long interest in



25

this, frankly, and it concerns me. These kids don't vote. And I
think an investment in these children is one of the best things we
can do for the future of our country.

Mr. MILLER. Well, I don't contest that. The FY88 level for child
welfare services is not ra budget cut, but an attempt to increase pro-
gram flexibility. It is based on an analysis of the programs. I mean,
one of the jobs of a controller or an OMB finance officer of the
state or any other government it seems to me is to analyze pro-
grams periodically and find out ways in which they can deliver the
same services for lower costs.

You have got your budget person, examiner, and they are going
to Find opportunities for, again, achieving the same benefits-they
have measured it; it is the best judgment they have-at lower
costs.

Institutionally, that is a major job we have. And so these changes
in many of these very sensitive programs reflect our assessment
that the same benefits could be delivered at lower costs.

The CHAIRMAN. Well, I hope that is right.
The other one I get concerned about is the difference between

OMB and CBO, the disagreement as to the aggregate tax revenues
that the economy will produce in fiscal year 1988. It is about a $9
billion difference in the two projections. That is a lot of money. It
is more than the entire tax increase proposed by the President in
the budget.

What I am wondering about is the extent to which the adminis-
tration can assure us that those revenues are going to actually flow
into this Treasury. We have had some rosy projections over the last
several years, and you understand why I begin to question them.

Mr. MILLER. Well, yes, sir. We believe that the estimates we have
are well grounded. We would be glad to defend them in detail. CBO
differs with us on some areas. The one most nagging difficult area
for me is that they assumed that we will pay advanced efficiency
payments in agriculture. It is not a question of whether farmers
will be paid, but when and in what installments. Whereas, we have
complete discretion not to do that, under existing law, and have
said that we would not. But, nevertheless, CBO counts $4.5 billion,
I think it is, as in the base line for fiscal year 1987.

There are some technical differences. The difference between
OMB and CBO in the total reflect about $10 billion or more is re-
flected in the differences in our assumptions about the growth
rates. We assume 3.2 percent fourth quarter over fourth quarter
for calendar year 1987, and they assume 3.0 percent for fiscal year
1980-excuse me, calendar year 1988. We assume 3.7 percent and
CBO assumes 2.9 percent.

Those differences, and the accompanying differences in rates of
inflation, unemployment, et cetera, lead to about a 10 to 12 billion
dollar difference in our base line. We are hopeful that we can come
to some better agreement, a closer agreement on those numbers.

Could I just mention, Mr. Chairman, before you move on that
even though we anticipate getting this package to you tomorrow on
catastrophic, the drafting is not final, and there are at least consid-
erations being given to some kind of hold harmless provision that
would say that the increase in the premium would not exceed, say,
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the rate of increase in Social Security. But I will have to give you
that information tomorrow.

The CHAIRMAN. And you are addressing the very question.
Mr. MILLER. Your earlier question.
The CHAIRMAN. Yes. All right.
We have had quite a number of Senators here who have been

quite interested in your testimony but have had other commit-
ments. And I note the early bird list of those that are remaining.
Senators Rockefeller, Danforth, and Wallop. Senator Rockefeller,
please proceed.

Senator ROCKEFELLER. Thank you, Mr. Chairman.
Mr. Director, you mentioned earlier the increase in the total

amount being spent on Medicaid and Medicare, and then you re-
ferred to the fact that other countries in Europe were spending
much less than we were with respect to those, which, in a sense,
seem to case a judgment as to how we should determine our-in
some sense how we should determine our national policy.

Did you also mean that there are more older people that we are
spending more per capita than we were in previous years or simply
more in bulk?

Mr. MILLER. Well, we have the figures cut in many different
ways. The numbers that I was giving you on Medicare and Medic-
aid expenditures are in bulk as proportionate, and the measure
that I was using in contrasting the U.S.A. and other developed
countries was a proportion of gross national product. Many coun-
tries have lower disposable income per capita of gross national
product per capita. And so it would magnify the difference between
the absolute expenditures per person in the US and these foreign
governments.

I did not necessarily mean that we ought to set as our goal the
average of other developed countries, industrial countries, but I
think when the disparities are so significant, I think it raises a
question of what are-it suggests that we are doing something
wrong, when the evidence on longevity, on infant mortality and
other indices of health appear to be no higher for us in the United
States. I think it is something we have to come to grips with.

Senator ROCKEFELLER. In the cuts that are made overall within
the President's budget, $6 billion come out of education, approxi-
mately, and one-third of the cuts come out of programs which
affect low income Americans, or, in fact, the nation's poor, where-
as, that expenditure reflects, in fact, only about one-ninth of the
total federal budget.

Is there a lesson or an irony or a philosophy in that?
Mr. MILLER. Senator, what we have done in education has been

an approach that is controversial I know, and I think in many
cases not thoroughly understood. But let me say, first, I am a
person that believes a lot in education. And I know you are too.
The Senator and I share having our daughters at the same school.

Senator ROCKEFELLER. Which means we can both afford to pay it.
[Laughter.]

Mr. MILLER. Speak for yourself, Senator. [Laughter.]
But let me say, the savings that we have in the education area

are all net. There are some programs that are expanded and some
that are reduced in scope. The main criticism has been in the area
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of secondary school education, the amount of funding there, in fact,
is $2.4 billion that we are suggesting saving.

Now, in our experience and our way of thinking, the real prob-
lem with children not being able to go to college is that they
cannot use their own human capital as collateral. Economists,
social scientists, not that he would necessarily agree with me, but
I'm sorry that Senator Moynihan is not here. He has a wonderful
piece in the latest issue of Public Interest. I don't agree in all di-
mensions, but it is a great piece.

But people have identified that you just simply cannot use your
own human capital. And just as an anecdote, I mean, when I was a
kid beginning college, I went into my local bank and said to the
president of the bank-got in to see him-I would like to borrow
some money to go to college. And I told him why. And he said,
well, Jimmie, I know you are a fine boy. You sacked groceries
down at the grocery store, and all of that, and I know your family
for a long time. But, you see, we can't lend you any money, you
see. You don't have any collateral.

Now it is appropriate for the government, I think, to step in, be
the institution that provides that kind of collateral, but not neces-
sarily come in and finance directly the education for the child.

And so what we are proposing to do is to move from direct grants
to guaranteed loans; also to expand some of the income to contin-
gent loan programs. People will say, well, people who borrow
money to go to school, when they come out they are burdened.
They can't pay it back. And they would discriminate against low
paying jobs that may be very useful socially, like school teachers
and so forth.

Well, under this program, they can have a longer time to pay the
money back. But the investment in education is a very useful one. I
mean, it is one that the private rate of return is very high.

And so I think it does make sense for the person who chooses to
go on to college, who reaps the substantial rewards in later life be-
cause of the higher income and better knowledge, and so forth, to
be the one to pay it back rather than to burden the general taxpay-
er, who might not have children or who may have sent their own
children through school or maybe choose a different kind of school-
in for their children.

Senator ROCKEFELLER. Is there a philosophical difference in
terms of national public policy if the general taxpayer is excused
from that what I understand the President to see as a fundamental
national commitment, in fact, perhaps the most fundamental na-
tional commitment in terms of competitiveness? Are there people
to be excused from that responsibility if it is national policy?

Mr. MILLER. We do. I mean, we continue the pell grant program
and other special grant programs at a smaller scale and identifying
specially low income people for that kind of support. There are
other aspects of the President's competitiveness training program.
Of course, you know we have a $1,980,000,000 proposal for training
and education of people who are out of work who need to change
their jobs, to acquire new job skills.

Senator ROCKEFELLER. Thank you, Mr. Chairman.
The CHAIRMAN. Thank you very much. Senator Danforth.
Senator DANFORTH. Thank you, Mr. Chairman.
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Mr. Miller, according to the Congressional Budget Office, in
order to reach the Gramm-Rudman target we would have to reduce
the base line, the present spending levels, by $61 billion. But ac-
cording to OMB, we would have to reduce it, I think, by $42 billion.
Is that right?

Mr. MILLER. Yes, sir. I speak to the $42 billion.
Senator DANFORTH. Yes.
So I guess the first thing we are going to do, and I happen to be

on the Budget Committee, along with some other members of this
committee, is to decide what baseline we are going to use. My guess
is that we will probably use CBO. I think we usually use CBO,
don't we?

Mr. MILLER. Well, I think, according to Gramm-Rudynan-Hol-
lings, the Budget Act, that is the baseline you would have to use.

Senator DANFORTH. So we have to use it?
Mr. MILLER. Right.
Senator DANFORTH. All right.
So you start with $169 billion, and we have to then reduce that

by $61 billion to get to the Gramm-Rudman-Hollings number. Now,
there was an article in the morning paper indicating that some
members of the House, including I think one Republican, thought
that it is just not realistic to get to Gramm-Rudman-Hollings. Do
you think that, given the fact that we are starting with a $169 bil-
ion baseline, going to $108 billion, it is unrealistic? Do you think

we should give up on Gramm-Rudman-Hollings?
Mr. MILLER. No, sir. I think you can move to 108. We have a dif-

ference of opinion, as you pointed out, on the baseline. We believe
a $42 billion deficit reduction package would get us down to the
108. We are satisfied with that.

I understand you have a technical problem, that according to
Gramm-Rudman-Hollings, you are bound by the CBO figures.

Senator DANFORTH. We have got to come up with $61 billion. Do
you think we should forget it?

Mr. MILLER. No. I think you should try.
Senator DANFORTH. You think we should try to get it?
Mr. MILLER. Yes.
Senator DANFORTH. All right.
Now I want you to explain where I am wrong in my reasoning.

We have to come up with $61 billion and a tax increase is off
limits. Right?

Mr. MILLER. Yes.
Senator DANFORTH. The President would veto it if we passed it

and I don't see anybody clamoring for a tax increase around here.
So we move over to the spending side. And we have to pay interest
on the national debt. Right?

Mr. MILLER. Oh, yes.
Senator DANFORTH. That is right off the top. So that is--
Mr. MILLER. 139.
Senator DANFORTH. That is about 13 percent of the budget?
Mr. MILLER. Yes, sir.
Senator DANFORTH. So that is off limits. Right?
Mr. MILLER. Uh huh.
Senator DANFORTH. So then Social Security is about 20 percent?
Mr. MILLER. 217.
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Senator DANFORTH. So that is about 20 percent of the budget, I
think.

Mr. MILLER. Yes.
Senator DANFORTH. That is off limits. Correct?
Mr. MILLER. Yes.
Senator DANFORTH. So there we are up to 33 percent of the

budget, which is the spending side, which is off limits. With respect
to national defense, the President has asked for a 3 percent in-
crease. Certainly the President wouldn't want us to go below the
present real spending on Defense. Let's suppose for the third
straight year we were to freeze Defense, but that we didn't want to
go below it, so we took real cuts in defenses off the table. That is 27
percent of spending?

Mr. MILLER. Well I think it is 286 in VA. About that.
Senator DANFORTH. I think it is 27 percent. So now we are up to

61 percent of federal spending that is off the table. I am told that
about 8 or 9 percent of federal spending is contractually obligated
-that is, we have committed ourselves to spend the money. I guess
we can renege on our contractual obligations, but we really
shouldn't. If we are contracturally obligated, we should commit
ourselves to meet those obligations, don't you think?

Mr. MILLER. Well, it all depends. If it is something we should get,
out of, we should get out of it. But I grant your point.

Senator DANFORTH. A breach of a contract?
Mr. MILLER. Well, it surely could be done.
Senator DANFORTH. It probably could. If you think we should

breach, if that is the position of the Administration, that we should
breach contracts, I would like to get a list of those contracts we
should breach.

Mr. MILLER. Oh, we breach them from time to time, depending
on the performance.

Senator DANFORTH. Well, I am told that around something like 9
percent of the total budget, 8 or 9 percent of the total budget is
contractually committed.

Mr. MILLER. Subject to check. I take your point.
Senator DANFORTH. So we are up to about 70 percent, 68, 69 per-

cent-call it 69 percent-of the spending side--
Mr. MILLER. Uh huh.
Senator DANFORTH [continuing]. Where we are not 6oing to make

any cuts. Right?
Mr. MILLER. Right.
Senator DANFORTH. Now, if we get to Gramm-Rudman, this

means that we are going to have to cut the remaining 31 percent of
the budget by a grand total of $61 billion, which would mean, I am
told, an average of 18 percent. How are we going to do that? That
is my simple question.

Mr. MILLER. Well, first of all, on the $42 billion deficit reduction,
you are talking about 61 billion; we are talking about 42 billion. Of
the $42 billion deficit reduction package in the President's
budget--

Senator DANFORTH. $61 billion is the number we have to work
with.

Mr. MILLER. Well, I have to tell you.
Senator DANFORTH. It is the law.



30

Mr. MILLER. I have to tell you, of the $42 billion deficit reduction,
22 billion of that is revenue. Only $19 billion is cuts. And that cut
is coming out of a base of $416 billion, which are all the entitle-
ment programs, health, all the non-health entitlement programs,
all the discretionary programs, not including, as you take off inter-
est, Social Security, Defense. Everything else, about $416 billion. As
you said, approximately $90 billion is contracted. I will accept that
for purposes of argument. So what you are dping is getting $19 bil-
lion out of that $416 billion. And that is, first, less than 2 percent
of the total trillion dollar budget and it is about 4 and a half per-
cent--

Senator DANFORTH. How much do you have in revenues?
Mr. MILLER. $22 billion.
Senator DANFORTH. All right.
But it is $61 billion then less 22. So that would be 39. Right?
Mr. MILLER. Right.
Senator DANFORTH. So now you have got it down to a $39 billion

problem out of about $400 billion. Right?
Mr. MILLER. Right.
Senator DANFORTH. About a 10-percent cut.
Mr. MILLER. Well, first of all, you said $61 billion out of $318 bil-

lion base. That is using your numbers, and that is about 19 per-
cent.

Now, since we have already got $22 billion in revenue in the
President's budget, you subtract that from 61, you get $39 billion.
So $39 billion divided by 318 is about a 12-percent reduction.

Now, I didn't say that all of the additional meeting of the
Gramm-Rudman-Ho lings target had to come out of outlay reduc-
tions. I think there would be some possibilities under those circum-
stances of finding some additional revenue that we could agree
upon. I don't want to volunteer it right now. I mean, if somebody
asked me to do it, I don't have that in my hip pocket. It is some-
thing I think we might discuss.

I certainly would disagree with your assumption that we freeze
Defense. As you know, Senator, the Defense budget authority has
come down two successive years in real terms. In fact, under the
President's budget, it will be 2 years before we get back to the peak
of what it was in fiscal year 1985.

But it is not an easy task, but it is not an insurmountable task it
seems to me.

Senator DANFORTH. Well, let me just make an assertion, Mr.
Chairman, and then that is the end of it.

If we adopt the CBO baseline numbers, if we do no worse than
freeze Defense, if we rule Social Security off limits, and if we pay
interest on the national debt, I would submit that as a political
matter anything is possible mathematically. As a political matter,
it will be very difficult to reach the Gramm-Rudman-Hollings
target. Do you disagree?

Mr. MILLER. Yes, sir, I do.
We had the same situation last year. I came in and it was a $144

billion target, and we had a deficit estimate of $220 billion, and we
had a $20 sequester, which brought it down to 208. And then we
had $5 billion reduction of rescissions and deferrals, which brought
it down to 203, as I recollect. And then it escalated back up to 221.
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Now, actually the difference between 203 and 221, you know, the
$18 or $19 billion difference there, when you are talking about $1
trillion roughly in outlays and revenue, it is not that big a margin
there. It is about less than 2 percent.

And there are some reasons why it escalated back up. But the
argument was it is impossible to get down to 144. Well, as you
know, we didn't get down to 144. We got down, for purposes of
Gramm-Rudman-Hollings, to estimating it at the beginning of the
fiscal year, or the end of the old fiscal year, at coming in below 154,
the 154 target, which most people look at really as the target, be-
cause it is only when you go over the $10 billion margin of error
that you get the sequester.

And so by the time then under the--
Senator DANFORTH. The margin of error has become the target.
Mr. MILLER. The margin of error becomes the target. Then under

the Gradison baseline rules, the way we had to estimate, we esti-
mated below 154, when if we were free of those shackles, would
have estimated about 164. So we are looking at the $173 billion es-
timate now that is predicated on a deterioration of about $10 bil-
lion from the estimate that we made last October.

Senator DANFORTH. Mr. Chairman, thank you for your forebear-
ance.

The CHAIRMAN. That is an interesting exchange.
Mr. MILLER. Could I just mention, Mr. Chairman, that I think

the thing to bear in mind here is to continue on this discipline. I
mean, if we give up on the $108 billion target, we don't have the
discipline.

I mean, if I had to bet right now, I am not going to bet that we
would have a $108 billion estimate this time next year for the
fiscal year 1988. But I do know it would probably be somewhat
higher. But I do feel strongly that if we give up on the $108 billion
target, the number that I would estimate a year from now would
be much higher than the number that I will estimate if we stick
with it.

Senator DANFORTH. Let me just say that I hasten to agree with
that comment, Mr. Miller. I think we have to stick with it, too.

The CHAIRMAN. Senator Wallop.
Senator WALLOP. Thank you, Mr. Chairman.
It might be a buck or two less than the completed contract. I

don't know.
The CHAIRMAN. Now, let's-that could take the rest of the morn-

ing.
Senator WALLOP. Director Miller, I would just like to comment

on an earlier response you gave to Senator Durenberger, that the
PPS system is not damaging rural hospitals. And you said there
are some high-cost hospitals and some low-cost hospitals. But there
are some states, like mine, which are so sparsely populated that
necessarily we are either going to have hospital care or we are not
going to have hospital care. We will have to go to Colorado or Mon-
tana or Utah for hospital care. So it is necessary for us to accom-
modate the reality of America, not the statistics of America.

Mr. MILLER. Well, statistics, if they are measured accurately, do
reflect the reality.



32

Senator WALLOP. They don't when you try to put one blanket
across this country and have everybody fit underneath it. There is
grass under there; we are getting cold. I mean, it is just not possi-
ble for some rural hospitals in a state sparsely populated, as like
Wyoming, to come in under a statistical balance that suits the rest
of America, because we don't have population centers that can
reduce the overall cost of delivery care on a statistical basis. It is
not within our reach with a population of 480,000 people.

I hope that we can find some means to adjust the formula to that
kind of reality or we won't have hospital care in a state which
doesn't have transportation. It would be an incredible burden to
our people.

Mr. MILLER. Senator, I think that the first thing you focus on is
overall. Hospitals are not hurting. I mean, hospitals do very well.

Senator WALLOP. I understand that.
Mr. MILLER. Now, the question then is how do you control these

costs and distinguish among various categories?
Senator WALLOP. Thats my question.
Mr. MILLER. I am certainly open to trying to find things to--
Senator WALLOP. That's why I asked the question. As long as we

can realize that-we probably have a couple of hospitals in Wyo-
ming that are not hurt. We have a bunch that are.

Mr. MILLER. Right.
Senator WALLOP. And it is just going to be beyond their reach

just simply because they don't serve a large enough population to
be able to deliver any kind of health care but emergency, based on
current reimbursement trends.

Secretary Bowen's catastrophic health insurance initiative is
argued to being budget neutral. So the first question is, is it your
opinion that this proposal would have no budget impact?

Mr. MILLER. Yes.
Senator WALLOP. If it is neutral, does this include the possibility

of coverage of all catastrophic medical needs?
Mr. MILLER. No; well, what it does very precisely is cover only

extended-excuse me, only a catastrophic event, a kind of a one-
time event. It does not cover nursing homes.

Senator WALLOP. Does it cover liver transplants?
Mr. MILLER. I would presume so for a person that is eligible for

Medicare. Again, not the younger population. Although there are
some people that are young that qualify for Medicare, but they are
very small in proportion.

Senator WALLOP, I don't foresee any possibility whatsoever that
Secretary Bowens' Catastrophic Health Insurance Initiative would
be budget neutral. However well intended people may be, I just
cannot imagine projecting the kind of medical demands that people
make when medical aid is available on that kind of basis.

Mr. MILLER. Well, again, the actuaries on the basis of the eligibil-
ity pool, under Dr. Bowen's plan, the Administration's plan, the ac-
tuaries estimate that it would be budget neutral from the stand-
point that the premiums, the $4.92 a month, would cover all the
outlays under this program.

Senator WALLOP. Well, without pending to cause him exactly
that much, let me suggest what I understood Dr. Bowen to say, was
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that they had not considered yet how to report to any cost contain-
ment provisions.

Mr. MILLER. Pardon?
Senator WAI.LOP. HHS has not yet considered how it contained

cost. If that is the case, it doesn't matter what actuaries say. And I
have been told, or at least I have been reading in the newspaper,
that OMB's first year projection cost us $6.20 rather than the $4.92,
or whatever it is, and that it will probably reach over $12 in sever-
al years time. Is there any truth in those reports?

Mr. MIILER. Oh, I wouldn't, Senator, want to comment specifical-
ly on the estimates we gave the President.

Senator WALLOP. Well, I can understand that. But our problem is
that if we buy this package, we are going to have to pay for it some
day. And we need, at least as specifically as we can or as realisti-
cally as we can, to project the kind of cost it is going to put either
on the budget or the rate payer.

Mr. MILLER. Oh, yes.
Well, again, the details will be out tomorrow. And, you know, we

are working out the last bit right now. But basically the idea is
that it will be budget neutral. It will be self-financing. It will be
part of Part B. If it turns out that you are correct by your implica-
tion that liver transplants are included-and, again, that is a very
complicated thing-and it does turn out to be very numerous, and
very costly, and the premiums do not cover cost, the premiums
would be raised. That is the basic view.

Senator WALLOP. Well, Mr. Chairman, I would just suggest that
if they are not covered to begin with they will be covered subse-
quently just simply because the political pressure will be there to
do so. And I think we had better proceed very much one step at a
time now.

The CHAIRMAN. Thank you, Senator Wallop. Senator Mitchell.
Senator MITCHELL. Mr. Miller, I am concerned that the Adminis-

tration has failed to include funding for peer review organizations
to carry out the congressional mandate to focus on quality of care
and to extend peer review to help maintenance organizations. Do
you have an explanation for that?

Mr. MILLER. I don't. A document that I hope reached each
member was fiscal year 1988 assertions versus facts. On page 9, it
indicates Medicare peer review organizations receive $176 million
in fiscal year 1988.

Senator MITCHELL. That is right. But the fact is that in recent
legislation we have increased their mandate and required more ex-
tensive activities which will require greater funding than previous-
ly.

Mr. MILLER. Right.
Senator MITCHELL. If you want to take a look'at that and get

back to me, that is fine.
Mr. MILLER. Yes. Those are not included, and we may have a re-

quest from HHS later.
Senator MITCHELL. I believe you will. And I think it is something

to which you will really have to address your attention.
On this question of catastrophic, Secretary Bowen's plan assumes

that $2,000 out of pocket in catastrophic, which is clearly the case
for persons whose income is $10,000 a year. Do you think it is cata-
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strophic for persons with income of $250,000 a year to have $2,000
out of pocket medical expenses?

Mr. MILLER. I see the drift of your point, Senator. No, we have
called this catastrophic proposal, bvt would not means test it.

Senator MITCHELL. Not at all in any way?
Mr. MILLER. No. We believe it is a stand alone insurance policy.
Senator MITCHELL. Do you oppose--
Mr. MILLER. We have been reluctant to means test any of the

Medicare.
Senator MITCHELL. Are you opposed to that in any way, either

through taxation, through sliding scale deductibles, through co-pay-
ments, through some form? Is the administration opposed to that?

Mr. MILLER. Yes, we are opposed to it.
Senator MITCHELL. I think that ultimately our side is going to

have to rethink that. And it is something that I think you folks
would look into. I really honestly believe that.

Now let me ask you one thing about this Medicare tax thing. I
am sorry I did not hear your whole statement. I had to go to an-
other meeting. But while I was here you spent a great deal of time
defending the administration's position that it is not raising taxes,
and distinguishing between user fees, and sale of assets, and gener-
al taxes. But on the Medicare requirement for participation of
State and local employees, in fact, the average employee now
making $23,000 wou d he required to pay $334.00 a year in new
Medicare taxes, which is almost twice as much as any tax reduc-
tion that person received under the much-heralded Tax Reform Act
of last year. For those 5 million persons, isn't that a tax increase?

Mr. MILLER. No. Well, the point is that they are right now receiv-
ing benefits to which they have, arguably or not, due to them, be-
cause of spouse employment or because of earlier employment. We
estimate three-quarters of state and local current employees will
have access to Medicare without having had paid for it. So they are
now getting-this would remedy the unwarranted subsidy that
they are presently receiving.

Senator MITCHELL. But under current law, a person who works a
number of quarters is entitled to full Medicare coverage. Why is
that an unwarranted subsidy? Is there something wrong with the
law then?

Mr. MILLER. No. No.
Senator MITCHELL. Well, what you are saying then is that some-

one who works the minimum number of quarters after public em-
ployment receives an unwarranted subsidy.

Mr. MILLER. But you don't have people continuing on in employ-
ment and not paying the Medicare tax, as you have in the situation
I just described.

Keep in mind, of course, in reconciliation, I guess it was last
year, maybe a year before, last year we polled all new employees in
the Medicare system.

Senator MITCHELL. I understand that. And we thought we ended
it there. Well, do you deny that for the 25 percent who don't ever
go on Medicare-you just said three-quarters-that this isn't that a
tax?

Mr. MILLER. Well, again, we have a system here in which user
fees are not always paid in direct proportion to their use. I mean,
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that is an imperfection in the way we go about federally providing
goods and services. It is not more inequitable for them than it is for
an body else who would fail to use Medicare.

Senator MITCHELL. But in your long explanation earlier you dis-
tinguished user fees from general tax primarily on the ground of
compulsion as opposed to voluntarism. And you said a user fee is
voluntary. There is no compulsion involved. That is your own testi-
mony here today. Now what you are telling us, is that a Medicare
tax imposed on people who don't want it and who are compelled to
pay is not a tax but is a user fee. That directly contradicts what
you said just a little while ago in your opening statement.

Mr. MILLER. Well, Senator, I don't think it is really in terms of
principle a repudiation or contradiction of what I said.

Senator MITCHELL. Didn't you say that in your opening state-
ment?

Mr. MILLER. Well, my statement speaks for itself. I just said one
aspect of the ordinary user fee is that it does not involve compul-
sion. But then I went on to describe this particular instance of
state and local employees' also uses of highways as being like a
user fee.

The CHAIRMAN. Go ahead, Senator Mitchell.
Senator MITCHELL. Thank you, Mr. Chairman. I have some more

questions. Well, I will just say you are right, your statement does
speak for itself. And the two statements you made are directly con-
tradictory. You did not describe it as one factor, you described it as
the principle distinction between user fees and taxes. And now you
have something here which is compulsory, and you are saying it is
not a tax, it is a user fee. It is a tax. That is what it is.

I think you spend so much time trying to say you are not impos-
ing a tax that you lose sight of the objective.

And the other point I just want to make-this is not a question-
but that in economic effect, in the transfer of funds from individual
citizens to the government, a user fee is indistinguishable from a
tax. They are made distinguishable on the grounds you suggest,
and appropriately so, but in economic effect, in taking money from
private citizens and transferring it to the government for public
purposes, they are indistinguishable. They have the same economic
effect.

Mr. MILLER. Well it depends on the incidents. It depends on who
pays them as to whether they-what the effect is. They both affect
the budget deficit, which I think is the point that I am trying to
raise.

Senator MITCHELL. That is right.
Now I wonder if you would submit to us-and I don't think this

is a kind of question you can respond to now spontaneously-a
statement demonstrating that the Administration has considered
the interactions, the total effect of the various proposals in terms
of hospital reimbursement, that is, the fixed increase of 1.5 percent,
the cuts in indirect and direct medical education, and the capital
reimbursement performed, each of them explained independent.
But they have a cumulative effect that I would like to see you
more carefully analyze. I wonder if we could get that at your con-
venience for the committee, a written statement on that.

Mr. MILLER. I will be glad to.
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[The information was not available at press time:]
Senator MITCHELL. Thank you.
I would just like to talk about the Medicaid cap.
Mr. MILLER. I think I found the part of my testimony. Since I

went pretty quickly, there were cases where I didn't necessarily
read exactly the words printed here, but it is subject to check. I
think at one point I was discussing the offsetting receipts, and I
said no one would confuse an asset sale with a tax, et cetera. Fur-
thermore, there's no element of compulsion in these transactions
as there was with taxes. And I am talking there about asset sales.
And later on, I say that like an asset sale but unlike a tax, a user
fee does not involve compulsion.

Senator MITCHELL. Well that is the statement you made right
there.

Mr. MILLER. And then I said, "Several of the reforms giving rise
to increased receipts to $6.1 billion are very much like user charges
but, by convention, show up in the receipts." So I mean maybe we
are splitting hairs but I don't think we do.

Senator MITCHELL. Yes.
Well, we can just agree to disagree, I think. That is the best way

to leave that.
I would like to just ask now, if I may, Mr. Chairman, one more.
The CHAIRMAN. Yes.
Senator MITCHELL. Thank you.
On the Medicaid cap. The situation is clear. The number of elder-

ly persons is continuing to increase, as you know. Although Medic-
aid is a program for the poor and disabled, its expenditures have
increasingly gone toward long-term care. Although elderly make
up 20 percent of the eligible persons under Medicaid, expenditures
for that 20 percent consume 80 percent of the program's cost.

What conceivable justification can there be for the proposed cap?
It has been rejected previously. I just don't know if there is any
rational argument for it, except if you want to say it doesn't make
any difference what the realities are, we have just got to stop
spending.

Mr. MILLER. No. Again, keep in mind that even under the Presi-
dent's budget, Medicaid expenditures will increase. We are propos-
ing a number of initiatives that we believe that where states can
control costs better. But keep in mind that we have sharing. If the
state wants to add to their Medicare portfolio, they can do so.

What we are talking about, again, is trying to hold something
down to something-costs down to something approaching the in-
crease in just the medical CPI. And that is what we would do after
this $1 billion cap, is index Medicaid to the medical CPI, which, as
you know, is increasing at a much faster rate than the CPI gener-
ally.

What has happened is that these costs are escalating far more
than can be explained in demographics.

Senator MITCHELL. I have gone over my time, so I will defer to
Senator Baucus and I will come back after.

Senator BAUCUS. Senator Mitchell, why don't you continue.
Senator MITCHELL. Oh, all right.
Senator BAUCUS. You might as well finish up here.
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Senator MITCHELl,. Anybody who has ever tried a lawsuit or have
been married knows the last word is the best word. [Laughter.]

I just want to say that I do appreciate the spirit you expressed of
wanting to work with us. A very, very difficult area. The fact is
that Secretary Bowen's proposal deals with what is the small part
of the problem. That is what is incredible about the furor that it
has aroused in the divisions within the Administration.

Over 80 percent of the problem is long-.tvrm care. The acute care
costs, which are the subject of the Secretary's, and now the Presi-
dent's, catastrophic proposal comprise less than 20 percent of the
total cost. So we are really addressing a very small part of it. It is
easy to make the case for the need. It is very hard to see our way
clear to figure on how to pay for it. That, I think, requires a great
deal of thought, innovation and cooperation, and we hope we will
be getting it from the administration. It is a very tough area, but a
very important and necessary one. And the problem is, of course,
going to grow. We are all familiar with the statistics, the demo-
graphics of the situation a3 the need will grow dramatically in
future years.

Mr. MILLER. Could I just say that the President has asked the
Treasury Department to look at some possibilities along these lines
for these extra areas. But I guess a distinction, as we all know, that
we are going to grow old. We don't all know that we will have the
kind of catastrophic demand that is covered under the Administra-
tion's proposal, so arguably. And for that reason, we ought to be
putting aside for our care when we do get up in years.

Senator MITCHELL. But the trouble is, Mr. Director, that the costs
are so overwhelming that they are simply beyond the reach of the
vast majority of American families, even with the best of inten-
tions and the best planning. I mean, it is just unpredictable;
$20,000, $25,000 a year eats up-the savings of the average working
family in this country simply many persons do not have the means
to set aside enough to do that. That is the reality; it is a very diffi-
cult problem. I appreciate what you said.

Mr. MILLER. Yes.
Well that is one reason, again, to take in private insurance, that

is, to -provide in the event that that were to happen. You know,
there is no free lunch. I mean, that money has to come from some-
where.

Senator MITCHELL. Yes.
Well, I thank you very much, Mr. Director. Thank you, Senator

Baucus.
Senator BAUCUS. Mr. Director, assuming we have to come up in

the Congress with $30 billion additional to reach the CBO target,
and, further, assuming that the Administration and the Congress
cannot agree on $30 billion additional of cuts in expenditures-I
say $30 billion additional because, as you know, that is the CBO
analysis-what kinds of revenues might we look at? I know you are
going to be somewhat reluctant to give us specifics here at this
point.

Mr. MILLER. Right.
Senator BAUCUS. But still, so we are making the best use of our

time, what areas perhaps are not too low? That is, what taxes perhaps
are too low right now? What about the cigarette tax, for exam-
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pie? Is it your position that the cigarette tax today is too low or not
too low? What about the cigarette tax?

Mr. MILLER. I started to say something like we ought to meet on
the Funk and Wagnall's back porch or something. We have talked
about that. It is not the appropriate time for us to be, I think, talk-
ing in great detail about this.

First, as guidance, Senator, I would encourage you to read my
statement where I distinguish the kinds, conceptualized, distin-
guish the kinds of revenue that are in the President's budget from
a tax increase, and that would provide at least some conceptual
guidance for the kinds of things that we would look that I think
the President would accept as not being a tax increase, but we per-
haps could discuss in greater detail.

Specifically on your question of a cigarette tax, I think at one
point I distinguished between an excise tax for which there are
negative externalities, including cigarette and alcohol, and for
which there are no obvious negative externalities, for example, a
telephone tax and an excise tax. We don't see any reason for the
telephone excise tax. There is, arguably, a reason for a cigarette
tax and an alcohol tax.

I did not mean to imply surely the next step, and that is the
present tax is too low. I have seen no analysis; I have done no anal-
ysis that suggest to me at this point that the cigarette tax is too
low or that the alcohol tax is too low. And for that reason, I would
oppose it at this point.

Senator BAucus. Essentially, the kinds of taxes where there are
negative externalities.

Mr. MILLER. Externalities. Social costs associated with them.
Senator BAUCUS. Right.
Mr. MILLER. Costs beyond the person who purchased it.
Senator BAuCUs. That is the category that the Administration

would be not more interested in but at least less resistant.
Mr. MILLER. Well, what we would do is perform analyses to see

whether we got the level correct.
Senator BAUCUS. What other kinds of taxes where there are neg-

ative externalities, besides alcohol and cigarettes?
Mr. MILLER. Following up on yesterday's Wall Street Journal,

don't use the T word. I just don't think it would be productive for
me to sit down and speculate about particular taxes, but just to
refer to the guidance that is contained in my testimony about con-
ceptually the kinds of things that-kinds of revenues that do not
classify, in our judgment, as an ordinary tax, the kind of thing the
President has steadfastly opposed. Obviously an asset sale is not a
tax. And any additional assets for speeding up the sales of certain
assets that we would not all accept but endorse.

Senator BAUCUS. Turning to the administration's proposal on cat-
astrophic health insurance in Medicare and cost to enrollees. As I
understand it you are proposing that new enrollees in Medicare
begin paying a monthly premium equal to 35 percent of the pro-
gram cost. Is that correct?

Mr. MILLER. Yes. You know, it was a 50-50 split sometime ago
when it was set up, and that has deteriorated.

Senator BAUCUS. What would 35 percent translate into, say, the
monthly cost to a new enrollee?
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Mr. MILLER. That is a 40-percent increase. I mean, it is 10 divid-
ed by .35, I guess.

Senator BAUCUS. In dollar terms, what would that be?
Mr. MILLER. Seven dollars a month.
Senator BAUCUS. Thirty-five percent would be a $7 a month in-

crease.
Mr. MILLER. Yes.
Senator BAUCUS. Is that 35 percent?
Mr. MILLER. Well, it goes from 25 to 35, so it would be 10 divided

by .25, and that is roughly a 40-percent increase, $7 a month.
Senator BAUCUS. What would then the total cost be to the elderly

for the catastrophic proposal that the Administration is enacting?
Mr. MILLER. Our estimate is $4.92.
Senator BAUCUS. I mean, total, everything. I am an enrollee. I

am a senior citizen. What am I going to be paying, total, for my
Medicare bill, including catastrophic?

Mr. MILLER. About $27, which would be about a $10.00 increase
per month--

Senator BAUCUS. $27.00.
Mr. MILLER [continuing]. Over the $17.50 that exists now.
Senator BAUCUS. $27 a month. Right? Is that correct?
Mr. MILLER. Something like that.
Senator BAUCUS. And these, both the catastrophic and the other

premium, would be indexed at what, the CPI? There is a special
index.

Mr. MILLER. Well, the Part B catastrophic would be indexed,
would vary according to the risk-to experience with the risk. And
the other Medicare premium would be indexed to the cost. And
that would depend on the definition of benefits, subject to change.

Senator BAUCUS. And you also said, if I understand it, earlier
today that the premium cost increase would be at a rate faster
than Social Security.

Mr. MILLER. Well, if we have the same experience in the next
several years that we have had in the past, namely, that the medi-
cal CPI goes up faster than the CPI which drives Social Security
COLA, you would need to get some-there would be conceivably
reasons why it wouldn't, depending on the experience of the inci-
dence of catastrophic illness in the population. Assuming that
didn't change, then you would probably have the risk-the Part B
premium for catastrophic going 1.p at a higher percentage rate
than the percentage increase in the Social Security.

But let me just stress the details of that. I mean, we are looking
at a possibility of a provision. I just don't want to say. It will be up
tomorrow.

Senator BAUCUS. Well, my concern is that, frankly, since any cat-
astrophic legislation may be enacted won't be enacted for another
year or two, and cranked into the medical index premium in-
creases, that that $27 figure you gave me is not going to be $27. It
is going to be a bit higher by the time this takes effect. And since
these premiums are going up at a rate faster, at least from histori-
cal evidence, than the Social Security COLA, I was wondering if it
behooves us to find some supplemental way to pay for catastrophic,
that is, in addition to tacking on an additional monthly premium
payment.
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Mr. MILLER. Well, the answer, Senator, in our view, is no. I
mean, it needs to be budget neutral, and it needs to be self-sustain-
ing.

Keep in mind again that since we had Medicare put in place, the
split has gone from 50-50 to 75 percent federal general taxpayer
share, 25 percent share for the enrollees. And Social Security bene-
fits have risen at a much higher rate than these programs.

Senator BAUCUS. What about means testing catastrophic? I hear
a lot of people around the country at town meetings, lunches, what-
ever, more and more are beginning to talk about some kind of
means testing. They point out that a lot of seniors are not very
well off, but a lot of seniors are very well off. And if we have this
big budget crunch, you know, just a general sense of fairness and
equity implies that we look seriously at some kind of a way to ac-
commodate that.

Mr. MILLER. We have opposed means testing of Medicare. Let me
just say, when you have concerns about the poor, you provide for
them much more efficiently through direct income distribution pro-
grams. We view Medicare as an insurance program.. And we would
not expect to differentiate that program, or means test that pro-
gram any more than you would expect to means test your going in
and purchasing something at a hardware store. A poor person pays
the same as the richer person. If that is a problem for the poor
person, then we can redistribute income to them. But to have the
goods and services that they purchase skewed by means testing is
not a good way of going.

Senator BAUCUS. A lot of good Republican doctors tell me they
would like to change that a little bit.

My time is up, and I thank you very much, Mr. Director.
Senator Chafee.
Senator CHAFEE. Thank you, Mr. Chairman.
Mr. Miller, I was not here, and I understand that Senator Mitch-

ell might have touched on this. I am concerned about the cap on
the Medicaid.

Mr. MILLER. Uh huh.
Senator CHAFEE. This is, as you know, the only federal program

which currently helps the elderly or the disabled in need of long-
term care, plus it is the only program to provide comprehensive
health care to the poor. And even without a cap, it is only covering
a fraction of those. And with a cap, of course, the number it could
cover would be far less.

I find it very difficult to understand your rationale for capping
the Medicaid.

Mr. MILLER. Well, Senator- I have in my testimony some expla-
nation for our rationale, some summary of our rationale.

Basically a program that costs have gone up very rapidly. We are
providing in the budget some incentives for states to be more effi-
cient in their employment of these Medicaid funds, and we believe
that even with a cap that there will be no deterioration in the ben-
efits given. We are talking about a fairly large program, to begin
with.

Senator CHAFEE. Well, I mean, I do not agree with you because
when you have the state paying a substantial share-at least 50
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percent in most instances-there is an incentive, obviously, on the
state to watch those expenses.

Mr. MILLER. Well, again, roughly speaking, very roughly, states
and the federal government share 50-50. Actually the Federal Gov-
ernment shares more than 50-50. And two things to keep in mind.
One, Medicaid budget outlays will increase under the President's
proposal. Two, the billion dollar saving is only 4 percent of the
Fed's part, which would be 2 percent of the total, roughly speaking.

Senator CHAFEE. Uh huh.
Mr. MILLER. Or a little bit more than 2 percent total. And we be-

lieve that there are savings from capitation. We are encouraging
states to move in the-direction of capitation. We believe there are
other kinds of savings that states can engage in that would reduce
the rate of increase in Medicaid outlays that are thrust upon tax-
payers, federal taxpayers, and not diminish the services to Medic-
aid recipients.

Senator CHAFEE. Let me ask you one other question and then I
want to get to a broad point.

I have proposed doubling the cigarette excise tax from 16 to 32
cents. Now I have done that primarily for 1 '1lth reasons and not
for revenue reasons. However, the revenue is hardly negligible. I
think that the cost to the Federal Government of smoking go way
beyond the cost, as calculated under Medicare. I mean, the smok-
ing affects the budget of the Veterans Administration, for example.
Smoking affects the private insurance plans, which are made more
expensive because of the health problems of smokers covered by
private insurance. And then, those increased expenses, those in-
creased insurance primiums are deductible and thus the Federal
Government loses out on revenue.

So I think that the argument is easily sustained that the cost to
the U.S. Government of cigarette smoking is way beyond the 16
cents a pack that you currently receive.

You said you have no rationale to believe that the tax isn't
enough. Now I don't know what is enough. But the statistics show
that the tax is something like 50 percent of what it was 20 years
ago, because of the inflation factor. So if it was enough then, then
it is inadequate now, presumably. And I would like to see you en-
dorse that cigarette excise tax. What would it take to persuade
you?

Mr. MILLER. The kind of analysis that would really show that the
social costs are much greater.

Senator CHAFEE. Oh, you would find that persuasive?
Mr. MILLER. Yes.
Senator CHAFEE. Well, I think we could do that. In other words,

if you were convinced that the cost to the U.S. Government of
smoking was greater than the revenue that is brought in by 16
cents a pack, you would find that a telling figure?

Mr. MILLER. No. No. I didn't say that. I said I think that if you
found that the external cost, you calculate an appropriate X-sized
theme on a negative extremality and you have to go through a lot
of stuff. And it doesn't matter. It is not just the matter of whether
it cost the Federal Government this much. You don't say how
much would it cost the Federal Government? Then you raise that
amount of revenue. It is more complicated than that.
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Senator CHAFEE. What would be other factors besides the cost to
the Federal Government?

Mr. MILLER. It is marginal cost, not average cost, for one thing. It
is a complicated analysis. I would be glad though to look at what-
ever you and your staff would put together.

Senator CHAFEE. Finally, I want to ask a question about the
point you made throughout your statement that the United States
is spending more on health care than any other industrial nation
and doing worst. Was it in your statement that you talked about
the high infant mortality, for example?

Mr. MILLER. Yes.
Senator CHAFEE. I believe that is a national disgrace.
Why do you think health care expenses in the United States are

so high? It goes way beyond controlling the cost of Medicare or
Medicaid, as you suggest. What is wrong in our system?

Mr. MIL;IER. Infant mortality. Senator, you are probably more
versant with the literature on this than I am. The question I have
is that we, first of all, do not, we in this country, despite a lot of
talk about it, do not put as much a high premium on our own per-
sonal health as do many-do c;-izens in many other industrialized
countries. Our diets are not as proper. And I can speak from expe-
rience on that.

Senator CHAFEE. Are you suggesting that the average English-
man smokes less, drinks less, exercises more than the average
American? Is that a factor?

Mr. MILLER. A factor. In addition to that, of course, we have a
very high incidence of teenage pregnancies, of women who do not
take as good care of themselves and do not have as good care pro-
vided to them during the pregnancy months. And this is, as you
know, a major explanatory variable in infant mortality.

Senator CHAFEE. Well, I just find it extremely discouraging that
we don't have proper prenatal care under our health care system.
Yet we are spending these billions of dollars. We spend more, as
you say, than any other industrial nation. Something is wrong
somewhere and I am curious to know where. Do you have any fur-
ther suggest ions?

Mr. MILLER. Well, I have a number of suggestions in the testimo-
ny and, of course, in the documents accompanying the budget. One
of the great difficulties, of course, is that the incentives built in to
the Medicaid payment system do not always adhere to the efficien-
cy of the provision of these medical services and lead to excessive
costs and to excessive procedures. One of the problems we have in
this country, frankly, is the tort system, the insurance liability that
is placed on physicians. One reason we have overprescribing of pro-
cedures is because of the fear of that. You know that better than I
do, and that is something the President has proposed that the Con-
gress deal with.

So it is very complicated. I don't mean in any way to suggest
that there are a couple of keys to unlock the door to Nevada. It is
something we need to work on in many directions.

Senator CHAFEE. Thank you, Mr. Chairman. Thank you, Mr.
Miller.

Mr. MILLER. Thank you.
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Senator BAUCUS. Mr. Miller, I have just one question here. Are
you familiar with the Stark-Gradison catastrophic bill? Essentially,
they are trying to find a way to take away the burdens from the
poor; trying to find a way to finance catastrophic care for the elder-
ly. And essentially, as I understand it, they propose for Part A a
$500 deductible and a thousand dollar deductible under Part B, and
they finance it by saying that all the elderly whose incomes qualify
them high enough so that they have to pay income taxes, would
have their adjusted gross income raised $1800.00. So, therefore,
those wealthier Americans would be paying higher taxes to help fi-
nance catastrophic insurance.

Mr. MILLER. That looks like a T word to me.
Senator BAucus. And particularly of Part B. How is that?
Mr. MILLER. I said that is looking like a T word to me in tax

words.
Senator BAUCUS. Would the administration oppose that?
Mr. MILLER. I think so.
Senator BAUCUS. Would you recommend a veto if Congress were

to pass it such a bill?
Mr. MILLER. Senator, I profess a great deal of ignorance on this

particular proposal. I have heard your characterization of it. And I
would have to evaluate before I could tell you whether even I
would recommend it to the President, that he veto it or accept it.

Senator BAUCUS. I encourage the present administration to look
at something along these lines and keep an open mind on all this.
And, frankly, I think all this talk about a T word or not a T word
is counterproductive.

Let me just give you an analogy. And that is on the trade bill. I
have noticed this year that the administration is less prone to label
anything that the Democratic Congress-the Democratic House
and now the Democratic Senate-comes up with to try and curb
our trade deficits as protectionism.

Last year, whatever we came up with, the Democratic side said
they won't fight the administration. It is protectionism. And, frank-
ly, it led to a little complication and neither side got very far on it.
And I think the trade deficit is big enough a problem but we need
some more cooperation.

I notice this year that the administration is much less proned to
label everything that comes up here as protectionism. That is, any
trade bill or any provisions in the trade bill as protectionism. They
are much, much less likely to do so and I think that is very helpful.

So I hope that we can try to find ways to get the budget deficit
reduced, you know, that the adminiC"Iation doesn't automatically
label any constructive, legitimate way to try to solve the problem
as "taxes" and, therefore, you will oppose it.

I just encourage you to be more constructive and more helpful
because the fact of the matter is we are all in this boat together,
the both ends of Pennsylvania Avenue.

Mr. MILLER. Sure.
Senator BAUCUS. So if we are going to get the budget deficit re-

duced, as in the case of the democratic process-democratic with a
small "d"-it is compromise, give and take. But we have to work
together.
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Mr. MILLER. Well, Senator, your point is well taken. The T word
business is somewhat of an inside joke. But you and I both know-
well, maybe you don't know-but let me just tell you my perspec-
tive. The reason that we are having this colloquy about whether
the inclusion of current state and local employees in the Medicare
is taxed or whether the user fee on poultry and inspection is a tax
or not is because when the President's budget came out and had
more than half of the deficit reduction program in revenue, there
were people who said it is a tax, it is a tax, it is a tax. And, there-
fore, the President is going to accept a tax increase. And I am
saying that is not true. And so I have been spending a lot of time
trying to explain that what the President's revenue package does
not qualif, for what he strenuously opposed as a tax increase.

And on your point about working together, I think, you know,
you are absolutely correct. We are in the boat together and we
need to work things out.

We would like to see, however, what is on the other side. I have
an old saying, and I don't just apply it to this situation; it applies
to many situations. It is easier to write a book review than it is to
write a book. And we have written a book and then we have had
some reviews. And now we would like to see that other side, the
other book, and then we will sit down and talk about how it ought
to be fit together.

Senator BAUCUS. Thank you very much.
Mr. MILLER. Thank you, Senator.
Senator BAucus. The hearing is adjourned.
(Whereupon, at 12:14 p.m., the hearing was concluded.)
[The prepared written statement of Mr. Miller follows:]
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Mr. Chairman and Members of the Committee: It's an
honor to have this opportunity to discuss with you the
President's budget for FY 1988.

As you know, the President's budget proposes a further
reduction in the deficit while maintaining Federal support
for the core functions of Government. Specifically, the
budget:

-- Meets the Gramm-Rudman-Hollings FY 1988 deficit
limit of $108 billion -- a reduction of $65 billion
in FY 1988, following a reduction of $48 billion in
FY 1987;

-- Avoids increasing the Nation's tax burden;

-- Reflects the bipartisan consensus to protect social
security;

-- Provides 3 percent real growth (above the FY 1987
appropriated level) in funding for national defense;
and

-- Reforms, reduces, or terminates an assortment of
programs, saving taxpayers $19 billion in FY 1988
alone.

As a share of gross national product (GNP), the deficit
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decline is dramatic -- from a total of 5.3 percent of GNP in
FY 1986 to just 2.3 percent in FY 1988. In absolute amount,
the deficit is more than cut in half in just two years --
from $221 billion in FY 1986 to $108 billion in FY 1988.

Under the President's budget, outlays increase by $9
billion -- from $1,016 billion in FY 1987 to $1,024 billion
in FY 1988. Adjusted for inflation, spending actually
declines in real terms.

The $9 billion increase in outlays reflects the net
impact of: (a) an increase of $2 billion for net interest
payments; (b) an increase of $11 billion for social security
benefits; (c) an increase of $15 billion for national
defense; (d) an increase of $1 billion for major medical
programs; and (e) a net decrease of $21 billion for other
Federal spending. This decrease in outlays for other
programs reflects the net impact of $13 billion in increased
revenues from asset sales, privatization initiatives, and
user fees, as well as a wide variety of programmatic
increases and decreases.

Revenue Increases

The President's FY 1988 budget contains deficit savings
of $42.4 billion. Programmatic reforms account for only
$18.7 billion of these savings; the rest come from increased
revenue of $22.4 billion and lower interest expense of $1.3
billion.

Critics have latched onto the revenue figure as evidence
the President has broken his promise not to raise taxes.
They say the only question for FY 1988 is just how big a tax
increase there's going to be, not whether there will be one.
Their argument appears to be based on an unusual definition
of a tax -- anything that raises Government revenue. That
is not how the Administration defines taxes, nor does this
view-comply with the usual definition.

First, the budget distinguishes between increases in
receipts, which total $6.1 billion, and increases in
offsetting collections, which total $16.3 billion.
Offsetting collections are payments of a "business-type or
market-oriented nature," and about $13.0 billion of the
total stems from the sale of Government assets. No one
should confuse an asset sale, whether a Government loan or a
railroad, with a tax. Certainly, the purchasers won't.
They expect to receive something of value they might later
resell if appropriate. Furthermore, there is no element of
compulsion in these transactions, as there is with taxes.
You don't have to purchase a government asset if you don't
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want to.

Another distinction is that an asset sale pares down the
size of government. And since many of our privatization
efforts are accompanied by an end to wasteful subsidies, in
the long run spending goes down as well. Asset sales are
"one-shot" revenue increases, whereas tax increases are
designed to increase the revenue stream permanently.

The remaining $3.2 billion in offsetting collections
comes from user fees, which also clearly are not taxes,
although they do constitute a permanent increase in the
revenue stream. A user fee is a direct charge for a
specific benefit received. Like an asset sale, but unlike a
tax, a user fee does not involve compulsion. One
characteristic of user fees is that they reveal how much
government programs are really worth to direct recipients in
the most direct and meaningful way possible. One of the
strongest arguments that a government program is worthwhile
occurs when it has a user fee and the fee covers costs. The
reverse is also true, and that is one reason some
beneficiaries oppose user fees.

Finally, the budget incorporates increased receipts of
$6.1 billion. Do these revenues reflect a broken promise
not to raise taxes? Not at all. First, more than a third
of the extra receipts -- $2.4 billion -- is due to tighter
enforcement of existing tax laws. Collecting more of the
taxes already owed the Government is not a tax increase.

Several of the reforms giving rise to increased receipts
are very much like user charges, but by convention show up
in the receipts portion of the Government's ledger. It has
long been accepted that the Federal excise taxes on gasoline
and diesel fuel, and other highway excise taxes, are in
essence a user fee for consumption of Federally-supported
roadways. Indeed, the monies collected are deposited in a
trust fund for that purpose. The budget proposes to repeal
the partial exemptions from excise taxes on gasoline and
diesel fuel produced from gasohol and certain alcohol fuels,
and repeal the exemptions from these and other highway
excise levies provided private bus operators. The budget
also proposes to end the present free ride afforded State
and local governments -- who now pay no tax but like every
other user derive benefits from using Federally-assisted
roadways. The repeal of these exemptions increases receipts
to the highway trust fund by $0.8 billion.

The vast majority of employees of State and local
governments benefit from Medicare coverage under existing
laws and regulations. Rather than propose excluding those
few not paying for Medicare -- an initiative that surely
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would generate howls of opposition -- we propose that
existing employees, like new employees under current law,
contribute appropriate payments to Medicare. This increases
receipts by $1.6 billion.

Likewise, many workers whose current job is not covered
under social security (OASDHI) will be eligible for benefits
because of their spouse's earnings record or short periods
of work in covered employment. The proposed extension of
social security coverage to the inactive duty earnings of
Armed Forces reservists, certain students and agricultural
workers, children aged 18-21 employed by their parents, and
spouses employed by the other spouse increases receipts by
$0.3 billion.

We also propose that employers pay the social security
payroll tax on total cash tips -- rather than reduce the
benefits provided to such employees. Under current law
employers generally pay the social security payroll tax on
the amount of tips considered to be wages under the Federal
minimum wage law, even though the tax liability of their
employees is based on the total amount of cash tips.
Benefits also are based on the total amount of cash tips.
This proposal would eliminate the cross subsidy from other
employers and would increase receipts by $0.2 billion.

Two trust funds -- those paying victims of "black lung
disease" and rail industry pensions -- presently are not
sound in an actuarial sense. Therefore, the Administration
proposes to increase the "user charge" contribution -- by
$0.5 billion. Similarly, to ensure sound financing of
railroad unemployment benefits -- the Railroad Sickness and
Unemployment Insurance Fund is deeply in debt to the
financially ailing rail pension fund -- the budget renews
the Administration's proposal to extend the Federal/State
unemployment insurance program to the railroad industry.
This increases receipts by $0.1 billion.

Many of the remaining measures, which increase receipts
by a net $0.2 billion, can be explained by similar logic.
These include:

-- The correction of a technical deficiency in the
existing ad valorem tax on imports, which exempts
imports with American-made components. This will
ensure than the costs of services provided by the
U.S. Customs Service are borne by the users of
these services.

-- The initiation of rail sector financing of a
portion of windfall benefits, which will reduce the
annual subsidy of some $1,100 per employee to about
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$820 in a sector with annual average wages of some
$40,000 per rail worker.

-- An increase in the D.C. government employer
contribution to civil service retirement as
necessary to cover the full cost of the program.

-- Increases in existing fees to recover 50 percent of
Nuclear Regulatory Commission and Federal Emergency
Management Administration costs for regulating
nuclear power plants.

Now, you be the judge. Do these revenue proposals
constitute a tax increase? The answer, I submit, is a
definite no.

Health Care Reforms

As a nation, we simply cannot afford health costs that
rise at four times the rate of general inflation. Americans
spent $425 billion on health care in FY 1985 -- 10.7 percent
of our gross national product. Per capita, we spend more on
health care than any other nation on earth -- 28 percent
more than Canada, 52 percent more than West Germany, and 100
percent more than Japan. we must find ways to provide
high-quality health care at prices people can afford.

As you all know, Federal spending on health care is
growing far more rapidly than inflation and the aging of our
population combined. Approximately 52 million of the
Nation's poor, elderly, and disabled will have their health
care needs met through these programs in FY 1988 -- an
increase of 5 million people, or 11 percent, above FY 1980
levels. These programs are expected to aid appro-:imately
one in every five Americans in FY 1988. In contras ,, over
the same FY 1980 to FY 1988 period, Medicare and medicaid
spending increased by 117 percent.

In the first half of the 1980s, Medicare expenditures
increased an average of 12.4 percent a year. Only defense
spending (11.9 percent) and interest costs (15 percent) grew
at comparable rates. Even with the recent success in
restraining health care inflation, under current law
Medicare outlays are projected to escalate by 10 percent
annually through FY 1992, more than twice the projected
average Consumer Price Index and rate--oT'growth in the
numbers of beneficiaries combined.

The President's budget proposes to slow this growth
rate to 8 percent a year -- a rate faster than last year's
growth -- through proposals designed to contain costs and to
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increase the efficiency of health care delivery. Even so,
under this budget Medicare spending will be $104 billion by
FY 1992 -- more than two-and-one-half times the amount spent
in FY 1981.

Medicare and Medicaid spending will continue to grow as
a share of the President's budget -- from 9.2 percent in FY
1981, to 11 percent in FY 1986, and to 13 percent by FY
1992. Excluding interest costs and spending on social
security and defense, under this budget Medicare's
proportion of the Federal budget will double -- from 12.4
percent in FY 1981 to 25.4 percent in FY 1992. Our
proposals can only be said to provide "cuts" from which I
believe to be an imaginary, unsustainable baseline
characterized by runaway growth.

As you know, through various reforms the Administration
and Congress have been successful in controlling hospital
expenditures -- which grew by only 2 percent between FY 1985
and FY 1986, after almost doubling between FY 1980 and FY
1985. Hospitals responded to the implementation of the
prospective payment system (PPS) by becoming more economical
in providing care for their patients. At the same time,
hospitals posted profits, and, according to the Commission
on Professional and Hospital Activities (CPHA), high-quality
medical care has been maintained. Specifically, CPHA found
that PPS did not change the quality of care delivered to
either Medicare or non-Medicare patients.

In part because of and, in part, despite of, the facts
I just mentioned, the Administration's goals remain very
much the same as FY 1981. The Administration intends to
promote competition, capitation, and other reforms that rely
on private markets to stimulate health care service
efficiency and enhance the quality of care. As part of this
effort, we plan to increase choices for beneficiaries and
providers alike.

We want to build on our modest success in restraining
hospital payments, we want to begin changing the
inflationary incentives of physician payments, and we want
to ensure the quality of care.

For example, we are proposing to expand opportunities
for Medicare beneficiaries to enroll in a wider range of
private health benefits organizations. We want to establish
a series of demonstration projects to explore ways that
Medicare can benefit from innovative private sector
arrangements. These projects will create negotiated
provider agreements for physician services delivered outside
the hospital.

6-
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Standing by our goal to change the inflationary
incentives of open-ended cost reimbursement of hospital
capital, we will phase capital into the prospective payment
system rates over the next 10 years. As specified by
Congress, our phase-in will remain "budget neutral" to the
Congressionally-set levels for FY 1988 and FY 1989.

We propose to restore the authority of the Secretary of
Health and Human Services to update payments under the
prospective payment system; as you know, this authority was
suspended for FY 1988 by the FY 1987 Reconciliation Act.
Under our proposal, using the most current information
available, the PPS update would be set at an amount
necessary for the efficient and effective delivery of
medically-appropriate, high-quality care. For planning
purposes, average hospital payments are projected to
increase 2.5 percent in FY 1988.

The President's budget also includes a proposal to
increase modestly payments made by current Medicare
beneficiaries. Specifically, we would index for inflation
the present $75 deductible a beneficiary pays before
Medicare coverage for physician services begins. Our
proposed increase to $77 for FY 1988 is clearly warranted.
The deductible currently remains frozen at its FY 1982
level, which in real terms is less than half the deductible
in effect 20 years ago. Beneficiary income -- social
security -- already is inflation indexed; it is proper for
the Medicare deductible to be inflation indexed as well.

We also propose to increase the supplementary medical
insurance (SMI) premium for new enrollees only. Current
enrollees would continue to pay 25 percent of costs, even
though when SMI began the premium covered 50 percent of
costs. We propose that new enrollees pay 35 percent of
costs. We believe that new enrollees can easily afford this
modest increase in premiums. Many realize a higher standard
of living once retired, and social security benefits for new
enrollees are higher than ever.

As indicated earlier, we, also propose that coverage of
Medicare be extended to current (as well as new) State and
local employees. As mentioned earlier, under current law
many State and local employees become eligible for Medicare
on the basis of spouse participation or short work periods
even though they have not contributed their fair share to
the Hospital Insurance Trust Fund. Our proposal also
assures Medicare coverage to State and local employees who
now have no opportunity to enroll.

Controlling physician costs has proven to be one of our
most difficult challenges. Despite the vigorous efforts cf
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Congress and the Administrition, Federal expenditures for
physicians grew by 15.7 percent annually between FY 1980 and
FY 1985. During the FY 1986 Congressional freeze on
physician charges, spending on physician services grew 8.5
percent, while the number of beneficiaries grew by only 2
percent and hospital admissions actually declined by 2
percent. Absent any fundamental reform of physician payment
rules, spending for physicians is projected to grow 12.5
percent annually in FY 1987 and beyond.

The fee-for-service reimbursement system used to pay
physicians so far has been immune to the government's best
efforts to control costs. Numerous privately and publicly
funded studies have shown that from the standpoint of
Medicare, fee-for-service reimbursement is inherently
inflationary, rewards the minority of physicians who provide
medically unnecessary services, and thereby penalizes the
majority of doctors whose primary interest is patient care.

We propose to reform Medicare's payment mechanism for
radiologists, anethesiologists, and pathologists (RAPs) by
having Medicare pay an average area price for hospital-based
physician services. The area price will be determined by
using actual physician billing information and calculating
the average amount paid for each physician service. By
paying an average price for each physician practice area,
variations in costs reflecting different patterns of medical
practice will be retained.

Our proposal will encourage hospital-based doctors to
make a bias-free decision whether to return to the
traditional relationships that existed prior to the
imposition of Medicare rules. Before the creation of
Medicare's split billing rules in FY 1965, most
hospital-based physicians billed through the hospital or
were on salary, rather than billed on a fee-for-service
basis. The Administration's proposal does not change
current Medicare assignment rules. All physicians,
including RAPs, will continue to be abe to bill
Senefici'vArles abo-v-medicare'-s-'Wason-aBlo--car-ges".

Doctor-patient relationships will not be altered.
Hospital-based doctors will continue to provide their
services directly to patients or in conjunction with other
doctors. And quality of care will not be affected. I
cannot believe a doctor on salary performs his or her work
less diligently than he or she would if reimbursed by fee
for service.

Medicaid has grown at an annual rate of 10 percent
since 1980. We have two strategies to slow the rate of
increase in Federal and State medicaid expenditures. Two
proposals consistent with prior budgets are to reduce
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Federal expenditures by reducing Federal assistance to
States for Medicaid through the cap and reduced -- to 50
percent -- special matches for administrative expenditures.
A new feature in this year's budget, and one that holds much
promise, would provide to the States financial incentives to
place Medicaid recipients in capitation. States would
receive an enriched Federal matching rate for the first
three years of each new capitation project. In return the
State would systematically reduce its Medicaid expenditures
over the three years to 95 percent of what it would have
spent under fee-for-service. States with excessive Medicaid
costs could opt foc capitation because it provides
low-income residents with guaranteed access to medical care.
Capitation can contribute to higher quality care because it
would end sporadic, disjointed, and inappropriate care.

In summary, we think these proposals are solid,
realistic, and very much needed. We're carefully changing
the perverse incentives that contribute to progressively
inefficient service delivery and unsustainable Federal
spending. To obtain these goals, true reforms are
necessary. we in the Administration look forward to working
with you in Congress toward this end.

Before leaving the topic of health care reforms,
Mr.Chairman, allow me to comment briefly on the difference
between the Congressional Budget Office (CBO) and Office of
Management and Budget (OMB) estimates of the Medicare
baseline. As you know, CBO's preliminary FY 1988 baseline
for Medicare is $5.4 billion higher than the
Administration's estimate. CBO projects that Medicare
spending will increase by over 14 percent in FY 1988,
following increases of 7 percent in FY 1986 and and 4
percent in FY 1987. The Administration believ.,s that such
extraordinary growth will not occur and that the OMB
estimate, based upon the advice of the Medicare actuaries,
is far more realistic. Let me explain.

The OMB versus CBO difference results in large part
from three factors:

-- CBO's different assumptions from the Medicare
actuary about bill processing times under
provisions of the Omnibus Budget Reconciliation Act
of 1986 increases the baseline by $1.4 billion.

-- The Treasury data on FY 1986 spending used by CBO
yielded estimates $1.0 billion higher than the more
recent data that the Medicare actuary received from
the Medicare intermediaries.

-- CBO's overall projected Hospital Insurance Fund
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growth rate is higher than the Administration's
projection, contributing over $1.5 billion to the
higher CBO Medicare estimate.

For obvious reasons, we look forward to seeing CBO's final
appraisal of the President's budget in this area.

Welfare Reforms

Because I know the Committee is interested in welfare
issues, I want to draw to your attention two interrelated
proposals in the budget that deal with the population
receiving Aid to Families with Dependent Children (AFDC).
Both of these proposals are based on landmark research that
shows that those most likely to stay on the AFDC rolls for a
long time are young, unmarried mothers with young children.
Both our proposals are designed to prevent welfare
dependency and increase the self-sufficiency of AFDC
recipients.

The first proposal is for a new program in AFDC:
Greater Opportunities through Work. "GROW" is the acronym.
This proposal will give States substantial flexibility to
structure programs of work-related activities designed to
prevent and reduce welfare dependency. It will replace
current authorities for the Work Incentives program (WIN),
WIN demonstrations, community work experience programs,
grant diversion, and employment search with a single
authority.

Under GROW:

-- The Federal law that exempts mothers with children
under age six from participation in work-related
activities will be eliminated. This change will
mean that those recipients most likely to stay on
the rolls for a long time no longer will be exempt
from activities designed to increase
self-sufficiency.

-- Teenage AFDC recipients who have not completed high
school will be able to meet participation
requirements by staying in or returning to school.
Older recipients will be able to participate in a
variety of activities, including job search, work
experience, remedial education, training under the
Job Training Partnership Act (JTPA), time-limited
training directed at immediate employment, and
other State-designed activities approved by the
Secretary of Health and Human Services.
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-- States will reach 20 percent participation in FY
1988, rising to 60 percent by FY 1992. Higher
target rates for teenage recipients will be set
within these overall standards.

-- Fifty percent Federal matching funds for
work-related activities, excluding education and
training, and for support services for participants
in all activities will be provided out of AFDC
administrative funds. Research and evaluation
funds also are provided to develop outcome-oriented
performance standards that do not lead to
"creaming", which has been a problem in most
efforts designed to improve the self-sufficiency of
AFDC recipients. (These standards will be
integrated into GROW as soon as they can be
developed.)

While GROW will save money in the longer term, in the first
year costs will slightly exceed the savings expected.

The second proposal relating to AFDC amends the Job
Training Partnership Act by replacing the existing Summer
Youth Employment program with one allowing States and local
areas to establish a comprehensive program of services for
youth in families receiving AFDC support. States and
localities will be able to operate a year-round program of
remedial education, basic skills training, and related
support; a subsidized summer jobs program as they do now; or
a mixture of both programs. The mix of services between
training and jobs will be up to States and local areas.

This proposal is intended to allow those closest to
such proble:is to put together the best combination of
services to help youth who suffer from illiteracy and a lack
of jobs skills. These youth are the ones most seriously at
risk of failing to participate fully in our society and
having to turn to AFDC for support.

The President has requested $800 million for this
program in FY 1988 -- $50 million more than in the FY 1987
enacted appropriation for the Summer Youth Employment
program. These funds will be targeted to areas where this
youth problem is most severe.

The AFDC Youth Training proposal will be coordinated
with GROW. Taken together, we believe these two programs
will provide meaningful assistance to the AFDC population in
general and particularly to those who can benefit from early
interventions to prevent long-term welfare dependency.
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Restoring America's Competitiveness

The ability of our Nation to meet global competition,
to provide for our national security, and to improve the
quality of life for all our citizens depends heavily, in the
long run, upon national investments in science and
technology. The Nation's future strengths in global markets
will depend on the allocation of national resources to the
generation of new knowledge and the effective and timely
transfer of this new knowledge to specific applications.

To aid in meeting this goal, the Administration
recommends further increases in Federally-supported basic
research. This proposal includes:

-- An increase of about 18 percent in funding for
basic research for the National Science Foundation
in FY 1988 and a doubling of this budget by FY
1992.

-- An increase of about 22 percent in basic research
activities of the National Aeronautics and Space
Administration, including the initiation of two new
science and technology programs.

-- An increase of about 15 percent for the general
science programs of the Department of Energy,
permitting better use of basic research facilities.

Support for basic research, particularly at
universities, is key to generating sufficient new knowledge
to ensure our leadership in technological innovation.
Quite appropriately, the Federal Government has assumed a
major role in the financing of basic research. This support
will increase by 76 percent between FY 1982 and FY 1988 --
an average annual rate of growth of nearly 10 percent.

A second key element in assuring our leadership in
science and industry is the future availability of
high-quality scientists and engineers. Funding basic
research in academic institutions is an effective way of
expanding the pool of trained scientists and engineers. The
Administration proposes to increase the emphasis on research
programs that would contribute to the development of such
"human capital". This emphasis will be reflected in the
proposed new basic science and technology centers, in the
new Super Conducting Super Collider just announced by the
President, and in a variety of ongoing programs of the
National Science Foundation, including the engineering
research centers, the advanced scientific computing centers,
the graduate fellowship program, and programs to improve
student research and increase funds for scientific equipment
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at undergraduate institutions. Increased support will also
be provided for other NSF programs aimed at improving the
quality of pre-college science and mathematics education.

The Federal government should also encourage the
transfer to the private sector of existing technology and
new knowledge created in Federal laboratories. Both are of
little practical use unless they are made available to the
private sector to permit applications in the marketplace.
To achieve this goal, there will be increased Federal
efforts to transfer the results of Federally-supported
research and development both through greater use of
incentives for Federally-employed scientists and engineers
and through the exchange of scientists and engineers between
Government and industry.

Finally, the administration proposes to strengthen the
Nation's "leading edge" technologies to meet other national
needs. Examples include:

-- A new civil space technology initiative, together
with previously planned funding increases to deploy
the space station, develop the national aerospace
plane, and foster the commercial development of
space;

-- The strategic defense initiative and associated
Department of Defense initiatives involving
strategic computing and very high speed integrated
circuits; and

-- Support for cooperative research and development
ventures by the Department of Energy to encourage
greater private sector participation in fossil,
solar, and energy conservation research and
development.

Mr. Chairman and Members of the Committee: that
completes my statement. Now I shall be happy to address
your questions.
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