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WELFARE AND MEDICAID REFORM

THURSDAY, JUNE 13, 1996

U.S. SENATE,
COMMITTEE ON FINANCE,

Washington, DC.
The hearing was convened, pursuant to notice, at 10:07 a.m., in

room SD-215, Dirksen Senate Office Building, Hon. William V.
Roth, Jr. (chairman of the committee) presiding.

Also present: Senators Chafee, Grassley, Hatch, Simpson,
D'Amato, Moynihan, Bradley, Rockefeller, Breaux, Conrad, Gra-
ham, and Moseley-Braun.

OPENING STATEMENT OF HON. WILLIAM V. ROTH, JR., A U.S.
SENATOR FROM DELAWARE, CHAIRMAN, COMMITTEE ON FI-
NANCE
The CHAIRMAN. The committee will please come to order. I know

that members will have plenty of questions for Secretary Shalala,
and I want to allow as much time as possible to explore the details
of the pending legislation with her.

Therefore, I have a short statement, and then I will recognize
Senator Moynihan for his. I would ask the others to please keep
their statements as brief as possible, let us say, 2 minutes.

First, let me welcome you here, Dr. Shalala. It is always a great
pleasure to be with you and have you before us.

On May 22, I introduced S. 1795, the Personal Responsibility and
Work Opportunity Act of 1996. An identical bill was introduced in
the House of Representatives.

My colleagues in the House and I made every effort to meet the
goals adopted by the Democrat and Republican Governors earlier
this year. I believe that if we find the political will, we are, indeed,
close to welfare and medicaid reform. This is no time to abandon
the bipartisan work of the Governors. Indeed, it is time to redouble
our efforts.

Under S. 1795, welfare spending in 2002 will be $243 billion.
Now, this is 24.5 percent higher than spending for these programs
in 1997. Today, these programs account for 11.9 percent of Federal
outlays. If S. 1795 and the overall spending levels provided under
the President's fiscal year 1997 budgets were adopted, welfare
spending would increase as a percentage of total Federal outlays to
13 percent.

Those who would contend that we do not provide protections for
our vulnerable citizens simply have not examined the legislation,
or, worse, these critics are intentionally misleading those in need.



The real threat to these programs and the people they serve is
the uncontrolled growth in Medicaid. The National Association of
State Budget Officers recently reported that, given the growth rate
of medicaid, it is not surprising that medicaid expenditures have
increased as a percent of total State expenditures, rising from 10.2
percent in 1987 to 19.2 percent in 1995.

As medicaid's share of State spending has increased, it appears
to be absorbing resources for other State programs, particularly for
other human service programs such as AFDC and general assist-
ance.

S. 1795 meets the four primary goals of the NGA medicaid solu-
tion. First, these goals state that the basic health care needs of the
Nation's most vulnerable population must be guaranteed.

S. 1795 guarantees coverage and benefits for poor children, chil-
dren in foster care, pregnant women, senior citizens, persons with
disabilities, and families on welfare. If anything, the legislation
goes beyond the NGA resolution in terms of setting guarantees.

Second, the growth in health care expenditures must be brought
under control. While slowing the rate of growth, the Federal com-
mitment to medicaid remains intact. Even after reform, medicaid
spending will rise faster than Social Security. The Federal Govern-
ment will spend an estimated $827 billion between 1996 and 2002
on medicaid, an average annual increase of approximately 6 per-
cent.

We have met the President half way in terms of medicaid sav-
ings. The difference between us is less than 2 percent of the total
Federal cost of medicaid. That is a difference of about two dimes
a day per beneficiary.

The third goal is that the States must have maximum flexibility
in the design and implementation of cost-effective systems of care.
Among a number of provisions in meeting this goal, S. 1795 repeals
the Boren Amendment, as requested by the Governors. It frees the
States from Federal restrictions which impede movement into man-
aged care. There would no longer be a need for waivers.

Fourth, States must be protected from unanticipated program
costs resulting from economic fluctuations in the business cycle,
changing demographics, and natural disasters. S. 1795 includes an
open-ended supplemental umbrella mechanism to provide addi-
tional funds for unexpected growth and guaranteed populations, as
well as certain specified optional populations.

It is estimated that States will receive $26 billion of Federal sup-
plemental umbrella funds over the next 6 years. It could cost more
if, as the Secretary suggests, the guaranteed populations grow fast-
er than the increases in the base allotments. The fact is, the CBO
baseline has declined by $55 billion since March 1995, in part be-
cause enrollment is not growing as fast as previously projected.

Secretary Shalala may raise some questions today about how
this supplemental umbrella works. Well, there may be some mis-
understandings about this complex mechanism and its relationship
to the base allotment work. I want to assure members that the
clear intent of this legislation is to cover all guaranteed citizens,
and I am happy to clarify this point.

I think it is unfortunate that the administration has character-
ized medicaid reform as a poison pill. The Governors clearly under-



stand that medicaid reform is a critical component of moving fami-
lies from welfare to work, and I believe the President, as a former
Governor himself, understands this point as well.

More than 3 years ago, President Clinton told the Nation's Gov-
ernors that many people stay on welfare, not because of the checks,
they do it solely because they do not want to put their children at
risk of losing health care or because they do not have the money
to pay for child care. The President said, we will remove the incen-
tive for staying in poverty. That is precisely the purpose of S. 1795.

On the eve of the NGA proposal, the President again encouraged
the bipartisan Governors group to try to reach agreement on a
number of issues that are important to your people and to us here
in Washington, including medicaid and welfare.

S. 1795 did not create the linkage between welfare and medicaid.
That was done more than 30 years ago when medicaid was created.
Eloise Anderson, the director of the California Department of So-
cial Security recently told me that 20 percent of the single moms
on AFDC would immediately leave the welfare rolls if medicaid
benefits for their children were guaranteed.

As we move the Governors' proposal forward, I look forward to
working with everyone on the committee to make this a successful
effort. American families are counting on us.

Now, I am pleased to yield to my friend, Senator Moynihan.
OPENING STATEMENT OF HON. DANIEL PATRICK MOYNIHAN,

A U.S. SENATOR FROM NEW YORK
Senator MOYNIHAN. Mr. Chairman, I want to thank you for this

opportunity and to acknowledge, wistfully, that you had 1 day of
unanimous committee. It all went by. I guess every chairman has
one such day, and now we get back to normal.

I would say three things, sir. I think you will find our side very
much shares your concern about medicaid. It is not a program to
be described as out of control, but, possibly the way it is now de-
signed, uncontrollable.

I think you have heard me say that, thanks to Dr. Podoff back
here, we took the fact that medicaid doubled in the 8 years of Ron-
ald Reagan, then doubled again in the 4 years of George Bush. If
you make that a progression, a geometric progression, it doubles on
December 29 of this year.

We have a Federal baseline of 9.7 percent. Call that 10 percent.
That means it doubles every 7 years. Your plan is 6 percent, which
means it will double in about 11 years. The administration wants
7 percent, which means it doubles in 10 years. These are
unsustainable rates, and they are quite divergent from medical
costs, which are stabilizing, and to an extraordinary degree, some-
thing we did not anticipate at all 5 years ago. This has something
to do with long-term care. About 35 percent of medicaid is long-
term care. It has become something you cannot touch because of
the nursing homes. They are a formidable lobby, and we all know
that.

The second point I would like to make is that, simply-and it is
not a competitive thing, but it ought to be stated-that this bill be-
fore us is a reconciliation bill. It reduces the rate of increase. I can-
not help it, but that is what you are stuck with.



The CHAIRMAN. That is accurate.
Senator MOYNIHAN. That is accurate. It does that with respect to

AFDC and medicaid, but then all of the money is used up for the
tax cut.

In 1993, we put through this committee-and Senator Breaux is
there to show the scars-the largest revenue increase and program
reduction in our history. We cut the deficit in half.

We also cut the number of Democrats in the House of Represent-
atives in half, which is a problem that lingers, and I think a lesson
that has been absorbed on the other side. They are all for a bal-
anced budget, but not for reducing outlays, heaven forbid, or in-
creasing revenues.

But we have now a projected deficit for this fiscal year of $130
billion, and we are in a primary surplus. For the first time since
the administration of President Kennedy and a few months of
Johnson, the Federal Government is taking in more revenue than
it is spending on programs. The difference is interest payments.
That is a turn-around, and I would hate to see it lost, but we will
see what happens.

Finally, on the question of welfare. Our goals are not that dif-
ferent, but I think sometimes if we are in disagreement over specif-
ics it may be because we feel-some of us feel-the situation out
there is so much worse than the Nation realizes.

We have the 5-year limit and you are out. It would not be any
problem for about half the children who enter AFDC who come in
and off in 2 years. But the average stay is 13 years, which I think
the Secretary will confirm. Last year, we got the Office of Manage-
ment and Budget to release the study of H.R. 4, the analysis one
in the Department of Health and Human Services asking, what
would be the impact on children of this program? The result was,
we learned at length, it would put 1.2 million children into poverty.
I mean, those are the numbers.

Mr. Gibbons and I have asked for a similar report on the effect
of the bill that has just passed the house, the bill before us, and
also for the bill that President Clinton sent. He sent us a bill and
I have introduced it on request, as a courtesy to the President.

I hope the Secretary will tell us that she will be able to get us
these numbers in the near term. I see Secretary Baine is here. I
am sure she and Wendell Premiss can do this calculation. I hope
it will be done so we will have some numbers in front of us, as we
realize what we are doing.

But, again, thank you, sir. Let me associate this Senator with the
thought that medicaid has got to be rethought, or none of us will
be here.

The CHAIRMAN. Just let me make a couple of comments, Senator
Moynihan. The President, of course, has also proposed tax cuts,
and I think it is erroneous to try to tie the two together. As the
Washington Post said in an editorial several weeks ago when that
effort was made, it is, to be candid, political and not a fact.

Of course, what we do in the tax range hopefully can have a posi-
tive effect on the growth of the community, but we can debate that
further later.

So at this time I would like to call on Senator Breaux.



OPENING STATEMENT OF HON. JOHN BREAUX,
A U.S. SENATOR FROM LOUISIANA

Senator BREAUX. Thank you very much, Mr. Chairman. I wel-
come the Secretary to our hearing, and look forward to hearing her
comments.

Mr. Chairman, I happen to believe that good policy is good poli-
tics, and bad policy is bad politics, and you cannot change that fact.
So I think that anytime we in the middle of a political season enact
good policy, it should go to everybody's credit, Republicans and
Democrats alike.

I think we have a situation here that we are very close to an
agreement on a welfare proposal. I think that this committee and
this Congress, in a bipartisan fashion, could write a welfare plan
that the President would sign and that would be good policy and
that would be good politics.

But I think we are still far away from an agreement in a biparti-
san fashion on medicaid. Therefore, I think when you have a situa-
tion where Congress can agree on one thing but not on two things
put together, the obvious answer is to separate the two and do
what we can agree on and continue to work on what we cannot
agree. I think that suggestion has great merit, and we ought to
consider it.

The problem with the medicaid plan is that it is not the plan
that the Governors came to this committee in February and said
they agree upon. They had an agreement in February, they testi-
fied. We took that recommendation, and the committee staff and
the committee members worked on it. What we have today in this
proposal is not what the NGA recommended in a bipartisan fash-
ion.

So, I think it is clear that no one should say that what we are
writing or working on is a united proposal from the National Gov-
ernors' Association which they support. They do not. Some do, some
do not. That is where the disagreement lies.

I would ask that we, as an example of that, make part of our
record the letter that was sent to Chairman Roth by three of the
six Governors who participated in this process, who point out that
this is not their proposal.

The letter is signed by Governor Roy Romer of Colorado, Gov-
ernor Lawton Chiles of Florida, and Governor Bob Miller of Ne-
vada. They worked very hard with the Republican Governors, who
did a good job and worked together. But the product that we have
now does not reflect that agreement.

I think that we would be, number one, mistaken to say it does,
and number two, it would be a mistake, I think, to enact something
where there is so much disagreement, because it is not going to get
enacted. It is not going to become law. So, let us separate what we
can agree on, what can become law, from that that cannot.

I would just highlight a couple of things that make it clear why
this proposal that we are working on is inconsistent with the NGA
policy that they enunciated in February.

First, the financing formula does not guarantee coverage. If you
have coverage without sufficient funding, you are not guaranteeing
coverage. I think that they change the base allocation. The Gov-



ernors recommended the years 1993, 1994, or 1995 as the base;
this proposal picks the year 1996, a major, major difference.

The NGA policy says, "A formula for growth must account for es-
timated changes in each State's case load." This bill is completely
different from that. It does not take that into consideration. There
is no guarantee, in the real sense, per person for increases in the
case load in individual States, which the Governors recommended.

Second, the growth rates and allocation to each State are se-
verely constrained by floors and ceilings. That simply means that
some States who have a higher growth rate than that ceiling get
short-changed, and those that have a lower growth rate are going
to have an advantage, because they are going to get more than
they actually need. That is totally inconsistent with what the NGA
recommended to this committee.

The NGA policy called for an umbrella fund that would guaran-
tee States a per beneficiary payment for actual enrollees to guaran-
tee if you have a person otherwise eligible they will be covered.
This umbrella only covers unanticipated increase in case loads for
1 year. What happens to the rest of the years? There is no guaran-
tee if a State has a huge increase in the number of eligible people.

So it goes on and on, and we can bring this out in the hearings.
But I think, Mr. Chairman, this letter ought to be part of the
record. I mean, I think we should continue to work. I am optimistic
we can reach an agreement, but we do not have it yet. We are very
close on welfare. We should do what we can, and postpone what we
cannot.

The CHAIRMAN. I would be happy to include your letter.
[The letter appears in the appendix.]
The CHAIRMAN. I would ask also that with the Democratic letter,

the Republican Governors' Association letter to a number of mem-
bers of the House and Senate, including myself, thanking us for the
fact that we do make real excellent progress in moving towards
meaningful medicaid and welfare reform, be included.

They say that, "The extraordinarily close parallels between the
NGA policy and H.R. 3507, S. 1795 satisfy the objectives to an ex-
tent that may be unprecedented in the recent history of Federal
legislation." So there are Governors that feel very strongly that we
have met the requirements of the NGA.

We will, of course, proceed with the consideration of this legisla-
tion at a later time, and if there are ways and means of strength-
ening it, that would be the time to seek to do so.

[The letter appears in the appendix.]
Senator MOYNIHAN. Mr. Chairman, could I just make a quick re-

mark?
The CHAIRMAN. Yes, Senator Moynihan.
Senator MoYNIHAN. The letter from the Democratic Governors is

addressed to you, and only to you.
The CHAIRMAN. I would like to get a copy.
Senator MOYNiHAN. They sure as hell did not address it to me.

I think the Democratic Governors have disgraced themselves in
this regard. They thought they were going to get some easy, free
money out of the Federal Government, and it turned out they were
not, so they backed off. In the meantime, the true situation of chil-



dren in our great cities was a matter of, evidently, no concern. That
is my view. I do not ask anybody to share it.

The CHAIRMAN. Thank you, Senator Moynihan.
Senator Grassley.

OPENING STATEMENT OF HON. CHARLES E. GRASSLEY,
A U.S. SENATOR FROM IOWA

Senator GRASSLEY. Obviously, Senator Moynihan, there are a lot
of people that do share your view, and I am one of those because
we do kind of lose sight of the children in this whole battle, be-
cause we have seen welfare reform work in some States, even the
President's endorsement of that in some States.

Those States are doing things that are not too far removed from
what is already in these programs. I think it is because there is
still a feeling that the only answer to this welfare problem is just
exactly what Washington can dictate to the States. I think there
is an unwillingness to give this power up in Washington. Basically,
it is the old story of Washington knows best.

I would hope that a President that said he wanted to end welfare
as we know it will eventually tell us what he is for and quit vetoing
bills that end welfare as we have known it, and puts children first.
We have not done that. So, I appreciate very much what Senator
Moynihan has said.

The CHAIRMAN. Senator D'Amato.

OPENING STATEMENT OF HON. ALFONSE M. D'AMATO,
A U.S. SENATOR FROM NEW YORK

Senator D'AMATO. Thank you very much, Mr. Chairman. It is
good to see the Secretary here. certainly welcome her here.

Madam Secretary, I am very much concerned about the lack of
progress that we are making with respect to the waivers which
New York State, in particular, has submitted. It has really now
gone well beyond the point of tolerance. I believe that it may even
be approaching the case of deliberate recalcitrance on the part of
the administration or the HCFA r"ople in responding in a manner
that is appropriate.

We started a process, the State, in terms of asking for some
waivers that goes back well over a year. I have letters that you
have written to the Governor, a letter dated January 31, in which
you say that we are involved in this process of reviewing the 1,115
waiver proposals in the Partnership Plan.

Only when things seem to hit a certain level of national interest
do we get some more. There have been numerous meetings, letters
exchanged. But I have to tell you, no progress is really being made.

Now, it has to appear, to me, that what we have is a reluctance
on their part. And this is not just a New York problem, this is a
problem that many Governors in many States have indicated re-
peatedly that there is not the kind of adequate response.

It does not mean you have to sign off on all 1,115, but, by gosh,
a year and a half has gone by and there has not been any substan-
tial progress made. There is no sense in having lots of meetings
and telephone calls if we are not going to begin to sign off on some
of these so States can begin to develop a range in the variety of



proposals, obviously with the proper oversight that you would ex-
pect from the State.

I think our State has got a tremendous record in terms of caring,
in terms of making available the best in terms of medical services
and facilities. Indeed, we have been accused by a number of my col-
leagues of having gamed the system and having one of the most
costly, et cetera.

So if we are attempting to deal with reducing costs in a way that
will still guarantee quality care, we need some help. And I have to
tell you, I just got a release or a fax from my budget director. It
says, on March 17, 1995, New York submitted its waiver to imple-
ment a medicaid managed care program State-wide. That is 15
months ago.

The President has publicly stated on numerous occasions that
the administration would expedite its review of such waivers. In
fact, expedited waiver approvals was the administration's stated al-
ternative. It goes on and on. This approval delay is depriving the
State of New York from delivering quality health care services to
our medicaid recipients in a more cost-effective manner.

Our State has submitted an unprecedented level of detail to
HCFA and has had numerous conference calls with HCFA rep-
resentatives. Can you explain why it has taken the administration
15 months to review this waiver, and when a decision is going to
be reached?

Now, you can nitpick anything to death, and there may be very
real questions there that have to be answered. But, Madam Sec-
retary, no one is pushing this. It is languishing. I think it now bor-
ders on either neglect, either lack of resources, lack of will, or de-
liberate conduct. I hope it is not the latter. If it is that we need
to put more resources and priorities on it, then I ask you to do this.
I would hope that you could explain the situation. It is intolerable.
Fifteen months.

Now, it is wrong. If there are areas of disagreement, then we
should get it out on the table with the professional people, let them
know so they can address it. I am not going to get into workfare,
welfare, and political sloganeering, but I am going to tell you, let
us address this problem.

This is the first time that I have raised this publicly, but I can
assure you, because we are talking about a situation that would en-
able us to do a better job in a more cost-effective way, and I think
that should be the goal of the Federal Government and with our
States and with our Governors, Republicans, or Democrats, it does
not make a difference.

So, I want you to know that I am going to continue to persist in
this. This is just the beginning.

Thank you, Mr. Chairman.
The CHAIRMAN. Well, the Governors, both Republicans and

Democrats, of course, have expressed great concern about the slow-
ness and red tape of waivers under existing programs, so this is a
matter that needs to be addressed.

Senator MOYNIHAN. Mr. Chairman, may I just make a point, that
Senator D'Amato was speaking about a waiver

The CHAIRMAN. Senator Moynihan.



Senator MOYNIHAN [continuing]. Which was a request for the use
of managed care in medicaid.

Senator D'AMATO. That is correct.
Senator MOYNIHAN. And, as I was saying earlier, medicaid, at a

minimum, the costs are doubling every 7 years. You cannot sustain
this.

The CHAIRMAN. We carnot sustain that.
Senator D'AMATO. Mr. Chairman, if I might, it will bankrupt our

State. It is bankrupting our State. We have counties were 100 per-
cent of the real property tax levy, the moneys that are collected,
plus additional, go just to the payment of medicaid.

Suffolk County, Long Island. I think their 1994-1995 budget fig-
ure, $140 million was collected in real property taxes by the coun-
ty, and I think they paid every penny of that over to medicaid,
$140 million, plus an additional $10 million that they took-

Senator MOYNIHAN. The county's share.
Senator D'AMATO. The county's share. Just the county's share of

medicaid. Now, are we talking about-
The CHAIRMAN. I do want to proceed, Senator D'Amato.
Senator D'AMATO. But I just want to say, this should not be some

abstract kind of thing. I mean, we are choking the ability of people
to live and we are going to need some help.

The CHAIRMAN. All right. Let us move on now to Senator Gra-
ham.
OPENING STATEMENT OF HON. BOB GRAHAM, A U.S. SENATOR

FROM FLORIDA

Senator GRAHAM. Thank you, Mr. Chairman. Mr. Chairman one
of the most positive things that has happened in recent months
was the announcement at the end of last year that there had been
an agreement among Republican andDemocratic Governors on re-
form of medicaid. There was truly a bipartisan spirit. This Con-
gress committed to use that spirit as the basic point of departure
for the development of any medicaid legislation.

In that context, I am extremely distressed at the letter which
was sent by three Democratic Governors, including our former col-
league and the Governor of my State, Lawton Chiles, that I under-
stand was sent at the request of the Chairman, which indicates the
degree to which the bill that is before us now diverges from that
bipartisan spirit.

I will not belabor the letter, which I understand my colleague,
Senator Breaux, has already put into the record. But I will point
to one issue which was, in many ways, the centerpiece of that bi-
partisan agreement, and that was the so-called umbrella fund.

If you will recall, there had been a Republican preference for
straight block grants, that is, fixed amounts of money each year
which would go the States. The Democrats had a contrary position,
which was referred to as a per capita cap that would have recog-
nized changes, whether they were caused by demographics or eco-
nomics, in the case load from State to State.

One of the geniuses of the compromise was the concept of using
a block grant approach for the base allocation, but having an um-
brella on top of that to deal with unexpected changes in the num-
ber of beneficiaries within a particular State.



Now, Mr. Chairman, an umbrella and a parasol look very much
alike, until it starts to rain. We had an umbrella system which was
supposed to provide protection for States which had an economic
thunderstorm or which had an unexpected growth in the number
of people moving into the State, or the number of people becoming
eligible for medicaid.

What we have substituted is a parasol; it looks nice, it is figu-
rative, but when it starts to rain it is not going to give very much
protection. As an example, the parasol that we have now says that
you can get funds for 1 year if you have an unexpected change in
demographics, but beyond that you are out of luck.

So if your State goes into a recession and you add an additional
100,000 people to your medicaid roll, you will get additional Fed-
eral funds for the first year, but, if your recession happens to last
more than 12 months, beginning the second year those 100,000
have to be paid 100 percent by the State out of its restricted block
grant. That is a parasol, not an umbrella.

So, Mr. Chairman, I would hope that we would try to go back to
that spirit of bipartisanship which gave us such promise just a few
months ago, and make the modifications that will bring this legis-
lation to the reality of its title. That is, a representation of the bi-
partisan spirit of the Governors, working with the Congress, to try
to reform a system that is not, in my opinion, broken, but a system
which does require some surgical correction. We can provide that
in a bipartisan spirit, and I hope we will.

The CHAIRMAN. You were not here at the time this matter came
up before, Senator Graham, but in my opening statement I made
it very clear that the intent of the legislation is to cover all guaran-
teed citizens. The umbrella is somewhat complex, and there seems
to be some misunderstanding, but that is something that we could
correct. I would be glad to make sure that the intent is clear.

Next, is Senator Rockefeller.
OPENING STATEMENT OF HON. JOHN D. ROCKEFELLER IV,

A U.S. SENATOR FROM WEST VIRGINIA

Senator ROCKEFELLER. Mr. Chairman, I concur with what Bob
Graham said. Yesterday, I thought, was an incredible day of bipar-
tisanship, and I just sensed in the Chairman's answer to Senator
Graham, again, a reaching out for trying to make that hold over
to this whole area, too. I hope you will, because there is just an
awful lot of work to be done on this.

I mean, a lot of the same old problems are there about State
scams, which West Virginia actually was one of the original
scammers of. But I guess what bothers me, and I will just focus
on this for 60 seconds, is the question of the abused and neglected
children problem, in terms of, obviously, the welfare reform bill.

I think I really have the impression that last year that we agreed
in a bipartisan manner not to change Federal programs designed
to protect abused and neglected children. The Finance Committee,
in fact, held a special hearing on the subject and there seemed to
be a strong feeling that way.

Unfortunately, the new proposal changes Federal programs for
such children. Now, it is not all bad. The foster care and the inde-
pendent living programs are retained as entitlements, and that is



good. But there are a lot of troublesome changes, and that has to
do with converting the child welfare program into a block grant. I
am just 100 percent against that concept, however one approaches
it.

States also should have to maintain 100 percent of their effort
in child welfare, I believe, Senator Graham, not for 1 year, but for
2 years. But the last 3 years, States can reduce their maintenance
of efforts down to 75 percent. Believe me, they will.

The number of cases of abused and neglected children are grow-
ing. How can we put ourselves in a position where we put abused
and neglected children are more risk? There are many, many prob-
lems here that we have to work on.

I thank the Chairman.
The CHAIRMAN. Thank you.
Senator Bradley.

OPENING STATEMENT OF HON. BILL BRADLEY, A U.S.
SENATOR FROM NEW JERSEY

Senator BRADLEY. Thank you very much, Mr. Chairman.
Madam Secretary, let me see if I can get you to focus a little bit

on the welfare and State role in the welfare reform efforts, and in
particular have you think about, when we talk about the Federal
role in AFDC and the waiver requirement in order to get some-
thing changed in how it works and what you would like to do to
experiment, I would like to focus on the New Jersey experiment
several years ago, the one that denied benefits to families on wel-
fare that had an additional child, that was among the elements of
this w-.lfare reform, benefits for the additional child would not be
given.

I am interested in getting at how the processed worked, because
I think what all of us want is to reform welfare. We want a welfare
system that is more responsive. We want a welfare system that
does not make welfare a way of life, but I am concerned about the
direction that we might be taking.

Now, in the waiver process in the New Jersey case, did HHS
deny or delay New Jersey's move toward the idea, which at the
time was very controversial, at all?

Secretary SHALALA. I am sorry. Are we in the question period?
The CHAIRMAN. No, we really are not.
Senator BRADLEY. Oh. These are opening statements. I do not

have an opening statement. [Laughter.]
Secretary SHALALA. The answer is no, but I will go on with

my-
Senator BRADLEY. I will be very interested to hear your opening

statement. I wondered why Senator D'Amato's sounded more like
a speech than a question. But I do not have an opening statement.

The CHAIRMAN. We will give you further opportunity, Senator
Bradley.

Senator D'AMATO. It was.
The CHAIRMAN. Senator Moseley-Braun.



OPENING STATEMENT OF HON. CAROL MOSELEY-BRAUN,
A U.S. SENATOR FROM ILLINOIS

Senator MOSELEY-BRAUN. Thank you very much, Mr. Chairman.
I listened a little bit earlier, and I must say I find it almost ironic,
the debate over whether or not the Republican Governors and the
Democratic Governors agree on national welfare and medicaid re-
form.

I think it most ironic because our reliance on their recommenda-
tions overall-and I do not mean to say anything bad about the
Governors, and I know there are a lot of arguments that they are
closer to the people, et cetera, or are elected by the same folks as
we are.

But the fact of the matter is, reliance on leadership from the
Governors in this area is tantamount, in some regards, to an abdi-
cation of our responsibility as Senators.

I mean, it is our job to be concerned about what happens to our
National community. It is our job, of course, focusing in on our
States and representing our States to reflect and promote those in-
terests, as I know everybody certainly on this committee does as
a regular matter.

But it is also our job to be concerned about what happens to us
as Americans as part of a national community, and that is not re-
flected in the approach that says to the Governors, here is a huge
national problem; you go figure it out.

We have essentially turned over to them a set of concerns that,
frankly, are fundamentally in conflict. So that, I think, is kind of
at the core of the problem here. I mean, when you look at this bill,
we repeat the Federal standard for defining disability nationally.
It says, you go figure out what a disability is.

So if a child in Arizona has sickle cell and somehow or another-
and I just made up sickle cell; let me pick something else, cystic
fibrosis-and they come up with one set of standards that allow for
that child to receive a certain amount of services, and a child with
the exact same condition in Iowa or Illinois has to function under
another set of standards, what, are we going to set up 50 different
sets of standards for disability in this country?

That does riot make sense to me, particularly given the mobility
of the American people. People move from State to State. So that
child from Arizona could then move to Illinois or Iowa and find out
that the services or the health care that was available in one State
is not available in the next. That is what we are setting up, Mr.
Chairman with this approach.

I can go down to other examples, even the welfare part of it. Part
of the experiment addressed a waiver program, taken out of the
Wisconsin experience, to transfer to a work program.

Everybody says work is a good thing; it is like motherhood, apple
pie, and the flag. Of course we want people to get off welfare, and
of course we want people to take care of themselves and their ba-
bies, and of course we want them to go to work. That is not debat-
able.

But the question is, how transferrable can a program from a
State with 200,000 AFDC recipients and a 3.7 unemployment rate
in 1995 be to a State that has three million AFDC recipients and



a 7.8 percent unemployment rate, or in my own State, 690,000
AFDC recipients and a 5.2 unemployment rate.

I mean, we cannot abdicate our duty here. Senator Graham
raised the question about the umbrella. How is that going to work
when one State has sudden unemployment, or an industry went
under, as happens overnight sometimes? I am going to get off my
soap box, Mr. Chairman. I just want to finish my statement here.

My point is this. We have to look at this issue with the perspec-
tive our responsibility as trustees of the national interest. We have
to look at this issue as part of our responsibility to the children.

I have a chart-and my time is almost up--on the point I have
been making from the very beginning, on the welfare part of this
debate. The majority of the people receiving AFDC are children,
and the majority of them are children under six.

We are making all our decisions based on the 32 percent. These
are 1995 numbers, too. These are new numbers. We are making all
of the decisions talking about the lazy welfare cheats, or whatever,
the adults, the 32 percent who will not get off their duff and go to
work. That is driving this debate. But what about these people?
Two-thirds of the people are going to be the victims of our decision
making, or the beneficiaries, to be kind about it.

So I just keep coming, and I asked the question when we started
down this road almost a year ago. Unfortunately, we have not, I
do not think, gotten much further than we started off. But what
about the kids? That is all I have to say.

The CHAIRMAN. Senator Chafee.
Senator CHAFEE. I want to get going with the witness, Mr. Chair-

man, so I have no comments. I came to hear Dr. Shalala.
The CHAIRMAN. Thank you, Senator Chafee.
Dr. Shalala.

STATEMENT OF HON. DONNA E. SHALALA, PH.D., SECRETARY
OF HEALTH AND HUMAN SERVICES, WASHINGTON, DC

Secretary SHAIALA. Thank you very much. Good morning, Mr.
Chairman, Senator Moynihan, members of the committee. It is my
distinct pleasure to appear before you today to discuss the medicaid
and welfare reform proposals introduced by Chairman Roth and
others on May 22.

As the Congress continues to consider ways to reform medicaid
and welfare and pursue a balanced Federal budget, we appreciate
the opportunity to state clearly the President's vision for reform in
these areas.

The Clinton Administration believes that we must balance the
budget by the year 2002 and give more responsibility to the States
and local communities, but we must do it in a way that is consist-
ent with the values of our Nation. As the President has said time
and time again, we can balance the budget and find common
ground without turning our backs on our values, our families, and
our future.

In medicaid, we have proposed legislation to give the States the
flexibility that they need, while maintaining a strong Federal/State
partnership built on a foundation of shared resources, accountabil-
ity, and a real guarantee of coverage for the most vulnerable Amer-
icans.



In welfare, the President has submitted to the Congress a wel-
fare reform bill that will replace the current welfare system with
one that demands responsibility, strengthens families, protects
children, and provides States with broad flexibility and the re-
sources they need to get the job done.

We strongly hope for legislation that builds upon these principles
and the recent bipartisan initiatives from the Nation's Governors
and moderate Republicans and the Democrats in both Houses of
Congress.

The President is committed to balancing the budget and enacting
real welfare and medicaid reforms. However, the President also has
made it clear that the current strategy of the majority in Congress
to link welfare reform to unacceptable changes in medicaid will
leave him no choice but to veto the entire package.

We call on Congressional leaders to abandon the "poison pill"
strategy that is designed to provoke a veto. We strongly support
the bipartisan efforts of the Governors, and the Breaux-Chafee and
Castle-Tanner groups to reform welfare without gutting medicaid.

Let me note, in particular, the fine work of Senators Chafee and
Breaux, and the members of their bipartisan group on both medic-
aid and welfare reform. While we have yet to review many details
and still have some concerns, I think the willingness of Senators
of good will to join together across the aisle to agree on meaningful
reforms is an example to us all.

The President believes their proposals could very well be the
foundation for a broad bipartisan effort to enact meaningful re-
forms.

Let me spend a few minutes discussing the medicaid proposal
made by the Republican leadership. medicaid provides vitally im-
portant health and long-term care coverage for approximately 37
million Americans, including 18 million children, six million senior
citizens, and four million Americans with disabilities.

The Clinton Administration is dedicated to strengthening and
improving medicaid so it can continue to fulfill the promise of our
country to millions of children, elderly, and disabled Americans and
their families.

During our first 3 years in office, the administration approved 12
State-wide medicaid demonstration programs. This compares to a
total of one such demonstration approved under all the previous
administrations combined.

These demonstrations allow States to experiment with new
methods of coverage and cost containment. As a result, when im-
plemented, 2.2 million Americans who were previously uninsured
now have secure coverage.

The President's medicaid reform proposal builds on this experi-
ence by providing States with extraordinary new flexibility to bet-
ter manage their programs, to pay providers of care, and operate
managed care and other arrangements.

The President's plan would eliminate waiver requirements for
enrollment of beneficiaries in managed care plans and in-home and
community-based care. It would eliminate the Boren Amendment
and do away with a string of rules of regulations.

But the one thing the President's plan would not do, is to end
the Federal guarantee for people covered by this vital program. The



President's medicaid reform plan is based on three core principles
in addition to broad flexibility.

First, the need for a real, enforceable Federal guarantee of cov-
erage to a defined benefit package. Second, appropriate shared Fed-
eral and State financing. Third, quality standards, beneficiary pro-
tections, and accountability.

Last year, the President vetoed the Republican medicaid reform
plan because it failed to meet any of these principles. In February
of this year, the National Governors' Association approved the out-
lines of a bipartisan medicaid reform plan.

As I testified myself before this committee in March, while we
had concerns, we believe the Governors' medicaid plan held some
promise and we were hopeful that, once more details were known,
there would be a real basis for medicaid reform.

Unfortunately, the medicaid bill introduced last month by the
Republican leadership in Congress moves us further away from the
bipartisan reform envisioned by the Governors and much closer to
the Republican legislation that the President vetoed last year.

We agree with the views expressed by the Democratic Governors
in their letter to Chairman Roth which said, in part, "The Repub-
licans' medicaid proposal is far from the NGA agreement and ap-
pears to be more like the proposal vetoed by the President last
year, and rejected by the Governors at our winter meeting."

Let me be clear. The new Republican bill, like its predecessor,
fails to meet the President's basic principles for medicaid reform.
If this bill is sent to the President, I will recommend that he veto
it and send it back to Congress.

Let me very quickly explain my reasons. First, in order to guar-
antee coverage we must guarantee eligibility, benefits, and enforce-
ment. The Republican plan could deny guaranteed coverage to mil-
lions of Americans eligible for medicaid. This includes millions of
children between the ages of 13 and 18 and many Americans living
with disabilities. It also includes those who are trying to move from
welfare to work.

Second, the bill allows States to limit the amount, scope and du-
ration of benefits and allows States to differentiate benefits for sep-
arate parts of a State. Third, the bill eliminates most Federal en-
forcement of eligibility and benefits. On balance, we find no real
guarantee of coverage or benefits.

In the area of financing, we find the Republican bill abrogates
the historic partnership between the Federal Government and the
States. Under this partnership, medicaid dollars have always fol-
lowed State decisions to cover the people who are in need.

Let me repeat this. Under this historic partnership, medicaid dol-
lars have always followed State decisions to cover the people who
are in need. Yet, 91 percent of the Federal medicaid dollars pro-
vided for under the Republican bill are distributed by a block grant
formula driven by annual growth caps; only five percent of block
grant funds are distributed according to need.

The Republican plan also includes an umbrella fund, only 3 per-
cent of the total funds, to assist States that experience an increase
in enrollment due to economic downturn or other circumstances.

At first glance, this proposal appears to help the States in need
and is similar to the one advanced by the NGA. A closer look, how-



ever, reveals that this protection is quite temporary in nature and
would leave many States exposed.

A State that experiences an increase in enrollment would receive
money from the umbrella fund to cover only the first year of those
costs. But if that enrollment persists into a second or a third year,
the umbrella fund money disappears and the States are left hold-
ing the bag.

I would note that the Republican bill would reopen the huge and
dangerous loopholes that were closed just a few years ago by this
committee. This bill would allow States to use provider donations
and tax schemes to produce some or all of the money they were re-
quired to contribute.

At the same time, the Republican bill increases the Federal
Matching Assistance Percentage, or FMAP. That would increase
the Federal share of medicaid spending from 57 to 63 percent.

Because the FMAP changes could encourage the States to reduce
their contribution to the program, the result would be a much
deeper reduction in medicaid spending than the $72 billion in re-
duction in Federal spending.

According to the Center on Budget and Policy Priorities, the total
reduction could be more than $250 billion over 6 years, when you
look at both State and Federal funds.

Finally, the Republican medicaid bill would eliminate the exist-
ing structure for quality assurance and beneficiary protection.
There are no standards for managed care plans. States could
charge the adult children of beneficiaries who are in the hospital,
and it eliminates most limits on cost-sharing.

In conclusion, Mr. Chairman, the new Republican medicaid plan
is fatally flawed. It should not be approved by the Congress.

Mr. Chairman, I would now like to turn to welfare reform. As we
have worked to enhance State flexibility under medicaid in the ab-
sence of national reform legislation, the administration has also
worked with States to transform their welfare systems to require
work, to promote parental responsibility, and to protect children.

Over the last 3 years, we have worked with Governors and with
other State'and local elected officials, within the framework of the
Family Support Act, to give 39 States the flexibility to design wel-
fare reform strategies that meet their specific needs. These efforts
are directly affecting approximately 10 million recipients through-
out the country, or 75 percent of all welfare recipients nationwide.

These efforts have begun to pay off. Welfare case loads have
dropped by 1.3 million since January of 1993, a decline of about
nine percent. A larger percentage of those still on the rolls are en-
gaged in work and related activities. Food stamp rolls have also
gone down, and so have teen birth rates. At the same time, child
support collections have gone up as the administration has worked
diligently to improve collection efforts.

While we have made great progress on welfare reform through
welfare reform waivers within the context of the Family Support
Act, executive actions, and other initiatives, we still believe that we
need national welfare reform legislation.

As part of his balanced budget plan, the President has proposed
a comprehensive welfare reform proposal that would require work,
promote parental responsibility, and protect children.



The President has made it clear that, if Congress sends him a
clean welfare bill that follows these fundamental principles, he will
sign it. However, the President has also made it clear that real
welfare reform should not be attached to harmful proposals such as
the elimination of guaranteed health coverage for poor children, for
pregnant women, and for people with disabilities.

There are good signs of bipartisan work in this area. We are
pleased that the Chairman's bill, S. 1795, reflects some of that sig-
nificant progress that has been made on welfare reform since the
President was forced to veto H.R. 4. It incorporates a number of
key changes recommended by the administration, and contained in
the National Governors' Association and the Breaux-Chafee propos-
als.

The Breaux-Chafee proposals are steps in the right direction. We
would urge the committee to build on this bipartisan ground. Un-
fortunately, the bill does not address several issues that are of con-
cern to the administration, particularly in providing States with
the resources and the incentives to protect children, to ensure ac-
countability, and to move people from welfare to work.

While we applaud the inclusion of many of the provisions en-
dorsed by numerous Democratic and Republican Senators and Gov-
ernors, the new Republican bill still fails to include other provi-
sions that have earned bipartisan endorsement.

For example, the new Republican bill cuts $51 billion in welfare
spending over the next 6 years. These cuts are far greater than any-
of those proposed by the National Governors' Association or the ad-
ministration. The cuts in food stamps and benefits to legal immi-
grants are particularly steep.

In addition, the Republican bill would allow States to substan-
tially reduce their own spending on programs serving low-income
families, compounding the impact on poor children and families.

We are particularly concerned that Senate bill 1795 prohibits
States from providing a safety net for children by not allowing the
States to use block grant funds to provide non-cash assistance or
vouchers for children in families who are subject to the 5-year time
limit.

Further, the new Republican bill does not maintain the guaran-
tee for medical assistance for all of those currently eligible, or for
those who reach the 5-year time limit. Senate bill 1795 fails to con-
tinue the transitionalmedicaid coverage for families leaving welfare
for work.

The bill also fails to provide adequate protection for States in the
event of economic downturns. The contingency fund is set at too
low a level-

The CHAIRMAN. I would ask that you try to sum up.
Secretary SHALALA. I am almost finished.
The CHAIRMAN. Please proceed.
Secretary SHALALA. And my longer testimony is in the record.
The CHAIRMAN. It will be incorporated.
Secretary SHALALA. The contingency fund is set at too low a level

and does not allow for the further expansions during poor economic
conditions and periods of increased need.

The new Republican bill also makes deep cuts in the Food Stamp
program, which would take the form of a reduction in benefits to



families with high shelter costs and a 4-month time limit to child-
less adults. It would permit States to replace the Food Stamp pro-
gram with a block grant, jeopardizing the nutrition and health of
millions of children, of working families, and the elderly.

While the administration supports strengthening requirements
on sponsors of immigrants, we are also distressed that the bill
maintains immigration provisions from H.R. 4 imposing restric-
tions well beyond those approved in the House and Senate immi-
gration bills.

The Breaux-Chafee proposal appears to address many of the ad-
ministration's concerns and would strengthen State accountability
efforts, welfare to work measures, and protections for children.

Mr. Chairman, the American people want Congress to pass a bill
that the President can sign that honors our values and ensures fis-
cal integrity. They want a bill that promotes work and responsibil-
ity, and also protects children. They want a bill that supports fami-
lies who play by the rules and rewards those who work hard to
support themselves. They want a bill that ensures accountability
for the use of taxpayers' funds. In short, they want real welfare re-
form.

I know that the President shares my hope that, with the biparti-
san leadership of this committee, we can address the critical issue
of welfare reform this year. Let us take those final steps together,
so that together we can meet the needs of the people of this coun-
try.

Mr. Chairman, I want to thank this committee for once again
giving me the opportunity to testify, and I look forward to answer-
ing your questions.

[The prepared statement of Secretary Shalala appears in the ap-
pendix.]

The CHAIRMAN. Thank you, Madam Secretary.
The President's budget calls for $59 billion in medicaid savings.

Now, if Federal spending is reduced, is State spending reduced also
by a proportionate amount?

Secretary SHALALA. We would expect State spending also to be
reduced by a proportionate amount, depending on the mix.

The CHAIRMAN. Is this a cut? Does the President cut medicaid
spending?

Secretary SHALALA. Well, it certainly slows down the growth of
medicaid spending. The actual number of dollars that are spent are
increased.

The CHAIRMAN. That is not my question. My question is, does the
President cut medicaid spending when it is $59 billion in medicaid
savings?

Secretary SHALALA. Is your question, is savings a cut if it slows
down growth?

The CHAIRMAN. My question is, does the President cut medicaid
spending when he calls for $59 billion in medicaid savings?

Secretary SHALALA. Well, if you are talking about a cut
The CHAIRMAN. Could I have a yes or a no answer?
Senator ROCKEFELLER. The answer is yes.
Secretary SHALALA. It is a cut from what current law provides

because there is a per capita cap in the President's proposal, and
it is certainly below what currently would be spent.



The CHAIRMAN. So the President is calling for a cut in medicaid.
You are answering that yes.

Secretary SHALALA. Yes.
The CHAIRMAN. Let me turn to the medicaid guarantee. Now, you

suggest that, under the Governors' proposal and the legislation, the
medicaid guarantees are somewhat hollow. Under current law,
what percentage of medicaid recipients are covered because their
entitlement is mandated by Federal law?

Secretary SHALALA. All of them are. All of them get the basic
comprehensive package.

The CHAIRMAN. My question is, what percentage of medicaid re-
cipients.

Secretary SHALALA. Oh. You are talking about mandatory versus
optional services.

The CHAIRMAN. That is correct. That is correct.
Secretary SHALALA. It is about half. It is about 47 percent, and

it varies from State to State, as you well know. They have more
optional benefits in Senator Moynihan's State, for example.

The CHAIRMAN. But less than half are mandated.
Secretary SHALALA. That is right.
The CHAIRMAN. The others are optional.
Secretary SHALALA. They are optional. The optionals, though, are

built on top of the mandatory expenditures.
The CHAIRMAN. Does that mean that the other recipients, the op-

tional recipients, are covered only because the States have chosen
to include them in the program; is that correct?

Secretary SHALALA. Yes.
The CHAIRMAN. Now, let us turn to expenditures.
Secretary SHALALA. Senator, let me make sure I make this clear.

What the States do, is they add some new people, but all of them
get the same benefit package.

The CHAIRMAN. Well, we will get to benefits.
Secretary SHALALA. All right.
The CHAIRMAN. But what I am asking is what you said, and I

think I agree.
Secretary SHALALA. That is right.
The CHAIRMAN. Under 50 percent are mandated, the others are

optional
Secretary SHALALA. Right.
The CHAIRMAN [continuing]. As a basis of the action of the State,

by choice of the State.
Secretary SHALALA. Right. That is right.
The CHAIRMAN. Now, what percentage of medicaid expenditures

are mandated by Federal law?
Secretary SHALALA. I will have to look it up. Mandatory people,

55.1 percent; optional people, 14.8 percent. The chart over here,
Senator.

The CHAIRMAN. Right. But my question is, what percentage of
medicaid expenditures are mandated by Federal law?

Secretary SHALALA. 55.1 percent are people, and 45.3 percent are
the expenditures.

The CHAIRMAN. 45.3 percent of the mandatory services.
Secretary SHALALA. Mandatory services. $55.1 billion.



The CHAIRMAN. So now we find that optional services for the
mandatory is 28.7 percent.

Secretary SHALALA. Right.
The CHAIRMAN. Or 23.6 percent. In other words, those are op-

tional services on the part of the State.
Secretary SHALALA. Those are optional services on the part of the

State.
The CHAIRMAN. Yes. Then, you see, we have optional people.

There, 14.8 million are covered because of State choice; is that cor-
rect?

Secretary SHALALA. I think those are billions of dollars in ex-
penditures. That is an amount in billions of dollars in expendi-
tures.

The CHAIRMAN. No, I am sorry.
Secretary SHALALA. $14.8 billion is for the mandatory services.
The CHAIRMAN. That is correct.
Secretary SHALALA. That is 12 percent of the mandatory services.

That is 12 percent of the total.
The CHAIRMAN. That is, 12 percent of the people are optionally

covered by choice of the State; is that correct?
Secretary SHALALA. No, it is 12 percent of spending, Senator.
The CHAIRMAN. Spending. Yes. All right.
Secretary SHALALA. So $14.8 billion is spent on optional people

as the States have expanded their program beyond what is re-
quired. That is 12.2 percent of spending.

The CHAIRMAN. So if we look at the optional people and the op-
tional services, how much does that total?

Secretary SHALALA. $69.9 billion, 57.5 percent of total spending.
Optional services are 42.5 percent of total spending. I think the
point here is very clear, that the money has followed State deci-
sions. The system is set up so that the money follows State deci-
sions.

The CHAIRMAN. But it is correct, is it not, to say that it is only
by State choice that 14.8 million people are covered, $14.8 bil-
lion-

Secretary SHALALA. Is spent.
The CHAIRMAN [continuing]. Is spent on optional. Optional serv-

ices include 28.7 billion and 23.0 billion expenditures. Those are
optional on the part of the State; is that correct?

Secretary SHALALA. Yes. $23 billion is spent on optional people,
which is a State decision.

The CHAIRMAN. Now, if mandatory services to mandatory popu-
lations account for less than 50 percent of medicaid payments, does
that mean there are no guarantees for half of the program under
current law?

Secretary SHALALA. Yes.
The CHAIRMAN. Now, Madam Secretary, your criticism seems to

be that if States are allowed to choose whom they will serve and
what benefits will be provided, that means there are no guarantees
in the program for those individuals and services.

Let me read from the current Federal regulation, Section
440.225, Optional Services. "Any of the services defined in Subpart
A of this part that are not required under Section 440.210 and
440.220 may be furnished under the State plan, at the State's op-



tion." What does this mean, other than State may choose whether
or not to provide optional services? May I ask you to answer the
question?

Secretary SHALAIA. Yes. These are additional services for both
the mandatory population, as well as for optional people. It is at
the State's discretion. But the point I was making, was that this
bill changes who is covered.

The CHAIRMAN. Let me continue with my line of questioning. You
also talk about guarantees and terms of enforcement. Now, as this
chart shows, medicaid expenditures for mandatory services pro-
vided for mandatory people accounted for $55 billion in 1994, out
of total medicaid spending of $121 billion. So, under current law,
States could take almost $70 billion out of the medicaid program
without your permission; is that not correct?

Secretary SHALALA. It is correct that the States can make deci-
sions about their optional services. Absolutely.

The CHAIRMAN. Well, what is stopping the States from doing ex-
actly that, if allowed under current law?

Secretary SHALALA. Well, their own decision making.
The CHAIRMAN. So does this mean that the enforcement mecha-

nism under current law is hollow?
Secretary SHAIAI.A. But the point about-
The CHAIRMAN. May I ask you to answer the question? Let me

put it this way. What is stopping the States from doing exactly
that, if allowed under current law; does this mean the enforcement
mechanism under current law is hollow?

Secretary SIHALAIA. What is stopping the-
The CHAIRMAN. Yes. I mean, these optional services, the people

that are optionally covered. There is nothing, as you said, to pre-
vent States from canceling it. So my question is, does this mean
the enforcement mechanism under current law is hollow?

Secretary SHAIAIA. No. The enforcement mechanism applies to
individuals who are covered by Federal and State law, and there
are optional services that the States can put in place or can decide
to change under current law.

The CHAIRMAN. Well, the point I want to make is that over 50
percent of the services provided are now optional. The Governors
are not canceling them, they are supplying them. So I think it is
unfair to assume the worst about the Governors, the State legisla-
tors, that if we go to the proposal we are offering, that they are
not going to continue in good faith to supply services.

Their practices, shown by the current situation, is that they are
going far beyond the mandatory requirements of the law, more
than 50 percent, so there is a will and an interest on the part of
the States to do more than required by government. I just think
to call our enforcement hollow is not correct.

Secretary SHAIALAA. Senator, I think the point that was being
made about enforcement is that this would be the first federally-
mandated program that did not have a Federal right of action at-
tached to it, which is the fundamental point we were making about
enforcement.

I think Senator Hatch, himself, raised the issue of whether that
was, in fact, constitutional to have a program without a Federal
right of action, an individual right that was bestowed, a Federal
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guarantee, without a Federal right of action. We simply raised that
question as it being inappropriate.

The CHAIRMAN. Well, my time is up. But I would just make the
observation that, of course, under the proposed legislation the
beneficiaries have a right of action at the State level and there are
appeals on up to the Supreme Court.

But, most importantly, the Secretary of Health and Human Serv-
ices is given the authority to initiate suits for either individuals or
otherwise to ensure compliance with the law.

Secretary SHALALA. Senator, if I may just make a comment about
your point about mandatory, our problem with this bill is the man-
datory program. Some of the mandatory requirements are being
eliminated.

There is an elimination, for instance, of adolescents being cov-
ered. The definition of disability is left to the State. So, the manda-
tory groups are, under this bill, put at risk.

The CHAIRMAN. Under our legislation, we guarantee coverage of
the same groups that are covered under current law. There is no
change there. But my time is up.

Senator Moynihan.
Senator MOYNIHAN. Madam Secretary, may I implore you to

think of a better term that optional people?
Secretary SHALALA. And mandatory people.
Senator MOYNIHAN. It is just one of those things.
Secretary SHALALA. I think, sir, this is not our chart.
Senator MOSELEY-BRAUN. Senator Moynihan.
Secretary SHALALA. This is the Chairman's chart.
Senator MOSELEY-BRAUN. Before you get started, would you yield

just for a little observation, question, or whatever you want to call
it?

Senator MOYNIHAN. Of course.
Senator MOSELEY-BRAUN. Is it not a fact the law provides that

the States can decide not to have a medicaid program at all if they
want to?

Senator MOYNIHAN. I suspect that is the case with most Social
Security provisions.

Senator MOSELEY-BRAUN. All right. So the idea of mandatory
people and mandatory services, in the first instance, kind of flies
in the face of what the law already is, getting past the humor of
the whole idea of mandatory and optional people.

But the second point then is, given that the States can decide not
to have a program at all, what this legislation says is that, even
if they do decide they want to have such a program, they can de-
cide to change the definition of the people who are covered, or the
services that are provided, so there will be no more mandatory at
all on any part of the chart.

The CHAIRMAN. That is not correct. There is a guarantee for the
same groups.

Senator MOSELEY-BRAUN. None of it is mandatory right now, Mr.
Chairman. That is my point. I did not mean to interrupt Senator
Moynihan, but I just wanted to bring up that point.

The CHAIRMAN. You are correct, the State can cancel out the pro-
gram.

Senator MOSELEY-BRAUN. All right.



Senator MOYNIHAN. Can I go to a bipartisan matter. On page two
you write, "Before I continue, let me note, in particular, the fine
work of Senators Chafee and Breaux, and the members of their bi-
partisan group on both medicaid and welfare reform. The President
believes their proposals could very well be the foundation for a
broad bipartisan effort in this regard."

Now, Madam Secretary, one of the key provisions of the Chafee-
Breaux proposal was the adjustment of the Consumer Price Index
to more accurately reflect cost of living changes. We have before us
the Boskin Commission proposal, 1.0 percent reduction; the Chafee-
Breaux proposed 0.5 percent, which is about a one-sixth reduction.
They got about $125 billion out of that.

Does the President support an adjustment of the Consumer Price
Index?

Secretary SHALALA. I was commenting only on the welfare and
medicaid proposals, not on the rest of the bill in terms of the Presi-
dent's interests and his signal about

Senator MOYNIHAN. I did not think I was going to catch you, but
I am going to try. Madam, would you go back and tell them that
Senators Chafee and Breaux got 46 votes on that day in the Sen-
ate, and Senators Simpson and Kerry got an additional seven.

So on that day, 53 Senators voted to adjust the Consumer Price
Index to bring it closer to what many believe to be an accurate
statement of the cost of living. A 1 percent reduction gives you $1
trillion over 12 years. You are broke. We are all talking about it
here. We are broke.

Just one other thing, but it seems to me more important than,
perhaps, it does to others. You say on page 23 that teen birth rates
have gone down. Now, you have said that before here. The Presi-
dent has said it in a formal statement.

Madam Secretary, what is the evidence that teen birth rates
have gone down? Now, mind you, birth rates have been going down
in this country for two centuries, but that is not true with teen
birth rates, partly, I assume, the age of menarche is now down to,
I believe, below 12 years. There has been a decline from 1990 to
1993. There have been 3 years of a decline. The present rate is
where we were in 1960. We continued to go down to 1965, and the
secular trend is up. Why do you say it is down?

Secretary SHALALA. I am referring to the CDC data that you re-
ferred to. The birth rates for teens between 15 and 19 declined four
percent between 1991 and 1993. The birth rate for teenagers be-
tween 15 and 17 declined two percent from 1991 to 1992, and re-
mained stable in 1993. That is different than the teen illegitimacy
ratio, which you know, because that is driven by a different set of
data.

Senator MOYNIHAN. What is the illegitimacy ratio for teens now?
It is 72 percent.

Secretary SHALALA. 72 percent.
Senator MOYNIHAN. Yes.
Secretary SHALALA. Now, that is also related to the number of

teenagers who were married who did not have children during that
period.

Senator MOYNIHAN. Could I just say, I do not think a demog-
rapher would take a 3-year dip in a secular trend that has been



going on for 40 years as being significant. We do not have numbers
for 1994 or 1995. The more important number is the illegitimacy
ratio, do you not think?

Secretary SHALALA. Well, Senator, the illegitimacy ratio is impor-
tant. I think the general point that I believe you have made to all
of us for years is significant-that teen pregnancy rates, by any
measure, are too high in this country and are creating a disaster
for us in relationship to social policy in this country.

Senator MOYNIHAN. But the secular trend is very clear since
1965, down, then up. There is no equivalent in our social experi-
ence of this event..

Thank you, Mr. Chairman. Check out the CPI, though. They
might use a trillion dollars here and there. It helps.

The CHAIRMAN. Senator Breaux.
Senator BREAUX. Thank you very much, Mr. Chairman, and

thank our Secretary for testifying.
I said earlier that I thought that good policy is always good poli-

tics and bad policy is not. I think that we are pretty close to having
some agreement on an approach on welfare, and I think we are
more separated by our positions on medicaid.

Would the administration support separating the two issues if we
can get an agreement on one and not the other, or does the admin-
istration feel that they are tied together or joined together at the
hip, we have to do them both?

Secretary SHALALA. No. The administration would support the
separation of the two bills. They are joined at the hip in the sense
that the welfare bill must take care of the transition into medicaid
and deal with the issue of whether people, when they reach the
time limit, may be continued on medicaid.

Senator BREAUX. But do you think that we could craft-I am not
saying what the final product would look like-a welfare bill that
would be sent to the President, signed by the President, and still
spend time on medicaid at a later date to get it done?

Secretary SHALALA. Absolutely.
Senator BREAUX. I am really disturbed, and I think Senator Moy-

nihan touched on this, about teen-pregnancy. There was an article
in the New York Times this morning that public costs of teenage
pregnancy is put at $7 billion this year, that taxpayers will spend
nearly $7 billion just this year to deal with social problems result-
ing from recent births by girls under the age of 18. The President
is supposed to highlight a f30 million in the budget for the preven-
tion of teenage pregnancy.

Can you comment on that? My State has just some terrible num-
bers on this issue. .We are sort of at the bottom of all the lists of
things that are good and the top of the list of all of the things that
are bad in many of these areas, and it is very, very disturbing. My
State has one of the highest teen birth rates in the Nation, 53
births per 1,000, the 48th highest in the Nation. It is declining.
That is encouraging, but it is still very bad.

Can you comment on what type of approach we are going to be
receiving in this area?

Secretary SHALALA. Well, I think w ile the coverage indicated
the cost, what it did not reflect is a very careful description of what
actually happened to the children of teenagers.



They tended to be low birth weight babies, they had childhood
health problems, they were more likely to be physically abused and
neglected, they performed poorly in or they dropped out of high
school. So the heavy costs are not just the financial costs, but the
impact on the children.

We have a proposal-and the President will be talking about
this-this afternoon in our 1997 budget for a new national teenage
pregnancy prevention program, again linked to community-based
strategies. What we know from a report that we did last year on
successful programs is that strategies need to be comprehensive
and they need to be community-based.

The Federal Government can be a partner, but we cannot reduce
teenage pregnancy rates in this country by a single government
program. We need a community-based strategy; teachers, parents,
church leaders working with communities.

I can take you to a program put in place in rural Oregon, to ad-
dress their teenage pregnancy rates. It is a community-based pro-
gram that actually has brought those rates down.

As we find more programs that work, a combination of funds
plus enormous public local-based efforts-there is one in New York,
the Children's Aid Society Program that I think I have spoken
about before, which combines schooling with tutoring, with health
programs in East Harlem, and which has been very effective.

Senator BREAUX. I do not want to spend all of my time on that.
We look forward to the announcement of the new plan.

Let us talk about medicaid. I tried to raise objections. It is very
clear, we are not looking at a bipartisan NGA plan in the bill that
is before this committee. It started off bipartisan and it split up.
Can you outline for the committee the essential problem areas with
the bill before the committee?

We have talked about the changes in the disability definition, we
have talked about changing the categories of those who are going
to be covered, that the current law phases it in from age 13 to 18.
We have talked about the funding formula, we have talked about
the deficiencies in the umbrella plan, which is only for 1 year.

Can you give to the committee, if you could in a short statement,
all right, Congress, here are the deficiencies; we would like you to
fix it in the following way?

Secretary SHALALA. Well, the first issue will be eligibility, and
that is, who participates in the program. The program repeals ado-
lescent coverage, so you cannot say that it guarantees all the cur-
rent groups. Youngsters between 13 and 18-and we have been
phasing them in-are no longer in a required category.

Second, it eliminates the Federal definition of disability, which
means different definitions around the country. That is a serious
problem for someone who is disabled, and it would give us 50 dif-
ferent definitions. So, two very large groups.

Third, women who are currently on AFDC could lose both their
AFDC and their medicaid; only if they got pregnant would they be
able to keep their medicaid under this bill.

The first issue is eligibility. The second issue is, what is the ben-
efit package; what are we buying for this amount of money? Again,
that is left to the Governors with sort of general rules. But the na-
ture of the benefit package is no longer guaranteed. In addition to



that, the enforcement mechanism is changed. There no longer is a
Federal right to enforcement.

Finally, the financing is changed. The provider and donation
taxes which this committee eliminated now can be used again to
make up the State share, which means not only that this bill re-
duces the amount of Federal money, but it simultaneously allows
the States to take out huge amounts of State money and continue
to get the Federal money by using funny taxes as a way to attract
it.

Finally, the Democratic Governors raised the issue, they broke
the agreement; money no longer follows beneficiaries. The block
grant, with its floors and ceilings, no longer follows beneficiaries
and there is no economic stabilizer here. What happens if a State
has an economic downturn that lasts more than a year? The State
has no additional money coming in.

Those are the major problems with the bill, which are pretty fun-
damental.

The CHAIRMAN. We do have a number of Senators who want to
ask questions, so we had better proceed.

Senator Grassley.
Senator GRASSLEY. If we proceed down the road that the Gov-

ernors want to go and Senator Roth's legislation takes it, it seems
to me like it really is welfare reform. It seems to me anything short
of demonstrating a great degree of confidence in Governors, State
legislators, and local people is probably more along the lines of
waiver reform and not really expressing confidence in the grass-
roots of America to make these decisions and to care for people, as
I think local people have as much concern as we do, and more faith
and confidence in Washington.

I suppose that I look at what we have tried to do on welfare re-
form in the past and compare that to what the States have done
and have really felt that States have really moved forward.

Now, one of the efforts to move forward is in Wisconsin, and they
have applied for waiver.

Secretary SHALALA. Senator Grassley, I am recused on any ques-
tion on Wisconsin, so I am afraid you cannot ask me.

Senator GRASSLEY. I cannot ask you. All right.
Secretary SHALALA. I would have to leave the room if you wanted

to ask Secretary Bane.
Senator GRASSLEY. No. I do not want to do anything that hurts

your job, but I sure would have liked to have asked you who was
going to get approved.

Secretary SHALALA. It is my legal status, I think.
Senator GRASSLEY. Well, let me just make this point then about

it. The President has spoken favorably of the Wisconsin plan, and
I would expect that, since the President spoke favorably of it, that
it would be approved just like that.

We do not know if it will be approved. I know you cannot com-
ment on it, and I am not going to ask you to do that. But it does
demonstrate, because we do not have an answer two weeks after
the President said he was in support of it, and there is a process
of screening and negotiating going on, just exactly why we are try-
ing to move this legislation.



Otherwise, we are in this situation where 50 different Governors,
including 19 Democratic Governors, under present law, have to
come, hat in hand, on bended knee, to Washington, DC to get ap-
proval. We always have to meet this test of what is an appropriate
welfare reform, is that Washington knows best.

I am going to move on then.
Secretary SHALALA. Senator Grassley, if I might answer the first

part of your question. To be fair to all three of these plans, to
Breaux-Chafee, to the Republican bill, and to the President's bill,
all of them give tremendous flexibility to the Governors.

The issue of flexibility is not in dispute here. Fitting resources
with our goal of moving people from welfare to work-having a bet-
ter fit between the numbers, the strong work requirements and the
targets we want to reach, and the kind of resources that are nec-
essary, and protecting children-is what we are disputing here.

But, of the three bills, and two of them we have spoken very fa-
vorably about, we have some deep concerns about the resources
and the protections in the Republican bill, which we have made
quite clear. But there is no debate about flexibility.

Senator GRASSLEY. I think the end result means that the plan
does not allow the flexibility that would be dictated.

Secretary SHALALA. Senator Grassley, we have approved 60 waiv-
ers. There could be no better demonstration of the willingness, un-
derstanding, and desire of this administration, to be flexible.

Senator GRASSLEY. But it takes months and months to get some
of those waivers.

Secretary SHALALA. We did, in 3V2 years, more than twice the
number of all of the previous administrations put together.

Senator GRASSLEY. Well, I know how long it took myState of
Iowa to get a waiver, let us say that. I know that for a fact.

You made the point that our Republican medicaid plan departs
from what all the Governors agreed to in February. In your com-
ment about the eligibility requirement you criticized the fact that
the Federal standard for defining disability was repealed.

Now, I am reading from the February Governors' document on
eligibility. It says, "Consistent with statute, adequacy of State plan
will be determined by the Secretary of HHS." And then before that
it says, "States must have maximum flexibility in the design and
implementation of systems of care." It also says, "Persons with dis-
abilities, as defined by the State in their State plan."

So when we have this, these statements in this plan, is it not fair
to say that the Roth plan provided what the Governors wanted and
they did it unanimously in their February statement? I do not see
where you can say that this is anything different than what the
Governors said, based upon their own statement.

Secretary SHALALA. I did not, Senator Grassley. The significant
difference between the Roth plan and the Governors and the rea-
son-the Democratic Governors have objected-the core of their ob-
jection-is the financing mechanism.

The formula, no longer has money following individuals, which
was the core of the Governors' agreement. That is why the agree-
ment has fallen apart. When I testified previously on the Gov-
ernors' plan. I objected, and we raised serious questions about
States defining disability State by State in the Governors' plan. So,
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we are being consistent here. It is that core funding that held the
Governors' agreement together, and without it the Democratic Gov-
ernors stepped away.

The CHAIRMAN. Senator Rockefeller.
Senator ROCKEFELLER. Madam Secretary, I am going to try to

ask in rapid-fire order four questions, so I think they only require
short answers.

What is your view as to what you think States will do under this
current proposal of the Chairman on medicaid reform; is it not
likely that they will spend significantly less on health care for the
poor, for the disabled, for children of pregnant women? There is, I
think, one new study out saying that the States will spend $185
billion less. So what do you think this will do to health care for the
poor?

Secretary SHALALA. Well, I think that the concern is not simply
the Federal portion, but your point, that the States will pull large
amounts of State resources out to draw down the Federal moneys,
substituting these provider and donation taxes to keep the Federal
money.

Senator ROCKEFELLER. Second, there are about two million nurs-
ing home residents. Does this bill give those people the same pro-
tection of quality of care and protection for necessary nursing home
services as current law, or will seniors who qualify and count on
medicaid today for help with nursing home care be at risk, in fact,
for themselves having to pay more for their own health care serv-
ices under the Chairman's bill?

Secretary SHALALA. In our reading of the bill, it no longer has
the same kind of guarantee or a guaranteed benefit package. It
puts every category at risk, including nursing home residents.

There have been some changes in this bill since the original Gov-
ernors' bill to protect, for instance, the assets of adult children for
nursing home residents. But according to this bill, the State could
go after the assets of the adult children of elderly persons who are
in a hospital.

Senator ROCKEFELLER. Third, given the dramatic rise in reports
of child abuse and neglect and some cases of fatalities resulting
from this, I, as I have said, am very troubled by block grants and
reducing the States' financial commitments to abused and ne-
glected children.

No. 1, what is your view on the Child Protection Block Grant,
and under a block grant is there any assurance that States will in-
vest in prevention-preventing--child abuse, especially given the
budget squeeze. Is there a danger that States would, therefore,
only get into crisis intervention and investigation, so to speak, in-
stead of the prevention and the family support programs, which
have proven that they work.

Secretary SHALALA. Of all of the American tragedies, as you well
know, there are already 20 States under court order in this area.
We wculd be opposed to anything that would reduce the resources
in chili welfare services, our oversight in child welfare services, or
the ability to go into court to insist on protections for abused chil-
dren.

The President has, in the clearest possible terms, said that a
block grant of any part of child welfare services is unacceptable.



These are the most vulnerable, the most difficult kinds of cases. We
need to keep our resources and we need to keep our oversight at
the same time.

Senator ROCKEFELLER. I will ignore my fourth question simply to
say, I thought your point was very fair and should be clearly noted,
that when you were answering in discussion with the Senator from
Iowa, you pointed out that the President has given an enormous
number of waivers to States to do what they want, more than all
previous efforts of Presidents combined. That is a fact and is some-
thing that should be noticed.

If Iowa received it in a slower amount of time than they wanted,
still they received it, and so have many other States. I think the
administration has tried very, very hard on the whole question of
flexibility and State waivers.

Thank you, Mr. Chairman.
The CHAIRMAN. I would just say to Senator Rockefeller on the

Federal standards for nursing care, that the legislation I proposed
does continue the Federal standards and the same enforcement, so
there is not a change in that area.

Senator Moseley-Braun.
Senator MOSELEY-BRAUN. Thank you, Mr. Chairman. I was al-

most surprised. I am so accustomed to being the last voice in the
room.

Madam Secretary, delighted to see you again this morning. I
wanted to ask, I have been looking at some of the numbers here
and I think it is of vital importance that, particularly as we talk
about some of these complicated subjects and we throw around mil-
lions, billions, and trillions of dollars, the numbers like crazy, that
we never lose sight of the fact that, in the final analysis, there is
a human face to all of these issues.

There are people, real people, involved with the kinds of deci-
sions that are being taken up in this committee, and about which
you have been an advocate, Madam Secretary.

So in that regard, I wanted to go over-because I was really tick-
led by the idea of mandatory and optional people-the enrollment
in the medicaid program, the 32.1 million people on medicaid.

Some 3.7 million of them are elderly, 4.9 million are blind, 16.1
million of them are children, only 7.4 million of them are adults
and families. So that is who we are talking about when we talk
about both mandatory and optional people. Almost 5 million blind
people in the country, and over 16 million kids, and almost 4 mil-
lion old people.

Now, the spending, by contrast to those numbers-well, it is not
exactly contrast-59 percent of the spending that we do, all these
billions of dollars that we are talking about here, 59 percent of that
goes to elderly and disabled people to serve their health care needs.

I am particularly concerned because, as we work through the for-
mula and as this program developed under the Social Security Act,
there was a provision put in for hospitals that provide services to
this population that are impacted because of the poverty of the
area or region that was specifically the most called-upon institu-
tions for servicing this population that we have just been talking
about.
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They were called disproportionate share hospitals. Disproportion-
ate share. Maybe it was disproportionate share of the troubles, or
disproportionate share of the demand, but the fact is, these institu-
tions got to serve more elderly, more blind people, kids, and sick
adults than others.

The disproportionate share hospitals, which, again, were the
most stressed under the present situation even, accounted for some
14 percent of the medicaid spending. This bill gets rid of dispropor-
tionate share altogether. So my question is, does it just fall off the
edge of the earth? What happens?

What are the plans, or how do you make up for 14 percent of all
this money that clearly was needed for something? It is not like
these hospitals are luxury cabin cruisers or anything. These are
people who are struggling just to keep their doors open to serve
populations of sick people.

So if this 14 percent of the spending is not available, what are
we going to see, just a rash of closing hospital doors in poorer com-
munities throughout this country? That is my question.

Secretary SHALALA. The Republican bill does fold the dispropor-
tionate share hospitals into the block grant, and there is no guar-
antee that the money will then flow back to the institutions that
have been getting the money up until now. I think you have made
the point very well.

The second- point is, if you pull this much money out of the sys-
tem, those hospitals are still impacted. Those hospitals that serve
medicaid recipients, whether it is managed care or the institutions
that they use, will still get significantly less money, and in this
case, less of the States' share because of the ability of the States
to pull their money out. So, it is a double hit here.

Senator MOSELEY-BRAUN. So we are likely, then, to have a real
conflict in terms of these hospital doors closing.

Secretary SHALALA. It will be a particular hit on rural hospitals,
which are very fragile, which is a point I made when I testified
here in March. Those hospitals that are currently in the red, if you
pull this much money out of the system and do not guarantee spe-
cial protections for institutions that serve those who are under-
served, then they are put even more at risk.

Senator MOSELEY-BRAUN. So I misspoke. You are correct, and I
appreciate your correcting me, Madam Secretary I misspoke when
I said urban populations. My comment is, it is not just urban, it
is rural. In fact, some of the most poignant stories and comments
I have received have been from rural hospitals in my State, which
is largely agricultural and is a large rural population. So that is
a real, real problem for us in the rural communities, as well as the
urban ones.

The second issue, and I think that Senator Rockefeller kind of
touched on this, I think, when he talked about the change that lim-
ited the States' capacity to use provider taxes and donations in
their medicaid mix.

The CHAIRMAN. We are running out of time, and we do have a
vote coming up.

Senator MOSELEY-BRAUN. All right. Yes, sir. No problem. I will
save my question for later. Thank you very much.

The CHAIRMAN. Thank you.



Senator Simpson.
Senator SIMPSON. Mr. Chairman, I thank you. How are you,

Madam Secretary?
Secretary SHALALA. Fine, Senator.
Senator SIMPSON. Good to see you, always. If I see you at the

Arena Stage some evening, we will do it again. I enjoyed that with
you. You are a remarkable woman.

Just a little bit of summary. What Senator Moynihan is saying
is so real. Here is a man that was part of the Blue Ribbon Commis-
sion to save Social Security, which means really saving Medicare,
medicaid, SSI, all the rest. We cannot do that unless we do some-
thing with CPI. Boy, there were plenty of us that stepped up to the
plate a few days ago and went after that.

Senator CHAFEE. Ten members of this committee. Ten out of the
twenty.

Senator SIMPSON. Yes. Ten of the twenty members of this com-
mittee, bipartisan. And that vote on that Chafee-Breaux amend-
ment, do not miss it. Of course, you would never know it from the
media; it was like a sparrow belch in the midst of a typhoon for
them.

But you can be assured that 46 people, 24 Democrats and 22 Re-
publicans, went right to the core of responsible legislating. It was
a remarkable thing. Then, of course, the Kerrey-Simpson proposal
is tougher yet because it provides and talks about the sinful thing
called Social Security, which no one is supposed to utter during an
election year.

But you are a trustee. You have a different role, and it is one
of high responsibility. This is your signature. This is you. You are
a trustee of the Social Security system. In this document, this sum-
mary, all of you are saying that there is no long-term solvency in
these systems. None. Short-term solvency, yes. You can continue to
address that.

Then all of you agree that in the year 2012, everything begins
to go to hell. There is no other way to describe it, because the pay-
roll taxes are not sufficient to pay next month's benefits. You know
that, we know that, the President knovs that, Bob Dole knows
that; we all know that.

We continue to prattle on about children and seniors and the dis-
abled and everybody else, and there will not be enough to do any-
thing for anybody, because that is discretionary activity, most of it,
or should be, or will be. We cannot do anything with Medicare,
medicaid, Social Security, Federal retirement, and certainly cannot
do anything about interest on the national debt.

We even have people still talking about the fact that somehow
we are raiding or looting the Social Security system. How does fol-
lowing the dictates of your trusteeship where it says, "In all trust
funds, assets that are not needed to pay current benefits or admin-
istrative expenses, the only purposes for which trust funds may be
used, are invested in special-issue U.S. Government securities
guaranteed as to both principal and interest and backed by the full
faith and credit of the United States Government."

If that is done, how is that called raiding or looting the Social
Security system, please?

Secretary SHALALA. I do not think it is.



Senator SIMPSON. I do not think it is either, because it is not.
Secretary SHALALA. Senator, on your other point, I take m

trustee responsibilities very seriously. When I testified for the ad-
ministration specifically on Medicare, I laid out very carefully
where I thought there was agreement between Republicans and
Democrats for a short-term fix that would buy us 10 years in Medi-
care, combined with a bipartisan commission to look at the long-
term issues.

So I think that, to be fair to those of us who are trustees, we
have done the hard work to look at both plans and defined where
we could get agreement, and have offered to sit down. We should
take the controversial things off the table, do the short-term fix,
but set up a bipartisan commission.

I believe Senator Dole put in a bill for such a bipartisan advisory
commission. We did not put details in our proposal because we
wanted to be able to make sure that it was bipartisan and it met
both parties' requirements.

We would be happy to work with this committee on these issues.
We are pledged to it. We know a lot about where we think the
agreement would be in the short-term to make sure that the Medi-
care trust fund, in particular, has 10 years, while we look at the
longer term strategy.

Senator SIMPSON. I agree, and that likely will come. You make
that recommendation here. Just a comment. I think Senator Roth
was asking about the race to the bottom, but I do not see how we
can continue to talk about that fear.

Governor Engler testified before this committee in February that
62 percent of current medicaid spending is spent on optional serv-
ices that the States are not required to cover. Under this chart,
they are spending 51.7 percent on optional services that they are
not required to provide. So if they wanted to race to the bottom,
I mean, they would have been in full gallop. What is this about?

Secretary SHALALA. This is about whether current recipients, the
most vulnerable people in this country, will continue to be covered
and protected by laws of the land with enormous flexibility for the
States on the delivery systems.

But it is a fundamental debate about whether these populations,
who are the most vulnerable in our society, whether we will con-
tinue to have some national standards to protect them and to pro-
tect the quality of the benefit package that taxpayers are paying
for.

It is not about flexibility. We have both demonstrated our com-
mitment to flexibility by approving more waivers than at any time
in the history of this country in the shortest period of time. It is
about whether there are going to be some standards and some pro-
tections for children, for the elderly, and for the disabled in
theUnited States of America.

Senator SIMPSON. Well, Madam Secretary, I would certainly say
that that is exactly what this bill does. We have guaranteed bene-
fits in this bill which are stunning. We have guaranteed benefits
for hospital service, physician service, laboratory, X-ray, immuniza-
tions for children, prenatal care, nurse/midwife, pediatric, family
nurse practitioner, nursing facility, home health care. Now, that is
what we have in here as guarantees. Senator Chafee has worked



on this, Senator Roth has worked on this. We do have these guar-
antees.

I think it is absurd to try to just continue on, not you, but in a
ear where, if the portrayal is simply that the evil Republicans are
using ketchup bottles over children's heads in cafeterias and

throwing bed pans out of the senior citizens' homes, and pitching
veterans off the top of the VA hospitals, the American people will
figure that that ain't the truth come November 5.

Secretary SHALALA. Nor have you ever heard those sentences
from me, Senator.

Senator SIMPSON. Not from you. I did qualify that.
The CHAIRMAN. Senator Conrad.
Senator CONRAD. I thank the Chairman. Let me just say that, on

this question of guarantees, I think it is very important to recog-
nize the difference here between current law and what is being pro-
posed. Under current law, the Federal Government provides sup-
port for everyone who is eligible.

If we go to a block grant program, which I would call a blank
check program, under a block grant the amount of money is fixed.
Then what happens is there is a tremendous incentive for States
to take people off the rolls. It is very clear, unmistakable, that that
is the case.

Let me just add, one of the things that I think I find very con-
cerning is the integrity of Federal funds. Let me just give you an
example of what has happened, what has been going on here.
There has been a huge shell game going on in this country, and
I think many people are not aware of it.

Let me just give you one example from Michigan. In Michigan,
they levied a tax on the University of Michigan Hospital of $489
million, so they got $489 million into the State treasury. Then they
turned right around and gave it back to them in DSH payments.
What was the net effect here? Well, it had no effect on the State
of Michigan's budget, it had no effect on their hospital, but the
State got, as a result of this charade, $276 million of Federal funds.

I have got loads of examples of States playing these games.
Under the proposal we have before us, the protections that have
been put in place to prevent this are out the window.

I can assure you what is going to happen. I can predict here
today, without any fear of contradiction because we all know it is
going to happen, the protections are taken away from this kind of
sham and Federal resources are going to be tapped, not to supple-
ment State funds, but to replace them.

In fact, if you are really creative, we have sat down and gone
through some examples of what one could do. I will tell you what
you could do. You could almost replace 100 percent of State money
that is going out today to help these folks and replace it with Fed-
eral money. That is a fact. Now, I really do not get it. I do not get
what is conservative about this; I do not get what is responsible
about this; and I do not get what is good public policy about this.
This is merely opening the floodgates. I can understand why the
Governors were unanimously in favor of this.

This is the greatest scam ever put together. Let us just tap right
into the Federal Treasury and take those Federal dollars and re-
place the State dollars that they are spending and that they are



having to raise. Let those guys in Washington take the heat for lev-
ying the taxes and raising the money, and we will spend it.

That is a great deal. I can understand why Governors like that
deal. That is not my idea of much in the way of public policy. That
is just playing a financial game in order to relieve States of their
obligations and their responsibility.

I would like to go to another matter, and that is a question of
bipartisanship. I thought it was very interesting when Senator
Dole spoke the day before yesterday. I found it very moving be-
cause he recounted, what are the things that he is proud of that
he has done around here, and how did it happen?

What Bob Dole said, was that he was proud of things that he had
accomplished on a bipartisan basis. What were the things? Saving
the Social Security system, food stamps, aid for people with disabil-
ities. Those are the things that he was proud of. Without exception,
they were things that he had accomplished on a bipartisan basis.

That is what is lacking here. There has been no bipartisanship.
The Chairman promised, when the Governors were here, he was
going to work together. He has not done that. There has been no
bipartisanship here at all. For that reason, it is going to fail, and
that is a tragedy.

We have an opportunity here, on a bipartisan basis, to fix wel-
fare, to fix Medicare, to fix medicaid, to get our fiscal house in
order. I would say, Senator Chafee andSenator Breaux led an effort
that put an outline on the table of how we could do it.

I would just like to ask, Madam Secretary, if something that was
close to what the Chafee-Breaux group has put on the table with
respect to welfare and medicaid reform came to the President,
would the President sign it?

Secretary SHALALA. The President has indicated that, certainly
with the welfare reform pioce, it looks pretty close. I have not
heard his comment on the particular medicaid proposals. But I
think the point is, we would like a bipartisan bill, and that Breaux-
Chafee comes closer to our own recommendations than any of the
other bills.

Senator CONRAD. Thank you.
The CHAIRMAN. Senator Chafee.
Senator CHAFEE. Thank you, Mr. Chairman.
I appreciate the kind comments you made in response to Senator

Conrad, and also in your statement about the Breaux-Chafee bill.
I would point out that that was a package, and when people

signed on to that package they signed on to the totality. Included,
as Senator Moynihan mentioned, was a key part of it, the CPI, the
change-in the Consumer PriceIndex, which, as I mentioned, out of
the 20 Senators on this panel, received 10 votes.

But I think we would make a mistake if we advanced on the as-
sumption that, if you split it up and took the medicaid or you took
the welfare, that we would have the same support of either Repub-
licans or Democrats on the particular individual measures. We
went on as a package.

I would not want to commit myself, and I certainly could not
commit the others, to saying, all right, it is bipartisan, you are
going to get the same vote; we will all stick with the individual
parts of it. That is the first point.



The second point I would like to make, is I would like to just
briefly follow up on what Senator Simpson said. I think the most
serious social problem facing this country is not what we are doing
in welfare, it is not what we are doing in medicaid, it is the condi-
tion of these funds, theMedicare fund and the Social Security fund.
If that Medicare fund goes broke and we do not have it available
for, what, 39 million or 33 million seniors, we will have real prob-
le'ms in this country.

I think, Madam Secretary, that to a greater degree than you
have, you should be shouting from the rooftops the problems that
are in these programs. I know you did in the report you made, but
that is not something that I think-yes, it made the front page in
the New York Times once, or perhaps twice, but this is really a
problem our country faces, and it can be corrected.

Now, maybe the solution is a bipartisan commission, such as
Senator Moynihan was on with Alan Greenspan and Senator Dole,
John Heinz, and the others. So, I would hope that you would be
more vocal, if you could, about the dangers, the perils, that those
funds are in.

Now, two things, quickly. I have great problems with this piece
of legislation before us about the children. As you have pointed out,
we now cover up to age 12, and each year add a year. That is ver,"
low-cost compared to those over 65. Do you know what a chila
costs?

Secretary SHALALA. Under $1,000 per child, to cover a child with
insurance, depending on the State, of course. My guess is it would
be between $750 and $1,000 a year to cover a child.

Senator CHAFEE. All right. Now, you are talking a lot bigger dol-
lars when you are talking seniors, obviously.

Secretary SHALALA. Right.
Senator CHAFEE. We do cover them, but we do not mandate cov-

erage of the children. I think that is a mistake.
Now, a bit about SSI. Under the pending proposal, States are re-

quired to provide medicaid coverage to individuals who qualify for
cash assistance under the SSI program, but only if they are over
65. What happens to those who are under 65 who are SSI eligible,
under medicaid?

Secretary SHALALA. Well, the problem -is, if you go into a block
grant and simply give the States the discretion to define who is dis-
abled, then you obviously are taking away a guarantee of a certain
benefit package.

Senator CHAFEE. Now, under the current law-and if you would
listen carefully to this, because it is a little bit tricky or difficult-
as interpreted by the courts, the States must provide medicaid cov-
erage for abortions in the case of rape, incest, or life of the mother.
That is the law of the land now, as interpreted by the courts. This
legislation would change that and it would allow States not to
cover abortions in such cases. Am I correct in that?

Secretary SHALALA. You are correct.
Senator CHAFEE. So this is quite a big departure in that particu-

lar area.
Secretary SHALALA. It is, indeed.



Senator CHAFEE. Now, furthermore, as you know, there is no
Hyde amendment permanently in the medicaid legislation. It
comes up every year in the appropriation.

Secretary SHALALA. That is right.
Senator CHAFEE. This legislation would write the Hyde amend-

ment into the permanent underlying legislation; is that correct?
Secretary SHALALA. That is correct.
Senator CHAFEE. So instead of us having an opportunity to tin-

ker, as we have over the years, each year it comes up with the ap-
propriations bill, and we can make adjustments if we wish, if we
do not, we can tighten it, ease it, or whatever we want on the Hyde
amendment in the appropriations bill annually. We could not do
that anymore if this legislation were in effect; is that true?

Secretary SHALALA. That is correct. Without changing the-
Senator CttAFEE. Without changing the underlying law, which

would not come up before us except after X years, whatever the re-
authorization period is. Well, it becomes the underlying statute.

Secretary SHAIALA. The underlying statute in an entitlement.
Well, in a block grant, I should say.

Senator CHAFEE. And, therefore, would not come up until some
later time we chose to do it.

Well, I see my time is up, Mr. Chairman.
Senator MOYNIHAN. The Chairman has had to go vote. He will

be returning.
Senator CHIAFEE. He has had to go vote.
Senator MOYNIHAN. Well, you might wish to.
Senator D'Amato.
Senator D'AMATO. Thank you.
Madam Secretary, I am not going to raise any issue as it relates

to the legislation that is being discussed today because you have
made clear your views, and I have read your testimony quite care-
fully. I note that, throughout your testimony, you speak and you
reference with some detail a number of waivers the various States
have obtained.

I want to return to the question of the 1115 waiver. I think I said
1,115 waivers. It is known as Section 1115, but that waiver which
the State of New York has submitted back in March of 1995 which
would allow the State to incorporate various managed care propos-
als that we have submitted to HCFA.

Now, I understand the concern to ensure the quality of care, but
you know the history of our State. The fact is, it is a very noble
and laudatory history as it relates to making available care to the
neediest.

I am asking if you cannot give us some timeline when there will
be a waiver granted. If there are deficiencies in the proposal, let
us discuss them and get it done. I cannot understand why you can-
not do it in a day, or 2 days, or 3 days, given it has been there
for 15 months.

Senator MOYNIHIAN. If my colleague would yield, Tennessee has
essentially the proposal New York is asking for, is that not the
case?

Senator D'AMATO. Yes. So, Madam Secretary, can you enlighten
us?



Secretary SHALALA. Well, first, I think there are some dif-
ferences. Let me say that we are currently working with the State.
Let me talk a little about the New York waiver. When the overall
waiver authority was originally set up it was obviously a dem-
onstration authority with an evaluation. I mean, this was to give
the States an opportunity to try out some new ideas.

The New York waiver is the largest waiver in the history of this
country. We are talking about 10 percent of the total medicaid re-
cipients in the whole country, and 20 percent of the expenditures.
It is huge.

What the State wants to do is to move very quickly large num-
bers of this population into managed care. As you well know, Sen-
ator, while it has had some old HMOs, the movement into managed
care is relatively recent in the State of New York.

So we are talking, for instance, about 95,000 people with AIDs,
without a managed care industry that has had a lot of experience
with people with AIDs. That is just one example.

Our discussions with New York cover the following issues, which
we are obligated to address. The project must be budget neutral.
That is hard to do, as the budget situation in New York keeps
changing while there are budget negotiations going on now. So, we
are pinning down the budget neutrality issue.

The adequacy of the health plan capacity, which is how many
managed care entities exist, is another issue. As you know, during
this period the State has had to clamp down on some marketing
fraud that has been going on, so we have to make sure that the
plans are there, that they are quality plans, and that the State has
a mechanism in place for that oversight.

We need to be sure proper marketing and enrollment procedures
are in place, which the State and the city have conceded that they
have had some problems getting into place. All of these things have
to be in place for a final approval.

There are special health care needs. I gave you the AIDs exam-
ple. There is not a lot of managed care experience in this country,
particularly in a State that has a very high percentage of people
with special needs.

Managed care has had most of its experience outside of the spe-
cial needs categories, so there are questions about how people who
have special needs will be handled as part of the managed care
transfer.

We have had to get data from the States, and you said this
means more data than they have ever presented before. It is not
more data than any other State presented. We have a long history
with approving these waivers, so the data requests in New York
are not something new, they simply did not have some of this data
because of the way that they handle their data.

The point is, it is a huge, complex waiver in a State that wants
to move very quickly to managed care. We have approved waivers
moving very quickly before. I do not start with a New Yorker's bias
about managed care, as many New Yorker's have. In fact, I come
most recently from a State in which almost everybody is covered
with managed care. So it is a large, complex waiver and we are
working our way through each of the issues.



Finally, the advocacy groups and the interest groups, as you well
know in dealing with New York, had to be listened to in a process
of public hearings.

So, to be fair to us, I think our. process has been disciplined.
Every State would like to do this tomorrow. Every State that we
have worked with, everybody wants to move too quickly. If you look
at the Tennessee experience, you will know that we slowed them
down and they still had problems putting that system in place.
What we do not want is a disaster on our hands in New York.

So, Senator, I can assure you that we are working very carefully
with the State. We are getting in the final data base that we need
to achieve budget neutrality. This was not set up in any way other
than to make sure it was absolutely budget neutral.

There are changes in reimbursement levels, in the size and scope
of benefit packages, in coverage of the optional eligible groups that
are being discussed now as part of the process, and those have to
be folded into the proposal.

As you well know, I have a long history in New York, and a re-
spected history in New York. I would in no way be doing something
in relationship to a State I love that is inappropriate, other than
protecting what you would expect me to do, to make sure we have
asked very hard questions and that the State has all the pieces in
place for what is going to be a revolution in the nature of health
care.

Finally, let me say to you, I am concerned about the academic
health centers in New York and the impact of a massive movement
of population from fee-for-service and from the way in which the
academic health centers have served these populations to managed
care, and I need to be assured that this population, much of whom
traditionally has been served by academic health centers, that
those institutions, which are the finest in the world, are part of the
process as opposed to going through significant financial and per-
sonnel changes beyond what they are already doing. So, that is
part of the equation here.

New York, as both of you well know, is always more complex
than the rest of the world. Being careful is what you want me to
do as part of this process, and there is no bias here, but rather an
understanding of how large and complex this undertaking is.

Senator D'AMATO. Well, I thank you for your explanation, but I
think I have to add something, at least an observation. Certainly
I do not think that you ",ould be suggesting that Dr. DeBono, the
Commissioner of Health would simply say, well, everybody now,
you are off and you are all into managed care.

I mean, the concerns you expressed would come and be very bona
fide-and I am not suggesting that your concerns are not bona
1de-if you were to say that that is what they are going to do. The

implementation, obviously, is not going to take place overnight or
within a period of days. It will give to the State, though, the ability
to move into this area of managed care.

So I have to suggest, your explanation and reason for the time-
consuming process, you made it sound as if the State is going to
say to you overnight, almost in a willy-nilly fashion, that we are
going to simply move everybody in one fell swoop within a period
of time to managed care. That is not the case.



Secretary SHALALA. No. No.
Senator D'AMATo. But that is what your explanation suggested

to this Senator.
Secretary SHALALA. No. But what the State is asking for is per-

mission to mandate as opposed to a voluntary system, which they
can currently do. They do not need my permission for the voluntary
system of moving people into managed care. What they want, and
what we want to make sure of, is that there is a plan. Not the first-
year plan, but all the other years in terms of the capacity. That is
what we are working on now with the State.

Senator D'AMATO. By the time you wait to get every one of those
questions answered in detail, there will be another budget, there
will have to be another study of budget neutrality, and it will never
come to pass. You are going to study this to death.

I am suggesting that the approach that has been utilized to date
by the Federal Government is simply, in its final analysis, a block-
age and a denying of the State of the ability to move forward.

It would seem to me that, between what you have advocated and
maybe what the State asks for, we can begin to implement a pro-
gram that will give them the ability to begin to move populations
into managed care.

Secretary SHALALA. Senator, they can move populations into
managed care now. The question is the mandatory side of that.

Senator D'AMATO. Well, then they cannot. You are denying them
the ability to do that. No, no.

Secretary SHALALA. On a voluntary basis. Which of these ques-
tions, Senator, should I not answer, budget neutrality, the ade-
quacy of the plans, whether special populations are protected?

Senator D'AMATo. You know something? They have answered
these questions, and you keep raising more questions. You can
raise questions from now to the end of kingdom come, and they will
never be able to answer the questions because you will have more,
and new, and new, and further, and further. This is 15 months. My
budget director and my Governor say that they are making no
progress, that they have hit a wall, a bureaucratic wall, because
you have enough special interest groups-and some of them are
good groups and well-intentioned.

There has been no one who has fought harder to see to it that
the graduate medical programs in New York are protected, to give
additional flexibility to fight for the formulas to see that they are
fairer than Senator Moynihan and myself. So let us not put that
out on the table.

You say we trust the Governor, but, on the other hand, he is just
going to close down all of the great teaching institutions, that they
are going to just willy-nilly do this? Now, come on. Let us say that
some people have some common sense.

I just think I want to know if you are going to move this process
or if it is going to continue at this- deadly crawl, because that is
what it is. I guess we continue to get stonewalling, and that is the
way I see it.

Secretary SHALALA. Well, Senator, I have indicated to you that
the process is moving along.



Senator D'AMATO. No. You gave me a great bureaucratic speech
to a failure to respond. You give great lessons here and say, yes,
we have given you flexibility, but you have not.

Th-CHAIR--AN. I do not want to interrupt, but I will. I think the
time has come to complete this hearing.

Senator D'AMATo. Well, Mr. Chairman, let me simply say this.
I have not found, Madam Secretary, unfortunately, your answers to
be adequate as it relates to how we are going to eventually deal
with this. If it is in the same methodology that you put forth, then
I just have to say that you make wonderful statements, but they
vary with the facts and what is really taking place.

Secretary SIIAIALA. Senator, I rest on our record.
Senator D'AMATO. The record has been a deplorable record as it

relates to granting the relief that New York has requested, and I
have not even gone into other waiver things, in deal with bad
debts, and how we can deal with them, and giving us the flexibil-
ity-- -.... .

The CHAIRMAN. Senator, I would like to move on to the hearing.
Senator D'AMATO. I have to go down and vote.
The CHAIRMAN. I want to thank you, Madam Secretary.
Secretary SHAIALA. You are welcome.
The CHAIRMAN. It has been, I know, a full morning. I hope you

enjoy your lunch.
Secretary SHALAj.A. Thank you.
[Whereupon, at 12:21 p.m., the hearing was concluded.I
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OPENING STATEMENT OF HON. WILLIAM V. ROTH, JR., A U.S.
SENATOR FROM DELAWARE, CHAIRMAN, COMMITTEE ON FI-
NANCE
The CHARMAN. The committee will please come to order. This is

the fifth day of hearings the committee has held on the critical is-
sues of wel are and medicaid reform this year.

Nearly 4 months ago, the Nation's Governors told this committee
that Governors believe it is critical that Congress pass, and the
President sign, the three major bills of welfare reform, medicaid,
and employment and training during the next month.

And, while it did take a little longer than a month to translate
about a dozen pages of the Governors' outline into an 1,100 page
bill, S. 1795 is true to the policies unanimously endorsed by the
Governors.

Now, last week the committee received testimony from Secretary
Shalala on the President's welfare and medicaid proposals. There
is a fundamental difference between the President and the Gov-
ernors. The difference is whether or not the Governors and State
legislators and judges can be trusted to run the $2.4 trillion wel-
fare system, and the essence of the opposition to S. 1795 is that the
States cannot be trusted.

The Clinton plan is built on the premise that Washington mu,3t
control their decisionmaking. Well, today we will hear an entirely
different perspective. The committee will hear from people who
have the responsibility to actually run the welfare programs.

It is their experience which demonstrates that it is time to move
the waiver process. One of the basic flaws of the existing system
is, while State officials have the responsibility to administer these
programs, they do not have the authority they need to effectively
run .he programs. That authority is dispensed by Washington one
drop at a time.

e number of waivers is far less important than the content.
Merely citing the number of waivers also does not tell us what the
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Secretary did not approve. Democratic and Republican Governors
alike tell us that the current welfare system is overly burdened
with years of Federal regulations that have hamstrung the States'
ability to provide care to those in need.

The States are proving in a variety of ways that they can deliver
necessary services at lower cost if they are allowed the flexibility
to apply innovative lessons learned from the private sector.

Perhaps more importantly, today's hearing is a reminder that the
present debate is not only about the future of the particular pro-
grams, it is about the future of the relationship between the States
and the Federal Government as well.

Last week, Secretary Shalala spoke about the Federal-State part-
nership. All too often, tension between Washington and the States
have turned it into an adversarial relationship.

The administration has unfortunately characterized medicaid re-
form as a "poison pill." In fact, the greater threat to the Federal-
State partnership is to do nothing about medicaid. Both partners
are suffering from the acute effects of uncontrolled spending. We
simply cannot wait for the partnership to dissolve from bankruptcy.

I look forward to hearing from the panel of experts who will help
us to understand how welfare and medicaid reform might work to
change the status quo.

I now yield to Senator Moynihan.

OPENING STATEMENT OF HON. DANIEL PATRICK MOYNIHAN,

A U.S. SENATOR FROM NEW YORK

Senator MOYNIHAN. Mr. Chairman, once again, thank you for
your courtesy in holding these hearings and the energy which you
have put into it, the openness to having witnesses of all range of
opinion, which is characteristic, I think, not just of your chairman-
ship, but of this committee.

A general point with respect to the Governors and this general
talk of the need to come hat in hand, all sorts of images, to get
changes in the welfare arrangements. I think it is the case-and
I look forward to anybody confirming or not-if there is any Gov-
ernor in the country who don.s not want to have a welfare program,
all they have to do is say no. It is not obligatory. This is 1935 legis-
lation. Of course, the legislature has to agree, but if you do not
want a welfare program, just say we do not want it. If you do not
want an unemployment insurance program, say you do not want it.

This is the peculiar structure of public administration in the
1930's. The Federal Government would not have dreamed of man-
dating such a thing. They gave incentives. If you want the Federal
Government to help pay for your program and welfare, well, you
have to obviously have one. But, if you do not want one at all, you
do not need one.

The States now do run these programs. I wish somebody would
just settle this for us. How many people work in the Department
of Health and Human Services on Aid to Families with Dependent
Children and how many people collectively work in the State gov-
ernments on this thing? The ratio would be about 1,000 to 1.

Professor Ellwood, would it be about 1,000 to 1? Yes. On that
order. Yes.



We had the Wisconsin waiver which was presented in a context
which brought the support of both President Clinton and our
former Majority Leader, our revered Bob Dole. But it is 400 pages
long because there are so many people involved and things in-
volved. It apparently does have problems, some of which rise to the
level of constitutional problems.

There is the question of, do recipients have a right to a hearing
if their benefits are withdrawn? Well, the Supreme Court has ruled
that they do, as a constitutional right, Congress having created this
program as an entitlement.

Then there is a question of residency requirements. Now, it
seems to me we have to assert that we are a Federal Government.
There is a national government around here. Citizens have the
right to travel from State to State. The constitution is very careful
about lots of provisions about the validity of laws in one State
being upheld in another State, and such matters.

I am not going to instruct you, sir, on these matters on which
you are singularly gifted and knowledgeable. But providing for the
common rights of citizenship within all of the States is one of the
first things the Federal Government did and it ought to continue
to do, in my view.

On the other hand, clearly the time has come to encourage the
States to be innovative in an area where they have so been. In
1988, we worked hard on legislation, the Family Support Act,
which passed the Senate 96 to 1, that had its principal inspiration
the things States had begun to do.

It took two generations for State governments to realize that the
program that began as Federal support for widows' pensions, which
began at the beginning of the century, had changed in character.
I think they have responded, and my view is to encourage them to
continue to do so, and we can discuss the ways in which we might
do that. End of monologue.

The CHAIRMAN. Thank you, Senator Moynihan. You make a num-
ber of very pertinent points. I do think the point about the Gov-
ernors being free to cancel programs is, indeed, very relevant for
the reasons we were pointing out when Secretary Shalala was here.

There seems to be a certain amount of distrust as to what the
Governors would do. Would they not continue to properly fund
these programs? In fact, not only are the programs voluntarily put
into effect, but many of those that are covered and many of the
benefits that are included are optional. So, I do think that this mis-
trust is wrongly placed.

Senator MOYNIHAN. But you would also agree that we have the
most decentralized public assistance program of any industrial de-
mocracy.

The CHAIRMAN. I will leave that to your expertise. Well, thank
you, Senator Moynihan, for your statement.

I would now call the first panel to discuss welfare reform. We
are, indeed, very pleased to have on this panel Arnold Tompkins,
who is director of the Ohio Department of Human Services; Charles
Hobbs, who is Senior Fellow at the American Institute for Full Em-
ployment; and David Ellwood, Professor of Public Policy at the
John F. Kennedy School of Government.



Gentlemen, please come forward. Gentlemen, it is, indeed, a
pleasure to have each and every one of you here. We would ask
that you summarize your testimony and limit your statements to
5 minutes each, then members will have 5 minutes for questions.

Professor Ellwood, shall we start from the left and work to the
right?

Professor ELLWOOD. I refuse to comment.

STATEMENT OF HON. DAVID T. ELLWOOD, ACADEMIC DEAN
AND MALCOLM WIENER PROFESSOR OF PUBLIC POLICY,
JOHN F. KENNEDY SCHOOL OF GOVERNMENT, HARVARD
UNIVERSITY, CAMBRIDGE, MA
Professor ELLWOOD. Thank you, Mr. Chairman. It is a pleasure

to be here. I have enjoyed working with this committee over the
years.

Welfare reform has got to be, first, foremost, about work. About
work because we believe in work as a value, but also work because
I think it is the best way to reduce poverty among children and to
help our families. Ultimately, welfare reform has got to both in-
crease work and reduce poverty among our children.

If we believe that, then it seems to me that we have got to do
two things. We have got to make sure that we help working fami-
lies, and we have got to make sure that States continue the part-
nership and do their fair share.

If we do not do those two things, I think the danger of a race
to the bottom of the unintended consequences of this kind of bill
are very great. This is not about flexibility, though I think flexibil-
ity is very important and valuable. This is really about how we en-
courage the system to fundamentally change and orient itself to-
ward work?

Let me start with this first proposition: if you believe in work
you have got to help working families. One of the things that I like
very much in the work done so far is your expanding support for
child care. That is absolutely vital, because if you are going to ask
people with children-many of them young children-to go to work,
they are going to leave child care.

But that leaves me perplexed about some other features, other
things under discussion by this committee. For example, cutting
the Earned Income Tax Credit is, very simply, cutting the pay of
working families. There is no other way to think about it, it seems
to me.

I cannot understand why you would eliminate transitional medic-
aid assistance. What you are saying to people when they go to work
is, by going to work we no longer guarantee you some medical cov-
erage and therefore you are putting your children at risk. Is that
the message we want to send to people that go to work?

Finally, I think it is very important to realize what you are ask-
ing of States and what they can and cannot do. One way to think
about this is to add together the AFDC public assistance block
grant, the child care money, and all the work and training money,
and divide by the number of poor children in the State. Ask, how
much money is there? In some of the higher benefit States, the
block grant is perhaps $40 or $50 per poor child per week; not a
lot, but at least a starting point.



But in some of the lower benefit States, especially in the South,
you are talking about $12 to $15 per poor child per week for child
care, for training, and for public assistance. Now, there is just not
very much you are going to be able to do with that. States cannot
do the impossible, but they can do the possible. So you very much
have to worry, are you putting States in a position where ulti-
mately they will not be able to achieve the goal of work

That brings me to the second point. As this committee knows
well, welfare money is shared-the cost of welfare is shared-be-
tween the Federal Government and the State governments. The
Federal Government has been picking up about 55 percent, but in
some States it is as high as 80 percent.

I, therefore, am very perplexed as to why any savings should not
be shared between these parties as well. It is very easy to reduce
welfare expenditures. One way to do it is simply to cut benefits, an-
other way to do it is cut people off.

A much harder way to do it is to get people into work, because
oftentimes you are going to have to spend money up front. Well,
all of those reasons can lead to reductions in cost. Why shouldn't
those things be shared between the States and the Federal Govern-
ment given that we have such a tight budgetary situation? -

The danger, unfortunately, in the current bill is that States will
cut benefits in whatever they would like-until they reach their
maintenance of effort-because all the savings go to the State, even
if 80 percent of the money came from the Federal Government.

Worse from that, States have the ability to move money around
between block grants. So you can take money out of, say, the cash
assistance block grant and put it into something like social services
where the State has been paying a large amount of money on its
own, and so you can displace it.

States can take more money out of the block grant from the Fed-
eral Government than they pay in themselves in some States. So
the real danger here is that States will take money out of the sys-
tem, and they have a very strong incentive to do so.

Now, no State wants to hurt poor children, of course. But if you
are put into a situation where (a) the State does not have the re-
sources to realistically put people to work, (b) every dollar they cut
they save all that money, even though 80 percent of the money
came from the Federal Government, you have got a real danger
that some States will say, you know, it is a lot easier to cut people
off or move people to the State border than it is to move people
from welfare to work.

All it takes is a recession or some other problem, and at least a
few States will cut its benefits. Then a neighboring State fearing
immigration implements similar cuts, and quickly you can get a
race to the bottom. I think it is a very real danger. And this prob-
lem is easy to solve without spending any money.

Instead of having a maintenance of effort rule, which is impos-
sible to enforce and arbitrary in many ways, go back to a match
system. You can keep block grants; I am not a fan, but you can
keep them. Just use the match. Make every State dollar matched
with Federal dollars up to this cap.

Quickly, two other points. I also do not understand in this struc-
ture why you have the 5-year absolute time limit for families on



welfare. We have given States all of this flexibility, we just heard
why States should be trusted, and so forth.

Wy is this one imposed by the Federal Government? We know
from everything we have seen that this will increase poverty
among children. It will happen. It is a very serious problem. If you
believe in giving States flexibility, you ought to give them that
flexibility.

A final point, very quickly. This is not in your area of jurisdic-
tion, but I think one of the most dangerous aspects of the stuff I
have seen is block granting food stamps. It is the one national safe-
ty net designed to make sure no child goes hungry.

In the long run, over recessions and everything else, if you start
down that road-which is currently a 100 percent federally funded
program-the danger of hunger among our children is very real
and the long-term consequences of that is quite serious.

Thank you very much.
The CHAIRMAN. Thank you.
[The prepared statement of Professor Ellwood appears in the ap-

pendix.]
The CHAIRMAN. Mr. Hobbs.

STATEMENT OF CHARLES D. HOBBS, SENIOR FELLOW, AMER-
ICAN INSTITUTE FOR FULL EMPLOYMENT, WASHINGTON, DC

Mr. HOBBS. Thank you, Mr. Chairman and members of the com-
mittee. I feel privileged to be able to come and testify before you
today, so thank you very much.

I would like to start, Senator Moynihan, by saying that this busi-
ness about the States being able to shut off their program reminds
me, when I was younger I was in a debate with a Jesuit priest.
What I found was, as soon as I admitted there was a God, I was
headed right for the Roman Catholic Church. I think that is what
ha ppens to the States.

Senator MOYNIHAN. Did you make it? [Laughter.]
Mr. HOBBS. No, sir. I stopped at the Episcopal Church and then

went backwards from there.
The States really have not been, in my opinion, able to stop wel-

fare programs because of the fantastic pressure that the Federal
Government puts on them to do that, and all of the money that
they throw at it.

Over the years, that money has continued to grow. For instance,
some of the Southern States and Western States are drawing as
much as 80 percent Federal share. It is awfully hard to turn that
down when you are in a relatively poor State.

I am here today to speak in support of S. 1795. I have to start
by saying it is an enormous and very complex bill. In fact, I have
been traveling lately and I was not able to take it all along to read
because my doctor put a weight restriction on what I can carry. I
think it is something like 1,300 pages.

We are always worried about the devil in the details, and there
are a lot of details in this bill. I am not here to say that every one
of them is correct and is going to work, but there are two principles
in S. 1795 that I think are absolutely essential to the continuing re-
form of welfare, which I feel is already being reformed significantly
by the States.



One of those principles is the State control of spending, and of
the determination of how their programs are going to look and op-
erate. The second, is the principle that work replaces welfare.

I am going to talk more about the second than the first, but I
have been working with a lot of the States. We formed the Amer-
ican Institute for Full Employment about a year ago to help States
design a full-employment program as a part of their welfare reform
efforts.

Page 3 of my written testimony shows you what States have al-
ready enacted into law, and gotten waivers and are now operating.
There are four or five other States that are currently in the process
of developing a full employment program.

I am going to talk today about Oregon and Mississippi. The full
employment concept is one that immediately attaches public assist-
ance recipients to the work force either at the point of entry into
the system with eligibility determination or redetermination, which
takes place in AFDC every 6 months.

At that point, a person entering the system will go directly from
the eligibility worker, even before they have filled out all the forms,
to a job placement specialist either from the employment service in
that State or from the private sector. So, we try to get them into
jobs and into work as quickly as possible. In this case, work comes
first.

The other attributes that have to go into this program, and they
are essential, the training, education, counseling, and so forth, take
place once the person has been either put in a job, or, absent being
able to be put on a job, into a work experience program.

The temporary subsidized training-oriented jobs are the heart of
the program. My own estimate is that probably 60 percent of cur-
rent AFDC recipients can be placed in or find their own
unsubsidized job, and that has been borne out by our statistics
from these programs.

But there is a group of 20-30 percent who are going to need
some transition. We cannot just set them out on the street and say,
go get your own job. It does not work that way. They have been
on welfare too long, and the dependency that has been built in by
the welfare system keeps them really from being viable workers at
that point.

So what we do is put them into a subsidized for a 4-, 6-, or 9-
month period in which the employer will train them to do the work,
provide a mentor from their permanent employee staff to help them
get into the work force, and we back them up with all of the sup-
port services that we think they need.

Medicaid, for instance, continues during this subsidized job, child
care is guaranteed, transportation also, and then once they get into
an unsubsidized job they fall into the Jobs Program with a year of
transitional benefits.

So far, this seems to be working. The heart of this program is
a ladder of opportunity. Every move made by a participant in this
program up that ladder guarantees more spendable income than
they had before, going from pure welfare in any State to a sub-
sidized minimum wage job with the ITC, will bring them up signifi-
cantly. In a State like Mississippi, for instance, $250-300 a month
is a typical increase in spendable income.



The next step is unsubsidized employment, where they get an-
other raise even if the unsubsidized job is at minimum wage. That
job, by the way, at minimum wage will put them above the poverty
level in the current setting if they are a typical family. That ladder
of opportunity is absolutely essential.

Just let me say some things about two of the States, Oregon and
Mississippi, the first two that have shown dramatic results. Test
counties in Mississippi, for instance, are showing a decline in
AFDC population seven times what the rest of the State is.

In Oregon, they are having an 80 percent success rate in placing
people from subsidized jobs into unsubsidized jobs. So the program
is working at both ends, getting people to work and getting them
into a dependence-free unsubsidized employment market.

I will end with that. Thank you.
The CHAIRMAN. Thank you.
[The prepared statement of Mr. Hobbs appears in the appendix.]
The CHAIRMAN. Mr. Tompkins.

STATEMENT OF ARNOLD R. TOMPKINS, DIRECTOR, OHIO
DEPARTMENT OF HUMAN SERVICES, COLUMBUS, OH

Mr. TOMPKINS. Mr. Chairman, members of the committee, it is
with great pleasure that I come here to speak to you today and it
is an honor to do so.

Three and a half years ago I left Washington, DC, being here
most of my life, as well as working at the Department of Health
and Human Services for the previous 8 years. During that time, in
that capacity I was Assistant Secretary for. Management and
Budget and served other many capacities while here in Washington
at that agency.

During that period of time, State and local officials came to
Washington and asked us for waivers. At that time we looked at
them very skeptically and I looked at them pretty skeptically my-
self.

We were concerned, by and large, with what the financial hit will
be to the Federal Government if we gave them these waivers. We
looked at issues where they are going to get away from maintain-
ing the programs that we thought were so vital, and all sorts of
other instances, basically, where they are going to cheat the Fed-
eral Government.

As I have gone to the State I have kind of had a new experience
going to States, and I think it might be a good idea for a lot of our
Federal bureaucracy to maybe spend time with States and local
governments to better understand the differences in what people
have to do and the trials and tribulations they have to face every
day.

As I came to Washington, I was told by State and local officials
that I did not know what I was talking about. I went to the State,
and the county and local officials told me I did not know what I
was talking about. So maybe one day I will get it straight when
I go to the very local, bottom of the chain, of government.

In order to meet the needs of low-income individuals, I agree
with Mr. Hobbs and Mr. Ellwood. We must provide them with serv-
ices and assist them in finding productive jobs in becoming self-suf-
ficient. Being self-sufficient is not just making them come to de-



partment level, we are getting them to have jobs that will provide
them income that will make them not have to be dependent on the
system one way or the other.

Today we spend in our categorical programs, and we estimate in
our State, about 85 percent of our time figuring out where people
can go, the types of programs that they are in, and going through
all of the arduous paper work, and what have you, and spending
about 15 percent of our time finding productive employment and
working with them to provide job training, educational benefits,
and what have you.

We would like to flip that. We are now, in Ohio, turning it
around to spending 85 percent of our time for looking for pro duc-
tive employment, or looking at those issues that will help people
become self-sufficient, and only spending 15 percent of our time
doing it.

It is very difficult today to do that with all of the categorical pro-
grams and eligibility requirements, and whatever, that basically go
to the point of trying to figure out whether someone is on the pro-
gram that should not be on the program. We should spend more
of our time trying to figure out how we can assist people to become
productive employees.

As has been said, in other States we have seen a system where
a lot of things have been happening in the last 2 to 3 years, in par-
ticular. Since 1992, the State of Ohio has decreased its welfare re-
cipients by 28 percent. This year alone, we have saved over $200
million in our ADC payments.

On that basis, we are now looking at taking a lot of money we
save and plowing it back into the program, not only looking to save
money in order to have a better budget balance, but also putting
it back in the program.

I have to disagree a little bit with those that say that States can-
not be trusted, that they would take this money and put it toward
other things. We would like to have the flexibility to take it and
put it in other parts of the program that need funds, and, categori-
cally, it is very difficult to do that. You can only do the State por-
tion of the funds, not the Federal portion.

I had a county director tell me one day, in budgeting for these
things, like if you had a family budget and you had the money you
had for maintenance of your house, you had money going toward
payments for a new room in your house, and then you had vacation
money.

He said, 1 day you wake up and you find, I have got an overload
of vacation money, but I cannot spend it for maintenance. My
water heater goes out, so therefore I cannot use water. I will have
no hot water, but I will be able to go on vacation.

So it is a similar thing that we are running from in the State
and we need to be able to transfer money as the need arises.

In Ohio, we are developing a system that goes toward employ-
ment and goes to employment first. On top of getting people em-
ployed, we are getting them close. Some of the issues that come up
in the block grant are that we are not going to cut people off, we
are going to do a lot of evil things to folks.

Well, the point in fact is, I think by going through the process
we have in the last couple of years we are getting better to people,



we are getting more closely to families. We are interacting more
than we have in the past, and in the future. I think it will be more
where designed programs individually fit, not as a collective group
that we think will fit everybody's needs, which they usually do not.

The other major point I would like to say at the end of this, is
there is a big economic issue here that is more than just the wel-
fare issue. The economic issue is very prevalent in Ohio right now.
We have a labor shortage. We have more and more companies com-
ing to our department than ever before saying to us, look, we need
employees. We look at the high schools, and 2-year colleges, and
college, and we do not see enough potential employees coming out
of that.

So, we are working with the School-to-Work program. Our wel-
fare reform is trying to blend our employment services programs
with our welfare programs to do a universal approach to finding
jobs for folks across the State and providing more and more work-
ers for our employers.

So, with that, I think it is not just an issue of moving people out
of welfare, it is an issue of also looking at low-income people to
make sure that they have enough funds in order to be viably secure
and safe.

Thank you very much.
The CHAIRMAN. Thank you, Mr. Tompkins.
[The prepared statement of Mr. Tompkins appears in the appen-

dix.]
The CHAIRMAN. As I said earlier, we will limit questions to 5

minutes per person.
There has been a lot of discussion, of course, about the Wisconsin

Works program. I would like to ask the panel, should the Wiscon-
sin Works waiver be approved, and if your answer is no, why not?
Mr. Ellwood?

Professor ELLWOOD. Well, I have not seen all the details of the
plan. I think the broad outline seemed very appealing. It is focused
on work, it is designed to provide child care, and so forth.

However, Senator Moynihan mentioned a number of things that
I would find worrisome. There is talk about child care, and yet no
guarantee of child care if people are expected to work. There is no
guarantee that people will not displace other workers, and there
are concerns--constitutional concerns, as I understand it-about
whether new residents in the State are treated differently, or what-
ever.

So the devil is in the details, as Mr. Hobbs has discussed. So, un-
fortunately, I think there are some issues, but I think the broad
outlines have many appealing features in it.

The CHAIRMAN. Mr. Hobbs.
Mr. HOBBS. Mr. Chairman, when I was in the White House I

helped get approvals for Tommy Thompson's first set of waivers for
Learnfare. Since then, he has made fantastic progress in Wiscon-
sin.

I have read all the details of the waiver package and I firmly be-
lieve it should be granted, and granted quickly. Wisconsin is a
fairly substantial State, and it will take time to implement this
program.



I think we are looking probably at a year or more before it actu-
ally gets into full operation, but it seems to me that, of the sorts
of things that are being done around the country in- the various
States, Wisconsin has put into one package that is, I think, a co-
herent package in which we can begin to see what legitimate man-
agement structure should be used and the role of private sector,
particularly in a State program.

Let me make one comment about child care. I have analyzed
Wisconsin's child care laws and regulations and I think they are
greatly overstated. Let me give you just one example. It says in one
of the regulations that no child care facility can be within 500 feet
of any building that houses farm animals.

So what we are saying here is that if somebody gets off a school
bus and goes into a farmhouse and there is a chicken coop 450
yards away, they cannot be licensed as a child care facility. Those
sorts of regulations redound around the States, particularly the
Eastern and Midwestern States, and I think are a tremendous de-
terrent to a logical, safe, and good child care system.

So I think that is an issue that has to keep being addressed, but
it should not be- addressed, I believe, on the basis that we are doing
too little in the child care area. Instead, we should be looking at
how much in addition to that we are doing through these laws and
regulations and what kind of barrier we are putting to reasonable
child care because a bunch of people in the child care industry
wanted to keep the competition out.

The CHAIRMAN. Thank you.
Mr. Tompkins.
Mr. TOMPKINS. I agree as well that the proposal should be ap-

proved. Basically, when we look at the conceptual framework of the
Wisconsin program they are actually coming forth with a proposal
that is based upon real-time experience, experience and several
waivers that they have had in several of their counties, and what
have you. It is based on things that they have already done, and
want to go further.

One of the things that is very appealing that we are also looking
at that they have actually gone forward with is waivers to look at,
how do you meld your employment services issues with your wel-
fare issues to be able to design a program that fits the individual
on a basis of how to get them to be self-sufficient?

Maybe it is not the guarantees in the normal way we talk about
guarantees, but when I have gone to Wisconsin and looked at some
of their programs they basically are working and if you look at the
program, there is going to be a lot of money in this program and
a lot of child care.

I think one of the problems that they had, as I remember, was
that when they were delivering this in their State legislature, was
that it was going to cost a great deal of child care money to do this.

So I think the aim and the conceptual framework of what they
are trying to do, it may not be the guarantees that Washington is
used to, but basically they are going to provide a lot of services to
people across the spectrum, low-income people as well. I think that
is why a lot of us would like to get rid of eligibility. We would prob-
ably even go further than eligibility requires us to today.



The CHAIRMAN. Mr. Hobbs, you stated in your prepared testi-
mony that medicaid and child care are guaranteed to welfare fami-
lies participating in the program, and for at least a year after they
move from subsidized to unsubsidized employment.

Based on your experience, would a substantial percentage of wel-
fare families leave cash assistance if they are guaranteed health in-
surance and child care?

Mr. HOBBS. Absolutely. Our program has not yet had any serious
challenge from people who are participating in the program about
its fairness. In fact, in Oregon, which was the first State to start
this program, welfare recipients who are progressing through the
subsidized work have come forward to offer to testify, if anybody
should file suit to try to stop the program, on the basis of its ad-
vantages to them.

There is no question in my mind that medicaid is an essential
increment that has to go through the transitional period, and that
not enough attention has been paid to that transition.

It is also clear that if the income levels of minimum wage, even
with EITC added to it, and even though that is considerably more
than the welfare provides, the child care must be available at no
or low cost. My own preference is to have a small co-payment sys-
tem for child care that increases with the salary and time that
passes for somebody.

Professor ELLWOOD. Mr. Chairman, may I comment on that, just
very briefly?

The CHAIRMAN. Yes. I have one more question. Please be brief.
Professor ELLWOOD. This is one area where I think the panel

completely agrees. You have got to do things to support working
folks. I think one of the concerns that people may not realize, is
that this bill actually does a lot of things to make medicaid less
available to working families. The guarantee of 1-year transitional

-aid which you referred to is no longer in this bill; it becomes a
State option.

There are various other ways in which medicaid can be cut for
families. I think that is going in precisely the wrong direction if
you are trying to encourage people to work.

The CHAIRMAN. Mr. Tompkins, you state that the net result of
the Federal disapproval of part of the Ohio waiver is that, "recipi-
ents who do not want to become self-sufficient do not have to, and
the responsibility to find employment is shifted from the individual
to that State."

Now, why are these distinctions about personal responsibility so
important in welfare reform, and why are time limits so important
to welfare reform?

Mr. TOMPKINS. Basically, we feel as though the guarantees, the
entitlement nature of things, foster-I guess I had a comment by
another one of my directors, who said we are institutionalizing wel-
fare. We are making people feel as though they are in institutions,
in a way.

Some people in our system have, by the mere fact that the econ-
omy is pumped up, left the rolls. I guess maybe more than half of
our folks have done that. The other half are wavering between
whether I can do it or whether I cannot do it.
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The issue is, we provide a lot of services to folks, and we are
even talking about providing more services. But people have to
sometimes, I think, realize that that is not unending, it has to stop
somewhere and they have to take some responsibility with this.

We have now set up a contract basis between the individual and
the department, saying we will provide certain things and you
must do certain things to get to that end.

So personal responsibility, instead of always that the State needs
to do this, the Federal Government needs to do this, the local gov-
ernment needs to do this, there is a part there that the individual
recipient needs to do something here too, and to get them back up
on their feet.

Also, we are working extensively with our nonprofit and our prof-
it agencies to work with us, that are in the neighborhoods and
what have you. I remember working with Mr. Hobbs on neighbor-
hood enterprises and certain things of that nature that have to be
brought in this program when you are looking at time limits and
other things.

Basically, we see that time limits is a thing there, but basically
we do not feel as though, after a period of time of providing all
these services-in our State, when we look at time limits, we say
15 percent right off the bat would not have to adhere to them if
there are some problems that they cannot be employed.

Then as well, we have a good cause part of that, so those that
cannot find jobs because of inability to do them, or what have you,
would not have to worry about the time limits, but those that can
and just need a little incentive to do here, we think we need to do
that.

So it is basically a perception, a symbolic thing of seeing how to
position ourselves that "* is not just always government, but it that
the person has some responsibility as well.

The CHAIRMAN. Senator Moynihan.
Senator MoYNiHTAN. Thank you, Mr. Chairman. Thank you for

that question that got the Wisconsin waiver up, and the very intel-
ligent responses.

Just one point on work. If it was not for a somewhat poisonous
political atmosphere in Washington in 1935, the AFDC program
would be ran from the Department of Labor. It was intended that
the whole Social Security program should be in the Department of
Labor. At that time, the one immediate effect was unemployment
insurance.

But Frances Perkins knew that there would not be people down
here on this committee, and so forth, who would think much of
that-the Labor Department was suspect-so she created the Fed-
eral Security Agency and typically Frances Perkins said it would
look best for the President if I do not get this under our empire.

I guess I would also like to say, Mr. Hobbs, you know, the public
never says its thanks very well. We would not have the Family
Support Act today without you. You were absolutely stalwart in the
Reagan Administration.

I would like to say, Mr. Tompkins, that you and Governor
Voinovich would not have the Ohio First Program without the
Family Support Act; right, sir?

Mr. TOMPKINS. That is correct.



Senator MOYNIHAN. Yes. You are working under existing legisla-
tion, working energetically and effectively. I am pleased to hear
that. The Midwestern unemployment rates are staggering. Gov-
ernor Thompson has said, in the State capitol, Madison, the unem-
ployment rate is 1.5 percent.

As an old Labor Department type, I can tell you, you cannot have
an unemployment rate of 1.5 percent. That is just, people leave jobs
and they are unemployed temporarily because they desired to leave
their work and go into another job.

But we also have this awful problem which has come upon us,
unexplained, difficult to deal with, and that is the problem of out-
of-wedlock births. All of our talk about welfare is simply in re-
sponse to this social change.

In Ohio, sir, 33 percent of all children born in 1993 were, as you
were observed, out-of-wedlock; 66 percent in Cleveland. That is not
unusual. Parts of New York would be the same ratio.

We do not have experience with this. Dealing with it is not deal-
ing with unemployment. You are not just dealing with a problem
of, how do you find work? If only the automobile companies would
start hiring.

That is right. There are those of us who just simply want to be
careful about what we do. We want to see Ohio go forward and
Ohio First work, and Wisconsin work, and so forth. Therefore, to
Mr. Ellwood, who is the source of much of our enlightenment in
this field and some of our problems with the idea of time limits,
time limits as you have described them with just sort of a drop,-
deadline, in the course of the debate on H.R. 4 we obtained from
the Department of Health and Human Services an estimate that
the H.R. 4 was a combination of things, and would put a 1.5 mil-
lion additional children in poverty, and the ones who are already
below the line would be more deeply so. That changed the atmos-
phere on our side, anyway, and the President finally vetoed that
bill.

Would you estimate the effect of this bill, with its 5-year time
limit, and so forth?

Professor ELLWOOD. Senator, I did not do those estimates, so I
cannot give you a definitive answer. I hope that you will get one,
because I think it is very important, before voting on this bill, to
have such numbers.

But just, based on looking at the changes between H.R. 4 and
this new bill, I cannot see how more than 100,000 or 200,000 folks
would be affected. So it is certainly 1.2-1.5 million kids still, using
that methodology. I see more kids in poverty. It is a combination
of lots of different factors, but, again, I would say it is a com-
parable number. It has not been changed very mrch.

Senator MOYNIHAN. Thank you. That is our problem. I just wish
we would all show the humility that is in order in the face of this
baffling social change we are dealing with. We are not alone. The
Canadians, British, and the French are having the same problems.
It is sort of post-industrial. I do not know.

But, when you have a city like yours, in Cleveland, or Detroit,
or mine, and Chicago, and such, there is something wrong. This is
new. We are trying to make our way carefully. I thought we had



done so in 1988, and we ought to continue to do so. Perhaps I was
wrong; I admit very little knowledge.

Thank you, Mr. Chairman.
The CHAIRMAN. Thank you.
Senator Chafee.
Senator CHAFEE. Thank you very much, Mr. Chairman.
I would like to ask the panel here about the comment that Mr.

Tompkins made, which I certainly agree with, on which he says on
page 3 that, "Ohio has a labor market that could absorb a signifi-
cant number." So it seems to me the key thing is to have the jobs
available. If the jobs are not there, then how can people go to
work?

I am not trying to stir up the minimum wage debate here, but
I am of a belief that there ought to be something in the minimum
wage-when and if we increase it-that provides some incentive for
an employer to take a chance on a welfare recipient, male or fe-
male, to come to work.

Is there anything to that, whether it can be a training differen-
tial, and not limited to just people 19 or under? What do you say
to that, Mr. Tompkins? Of course, you are from a State where you
do not have to worry about that right now because you have the
jobs.

Mr. TOMPKINS. We have the jobs, but the issue, Senator, is that
a lot need to get the training and what have you. One of the big-
gest issues that are facing us is that we do not have enough
trained people to sufficiently fill those jobs. We have several com-
panies saying that they will have to decrease their production be-
cause of that.

But the subsidized issue here, I think, is a good one. We have
a program we call Communities of Opportunity that we put in a
year ago that basically does that using welfare payments. If a per-
son is making $8 an hour, for instance, if the job was $8, we cal-
culate that our welfare payments and other payments added up to
about $3.50 to $4.00.

So for a year, year and a half, We will gradually change that, but
over a year we will subsidize 50 percent of that job so they will
take a chance on that person while they are being trained, and
what have you.

So I think it is a great idea, and we have had-
Senator CHAFEE. I want to know, what is the great idea?
Mr. TOMPKINS. The great idea is the subsidizing to assist. If you

could have the thing in the minimum wage where you could get
some subsidization for people up to a certain amount to do that, I
think would be a good thing.

Senator CHAFEE. Well, the subsidization, I presume, would come
in the differential.

Mr. TOMPKINS. Exactly.
Senator CItAFEE. In other words, you cannot expect the employer

to subsidize with cash. Maybe this idea makes no sense, but it just
seems to me that I come from a State that does not have, regret-
tably, jobs available at the plastics company you were referring to,
Mr. Tompkins, or whatever. We have been consistently running
high unemployment.



Now, currently we are down below the national average, but that
is a bit unusual for us. So you can say to everybody, you have got
to be off the welfare rolls within 2 years, but where do they go?
So I think there is something to this idea, but maybe I am all wet.
What do you say, Mr. Ellwood?

Professor ELLWOOD. Senator, first of all, the point is absolutely
right, people have got to have someplace to go. I applaud the goal
of trying to find jobs, and lowering minimum wage is certainly one
strategy. The problem with that strategy, of course, is you also
have to remember these are families trying to raise kids. You are
asking them to go from welfare to work, and then they are going
to have to support their families. If they are getting paid less, that
may help the employer, but it does not help the individual.

Senator CHAFEE. Paid less than what, on welfare?
Professor ELLWOOD. If you have a sub-minimum wage. In other

words, for these folks, the whole point is to make sure, if you work,
you are not poor. There is an alternative, and both of your other
witnesses have talked about it, which is to subsidize the jobs. Take
the money that used to be a welfare check and use that to create
subsidized employment. That way the-

Senator CHAFEE. I do not quite get this. How do you subsidize
the employment? Let us say the minimum wage is $5. Just take
that, for example.

Professor ELLWOOD. Yes.
Senator CHAFEE. Now, if he hires this person, under the current

law we have to pay him $5. But the employer says, this person
does not have the skills, does not have the experience, does not
have the drive, really, or the training, a high school drop-out. I will
take him at $4.50, but I would not at $5. Now, where does the sub-
sidy come in; is the subsidy to the employer or the employee?

Professor ELLWOOD. The employer.
Mr. TOMPKINS. The subsidy would be to the employer. We would

like it go to the employer because it seems like a check to the per-
son. So, in other words, we would take maybe that 50 cents which
we would have paid them if they were on welfare, which is much
less than what they would have gotten on welfare, so that they are
still getting the $5, but basically we.are assisting and would wean
them off of that, saying that after a year or so or whatever, that
that person now would be productive.

Senator CHAFEE. But what is in it for the employer?
Mr. TOMPKINS. Because now they would pay the $4.50 while this

person is not as productive as they could be, but in a year or so
they would be.

Senator CHAFEE. I guess I am mixed up. The 50 cents goes to the
employer.

Mr. TOMPKINS. Right. Right. Correct.
Senator CHAFEE. All right.
Let me just ask you one other thing. Is there any suggestion that

when somebody is on welfare and they go to work, he or she goes
to work, you all recommend that the medicaid be continued, that
child care be continued. I can understand all that.

What do you say about the person who is not on welfare who is
doing all of these same things without the medicaid, without the
child care. Is there any suggestion that that person might say, let
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me go to welfare and come back, and then I will be much better
off with all of this?

Mr. TOMPKINS I think, if I could, that some of the things that
people do not like about the medicaid block grant, there may be
some issues there as well, but I think the big issue is that we are
looking at and we are pursuing to going to 100 percent of poverty,
and we may even go further in providing and de-linking welfare
from health care, which I think has to happen.

So basically it gets at your point, if people at certain income lev-
els, because of whatever-and it gets really to the health insurance
issue across the country, it is not just the welfare issue. So I think
we have to begin, and our State is looking at some way to de-link,
if we could have some flexibility maybe-

Senator CHAFEE. In other words, that low-income person who
had never been on welfare would be entitled to the medicaid.

Mr. TOMPKINS. Yes. Now, maybe we could not give them the
whole medicaid benefit, and that is what we would like to have
some flexibility to do.

Professor ELLWOOD. The first test is, if you are working you
should not have to worry about this. That is just clearly where you
have got to be.

Senator CHAFEE. Yes. But that is not the situation.
Professor ELLWOOD. Well, the problem, therefore, is what do you

do about someone who is on welfare, they get medicaid-that is
still in the law-and they go off? I think, for the short term, you
say, look, we are going to give you some transitional medicaid. I
think that is better than simply-

Senator MOYNIHAN. We do now.
Professor ELLWOOD. We do now. It was in the Family Support

Act, passed 96 to one. I think that is far better than saying, when
you leave welfare you may lose that entirely and immediately.

Senator CHAFEE. All right. Thank you, Mr. Chairman.
Senator MOYNIHAN. Could I say to my friend, Senator Chafee,

what he is talking about is the original marriage penalty.
The CHAmRMAN. Senator Graham.
Senator GRAHAM. Thank you, Mr. Chairman. I want to thank the

members of the panel for a very constructive and illuminating dis-
cussion. I would like to move into a couple of different areas. As
I arrived, Mr. Ellwood was discussing how this welfare reform ini-
tiative was going to be financed.

A significant amount of the way in which it is going to be fi-
nanced is by reducing the current benefits for legal aliens in this
country. This bill, for instance, calls for a total ban, retroactively
applied, on SSI and food stamps for most legal aliens, as an exam-
ple. It has been calculated the total estimated savings from legal
aliens in this bill over the next 7 years are in excess of $20 billion.

My question is, what do you anticipate-and I would ask this
question of all three of you-will be the impact on those commu-
nities with large numbers of legal aliens, such as the community
representing by our Ranking Member, and Senator D'Amato, as
well as my own State, of that scale of a reduction of social service
benefits for legal aliens?

Professor ELLWOOD. You obviously come from a State where I
think you know the answer to that, there will be some very signifi-



cant problems. I think it is perfectly reasonable to expect sponsors,
for example, to take more responsibility.

I think we have been not as vigilant as we might be on that
score, but there are situations where sponsors become poor them-
selves, where people have been here for a very long period of time,
contributed, become poor, and so forth.

I think this bill just goes way too far. Remember we are talking
about legal immigrants, people who are here legally. I think spon-
sors ought to have responsibilities, but if the sponsors become un-
able to take care of the person or they have been here a long time
and contributed, I do not see why they should not be eligible for
some of the same benefits that citizens are.

I think the danger is, in certain communities, you are just going
to have a really devastating reaction, especially as it just happens
instantaneously and retroactively. You are changing the rus in
the middle of the game.

Mr. HOBBS. Senator, I feel as Mr. Ellwood does, but with some
reservations. That is, in my opinion, I guess I have reached the
point after all these years where I consider most of the estimates
made in Washington, DC, by either party, or by administration or
Congress to be preposterous.

If the legal alien issue was put into the bill because it was sup-
posed to be a cost saver, I think it is totally unnecessary because
what is happening around the country is, with the decline in the
AFDC population and that spreading out as a wave through the
whole public assistance arena, I think that the estimates way back
here which are generally static estimates based on past experience,
because that is all anybody can use to project here without any
imagination, I think that we are going to find that he cost problem
is solved very, very quickly, that is within 2 to 3 years after the
States are free to put in strong work programs, and after they as-
sociate themselves with the private sector in a public/private part-
nership whereby we can use the techniques and the people who
have maintained our private employment services over the years.
As we have seen in Oregon and Mississippi, we find declines in
case load that are very significant.

We also find, since both of those States have had declining AFDC
case loads for 3 years, that we are not at the point of creaming peo-
ple who are automatically qualified for jobs and, therefore, we have
an easy time placing them, we are down to the hard-core cases, 10,
15 years on AFDC, and still we are finding that the jobs are there,
that is, the employers come forward with the jobs.

In the first 3 weeks of the program in Oregon, 1,700 employers
volunteered to get into this program, to use subsidized labor going
to unsubsidized. And not only the employers, but the people have
much more capability who are on AFDC and other public assist-
ance programs than we have ever given them credit for. We have
sold out those people on the basis that they cannot work because
there is something wrong with them, either from childhood, or in-
herited, it does not really make any difference. But it is not true.
It is not true.

The people that are coming into this program now who have been
on welfare a long time, as soon as they find themselves a job, the
counselor says, all right, you are going to go out and interview on



this job. You watch them come in, angry, with their kids because
they were going to be made to work, and you watch them go out
with a tremendous self-confidence boost that was never there be-
fore through the welfare system.

Senator GRAHAM. So your answer is, it is unnecessary because
there is going to be enough saving within the welfare system itself
to achieve these financial objectives.

Mr. HOBBS. Well, I do not know how you do that in the current
Washington, DC environment. Everybody goes on the numbers that
are generated, whether they are generated up here on the Hill or
down at OMB. As I said, there is really very little thinking about
what the impact is going to be of this program.

In fact, I would say that it is going to be greater than even the
4 numbers we can tell you right now, because we are operating under

waivers. We are not operating under the law, we are operating
under waivers, which are temporary in nature and which are dif-
ficult to get up here, even now.

The eight States that are doing the Full Employment Program,
they averaged more than 9 months to get their waivers from this
administration. I do not think that that is unusual; it certainly was
not unusual in previous ones.

Senator GRAHAM. Excuse me, Mr. Hobbs. But I wanted to get
back to the question of legal aliens, and Mr. Tompkins' assessment
of what it would mean in Ohio.

Mr. TOMPKINS. I think that there is a problem there. I do not
know, in the wisdom of the people who put this bill together, what
they were thinking on some of these things. But, basically-and I
agree with most of it--our State does not have as big a problem
as your State does in that area.

We view it, and the Governor viewed it, as being something that
we could use the savings from what we had to continue to support
the people on that basis. We even put more money in some of our
illegal aliens programs, as it is now. I think it has to be a combina-
tion of some sponsors, a combination of other things.

But the big issue here, if we had the flexibility, if your State had
the flexibility, of looking at things and not such categorical pro-
grams, that a lot of things, you could put these folks in a lot of the
job training programs and other things that would ameliorate some
of the costs that you are paying now.

So the flexibility to transfer tLings from things, and working
with people holistically. I think we are getting into fighting over il-
legal aliens, refugees, and people with yellow hair, and green hair,
and everything. We just keep doing that. We have 52 ways of being
on medicaid. So you keep going on, and on, and on like that, you
spend most of your money and your time doing that.

The CHAIRMAN. Senator Conrad.
Senator CONRAD. Thank you, Mr. Chairman. I want to thank this

panel as well. I would say to the Chairman, I think this is really
an excellent panel that you have brought before us today. It has
certainly been useful in my own thinking.

I would like to go to Mr. Ellwood. In your testimony, you point
out under one of your principal points, "States must be expected to
do their fair share," that is your headline for a part of your presen-
tation, and you make the point that, under this bill, States would



be able to shift Federal dollars for State dollars, and instead of
State dollars being a supplement to Federal dollars, that they
would actually be replaced by Federal dollars.

This is something I find very, very troubling. It is as though
some people have not gotten the message that we have a budget
deficit here at the Federal level. Some people have not gotten the
message that the debt of the United States has gone up fivefold
since 1980.

We are about the business of passing-legislation that would allow
States to reduce their own level of responsibility and just tap into
the Federal Treasury and get Federal dollars to replace their own.
That is not my idea of medicaid reform. That is not my idea of wel-
fare reform. That is not my idea of a fiscal plan for the United
States.

I have got a chart to try to put this in perspective, because I find
this one of the most troubling parts of this whole proposal. We are
spending, I am told, at the State and Federal level, over the period
of time covered by this legislation, about $190 billion for income
support and work. $190 billion.

As I understand this proposal, States would be allowed to go to
a 75 percent maintenance of effort. In otber words, they would be
able to reduce by 25 percent what they are doing now.

Over the period of time, that would mean a $32 billion loss in
terms of what States are doing. In addition, they are allowed cer-
tain transferability. They would be able to use these Federal dol-
lars and replace State dollars in areas where States have typically
taken virtually all of the responsibility. That would mean a poten-
tial loss due to transferability of $28 billion.

Now, that is $60 billion of potential withdrawal of State money,
replaced by Federal money or not replaced at all. They reduce what
they do and get tapped into the Federal Treasury. The $190 billion
that I referenced earlier is the total State and Federal expenditure
during this period, up to 2002.

So a third of the money that is currently being spent could be
just eliminated by State governments reducing what they are
doing. Is that an accurate assessment?

Professor ELLWOOD. I think it is. I would also point out, there is
an easy way to solve this problem that does not cost any money to
the Federal Government. This is a partnership.

When we talk about giving States more flexibility and so forth,
that is fine. All right. I am a believer in State flexibility. I have
done much more work with States over the years than the Federal
Government, even though I served here for a couple of years.

But let us not at the same time create incentives for States to
withdraw money. Right now, if you spend an extra dollar you get
a matched dollar; if you spend a dollar less, you get a matched dol-
lar. Under this provision, if you spend a dollar less you keep it,
even if that dollar originally was given to you by the Federal Gov-
ernment.

It seems to me, if this is a partnership in terms of financing, it
ought to be a partnership in terms of savings. If States decide to
spend less, fine. Then the Federal Government ought to get less,
and the States get less. That has two effects. One, is it encourages
States to do it, and second of all, it helps prevent the incentives



for a race to the bottom. I am not saying every State would with-
draw its money. Many would not; some will try and spend more.

But the point is, in changing the way you financed it from a
match to a maintenance of effort rule you have inadvertently given
States a strong incentive to cut back and that will tend to push to-
ward race to the bottom. Again, it has nothing to do with State
flexibility, it has to do with financing.

Senator CONRAD. I really think we have to do something in this
area. As I understand it, the red bar, the $32 billion, would be
State dollars that would be lost if States spend at 75 percent of
their 1994 levels. Again, this is in relationship to a total pool of
money of $190 billion over this 6-year period. So $32 billion could
be taken out by States going to 75 percent maintenance of effort.

On the transferability, that would be a case-correct me if I am
wrong--of States simply getting money from the Federal Govern-
ment to replace their own funding. So that gives you a total of $60
billion that could be withdrawn, some of it just a reduction in ex-
penditure in these programs, another part of it a substitution ef-
fect, Federal dollars being received instead of State dollars. Is that
your interpretation?

Professor ELLWOOD. Yes, I think that is correct.
The CHAIRMAN. I would point out to the distinguished Senator

that the $28 billion must be spent for other purposes for these
same individuals.

Senator CONRAD. Well, I understand that. But this is in situa-
tions where the States now take the responsibility-either a major-
ity of the responsibility or the full responsibility-and they are in
a situation, under this legislation, that would allow them to replace
their effort for Federal effort.

Now, we have seen them engage in these scams before. I tell you,
you look at what Michigan did, or our friends in Louisiana did,
coming up here and passing provider taxes, then they would get
Federal match, and it was just a shell game to replace State dollars
with Federal dollars.

Now, I do not think we want to be party to that kind of activity.
That is truly turning a block grant into a blank check.

The CHAIRMAN. Mr. Tompkins.
Mr. TOMPKINS. I think what you are looking at, this game is

played today, Senator. The way the system is set up now-when
I was at HHS, in fact, and was acting in the position Mr. Ellwood
was in-basically this goes on all the time.

Now, if one senses there is a block grant of funds and one uses
those in there, I daresay that in a lot of instances some States
would actually lose money in your scenario. Most States would
spend more than 75 percent. Most States would spend more than
100 percent, basic, on that. So saying that $60 billion, $32 billion,
is way over-estimated.

Furthermore, the $28 million, most of the funds that we want to
transfer are from areas that we already match with the Federal
Government, so it is all part of the same pot of money.

All I want to do now is to say, if I have child care money that
is partially financed with the Federal money and I have got ADC
which is financed with Federal money, I have less ADC recipients,
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but if I want to put more money into child care for more low-in-
come people, I would do that. It is still the dollar I put in.

Senator CONRAD. Well, wait just a minute. I have dealt with a
lot of negotiations with a lot of folks. Why, if they do not intend
to do this, do they insist on the possibility? Look, they can be given
the flexibility to transfer these funds without the potential of this
kind of hemorrhage.

I, for one, would not think I had discharged my responsibility if
I simply create a circumstance in which States are able to put a
pipeline right into the Federal Treasury and replace their dollars,
their responsibility, with Federal dollars.

And you are right, it has gone on in the past. I cited for this com-
mittee in the previous hearing the extraordinary examples, one
after another, of States engaging in financial hijinx in order to re-
place their own dollars with Federal dollars. That ought not to be
what we are about.

Mr. TOMPKINS. We need to change the system so that does not
happen. The system can only be changed if you do it in a way
that-HCFA, for years, had provider taxes. I was there in the mid-
dle of that. Basically, at that point in time I said there is no way
ever, under any regulations, will you ever deter it, because basi-
cally if you do one thing one way, they will find another way to do
it. People make their living off of doing this.

If you basically just want it out in a simplistic way, saying what
we have to put up, what you will put up, make it very simple, this
cannot happen. The transferability issue is basically saying, if I
have got a bunch of money that I am putting part in, you are put-
ting part in, I want to be able to transfer within that.

Right now, we have 26 basic categorical programs that we put
money into. All we are saying in those 26 programs, if one area I
am doing well in, I would like to put some other area that I am
already putting money in. I am not gaming you.

Senator CONRAD. But, wait a minute. I can read this legislation.
You are right, we ought to change things, but we ought not to
change things for the worse and we ought not to construct a situa-
tion in which there is a positive incentive for States to replace their
own dollars they are currently spending with Federal dollars. That,
to me, makes no sense.

Professor ELLWOOD. Senator, I think that is exactly the point.
Use a match.

The CHAIRMAN. We have to move on. His time is up.
Senator D'Amato.
Senator D'AMATO. Thank you, Mr. Chairman.
Let me ask the panel, is there some kind of a figure that might

reflect what the profile on the average family, AFDC, is in this
country? Maybe you have to look at regions; I do not know. But,
in other words, is it 2.3 people, 1.3 being children, one being a sin-
gle parent? What kind of profile is there, if we have one? Professor
Ellwood, would you know?

Professor ELLWOOD. I guess the median person is what I would
take, probably 1.9 children.

Senator D'AMATO. 1.9 children.
Professor ELLWOOD. So 2.9 household size.
Senator D'AMATO. All right.



Professor ELLWOOD. Probably a high school drop-out, median, al-
though there is a non-trivial number of high school graduates, even
some college graduates. About 40 percent are white, non-Hispanic,
about 40 percent are African-American, and the remainder are pre-
dominantly Hispanic, and then some other groupings. Since the
program is designed primarily for single parents, the household
head is usually a woman. Roughly half now, the children were born
out-of-wedlock, the mother is unmarried.

Senator D'AMATo. 50 percent?
Professor ELLWOOD. Something like that. Senator Moynihan

probably has the most current figures. He tracks them carefully.
Senator D'AMATo. Yes.
Professor ELLWOOD. I do not know whether there are other char-

acteristics I can be helpful on than that. I would also emphasize,
if you then

Senator D'AMATO. Is there a time? In other words, what is the
average time on AFDC?

Professor ELLWOOD. Yes. The answer is, it is very heterogeneous.
There are really kind of three groups. It is roughly a third, a third,
a third. There is a short-term group that is on, is off within a cou-
ple of years. There is a kind of cycling group, a group that goes on,
comes off quickly, but then loses their job or leaves their job, what-
ever, comes back on, goes off, goes on, goes off. Those are people
that often end up staying for a fairly long period of time; 70 per-
cent of folks leave within the first years, but three-fourths of them
come back.

Then there is a final group that is very long-term, and that is
about a third. There are lots of ways to ask these questions, and
so forth. The very long-term group is the most difficult group in all
of these settings.

They are the group that, if you go with a 5-year time limit, for
example, they are people who have very poor educations, very lim-
ited work experience, maybe multi-generational. Those are folks
that are going to be in very, very serious trouble if you just simply
cut them. off and do not put them in a subsidized job, or something
of that sort.

Senator D'AMATO. It seems to me that that is kind of important,
trying to get an understanding of what we are dealing with, be-
cause everybody has these grand solutions, including yours truly,
and they are not really predicated, in many cases, upon the reali-
ties of what we are dealing with. I think you have to look at that.

Let me say to you, does everybody believe that work is really the
central key to attempting to get people self-reliant? Do we all agree
about that?

Mr. HOBBS. Senator, I think it is the essential key. If you look
at a program of work subsidy, for instance, and whether or not you
can bring people up in income as well as build their self-confidence
toward self-reliance, what you find is that they add a little bit to
the statistics about families, that there are not many large families
in the welfare system.

As soon as you get above the level of three children, you are
down to less than 10 percent of the active case load, so it is rel-
atively easy. In those cases, by the way, where we have found fami-
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lies of large size, we actually add a supplement to the subsidized
wage to make sure that they are not losing anything.

But the reason work is so important, is that there is a dependent
attitude that has been built by the welfare system. The only way
to remedy that dependent attitude is to make people understand
how to become and feel independent, as well as having the reality
of the income to go with it from work.

Now, I am sorry that I cannot accept these numbers about the
population being a third, and a third, and a third. My experience,
which is fairly extensive at this point, is that you cannot break
them down that way. That is a breakdown that exists in a depend-
ent welfare system. A breakdown that exists in a work-oriented
public assistance program is entirely different.

Senator D'AMATO. So where you see, in our limited experience or
what we say is limited and work, what did you characterize it as,
as a work what?

Mr. HOBBS. As a work program, one that puts people to work and
brings them out of dependency.

Senator D'AMATO. No. You characterized it as a system, a work-
dependent system.

Mr. HOBBS. The public assistance system, centered on AFDC, is
essentially a dependency-inducing and supporting system.

Senator D'AMATO. All right. Then you contrasted that with-and
I do not want to put words in your mouth; I want to hear from
you-a what, a work program?

Mr. HOBBS. The work program, in which people work instead of
collecting AFDC.

Senator D'AMATO. All right. So you want to give us some num-
bers on that? In other words, you said you did not agree with this
one-third, one-third, and one-third.

Mr. HOBBS. I will go back to my original numbers which I stated
a little bit ago.

Senator D'AMATO. Go ahead.
Mr. HOBBS. That is there are at least 60 percent of the AFDC

case load who can go to work tomorrow and hold down a job and
become self-sufficient over a period of a year to 2 years. That is,
where they are going to be-

Senator D'AMATO. Now, you are saying 60 percent of the load,
you believe, over a period of time, within a year, could be relatively
independent.

Mr. HOBBS. Yes, sir.
Senator D'AMATO. All right.
Mr. HOBBS. And the second group is what I would characterize

as people who need transitional help, that is, they are not familiar
enough with the work site and they are not familiar enough with
how to get along and do the job to be able to do it, but they have
the inherent capability. I would say that is about 30 percent.

It is less than 10 percent, in my opinion, for whom we need to
be concerned about a permanent kind of program which will, even
in most of these cases, with enough concentration, will bring them
to the point where they can do jobs.

Senator D'AMATO. All right. If I might, Mr. Chairman.
Dr. Ellwood, I am not asking you to sign off on specific numbers

here, but would you believe that you are really talking about 10,



15 percent of the population will always have difficulty, will not be
able to be suitable for jobs?

Professor ELLWOOD. No, I think it is higher than that.
Senator D'AMATo. You think it is higher.
Professor ELLWOOD. I have looked at a lot of State programs and

I have spent a lot of my life looking at welfare dynamics. I do not
know where the figures come from, and Mr. Hobbs has worked
hard on these various issues, but-

Senator D'AmATo. I do not want to cut you off, but that little red
light is on and I would just like to make one observation.

No. 1, I absolutely believe, and I understand from staff, that we
are going to be considering, Mr. Chairman, the retention of medic-
aid coverage for people leaving welfare for work, and that is some-
thing that we are actively looking at. I will not support a bill that
does not have that.

I absolutely believe that if you are going to get people off of wel-
fare-and I believe in Workfare-I think it is absolutely a must. I
do not think we have been doing nearly enough. I think we have
to give the States greater flexibility, and I am sorry we did not get
a chance to ask some of the snafu. But we really need to provide
that medicaid during that year, because we just make it impos-
sible.

Last, but not least, I think our tax system is just horrible and
it discourages working families, working poor. We are talking
about welfare here. I think Senator Moynihan mentioned, and I
think you mentioned, Mr. Chairman, what about the people who
are out there not receiving any assistance, working day and night,
trying to feed a family, making a gross income of $15,000, or
$16,000 or $17,000, they have two or three kids, boy are they being
taken advantage of. This business about an Earned Income Tax
Credit, that is nonsense, because the system is being gamed.

The CHAIRMAN. We do have another panel.
Senator D'AMATo. Well, I am going to finish, Mr. Chairman.
The CHAiRMAN. I would appreciate it.
Senator D'AMATO. You do not want me to wait for another round.

I do not really think you do. And I missed my opening comments
anyway.

So I just want to make this observation, and I will do it sooner
rather than later, if you will let me, and shorter.

It just seems to me that we ought to raise substantially the level
by which income taxes kick in. Take a family of four people; they
should not be paying taxes. Let them earn up to $20,000 a year
and forget about taxing them. Then you do not have people beating
on the Earned Income Tax Credit. If you want to encourage people
to go out and work, let them keep their money and you will see
how the system will improve.

So you want to talk about meaningful tax reform, let us start it.
We want to get people off of welfare. Let us start it at a level
where it is going to work. This is not a Republican plan, a Demo-
cratic plan, it is just common sense. All of the people who are pay-
ing people off the books, and doing these nonsense things, you real-
ly solve a lot of problems.

Now, it is going to cost money. So what? Everything costs money.
I would rather see us, if we are going to begin this business of giv-



ing tax relief, let us encourage the system of why people should go
out to work. So I would just share that with you.

I think that if you ask the people who work in the poverty area,
they will tell you that will probably do more than all of the non-
sense that we are talking about, because all we are going to do is
talk about this.

The CHAIRMAN. As you know, high on our priorities is tax reform.
Senator Grassley.
Senator GRASSLEY. I will-not ask for equal time.
The first point would not be a question, but a point. It comes

from Mr. Tompkins making a comment about Ohio taking 5
months to get your waiver request implemented for your Ohio First
program, and then you evidently had conditions placed on it that
changed the plan quite significantly from what you had originally
approved.

I think that with a lot of the legislation we could have here, that
we would end up not really with welfare reform, but just with
waiver reform if we keep too much control in Washington, DC.

Now, the Secretary of HHS last week indicated that they wanted
so much flexibility, and that it was not debatable, that waivers
would be almost automatic. But the principle is, the extent to
which States, for themselves, can make a judgment of what the
best welfare reform is for them, it seems to me, to be significant.

We must move away from the place where Ohio takes 5 months
to get a significantly modified plan approved or Iowa takes 8
months to get a significantly different plan approved to the place
which produces not only good policy, but a bill that is politically
achievable here in Washington.

Mr. TOMPKINS. I've spent a great deal of time in Washington. I
was born and raised in Washington, so I am an anomaly as it ex-
ists already, I guess, in life. It has become a political football one
way or the other. The essence, the conceptual framework of S. 1795
was the National Governors' Association proposal.

Now, there are some issues of funding here and there, and there
is an issue of whether we are talking a year and a half or 6 months
here for certain things, but the essence of it is basically there. I
think I was in some of the negotiations with my Governor on this,
and it was very tough because it was back and forth from Repub-
lican Governors and Democratic Governors, and what have you.
But I think it took a long way to get there, so it was there.

So there are some exceptions, true, but I think the basic ele-
ments of what was proposed are in S. 1795, and I think it is very
important that we do them.

Mr. HOBBS. Senator.
Senator GRASSLEY. Go ahead, please. Yes.
Mr. HOBBS. I have observed over the years that the only way a

State will get waivers is if it is able to put a significant amount
of political force behind the waiver request here in Washington.

I have also observed in the last 10 years that the ability to get
waivers in a timely way, and sometimes to get them at all, is di-
rectly proportionate to the popularity of the President, because
what happens when you get into the waiver business is the ap-
pointees are only operating on an exception basis; who is really de-



termining the contents of those waivers and the scheduling of them
is a bureaucracy that has been here for a long, long time.

That is why this bill is so important, to get out of the business
where you never know when you come back here whether you are
going to get a waiver or not, no matter what its virtue, because the
process itself is so convoluted and is controlled in a bureaucratic
manner.

Senator MOYNIHAN. Mr. Chairman.
The CHAIRMAN. Yes, Senator Moynihan.
Senator MOYNIHAN. Could I just comment on a point of informa-

tion I think the committee would be interested in, and I know our
panel, in response to Senator D'Amato's question.

Toward the end of the last Congress we passed the Welfare Indi-
cators Act of 1994, being very much aware, as I think Dr. Ellwood,
Mr. Hobbs, and Secretary Tompkins would agree, there is an ex-
traordinarily limited amount of information on a subject this
central.

We had it by an annual report. The first will be issued October
31 of this year, to be modeled on the economic report of the Presi-
dent, the Employment Act of 1946. We had large expectations for
this; not the first report, nor the fifth, but by the time the economic
report had its 10th annual edition, we knew a lot more about the
American economy than we had ever thought possible. It is in re-
sponse to just the kind of questions that you were asked that we
hope we will-it will take some time, but I am sure it is a good
thing we have started.

The CHAIRMAN. Well, gentlemen, I want to thank you. I think
your testimony has been extremely helpful, and we appreciate your
taking the time to be here with us today. Thank you very much.

It is now my pleasure to call the second panel to discuss medic-
aid reform, and this panel includes Virginia State Senator Stephen
Martin; Charles Baker, who is Secretary of Administration and Fi-
nance for the State of Massachusetts; and Dr. Karen Davis, who
is president of the Commonwealth Fund in New York, New York.

Again, we will ask the witnesses to please summarize their testi-
mony and limit their statements to 5 minutes each.

Dr. Davis, why do we not start with you?

STATEMENT OF KAREN DAVIS, PH.D., PRESIDENT, THE
COMMONWEALTH FUND, NEW YORK, NEPW YORK

Dr. DAVIS. Thank you, Mr. Chairman and members of the com-
mittee, for this opportunity to testify on the future of the medicaid
program.

Medicaid serves as our Nation's most important health care
safety net. It covers 36 million of our poorest and sickest Ameri-
cans. It is particularly important today, as the health care system
is going under enormous change and as many health care institu-
tions, such as academic health centers, are increasingly feeling fi-
nancially vulnerable.

Medicaid is really the lynch pin that we have as a Nation to as-
sure access to health care as we are undergoing these changes, and
major changes to medicaid could have unintended consequences for
essential health care institutions, as well as the quality of health
care for all Americans.



I would like to just flip through some charts at the back of my
testimony. In Figure 1, we know that medicaid and medicaid
helped reduce the numbers of uninsured in the 1960's and 1970's,
but since then the erosion of employer-based health insurance has
increased the numbers of uninsured, as the kinds of jobs in the
American economy that are increasingly available do not carry
health benefits.

Figure 2, from the Kaiser Commission on the Future of Medicaid,
on which I am pleased to serve, indicates that 30 percent of all
Americans are either uninsured or depend on medicaid for cov-
erage.

Figure 3 reports on a current study in five States which finds,
for example, that in Florida almost half of people with incomes
below 250 percent of poverty-that is about $35,000-are either on
medicaid or are uninsured. So, any reduction in medicaid coverage
has the consequence of risking an increase in the uninsured.

Figure 4 indicates that medicaid has done a good job of covering
poor children. We now have 85 percent of poor pregnant women
and infants covered by medicaid, about 88 percent of poor children
under the age of six, and about 61 percent of poor children between
the ages of 13 and 18.

Figure 5 indicates how important medicaid is to health insurance
coverage for low-income women. About one in five women with in-
comes below twice the poverty level depend on medicaid for cov-
erage, but about a third are uninsured.

Many women lose medicaid when they get a job or their wages
go up, and, in fact, a recent study for the Commonwealth Fund
found that two-thirds of women leaving medicaid become unin-
su~red.

You see in Figure 6 the length of time that women are on medic-
aid. ALout 37 percent of women on medicaid are on more than 5
years, and any arbitrary time limits on welfare that also limited
coverage for medicaid could result in more women being uninsured.

Figure 7 notes that the poorest, most disabled Americans also de-
pend on medicaid and account for about two-thirds of the outlays
for medicaid. Elderly adults, and he disabled often cost eight times
what it costs to cover a child. The elderly depend on medicaid for
long-term care coverage and also to supplement Medicare and pay
Medicare's premiums and cost-sharing.

We know what happens when people do not have medicaid and
they are uninsured. Figure 8 indicates that they are unable to get
needed care, they often postpone care. Figure 9 documents that the
uninsured are much less likely to get preventive care, such as
mammograms and Pap smears.

Turning to some of the proposals under consideration by the com-
mittee, I would just tick off some of my concerns in Figure 10. I
think my most fundamental concern is the change from the entitle-
ment nature that medicaid now has. All health insurance is entitle-
ment. Employer health benefits are entitlement. They cover a de-
fined set of workers for a defined set of benefits.

A modified block grant no longer requires that medicaid provide
health insurance to 36 million Americans. States could just use the
money to pay budgets of psychiatric facilities, they could use the
money to give block grants to counties, or give money to public hos-



pitals. That is quite different from providing health insurance cov-
erage to 36 million Americans and could markedly increase those
who are uninsured.

We know in the proposal that children ages 13 to 18 would not
receive phased-in coverage by the year 2002. There are also losses
of coverage for some of the elderly poor and disabled who would be
dependent upon State definitions of disability.

We note that, under the proposal, while there is a list of benefits,
there is no limit on a State's ability to set limits on amount, dura-
tion, and scope, no guarantee that children would be treated for
conditions that are detected when they are screened, cost-sharing
could be imposed that would keep people from getting services, pro-
viders could balance bill extra amounts to patients, nor would there
be any guarantee of quality standards or oversight of managed care
as States move rapidly in that direction, legal recourse for bene-
ficiaries, nor is there adequate fiscal capacity on the part of States
in times of recession or to deal with higher health care costs.

In my view, medicaid is very much a national responsibility. We
should all be concerned about seeing that babies are born healthy
and that, with cuts in funding, we are simply not going to be able
to cover those in need today. I think there is a lot of evidence indi-
cating that, if anything, medicaid should be covering more people,
not fewer people. Thank you.

The CHAIRMAN. Thank you, Dr. Davis.
[The prepared statement of Dr. Davis appears in the appendix.]
The CHAIRMAN. Senator Martin.

STATEMENT OF HON. STEPHEN H. MARTIN, VIRGINIA STATE
SENATOR FOR THE 11TH DISTRICT, RICHMOND, VA

Senator MARTIN. Thank you, Mr. Chairman, for this opportunity.
As a State legislator from Virginia, I am a member of the American
Legislative Exchange Council, otherwise known as ALEC, which is
the Nation's largest individual voluntary membership organization
of State legislators, with over 3,000 Democrat and Republican leg-
islators as members.

I am the chairman of the Welfare Subcommittee of the ALEC
Task Force on Health and Human Services and serve on ALEC's
national board of directors.

The Health and Human Services Task Force is composed of a
broad cross-section of private and public sector members, over 200
members of that task force. For half a decade, my task force has
grappled with the issue of developing policies for model legislation
in the States that provide a safety net for people who are less for-
tunate, but without destroying State and Federal budgets.

Congress and the States are struggling with spiraling medicaid
and welfare costs. To address this problem, the States need to be
allowed to manage these programs free from Federal mandates re-
garding individual entitlements, eligibility groups, benefits, pay-
ment rates, and financing structures.

States are already experimenting with privatization, managed
care, and other medicaid options. Given the flexibility to experi-
ment, the States will develop successful, workable solutions to med-
icaid costs.



Concerning welfare reform, we must craft welfare programs that
provide-its recipients with an opportunity and hope for self-suffi-
ciency. The States are innovators. In this, as in so many other pub-
lic policy areas, the States sometimes are ahead of the Federal
Government.

These innovations include enforcing child support, the establish-
ment of paternity, incentives for school attendance of children of
AFDC recipients, packaging food stamps and AFDC benefits in the
form of cash which is used to subsidize private sector jobs, allowing
recipients to accumulate money for medical expenses in a medical
savings account, and creating medicaid systems in combination
with a managed care approach, as Tennessee has done.

Most recently, the State of Wisconsin has been in the spotlight
for Governor Thompson's W-2 program. If granted a Federal waiv-
er for the program, welfare, as Wisconsin residents know it, will be
eliminated and replaced with a system in which recipients will
have hope for the future rather than being trapped in a state of
government dependency.

In Virginia, Governor Allen's welfare program became effective
on July 1, 1995. I was the chief patron, along with Senator Early
of Chesapeake, Virginia, on this legislation.

The Virginia plan has a work requirement. During the eligibility
period, recipients will be able to accumulate up to $5,000 in a sav-
ings account for business incubation, will have access to child care,
and will receive protection from State income taxes.

After 2 years, though, cash benefits cease. Child care, medical,
and transportation assistance can continue for another 12 months.
We have already witnessed the success of these reforms because of
the incentives which they have created.
h As evidenced by these plans, the Federal Government does not
have a corner on compassion. In assuming so, you miss an oppor-
tunity to benefit from State public policy innovation and competi-
tion and inevitably you end up micromanaging at high cost the
process of delivering services to those who do qualify.

Some have suggested establishing Federal requirements by at-
taching so-called conservative strings to the disbursement of finds
in a block grant. But this still implies that the States need to be
told what to do. It also assumes that what works in Montana will
work in New Jersey, but both assumptions are false. Mandates
from conservatives who think they know what is best are no more
desirable than mandates from liberals.

In determining how much each State shall initially receive in
federally collected tax dollars, the formula should not attempt to
redistribute funds from one State to another, capping at a certain
percentage of poverty. If you do not, States that have broadly ex-
panded their programs will receive a disproportionate share of Fed-
eral dollars.

I would hope that block grants would be transitional. If the
States were to raise revenue for medicaid and welfare directly and
managed their own programs, spending could be reduced at a sav-
ings to the taxpayer. Such a savings would require a willingness
to reduce taxes as the States pick up the responsibility for revenue
and management of their own programs.



The ultimate goal should be to phase out the Federal role and
delivery of welfare and medicaid services. However, in the mean-
time, Federal aid should take the form of block grants, distributed
according to a formula based on population, but not tied to a State
match. States should be granted maximum discretion to develop
their own programs.

I recommend that you act on the assumption that your State
counterparts have the com passion, understanding, and the will to
serve the best interests of the citizens and the States they are
elected to represent.

I thank you, Mr. Chairman, again for this opportunity to testify
before your committee.

The CHAIRMAN. Thank you, Senator Martin.
[The prepared statement of Senator Martin appears in the ap-

pendix.]
The CHAIRMAN. Mr. Baker.

STATEMENT OF CHARLES D. BAKER, SECRETARY OF ADMINIS-
TRATION AND FINANCE FOR THE STATE OF MASSACHU-
SETTS, BOSTON, MA
Mr. BAKER. Thank you, Mr. Chairman. I appreciate very much

the opportunity to testify today before the committee on behalf of
S. 1795, the Personal Responsibility and Work Opportunity Act of
1996.

Clearly, Federal reform of medicaid and AFDC are both long
overdue, and we welcome the opportunity to support your efforts to
overhaul these deeply troubled programs.

As the former Secretary of Health and Human Services in Mas-
sachusetts, I have strong opinions on both of these issues, but I
have been asked to focus today on medicaid, so I will.

There are charts that I do not think need that much explanation
that I have included with my testimony about our experience with
our program on the spending side over the course of the last few
years. Overall, we have about 680,000 recipients, and about a $3.3
billion program.

Five hundred seventy-five thousand of our medicaid recipients
account for about 55 percent of the program's funding, or about
$1.8 billion. Those are the under-65s. The over-65s, which rep-
resent about 15 percent of the program population, utilize 45 per-
cent of the money.

Medicaid is talked about many times as being a program for the
poor and disabled. One thing people should remember, is that a
huge chunk of the funding is actually supporting the over-65 popu-
lation.

I believe that Massachusetts, despite what in many cases have
been enormous bureaucratic complexities, has been quite successful
in turning our program away from being a traditional, provider-
driven, fee-for-service plan and into becoming a more sophisticated
purchaser of health care services in recent years.

Over this period of time, the growth in our spending rate has
gone from 18 to 22 percent per year in the late 1980's, to something
closer to three to 5 percent per year for the last several years.

Virtually all of this reduction in the run rate on spending has
been achieved without dramatic reductions in either eligibility



standards or benefit levels. Much of it has been due to our efforts
to ensure that people are receiving the right care in the right set-
ting, at the right price.

Some of it has certainly been controversial, and much of it has
required a willingness to think differently about the role of the pro-
gram. But, overall, most people-even our most vocal critics-give
the program high marks.

Along the way, we have also been successful at securing addi-
tional Federal funds to support a wide variety of other State
Health and Human Services initiatives, many of which involve Fed-
eral medicaid spending, but are not part of our traditional medicaid
program.

Therefore, while we have been able to control the spending in-
creases in our core program to less than 4 percent per year for the
past several years, we have also managed to increase Federal sup-
port for other State programs more successfully than any other
State in New England.

These efforts, many of which have required painstaking negotia-
tions with the Federal Government, illustrate the programmatic
and financial imperative for change. On the one hand, Massachu-
setts has had a great deal of success in dramatically reducing the
growth in our State medicaid program, but it took years to nego-
tiate and remains an ongoing subject of State and Federal discus-
sions.

On the other hand, we have also been able to continue to replace
what were previously 100 percent State dollars with 50 percent
Federal dollars for a number of other programs at the same time.

Simply put, I believe that medicaid will continue to suffer
programmatically and financially as long as it operates as an un-
limited reimbursement program at the Federal level that worries
more about process and regulation than it does about goals, objec-
tives, and outcomes.

So I am here today to say that I am an enthusiastic supporter
of many of the reform proposals for medicaid outlined in S. 1795.
I believe they will go a long way toward fixing what is wrong with
this program, they will provide the Federal Government with a
manageable financial obligation to the States, ensure that certain
populations such as poor children, the disabled, and elders continue
to be covered, and move much of the focus of the State-Federal re-
lationship away from regulation micromanagement and into the
more appropriate task of reviewing and auditing program goals and
objectives.

I will give you just one example of what I mean by this. Every-
one in health care who deals primarily with the mentally ill under-
stands that payors are relying more and more on non-hospital-
based settings for delivering crisis intervention services to the men-
tally ill.

In many cases, these services can be delivered closer to home,
-closer to family members, closer to peers, and they are also far
more friendly and normal environments in which people can be
served.

They are also a lot less expensive than traditional inpatient care,
yet many States-and I would include Massachusetts among
them-have had a very difficult time incorporating this low-cost al-
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ternative into their existing medicaid plans, even if they have a
Federal waiver.

This is because Washington, most of the time, is more interested
in the mechanics of the plan than it is in the outcome or the objec-
tive. This gets into a whole discussion about what exactly is a med-
icaid reimbursable service and what is not.

We came up with a lower cost, more appropriate-and in many
cases better-alternative to traditional hospital setting services for
people with acute mental illness and had to go to war with the
Federal bureaucracy to get to the point where the Federal Govern-
ment would let us substitute this better, less expensive alternative
for the traditional medicaid benefit. This makes little or no sense.

On the financing side, there is simply no way the existing rela-
tionship can be sustained. States like Massachusetts have too
much to gain by manipulating the existing reimbursement struc-
ture, and as long as the rules permit us to do so, we will. To do
anything else would invite public and political scorn back home.

The current political culture is quite clear: every State should se-
cure every available dollar of Federal funding to which it is likely
to be entitled, and to do less than that is considered by most to be
a dereliction of duty.

Therefore, any medicaid reform is going to require the Federal
Government to reach some kind of an accommodation with the
States on the absolute growth in Federal medicaid spending, and
I think this proposal before you is a good way to get there.

The CHAIRMAN. Thank you, Mr. Baker.
[The prepared statement of Mr. Baker appears in the appendix.]
The CHAIRMAN. As I said in my opening remarks, one of the prin-

cipal differences between the legislation before us and the current
situation is the question of trust, trust in the States. Those in op-
position seem to be saying that, if we turn it over to the States,
they are going to immediately do far less.

Yet the fact is, and the figures show, in 1994, most of the current
spending on medicaid is optional. You will see down in one corner
of the chart that the total amount spent in billions for medicaid in
1994 was $121.7 billion. Of that $121.7 billion, only $55 billion was
mandatory. It was mandatory because it was spent on mandatory
people for mandatory services.

But most of the spending is optional. States covered many people
on an optional basis. The mandatory services for the optional was
$14.8 billion. The optional services for the mandatory people was
$28.7 billion, and $23.1 billion for the optional people. So you have
a total of $66.5 billion spent optionally, as compared with the $55.1
billion.

Now, the point of this is that the States currently, on a vol-
untary, optional basis, are spending far in excess of what is manda-
tory. So I think the attacks on the States, that they would not do
their job, is not borne out by the facts, or why would they be pro-
viding all these optional services? Do you have any comment, Dr.
Davis?

Dr. DAvIS. First of all, for some of the optional services, such as
prescription drugs, it is cost-effective for States to cover them for
mandated populations, otherwise people are going to wind up in
the hospital for a condition that could have been maintained at



home. So it is optional, but it is cost-effective, and not to cover it
winds up costing the States more money.

The other point to make, is that States, as Mr. Baker has said,
have been quite ingenious about shifting on to matched funds peo-
ple whom they used to pay for totally themselves.

So, for example, you take the mentally retarded population, in
the past the State would have paid 100 percent of that. If they can
make them disabled and it's an optional coverage, then they can
get Federal matching.

The CHAIRMAN. But when they were spending 100 percent, that
was on a voluntary basis.

Let me ask you, Senator Martin.
Senator MARTIN. Well, not only does the evidence suggest that,

but the fact is, Mr. Chairman, that those who send us to represent
them in the State offices by their votes also send the Congressmen
here with that same trust and same confidence, and we are ac-
countable to those same people.

I think that we have evidence that suggests that we are trust-
worthy in many regards beyond simply that chart. And we do, in-
deed, have the compassion and concern for our constituents, and if
we do not, they would turn us aside, just as they would you, at the
ballot box.

Mr. BAKER. Can I just make one quick comment on that as well?
The CHAIRMAN. Yes, Mr. Baker.
Mr. BAKER. I view the existing proposal as trust, but verify, to

coin a phrase. Many people characterize this as a blank check to
the States. I do not see it that way at all.

In fact, some of what I see in here is exactly what the Federal
Government should have been doing for the last 25 years and has
not been doing, which is worrying about whether or not the proc-
esses and procedures and programs that are actually being paid for
with State and Federal dollars are making things any better.

Over the course of the last 30 years, particularly with regard to
a lot of the medicaid stuff, we have used procedural and regulatory_
mechanisms as an escape for a more important objective, which is
whether or not the people that we are trying to serve are being ap-
propriately, adequately, and clinically served by the program that
we are paying for.

Usually in a lot of these demonstration programs, for example,
there is a huge bureaucracy at both the State and Federal level
that gets into an enormous food fight over every single detail of the
mechanics of implementation, and then at the end people toss
$500,000 in to do a "evaluation" of whether or not the thing was
successful.

Well, the thing I like the most about this, is in many ways you
are flipping the paradigm and saying that the primary objective of
this State-Federal relationship should be on program goals and ob-
jectives, independent evaluations, and a much more substantive
and significant approach toward trying to figure out whether or not
what people are doing is actually making a difference. This is miss-
ing from the current program, and represents a huge flaw in the
way it works. This also explains why it is so hard at the State level
to convince the Federal Government that what everybody else in
the private sector is doing to better serve the disabled and poverty



populations is something that ought to be done under existing med-
icaid standards.

The CHAIRMAN. I think that rewarding those that perform and
achieve their goals is a very, very significant change and develop-
ment.

One final question. The impact on State budgets of the uncon-
trolled growth of medicaid. What effect has that had on State budg-
ets, on education, law enforcement; would you care to comment on
that, Senator Martin?

Senator MARTIN. I can simply say that the budget crunch, the
budget stress that comes from these entitlement programs, indeed,
makes it far more difficult to meet the public safety demands and
the education demands in the States. We have been able to deal
with it in the State of Virginia, but I think we can provide a cost
savings and we, in fact, can provide probably better service to our
constituents while saving that money.

Dr. DAVIS. I think the most rapid growth in medicaid occurred
in the late 1980's and early 1990's, when States were gaming the
system through provider taxation and donation schemes. It looked
like it was State money, but it was really a way of getting the Fed-
eral Government to effectively pay most of the program.

Once that was tightened up, the medicaid program has slowed
down. It is now under 9 percent. There are some who have testified
before the Kaiser Commission that indicates we may be more at a
5 or 6 per Zent rate of growth in the future.

So I t ink that some of this talk about how rapidly medicaid has
grown 'ias really just a way in which the States were shifting
money )nto the Federal Government through various mechanisms.

The J2HAIRMAN. Mr. Baker, any comment?
Mr. BAKER. I think the fact that medicaid growth may be down

to something like 9 percent is nothing to celebrate. Most other pro-
grams in Health and Human Services are treated in the context of
total spending on Health and Human Services.

If medicaid spending-which is usually in most States, including
mine, about half of the Health and Human Services budget-is
growing at 9 percent a year and the overall growth rate that HHS
has been allocated based on the budget process in each State is
something closer to the rate of inflation-which has been around
3 percent lately-that means HIS has to take 6 percent or more
in real dollars out of everything else in Health and Human Serv-
ices to fund the 9 percent growth rate in medicaid.

Part of the reason we got so aggressive about reforming medicaid
was because it was literally chewing its way through the rest of the
Health and Human Services system when we took office.

There is no question that people have been able to play a whole
variety of games to deal with the net State cost of the program.
But the truth of the matter is, most of those games have been pret-
ty well dissipated by previous legislation, and I think the real chal-
lenge on a going forward basis for people who care about Health
and Human Service programs-and I happen to be one of them-
is if you do not take reforming and managing your medicaid pro-
gram seriously, you are kidding yourself if you think there is going
to be money there for WIC, or early intervention, or a whole host
of the other programs that people purport to support.



Senator MARTIN. Mr. Chairman, I know you need to close, but I
would like, if you do not mind, state that we in Virginia did not
implement provider taxes and our increases were the same.

So, according to our Department of Medical Assistance Services,
the EPSTT-which is the children's program-and the change in
eligibility requirements which created an increase in eligibility, as
has been our experience, have created the greatest increase for us.

Dr. DAVis. But I think, nationally, what we know is that children
account for only 18 percent of all medicaid dollars. It is a small
part of the spending. The bulk of the money is going for the elderly
and disabled. It has been important to expand that coverage to
poor children.

As I pointed out, we now have 85 percent of poor children-
young children-covered by medicaid, and without that they would
be uninsured, women would not be getting prenatal care, children
would not be getting immunizations, they would not be getting off
to a healthy start in life. So I think that expansion of coverage ac-
tually is one of the promising things that has happened in the med-
icaid program in the last 10 years.

Mr. BAKER. I would just say, our immunization program in Mas-
sachusetts, which has the highest penetration rate in the country,
does not have anything to do with our medicaid program.

Senator MARTIN. And the NGA plan protects this children's pro-
gram.

Dr. DAVIs. Well, it repeals coverage for children 13 to 18, so it
is not the case that it does cover them, nor does it guarantee that
they would continue to have health insurance or that conditions
that are detected when children are screened would be paid for by
medicaid to be treated.

The CHAIRMAN. Senator Moynihan.
Senator MOYNIHAN. Mr. Chairman, I thank this panel for clarify-

ing and thoughtful observations. I want to say to Senator Martin,
through you to the legislators, be careful how quickly you want to
disengage from the Federal Government; you might find that it
happens faster than you ever supposed. I leave you with that
thought.

Senator MARTIN. We do not want to disengage, we want a bal-
anced system and shared responsibility.

Senator MOYNIHIAN. I know what you mean, but when you set
yourself up for a block grant it is so easy to cut block grants just
a little bit, 4 percent, and then the next year 6 percent.

Mr. Baker talked about the problem of mental illness. I have
very direct experience with this. I was in Governor Harriman's of-
fice in New York in the 1950's when, at Rockland State Hospital,
the first tranquilizer was developed from rauwolfia. We determined
to use it systemwide.

I came down here with the Kennedy Administration and they
were beginning to think the same thing. The last public bill signing
ceremony President Kennedy had was the Community Mental
Health Centers Construction Act of 1963, and he gave me a pen.

We were going to de-institutionalize. We were going to empty out
the State hospitals and then we were going to treat persons in
2,000 community mental health centers which were to have been
built by 1980's, and thereafter one per 100,000 population.



I often thought if some person present had said, Mr. President,
before you sign that bill, can I tell you that we are not going to
build 2,000, we are going to build 450 and then we are going to for-
get that we ever did it, but we will empty out the hospitals, I think
he would have put his pen down and said, well, do you want people
sleeping on grates as they do along Constitution Avenue right now,
and so forth? Indeed, that is what happened.

Suddenly we have this problem called the homeless, which in
New York, in an endless capacity to get things wrong, we have de-
fined there is a problem the lack of affordable housing. It is called
schizophrenia. You are not getting much help.

You try to use medicaid for it because it is the only thing avail-
able to you. But is there any State in the country that does not
have a homeless problem, and is there anyone who would think it
is not basically, in large measure, a problem of mental illness?

Dr. DAVIS. Well, I think you make a very good point, that medic-
aid is very important for people with mental illness or mental re-
tardation. It is a major source of financing their care.

One of the concerns I have about the proposal under consider-
ation by the committee, is it would permit Federal funds to be used
for budgets of State psychiatric facilities, so it is kind of going back
to the old day, which are currently not eligible for Federal funding,
and it would move people into managed care, let States do so with-
out any Federal oversight or quality standards, even if these plans
did not have the kinds of psychiatrists, mental health services that
people with complex problems need, and they could impose cost-
sharing, which has been a major problem with employer coverage
of mental health services.

Senator MOYNIHAN. I would just make the point that, if there
was one example of a hugely failed social experiment in the last
half century, it was de-institutionalization.

Mr. BAKER. I think you have got to combine the civil commitment
law changes with that.

Senator MOYNIIAN. I think probably that, too. Yes. A fair point.
Mr. BAKER. The system, over time, actually did a fairly good job

in starting to develop the community-based capacity. But the prob-
lem was, you had no hook, once you got somebody stabilized and
they went back out into the community, to keep them involved in
a treatment regime.

Senator MOYNIHAN. Do not tell that to any Republicans around
here. They will find a Federal judge who did it, then God knows
what trouble that will be.

Senator MARTIN. Senator Moynihan, my first public service office
was on the Mental Health Board in my area, in one of the largest
jurisdictions in the State of Virginia, and I served two terms there.
I can tell you, the issues that we had to grapple with in terms of
the waiting lists in many areas were as a result of lack of pre-
paredness for this de-institutionalization process. It was just done
and it was not thought through.

Senator MOYNIHAN. It happened, bang.
Senator MARTIN. It just happened. I have now founded an orga-

nization that has 17 homes for mentally disabled adults, and we
are trying to deal with it, but that was a major failure.

Senator MOYNIHAN. Yes.



Dr. DAVIS. I think there is a lesson today with managed care, if
we tried to move to that too rapidly without careful planning for
people, that we could have the same kind of disruptions in our cur-
rent system. There was mention made, for example, of Tennessee's
moving to managed care, and I think the speed with which that
was done really created major instability in the health care system.

Senator MOYNIHAN. Could I just leave you with the thought that,
if there is one problem that managed care will bring about, just as
a normal consequence of effective change, it will be with the aca-
demic health centers and the teaching hospitals.

Dr. DAVIS. Absolutely. I could not agree more. I think it is one
of the reasons why making major changes in medicaid right now
is not a good idea, because many of these institutions are having
to cope with changes that are happening in the private sector.

Senator MOYNIHAN. This committee passed a bill in the last Con-
gress to provide a premium on health care insurances to produce

15 billion a year for academic health centers and teaching hos-
pitals. It never got reported, but a clear majority of this committee
was for it. We are moving toward this problem.

Mr. BAKER. It is also a better way to fund it. I think the current
way we fund medical education and research is stupid.

Senator MOYNIHAN. Yes. Do it directly; you are a medical school,
here is some money.

Mr. BAKER. Furthermore, here is what we, the paying entity,
would like to see you worry about. One of the major problems that
faces both the medicaid program and the Medicare program is Alz-
heimer's disease. From a funding point of view, from a family point
of view, no matter how you cut it, this is an enormous problem that
faces us and it is just going to get worse as the population ages.

But there is very little money that is currently being spent by
Medicare and medicaid that they are paying as a result of the
bumps that hospitals get in reimbursement under medicaid and
medicaid for medical education, teaching, and research that is
funding anything that has to do with Alzheimer's.

The vast majority of the money that is being spent on Alz-
heimer's research is being spent by the private sector because there
is a huge opportunity there for them, and more power to them.

But if someone were to say to me, where do I think Medicare
should spend the enormous sums of money that it currently spends
through its reimbursement system to support teaching and medical
education, where would they get the biggest bang strategically, it
would be in Alzheimer's research. I would say, in many cases, the
same thing about medicaid.

The other research piece medicaid should support would be AIDs,
which is not, for the most part, how AIDs research gets funded. I
think the fact that you folks move toward a more defined mecha-
nism for financing teaching, medical education, and research is one
of the really great causes for celebration in this session.

Senator MOYNIHIAN. Would you go out and celebrate it and tell
somebody?

Mr. BAKER. Absolutely.
Senator MARTIN. Mr. Chairman.
The CHAIRMAN. Senator Martin.



Senator MARTIN. The Senator from New York has made a state-
ment that I agree with in terms of the rush to de-institutionalize,
however, in that particular situation preparation had not been
made.

In this particular instance, however, States are already running
the programs and we are already at risk for reduced funding of
mandated programs that are before us. I do not think there is the
lack of preparedness that we faced with the de-institutionalization.

Dr. DAVIS. It varies from State to State.
Senator MOYNIHAN. My time is up, Mr. Chairman.
The CHAIRMAN. I think we have to move on, yes.
Senator Graham, please.
Senator GRAHAM. Thank you, Mr. Chairman. Again, I thank you

for having brought us this outstanding panel.
I am going to make a pragmatic, political observation in which

I have a high level of confidence, and that is, the chances are that
there will be zero medicaid reform passed in 1996. I say that with
great sadness, because I think, clearly, we need to have some
change.

My concern is that we are allowing what individuals or groups
see as the peifect to be not only the competitor of, but the termi-
nator of, the good, because I sense that there is a large core of com-
monly shared analysis of medicaid problems and what the remedies
to those should be.

I would like to suggest, therefore, that maybe we should turn our
attention toward developing what I would call a consensus medic-
aid bill. It may not be as far as any of us would like it to be, but
which actually might have a chance of securing sufficient biparti-
san support and support between the Congress and the White
House to become law in 1996.

I would like to suggest what I think ought to be some of the ele-
ments of that consensus, and then ask each of you to comment on
my list and suggest additions.

I would put on my list of a consensus medicaid reform bill-and
these are not necessarily in any priority order-No. 1, recognizing
the State's rights to adopt, without Federal approval, a variety of
proven enhancements to medicaid, which would include health
management organizations as a means of delivering services, com-
munity-based services for the elderly, and other proven alternative
delivery systems.

No. 2, to allow those programs on an individual basis which have
proven to be effective, to move from a demonstration process into
a permanent process within the State.

No. 3, a repeal of the Boren Amendment. No. 4, the use of per-
formance-based rather than process or procedural-based means of
evaluation of State programs. Finally, the reduction of and the
eventual phasing out of the inappropriate disproportionate share
hospital provisions and the substitution of, as has been suggested,
some more rational way to reimburse hospitals which are providing
a disproportionate amount of care for the indigent.

Those would be a starting list of what I think could be a consen-
sus medicaid reform program. I would be interested in your com-
ments.



Dr. DAvis. That is very constructive, to look for a consensus. In
the health care reform debate there was a consensus around issues
like universal coverage of low-income people, and certainly moving
to have uniform income standards as a basis of eligibility of health
insurance.

Certainly looking for consensus is a very constructive thing to do.
I am concerned about anything that would repeal the current med-
icaid statute, as the proposal under consideration by the committee
would do.

In terms of the five elements that you have ticked off, commu-
nity-based care has been shown to be a better way of getting long-
term care services to disabled and elderly people so they can be
cared for at home.

Managed care-my concern there would be going too fast, too
quickly. For example, mandatory enrollment without giving people
a choice of what kind of a system they want to be in could be det-
rimental.

Quality standards are important. If you were to say States can
co-ver people under managed care so long as it is voluntary, so long
as it meets quality standards, like accreditation by the National
Committee for Quality Assurance, then that would deal with a lot
of my concerns, that we have Federal oversight and standards in
place.

In terms of demonstrations that have worked, certainly there
should be a basis of moving forward. In terms of payment of pro-
viders, I think medicaid has always tried to buy health care on the
cheap, truthfully.

One of the things that bothers me, whether it is managed care
or fee-for-service, if we set the rates too low, we may have some
sub-standard providers. But the things you are emphasizing in
terms of performance-based standards, people would agree with.

I am concerned about the disproportionate share proposal, be.
cause I know how vulnerable teaching hospitals and public hos-
pitals are to those funds. I would have to see that we were really
providing a guarantee of financial stability for those institutions.

Senator MARTIN. Senator, I would say that on the first one, the
issue of recognizing the right to adopt that which is proven, I hope
that you would keep in mind that States are, in fact, the proving
grounds. We would like for you to remember that.

On the others, the repeal of the Boren Amendment, we support
that. If you can figure out a way to find a better way to finance
education and the indigent care, which of course is the issue of dis-
proportionate hospital care, we would welcome that.

The CHAIRMAN. Do you want to hear from Mr. Baker?
Mr. BAKER. Just a couple of thoughts. First, when the 50 Gov-

ernors of the United States vote 50 to 0 to support something that
sounds a lot like a consensus proposal to me. In many ways, they
are also being asked to bear, I would argue, at least an equal share
of the financial liability that is associated with it. If that is not
enough political consensus to move it forward, shame on us.

More specifically, getting demonstrations out of the demonstra-
tion process and into the mainstream is a very complicated process.
I think it is unfortunate that it has become so complicated to do,
and that would be a great F lace to start.



We are continuing to negotiate on the extension of our managed
care waiver, which I think everybody agrees for the most part has
worked pretty well. The amount of time and effort that people in-
vest in continuing to negotiate renewals is time that could be spent
on far more important things.

I think the nmove from process to product in terms of what you
want Federal oversight to look like--

Senator GRAHAM. From process to performance.
Mr. BAKER. I am thinking of product as the same thing. That is

absolutely the direction that that relationship should go in, but ev-
erything my colleague next to me said leads me to believe that that
is going tG be a real hard slog, because most people prefer process
to performance because it is easier. I think you will have a real
hard time making that happen.

The Boren Amendment, for example, is just a goofy way to estab-
lish some baseline for payment. To tell you the truth, it does not
work. There are many instances in which the medicaid program in
Massachusetts is paying far more than private plans are paying for
a variety of services because of the Boren Amendment and the pe-
culiar nature by which it gets interpreted.

I think my definition of whether or not you are getting an ade-
quate price is a function of how many providers are playing, and
I think the way to deal with whether or not the medicaid program
is paying an appropriate price is to determine how many providers,
in fact, you are doing business with. If medicaid is getting it on the
cheap, well, good for medicaid.

Part of the peculiar nature of the way these programs work is
the public sector is always the chump when it comes to what we
pay versus what many other people who are more sophisticated are
paying.

Finally, I think the real issue with disproportionate share is not
the provider tax programs, which I think everybody would acknowl-
edge got kind of out of hand for a while, but the more traditional
DSH stuff. This does, in fact, as it is most narrowly defined, pro-
vide some support for institutions in a variety of places that would
be difficult to do without.

If people wanted to choose to finance that through some other
mechanism other than a DSH mechanism, that would probably not
be a bad idea. But I think the really narrow piece that was the
original purpose associated with disproportionate share does pro-
vide for some financial support for a variety of institutions, many
of which are located in really poor areas where they are, in many
cases, the primary point of access for a whole variety of things, and
losing a lot of them would be a big problem.

The CHAIRMAN. I have one final question of you, Mr. Baker.
There has been a lot of criticism of the proposal to lower the
matching rate for a number of the States. What is the real impact
of changing the FMAP on the States in the medicaid program?

Mr. BAKER. Well, most of the 50/50 States-New York being an-
other--are very high State share medicaid spending States, so they
are already making a greater effort with their own money than
most other States in terms of investing their own money in sup-
porting the medicaid program.
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Sixty/forty does not cost the Federal Government a nickel in the
context of how the rest of the formula is structured over the 5
years, or 7 years, of the proposal. What you are really doing more
than anything with the 60/40 is providing the 50/50 States-which
frankly are not going to be the beneficiaries of a lot of the incre-
mental funding that is available through this legislation because
they do not have, most of the time, the key indicators that are
going to drive the increases that are going to be associated with
this plan-a mechanism by which they can manage their funds in
a more flexible manner. I do not think that change ought to be that
big a deal to much of anybody.

You still have to get your plan approved by the Secretary, you
still have to participate in all of the audit requirements that are
tied to the legislation as it has been presented, and you are not
going to get any more Federal money over the life of the legislation
than you would get otherwise.

All you are really getting is an opportunity to have a little more
flexibility as a very high State share medicaid State to manage the
impact that is associated with going from a reimbursement pro-
gram to something that looks more like a fixed financial partner-
ship over the life of the bill.

The CHAIRMAN. Again, I want to thank this panel. I think it has
been an outstanding one, and we appreciate t6- contributions you
have made.

Senator MOYNIHAN. Thank you all.
The CHAIRMAN. The committee is in recess.
[Whereupon, at 12:25 p.m., the hearing was concluded.]
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Thanks very much for the opportunity to testify before the Committee today on S. 1795,
the "Personal Responsibility and Work Opportunity Act of 1996." Clearly, federal reform of
Medicaid and AFDC are both long overdue, and we welcome the opportunity to support your
efforts to overhaul these deeply troubled programs.

Let me begin by commenting briefly on Medicaid reform. As the former Secretary of
Health and Human Services in Massachusetts, I have strong opinions on both issues, but I have
been asked to focus my remarks today on Medicaid. I believe that Massachusetts, despite the
enormous bureaucratic complexities involved, has been quite successful in turning our Medicaid
program away from being a traditional, payor-driven, fee-for-service plan, and into becoming a
sophisticated purchaser of health care services in recent years.

Over this period of time, our growth rate in spending has gone from between 18 and 22
percent per year in the late 1980s to something closer to 3 to 5 percent per year for the past
several years. Virtually all of this reduction in the run rate on spending has been achieved without
dramatic reductions in either eligibility standards or benefit levels. Much of it has been due to our
efforts to insure that people are receiving the right care in the right setting at the right price.

Some of it has certainly been controversial, and much of it has required a willingness to
think differently about the role of the program, but overall, most people - even our most vocal
critics - give the program high marks.

Along the way, we have also been successful at securing additional federal funds to
support a wide variety of state health and human service initiatives, many of which involve federal
Medicaid spending, but are not part of our traditional Medicaid program. Therefore, while we
have managed to control the spending increases in our core Medicaid program to less than four
percent per year for the past several years, we have also managed to increase federal support for
state programs more successfuUy than any other state in New England.

These efforts, many of which have required painstaking negotiations with the federal
government to pursue, illustrate the programmatic and financial imperative for change. On the
one hand, we have had some success in dramatically reducing the growth in state Medicaid
spending in Massachusetts, but it took years to negotiate, and remains an ongoing subject of
state-federal discussions. On the other hand, we have been able to continue to replace what were
previously 100 percent state dollars with 50 cent federal dollars for a number of other programs at
the same time.

Simply put, Medicaid will continue to suffer programmatically and financially as long as it
operates as an unlimited reimbursement program at the federal level that worries more about
process and regulation than it does about goals, objectives and outcomes.

Therefore, I come before you today as an enthusiastic supporter of many of the Medicaid
reforms proposed in S. 1795. They will go a long way toward fixing what's wrong with this
program. They will provide the federal government with a manageable financial obligation to the
states, insure that certain populations, such as poor children, the disabled and poor elders,
continue to be covered, and move much of the focus of the federal/state relationship away from
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regulation micro-management, and into the more appropriate task of reviewing and auditing
program goals and objectives.

For example, everyone understands that health plans are relying more and more on
non-hospital-based settings for delivering crisis intervention services to the mentally ill. In many
cases, these services can be delivered closer to the patient's home and closer to his or her family
members and friends. They are also much less threatening environments, and are much less
expensive than traditional inpatient care. And yet many states, including Massachusetts, have a
difficult time incorporating this low cost alternative into their existing Medicaid plans, even if they
have a waiver. Why? Because Washington is more interested in the mechanics of the plan than it
is in the objective or the outcome.

On the financing side, there is simply no way the existing relationship can be sustained.
States like Massachusetts have too much to gain by manipulating the existing reimbursement
structure, and as long as the rules permit us to, we will. To-do anything else would invite public
and political scorn back home. The current political culture is quite clear: Every state should
secure every available dollar of federal funding to which it is entitled. To do less than thAt is a
dereliction of duty.

Therefore, the federal government must reach an accomodation with the states on the
ihsolute growth in federal Medicaid spending, arid I think the proposal before this Committee is a
good one. It protects the existing statelfederal relationship by building off the existing base,
establishes appropriate adjustments for demographic differences, creates an umbrella mechanism
to deal with unforseen consequences, and maximizes financial flexibility at the state level within a
defined set of financial parameters

With regard to welfare reform, I'll only make a couple of brief points. First, welfare
reform must be about work, self-sufficiency and child support. This bill gets high marks from me
on all three of these key components. In fact, much of this law conceptually resembles the plan
we are already implementing in Massachusetts. Since the enactment of our new plan, we have
seen an extraordinary decline in our AFDC caseload - from about 100,000 cases in February of
1995 to just over 84,000 today. Of those who remain, almost 20,000 will be working by the end
of this year, in either paid employment, subsidized employment or community service. And while
some people scoff at community service, I would point vut to this Committee that the average
length of time spent in community service jobs by our two-parent AFDC families ha been less
than four months, as most have found employment - either with the organization that offered them
the chance to do community service, or with another employer - pretty quickly.

Finally, maintaining a seamless relationship for recipients leaving welfare and entering the
workforce requires a coordinated relationship between Medicaid and AFDC. I would urge this
Committee to maintain the current legislation in its existing form, so that Medicaid, AFDC and
SSI are treated as a package. Changes in each profoundly affects the financing and programmatic
role of the others, and to treat them separately would be a mistake.

I thank you for the opportunity to testify before the Committee, anti look forward to any
questions you may have for me at this time.
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I Massachusetts Medicaid
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PREPARED STATEMENT OF KAREN DAVIS

THE NATION'S HEALTH CARE SAFETY NET FOR THE POOR

Thank you, Mr. Chairman, for this invitation to speak before the Committee on
the future of the Medicaid program. Medicaid serves as a health care safety net for
36 million of our nation's poorest and sickest people. It is vitally important to assur-
ing that those in need of health care receive it. In a health care marketplace under
intense pressure to provide care at lower cost, it is essential to assure that the most
vulnerable are not excluded. As managed care plans, academic health centers, hos-
pitals, physicians, and other health care providers respond to the demands of em-
ployers and government to provide care at lower cost, the availability of free care
for those who are uninsured is increasingly jeopardized. Medicaid is the linchpin in
the nation's strategy to assure access to health care for low income Americans, while
using market incentives to increase the efficiency with which that care is provided.

Any changes in the Medicaid program need to be carefully considered to assure
that it continues to serve its essential mission of providing health insurance cov-
erage to low income Americans most in need of health care-women and children,
disabled and elderly people. Today, I would like to review Medicaid's role as a
health care safety net, describe who depends on Medicaid for health insurance cov-
erage, outline why this coverage is vital in assuring access to needed health care
services, and examine the implications of proposed changes.

MEDICAID'S ROLE IN PROVIDING HEALTH INSURANCE COVERAGE

The American economy has undergone enormous restructuring to meet the de-
mands of an internationally competitive world. Its success in doing so has been vital
to economic growth and employment. One unfortunate side effect, however, has been
the loss of jobs that provide good health insurance coverage to workers-and espe-
cially to dependents. The numbers of uninsured have risen steadily since the mid-
1970s-driven largely by the erosion in employment-based health insurance cov-
erage. Today 40 million Americans are uninsured-18 percent of those under age
65.

Without Medicaid-however-this picture would be even more bleak. An ongoing
study of health coverage and access in seven states by the Henry J. Kaiser Family
Foundation and The Commonwealth Fund has found that almost half of families
with incomes below 250 percent of the federal poverty level (approximately $35,000
for a family of four) are either uninsured or depend on Medicaid for coverage. To
put it starkly-without Medicaid half of nonelderly Americans with low or modest
incomes would be uninsured. Any changes to Medicaid that would result in an in-
crease in those without health insurance coverage is of grave concern.

The Kaiser Commission on the Future of Medicaid, on which I am pleased to
serve, has documented the importance of Medicaid in providing a basic safety net
of health insurance coverage for the most vulnerable Americans. A recent Commis-
sion report pointed out that in 1994 Medicaid covered 33.5 million people-more
than 1 in 8 Americans-including nearly 17 million children, 7.5 million parents
(mostly mothers), 5.4 million blind and disabled persons, and 3.8 million elderly per-
sons.' For each of these groups Medicaid covers a broad range of services to meet
their complex needs.

Health Insurance for Children
The one bright note in trends of health insurance coverage is expansion of Medic-

aid to cover more poor children and pregnant women. These expansions, accom-
plished by raising income eligibility standards for young- children and pregnant
women, have been able to offset otherwise steep declines in private insurance cov-
erage. As a result, forty percent of all pregnant women and infants are now covered
by Medicaid, assuring financing for essential prenatal care, delivery, and well baby
care.2 Among poor families, 85 percent of pregnant women and infants are covered
by Medicaid, 6 percent are privately insured, and 9 percent are uninsured. Similarly
among poor children ages one to five, 88 percent are covered by Medicaid, 5 percent
are privately insured, and 7 percent are uninsured.

Medicaid coverage tapers off for low income children six years or older, and the
rate of uninsured children increases. Among poor children ages 6 to 12, 78 percent

'The Kaiser Commission on the Future of Medicaid, The Medicaid Program at a Glance, De-
cember 1995.2John Holahan and Shruti Rajan, Medicaid Coverage of Low Income People, prepared for the
Kaiser Commission on the Future of Medicaid, March 1996, and special tabulations from the
Current Population Survey requested by the author.
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are covered by Medicaid, 9 percent are privately insured, and 13 percent are unin-
sured. As of 1994, 61 percent of poor children ageb 13 to 18 were covered by Medic-
aid, 13 percent were privately insured, and 26 percent were uninsured. Under cur-
rent law, Medicaid coverage of poor children ages 13 to 18 will be fully phased in
by the year 2002.

Health Insurance Coverage for Low Income Women

Medicaid is an important source of health insurance cover ,e for many low in-
come women. Twenty-two percent of women with incomes below twice the federal
poverty level rely on Medicaid for assistance in paying health care bills.3 One in five
women on Medicaid is in fair or poor health, and poor health or pregnancy are
major reasons women obtain Medicaid coverage.

Despite this important coverage, mothers of poor children are not well protected.
A recent Commonwealth Fund study found that nearly a third of poor and near-
poor women are uninsured. Pregnancy affords many low income women temporary
Medicaid coverage; one fourth of all non-elderly women who enroll in Medicaid do
so because of pregnancy. However, pregnant women qualifying for Medicaid's in-
come standards for pregnancy are covered only for their term of pregnancy and 60
days post-partum, and then only for care related to the pregnancy. Coverage may
continue after the birth of her children only if a mother qualifies for Medicaid
through welfare, which has much lower income eligibility standards. For many poor
women, coverage ends with the pregnancy; 15 percent of the women leaving Medic-
aid do so because of childbirth.

Women leaving Medicaid typically do not receive private health insurance. Among
the reasons women lose Medicaid are obtaining a job (typically without private
health insurance), getting a raise, becoming married, or going off welfare. Nearly
two-thirds of them will become uninsured.

Any change in welfare assistance runs a risk that it will increase the numbers
of uninsured women. Currently, coverage under Aid to Families with Dependent
Children qualifies mothers of dependent children for Medicaid coverage. If arbitrary
limits are placed on time for welfare eligibility or women move into training or em-
ployment, Medicaid coverage could be lost. Currently, Medicaid provides for continu-
ation of coverage for one year for working women who lose AFDC because of an in-
crease in earnings from work. Neither low income women nor their employers are
likely to be able to afford coverage without subsidies.

Health Insurance for the Disabled
As a safety net for health and long-term care, Medicaid pays the cost of care for

the nation's poorest and most disabled individuals. It assists individuals with the
most catastrophic of illnesses--children with chronic conditions that can leave them
disabled for a lifetime, trauma survivors like Christopher Reeve but without his fi-
nancial resources to pay for round-the-clock care, adults with mental illness and re-
tardation that require extensive care in the community or in an institutional set-
ting. The average cost for a severely retarded individual on Medicaid, a population
that is generally not covered by most private insurance, can exceed $50,000 per
year.

Long-Term Care and Supplemental Health Insurance for Medicare's Poor

For 4 million low income elderly people and 6 million low income people with dis-
abilities, Medicaid provides both health insurance and long-term care coverage. In
its long-term care role, Medicaid pays for home- and community-based services and
is the dominant source of public financing for nursing home care. In its insurance
role, Medicaid is a supplementary insurance program for low income aged and dis-
abled Medicare beneficiaries, paying Medicare's premiums, deductibles, and coinsur-
ance and covering additional services, most notably prescription drugs.

From the perspective of how Medicaid dollars are spent, Medicaid is predomi-
nantly a program serving the low income aged and disabled population. The elderly
and disabled constitute 27 percent of Medicaid beneficiaries, but account for 59 per-
cent of spending because of their intensive use of acute care services and the costli-
ness of long-term care in institutional settings. The per capita cost of an elderly ben-
eficiary is eight times that for a child on Medicaid.

3 Pamela Farley Short, Medicaid's Role in Insuring Low-Income Women, The Commonwealth
Fund, May 1996. Based on analysis of the 1990 panel of the Survey of Low Income and Program
Participation.
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CONSEQUENCES OF BEING UNINSURED

The U.S. has a market-driven health care system. Those with good health insur-
ance are increasingly viewed as "customers" whose business is sought by managed
ca-re plans and an array of health care providers. Those without health insurance
or the ability to pay, however, are dependent on charity care from a limited number
of public hospitals, teaching hospitals, community health centers, or other health
care safety net providers. The ability of the uninsured to obtain health care has
never been good, and in the future it will be increasingly scarce as financial pres-
sures on safety net providers intensify.

Studies have documented that the consequences of being uninsured include fail-
ure to get preventive care, inadequate maintenance of chronic conditions, and ad-
verse health outcomes. The 1993 Kaiser/Commonwealth Fund health insurance sur-
vey found that 34 percent of the uninsured failed to receive needed care, and 71
percent postponed needed care.4

The uninsured are much less likely to obtain preventive care. For example, 52
percent of uninsured women did not obtain a Pap smear in the last year, compared
with 36 percent of insured women, and 69 percent of uninsured women ages 40 to
64 did not get a mammogram, compared with 38 percent of insured women.5 We
also know that those withchronic illnesses who are uninsured are least likely to
receive proper maintenance and continuous care, with the result that untreated con-
ditions such as hypertension or diabetes can lead to serious health consequences.

Mounting stresses on safety net health care providers-public hospitals, teaching
hospitals, community health centers, and others that have traditionally served poor
anduninsured people-are rapidly eroding the capacity and willingness to provide
uncompensated care. These stresses include: cutbacks in state and local government
funding, the diversion of Medicaid revenues to managed care organizations, pro-
posed reductions in disproportionate share funding under Medicare and Medicaid,
and reduced ability to cross-subsidize care as managed care plans demand reduced
payment rates as the price of entry into networks. As financial pressures on hos-
pitals and other health care providers mount, the health consequences for the unin-
sured are likely to intensify.

MEDICAID SUBSTITUTE: A HOLLOW PROMISE

Financial pressures on the federal government and on state governments of fi-
nancing health care for low income Americans have led to an understandable desire
to replace the current Medicaid program with a block grant and achieve budgetary
savings. But the numbers of low income Americans in need of health insurance cov-
erage can not be wished away. The disabled will not become well. Nursing home
patients with Alzheimer's or other disabling conditions will continue to need round-
the-clock care. Employers of low-wage workers are not spontaneously going to begin
paying for health insurance. Nor is it easy to find savings in a program that has
always tried to purchase health care at a lower rate than that paid by private insur-
ers or Medicare. Certainly, changes that would improve efficiency, reduce fraud and
abuse, and encourage employers to cover the working poor should be pursued-but
state and federal policy makers have strived for over two decades to identify and
implement such changes with only modest success. The reality is that providing
health insurance to the sickest and poorest Americans is a costly undertaking, and
as good a case could be made that we are spending too little as that we are spending
too much.

Concerns raised by the Medicaid substitute proposal under consideration by the
Committee include: 1) the change from an entitlement program to a modified block
grant; 2) lack of guaranteed benefits; 3) lack of federal managed care standards and
safeguards; and 4) lack of enforcement.

Entitlement to Health Insurance
Entitlement has become a maligned term. But all health insurance is by its na-

ture entitlement. Employers entitle workers to a set of health benefits which they
obtain through fee-for-service health insurance plans or through managed care
plans. Essential to the nature of health insurance coverage is that it defines who
is covered, what is covered, and how providers will be paid.

Under the Medicaid substitute proposal "eligibility" would be retained for:
* pregnant women and children up to age 6 up to 133 percent of poverty;

4 Davis et al., "Health Insurance: Size and Shape of the Problem," Inquiry, Volume 32, Num-
ber 2, Summer 1995.5 E. Richard Brown et al., Women's Health-Related Behaviors and Use of Clinical Preventive
Services, The Commonwealth Fund, October 1995.
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" children age 6 to 12 up to 100 percent of poverty;
" recipients of AFDC below national average of those covered by a new welfare

program defined by the state;
" the disabled as defined by the state or the disabled on SSI;
" the elderly meeting SSI income and asset standards; and
" Medicare cost sharing for Qualified' Medicare Beneficiaries (Medicare bene-

ficiaries up to 100 percent of poverty).
States would have great flexibility to define income and assets potentially result-

ing in loss of coverage for many of those now covered. States would have the option
of covering other individuals currently covered by Medicaid and anyone with income
under 275 percent of poverty, but without additional federal matching funds to meet
the cost of this expanded coverage.

Some people now covered by Medicaid would no longer be entitled to health insur-
ance coverage. Under current law, children ages 13 to 18 in families with incomes
up to the poverty level would be phased in by the year 2002. No provision is in-
cluded for their coverage-reducing Medicaid coverage for 3 million adolescents by
2002. States could define disability to exclude people with HIV disease, substance
abuse, mental illness, or any other disability without support at the state level.
Many elderly poor could also lose coverage. No provision is made for picking up
Medicare premiums, as current law does for Medicare beneficiaries with incomes up
to 120 percent of poverty. Low income elderly now covered at the option of a state
by virtue of spend-down or medically needy provisions would also appear to be ex-
cluded.

Guaranteed Benefits
But the real problem with the proposal is not only who would be covered, but

what they wouldbe covered for. The proposal does not require that beneficiaries re-
ceive health insurance coverage or coverage under a managed care plan. States
could simply reimburse selected providers for bad debts incurred rendering health
care services to eligible groups, rather than provide health insurance coverage. Or,
the state could use federal funds to cover the budgets of state psychiatric facilities.
The difference between insurance and payments to providers is an important dis-
tinction. Studies show that the uninsured who rely on free sources of care system-
atically receive less care. Without guaranteed health insurance coverage, the unin-
sured put off obtaining care, go without preventive services, and do not receive ongo-
ing medical attention to chronic conditions such as hypertension and diabetes-with
life-threatening consequences. There is a world of difference between insurance cov-
erage and limited subsidies to health care providers to care for the poor.

Even if a state decides to continue providing health insurance coverage to bene-
ficiaries, there is no guaranteed benefit package. The proposal indicates that the fol-
lowing benefits remain guaranteed for core covered populations: inpatient and out-
patient hospital services, physician services, prenatalcare, nursing facility services,
home health care, family planning services and supplies, laboratory and x-ray serv-
ices, pediatric and family nurse practitioner services, nurse midwife services, and
Early and Periodic Screening Diagnosis and Treatment Services (redefined so that
a state need not cover all Medicaid optional services for children). Other benefits
are optional including after two years community health centers and rural health
clinics, and long term care options are broadened (presumably including room and
board residential care facilities not meeting nursing home standards).

What really matters, however, is that states would have complete flexibility in de-
fining amount, duration, and scope of services. States, for example, could limit hos-
pital days to five days of coverage or require beneficiaries to pay substantial cost
sharing for covered services. Benefits could be different in different areas of the
state and for different population groups. Current provisions that require hospitals,
physicians, and other Medicaid health care providers to accept Medicaid as payment
in full would be repealed-leaving beneficiaries vulnerable to supplemental charges
by providers. Nor would the federal government provide any standards or oversight
regarding the level of provider payments. A list of services, without any guarantee
of how many services from what providers at what cost to beneficiaries, is a hollow
promise of coverage.

Managed Care
One strategy states have increasingly used to contain the growth in Medicaid out-

lays is enrollment of Medicaid beneficiaries in managed care plans. Today, most
states are aggressively moving low income beneficiaries, especially children and
adults, from fee-for-service care into managed care plans. This year, 30 percent of
Medicaid enrollees nationwide will be enrolled in Medicaid managed care plans.
Many states are planning to expand managed care enrollment to disabled bene-
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ficiaries, although there is only limited experience in managed care for this popu-
lation.

However, many states have wanted to move more swiftly, rely more heavily on
Medicaid-specific plans, restrict the freedom of choice of beneficiaries to be cared for
by their own physician, and require mandatory enrollment in state-selected man-
aged care plans. Under current law, such proposals must be reviewed and approved
under a waiver authority. Under the proposal states could pursue managed care
without the need for federal approval and without safeguards that guarantee bene-
ficiaries choices of enrolling in quality managed care plans or staying in traditional
Medicaid.

States' experiences with managed care to date have been quite variable. Where
quality plans exist and states have moved in a gradual carefully planned way to-
ward expanding the choices available to beneficiaries, Medicaid beneficiaries have
had wider access to primary care. 6 When implemented without sufficient planning
and quality standards, the move to managed care has been at best chaotic and at
worst destabilizing to current systems of care in low income communities.

Legal Recourse
The proposal would repeal Title XIX of the Social Security Act. Current protec-

tions in the law would be lost, including limits on cost-sharing, mandatory assign-
ment by providers, enforcement of nursing home quality standards, and prohibitions
against discriminating against certain groups of beneficiaries based on their age or
medical condition or geographic location. Individuals could only bring law suits with
regard to eligibility, not benefits, and through state courts not federal courts. Pro-
viders and health plans are specifically excluded from the right to bring suit.

State Fiscal Capacity
The fiscal capacity of states to finance health care for the poor is quite variable.

Poor states have always had poorer programs. States that have higher health care
costs are hard hit. No state can risk having a more generous Medicaid program, and
higher state tax rates, without fear of either attracting low income families with se-
rious health problems to the state or more to the point, discouraging business from
locating and remaining in the state.

Nor with state constitutions requiring balanced budgets can states afford to ex-
pand coverage in times of economic recessions. States are thrown into fiscal crisis
when the business cycle slumps-sales tax revenues decline and unemployment
compensation increases. Yet it is also the time that jobs are lost, including jobs with
health insurance coverage, poverty increases, and the need for publicly funded
health insurance coverage for low income people increases. A federal umbrella fund
would assist states fiscally in times of economic downturn, but there would appear
to be no guarantee that the unemployed and poor would get the health insurance
coverage they need.

Health insurance coverage for the poor, disabled, frail elders, and unemployed is
clearly a national responsibility-not an individual or local community responsibil-
ity. It is not a problem that markets or individual responsibility can solve. Nor is
it strictly a local matter. All Americans should be concerned with assuring that a
baby gets a healthy start in life-not just the residents of the state in which that
child is born. It is a national concern-and we should be examining options for mov-
ing toward uniform national standards of eligibility, benefits, and quality stand-
ards-not dismantling the nation's most important health safety net for the poor.

THE CHALLENGE AHEAD

Medicaid is indisputably our nation's most important health care safety net for
low income Americans. At a time of great stress in our health care system, rising
numbers of uninsured, and stresses on public hospitals, teaching hospitals, an
other sources of care for the uninsured, we should be expanding Medicaid funding-
not repealing it, substituting a block grant, and achieving federal budget savings of
$72 billion over the next six years.

Rather than increasing the fragility of our safety net, we need to reengage the
issue of expanding health insurance coverage. Modest, pragmatic steps should be ex-
plored. Medicaid has proven a successful vehicle for insuring low income children
and pregnant women. We need to explore ways of continuing coverage for low in-
come mothers who work. We need to accelerate, not repeal, expanded coverage for

6 "Managed Care and Low Income Populations: A Case Study of Managed Care in Minnesota"
and "Managed Care and Low Income Populations: A Case Study of Managed Care in California"
prepared by Mathematica Policy Research, Inc., for The Henry J. Kaiser Family Foundation and
The Commonwealth Fund, May 1996.
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poor children ages 13 to 18. We need to expand Medicaid eligibility and provide fed-
eral matching for low income working families-perhaps starting by making such
coverage optional for states with matching federal funds.

But this coverage needs to guarantee vulnerable Americans access to quality
health care. For some Americans, a high quality managed care plan is an attractive
option, providing a regular place to turn for preventive and primary care. Others,
however, need complex care for serious illnesses and disabilities. Care must be
taken to assure that Medicaid beneficiaries can enroll in a system that best meets
their needs. The recent experience of states point to the need for federal quality
standards, safeguards, and oversight as Medicaid changes with the changing health
care system.

As this evolution takes place, Medicaid should strive to become a model program
for both poor and working families, for healthy babies and disabled seniors. It
should become a vehicle or expanding coverage to the nation's uninsured-not
shrunk at a time of great vulnerability. It deserves our attention and support.
Thank you.
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PREPARED STATEMENT OF DAVID T. ELLWOOD

Mr. Chairman and members of the Committee, it is a pleasure to have the oppor-
tunity to appear before you again today.

All my life I have fought for real welfare reform, reform fundamentally rooted in
the values of work and responsibility and family and community. I have fought for
reform mostly because I believe that the only way to really help our children and
preserve our future is to ensure that families are given a hand rather than a hand
out. I even believed, some say naively, that welfare reform could bring people to-
gether, that we could escape some of the stereotyping and "us versus them" atti-
tudes that too often characterize reform debates. After all, the harshest critics of
welfare remain the recipients themselves.

I have been saddened and distressed by the twists and turns of welfare reform.
The work-focussed reforms proposed by the President and by Republicans in 1993
and earlier years often seemed lost in the frenzy of budget cuts and political hos-
tility of the past year. Happily, at least some states have taken leadership in doing
the hard work of advancing welfare reform. I think the Family Support Act, devel-
oped with the leadership of this committee, especially Senator Moynihan, is finally
taking hold.

Yet at the federal level, real welfare reform may yet fall victim to presidential pol-
itics and political expediency. Any welfare reform worthy of the name ought to do
two things: get many more people working and leave fewer children poor. It is easy
to reduce poverty by raising benefit levels, but that will surely come at the expense
of less work. It is equally easy to assert one is increasing work by simply cutting
people off welfare, but one will surely increase poverty in doing so.

Real welfare reform-reform that reduces poverty by increasing work-is not easy
to achieve. It requires supporting people who play by the rules, and getting tough
with people who refuse to do so. But I am fearful that the current round of reform
proposals are more likely to simply reduce benefits and cut people off than move
people from welfare to work. The danger of a race to the bottom is very real. And
the tragedy is that one can create much of the flexibility that states want and need
to get people to work without creating incentives that will ultimately lead to more
poor children.

Let me offer 5 simple messages:
" If you believe in work-oriented welfare reform, you must support people who

work. Real reform requires a strong EITC, and resources to support work, train-
ing, child care and medical coverage for workers. If the task is too great and
the resources too limited, some states will be forced to simply cut people off,
and the race to the bottom may begin.

" States must be expected to do their fair share. The current bills allow states
to withdraw their support for work and shift burdens to the federal government.

" Avoid mandating cold turkey time limits.
" Do not block grant food stamps.
" Monitor state performance and learn from it.

Support for Working People
For far too long the welfare system has stood in the way of people who wanted

to work. Conservatives are right-incentives do matter. So if you want to encourage
work, you must make work pay. I applaud the expanded resources you put in for
child care. That is the right thing to do and the right message. Therefore I am com-
pletely perplexed about why this Congress has simultaneously suggested cutting
support for the EITC, transitional Medicaid, and work programs.

The Earned Income Tax Credit, the program Ronald Reagan called the most pro-
work, pro-family antipoverty program in existence, has been expanded in Repub-
lican and Democrat administrations alike. The EITC is a pay raise for the working
poor. Cutting it across the board is a pay cut for working families. Targeted cuts
that reduce fraud are good and necessary. But simply cutting benefits wholesale
sends the worst possible message to families who are trying to live the American
dream.

I am also deeply concerned that the current legislation removes the requirement
that states provide one year's Medicaid coverage for persons leaving welfare for
work. Most states that are serious about welfare reform are moving in the opposite
direction--expanding transitional medical aid for those who leave welfare to work.
Why would we want to send a message to those who are doing what we ask that
the penalty for going to work is medical insecurity for their children?

Finally there is the matter of work requirements. It is perfectly appropriate to ex-
pect people to work if they are to continue receiving aid. But it costs money to cre-
ate jobs, to provide child care, to offer training-money that pays off in the long run,
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but money nonetheless. Simply mandating work requirements while cutting re-
sources to states will force some states to simply cut people off, rather than getting
them work.

There is precious little money in these bills, especially for poorer states. One way
to think about the total money available for supporting work and families is to add
together the total amount of money provided in the block grants for cash aid, work
programs, training, job placement and child care in the year 2000. Dividing this
total by the number of poor children we find that the amount of federal aid per poor
child for everything ranges from $40-$50 per poor child per week in higher benefit
states like Massachusetts or California to $12-15 per week per poor child in lower
income states like Mississippi and Arkansas. Fifteen dollars for work, cash aid, child
care and training. If we add in state contributions , we are talking perhaps $20 per
poor child per week. Let's be realistic. That is not enough to put many people to
work with child care and training. And remember, benefit levels are very low in
these states, so that welfare savings from moving people from welfare to work will
be small.

When a recession hits, things will look even tougher. There will be many more
needy people and many fewer jobs. Particularly for poorer states, Federal rules
about work levels may be simply unsustainable.

States cannot and will not do the impossible. But they will do the possible. The
possible is to cut people off, to offer less service, to provide less child care for the
working poor not on welfare. Some states may find it much easier to move people
from welfare to the state border than from welfare to work. And so the race to the
bottom may begin. Even governors and legislators who want to focus on work-based
reform may find the economic and political consequences too serious in the face of
the activities of nearby states. At least in some states welfare reform may be about
cutting people off and moving them around-not about work.

But cuts needn't only occur at the state level. Who will defend the welfare block
grant when the hard work of further slowing of Medicare or finding money for tax
cuts is before the Congress? How can a set of block grants long endure that gives
some wealthier states three times more money per poor child than it gives to poorer
states?

And so the danger is welfare reform becomes a way to cut people off and cease
supporting our children. Welfare reform should be about work.

Expecting States to Pay Their Fair Share
If taxpayers across the nation are contributing resources for welfare reform, it

seems legitimate to ask taxpayers in each state do their fair share. States should
not be allowed to displace federal dollars, especially new federal dollars with old
state ones. Yet the proposal allows just that. It requires only a 75% maintenance
of effort and allows 30% of funds to be redirected.

Currently the federal government provides an average of 55% of the costs of wel-
fare, and as much as 80% in some states. In a state where 2/3s of the dollars spent
on aid to the poor come from the federal government, it is easy to argue that any
savings ought to be shared in proportion to contributions, especially if savings are
caused by simply reducing benefits to poor children. But with a 75% maintenance
of effort rule, even if it can be enforced, the federal grant remains the same regard-
less of state savings unless or until the state falls below the maintenance of effort.
So the entire savings generated by cuts in benefits or from getting people off welfare
(so long as state's spend their minimum maintenance of effort) would go directly
into the state treasury. At a time when the federal deficit is so serious, such a policy
makes little sense.

The provision which allows state funds to be redirected also constitutes an oppor-
tunity for displacing state funds with federal ones. Block grant money can be moved
into the areas such as social services where states have been funding a large share
of costs on their own. Federal dollars are shifted from one program to another offset-
ting state dollars.

Finally, maintenance of effort provisions are notoriously hard to define and even
harder to enforce. Since penalties cannot be imposed unless effort falls below some
fixed dollar amount, the definition of what counts and the determination of where
state money is really being spent is absolutely critical. Proving that effort has actu-
ally fallen below some level is often impossible. Eventually, maintenance of effort
rules will probably be eliminated or not enforced.

The problem is not caused by state flexibility. It is not caused by block grants.
It is caused by removing the match. There is no reason one cannot have a block
grant with a state match. Even if one favors block grants, a far better solution is
to set block grant levels in whatever manner seems fair, and to continue to insist
that federal dollars be matched with state funds. States would have all the same
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flexibility with far less of an incentive to race to the bottom. One can lower the
match rate somewhat if the goal is state fiscal relief, but it is vital that a match
be maintained. If a state does not draw down its full allocation, the remaining
money could be put in a reserve fund to help other states which need additional
resources. This would help the lower benefit states which may need more resources
for work or child care, without costing the federal government anything more.

A match would sharply reduce incentives for state cuts. And it would also increase
the political viability of the block grants in Washington, since the allocations would
continue to be linked to what states were willing to spend, not simply a formula
from the past. Indeed, in my view the best mechanism we have to prevent a race
to the bottom is one that does not cost the federal government a dime-the state
match. States and the federal government currently share the responsibility and the
risks for the costs and the benefits of welfare reform. I think they are both simpler
and fairer than complicated maintenance of effort rules.

Avoiding Cold Turkey Time-Limits Dictated By Washington
I continue to be deeply troubled by the differing interpretations of time limits in

state and federal plans. I strongly favor time-limits on cash aid for the healthy. At
some point people ought to be expected to work if they are to receive further aid.
But I vehemently oppose cold turkey time-limits where people are cut off arbitrarily
after some period, even if they are willing to work and report that they cannot find
a job. There are times and places and people for whom no work is available. Simply
cutting them off will create further desperation.

If one insists on work after a time limit is reached, preferably in an unsubsidized
job, but in a subsidized private, non-profit or public job if necessary, then one can
ensure that no child will suffer when the parents are willing to work and help them-
selves. Any publicly subsidized jobs should pay the minimum wage and probably not
receive the EITC. Then if there really are private jobs available, people will have
a strong incentive to take them. Since I believe there usually are some private sec-
tor jobs available, few subsidized jobs will likely be needed. But if people really can-
not find work, what happens to them if we simply cut off aid?

If we really are moving toward flexible state based reforms with capped funding,
I see no logic whatsoever to having cold turkey time limits after five years imposed
by Washington. If we trust the states in so many other aspects, why not trust them
with this decision? Rigid cold-turkey time limits will in many circumstances create
significantly more poverty among our children. Why should Washington dictate this
provision with the potentially draconian results? Leave it as a state option. If you
insist on maintaining the five year limits, then the 20% exemption should be in-
creased significantly.

Staying Away From Food Stamp Block Grants
I realize that food stamps is not in the jurisdiction of this committee. But I believe

protecting food stamps as the one fundamental element of a national safety net is
absolutely essential. Nothing is more essential to our future than having children
who are adequately fed. Food stamps assures that regardless of where a child lives,
regardless of the resources available in the state, the family should have enough re-
sources to buy food. Coordinating food stamp rules with AFDC makes sense, allow-
ing cash-out demonstrations makes sense. But welfare reform is proceeding quite
well without putting this essential child nutrition program at risk.

Monitoring State Performance and Learn From State Successes and Failures
I applaud the fact that some money for research is included in the legislation, but

I continue to wish that more could be done to monitor the well being of children
and to ensure that particularly innovative programs are carefully evaluated. Much
of the rapid progress in recent years in welfare reform has come from the fact that
state waivers nearly always included strict demonstration rules. The truth is that
states often resisted doing careful demonstrations on their own, and that the waiver
rules forced them to be evaluated. As a result we have learned more in the past
decade than we learned in a generation prior to this period. Current demonstrations
will likely end. New information will be even harder to find.

A related but different concern comes from the need to monitor the well-being of
children in states. If federal dollars are going to help poor children, we really need
to keep track of how children are faring. Ideally, there would be grounds for federal
intervention when children's situation is seriously deteriorating. States must be ex-
pected to report in detail on what is happening to their children.

Next Steps
I do not know whether welfare reform will pass again this year. I fear reason and

the well-being of children will be mixed far too heavily with simplistic sound bites

M
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and often ugly political dynamics now that we have moved to the election season.
I think you should wait until next year. You can do much better than this. In the
meantime, state innovation and reform will continue. One thing should not wait,
however. The bipartisan child support enforcement provisions. If welfare reform
does not move forward, child support enforcement should be moved separately.

Welfare reform is fundamentally about our future. If the reform you pass
unleashes a race to the bottom and leads to the ultimate decay of federal support
for state efforts to help people help themselves, the legacy of this effort could be a
cruel one indeed. If instead, it helps people really move to work and reduces pov-
erty, then we are all better off. I am very worried that the outcome will be the
former rather than the latter.

If you do proceed, I cannot emphasize enough how important it is to reinstate
some form of state match and to eliminate the food stamp block ant option. Nei-
ther will cost the federal government anything. But they could m a very big dif-
ference in determining whether this conception of welfare reform is the start of a
race to the bottom or a new beginning for at least some families and children. There
is too much at stake to risk our children's future.

PREPARED STATEMENT OF CHARLES D. HOBBS

My name is Charles D. Hobbs. I am a senior fellow at the American Institute for
Full Employment and I'm here today to speak on behalf of the Institute in support
of S. 1795, the "Personal Responsibility and Work Opp ortunity Act of 1996."

S. 1795 is a very large and complex piece of legislation. It is hard to follow be-
cause there is so much of it. But existing welfare laws and regulations are incred-
ibly complex and prescriptive in the greatest detail, and welfare reform legislation
must address things as they are.

Nonetheless, there are two clear concepts in S. 1795 that are basic and essential
to the correction of the ills of the existing welfare system. One is the concept of work
replacing welfare as the basis for improving family and community financial and so-
cial health. The other is the concept of creating useful public assistance programs
from the bottom up rather than the top down, with the various states empowered
to design and operate programs to meet their unique needs and circumstances. It
is because these concepts are clearly advanced, even in the forest of detailed pre-
scriptions, that we support S. 1795.

THE AMERICAN INSTITUTE FOR FULL EMPLOYMENT

The American Institute for Full Employment is a privately funded, not-for-profit
center for the development of programs that expand and enhance employment op-
portunities for American workers, and especially for those who have been condi-
tioned to accept public assistance as a substitute for the opportunities and rewards
of paid work. Our goal is full employment-universal access to jobs with career po-
tential for all who need and seek them. We believe that goal can best be met by
stimulating public/private partnerships within the states that will encourage the ef-
forts of private sector employers, large and small, to train and employ new workers.

Welfare reform is becoming synonymous with work. Pervasive public disgust with
the national welfare system, combined with the growing awareness that we are
wasting the human resources we need to build a more competitive work force, has
shifted the focus of the welfare debate from the delivery of benefits to the develop-
ment of jobs and ways to prepare people for them.

The Institute's major contribution to this debate is the Full Employment Program,
a welfare replacement concept that has been developed over the past six years and
adapted to meet a wide variety of specific state and local needs and circumstances.
The Full Employment Program moves public assistance recipients into the active
work force by converting public assistance benefits to wage subsidies for transi-
tional, training-oriented, predominantly private sector jobs. More than a dozen
states have taken an interest in the Full Employment Program, and eight of them
have enacted into law state-specific versions which are now in various stages of im-
plementation. This testimony describes the general concept of the Full Employment
Program and highlights two operating versions: Oregon's JOBS-Plus and Mis-
sissippi's Work First.

The Institute is also a proponent of increasing the relative power of the states to
control social policies and funding. For five decades, from the mid-1930s to the mid-
1980s, the pendulum of social policy control swung hard toward Washington, D.C.
as the federal government steadily usurped traditional state powers by creating a

profusion of ever more expensive national programs. But in the past decade, with
clear evidence of the failure of these programs to meet public expectations, a cadre
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of strong governors and other state and local elected officials has led an effort to
shift the balance of power back toward the states. We actively support that shift,
and offer the Full Employment Program as evidence of how and why public assist-
ance can be restructured for economic growth and social progress.

STATES WITH VERSIONS OF THE FULL EMPLOYMENT PROGRAM

ILelsatl. Walvelr Opesatioal
_ _ _ Nm e D Arove ate Approved _

Oregon Oregon Full Employment Ballot Measure 7
Program November 1990
(6 Pilot Counties)

JOBS Plus June 1993 September 1994 November 1994
(6 Pilot Counties)

JOBS Plus June 1995 April 1996 July 1996
(Statewide)

Missssippi. Work First July 1993 December 1994 October 1995

Arizona Job Stan May 1994 May 1995 November 1995

Virginia V'rginia Initiative for Work, April 1995 July 1995 July 1995
Not Welfare (VIEW)

Delaware A Better Chance May 1995 June 1995 October 1995

Massachusetts Full Employment Program Febnuay 1995 August 1995 November 1995

Maryland Family Investement Program April 1996 Pending Anticipated 10/96

Wisconsin Wisconsin Works (W-2) April 1996 Pending Anticipated 9/97
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HIGHLIGHTS OF THE FULL EMPLOYMENT CONCEPT

Full Employment is a job and worker development concept that moves welfare
and other public assistance recipients into the active workforce and out of depend-
ency on government support. It goes beyond welfare reform to a vision of jobs for
all who need them and a larger and better prepared work force to meet the needs
of our citizens and the challenge of international competition.

For those in need of public assistance, a Full Employment Program in their state
means:

" Immediate attachment to the work force. Anyone seeking public assistance and
able to work is placed immediately in a job leading to permanent employment
and self-sufficiency.

" Temporarily-subsidized, training-oriented jobs at minimum wage or higher, plus
the Earned Income Tax Credit (EITC), for those unable to get unsubsidized jobs
immediately. These "trial" jobs prepare participants for regular, unsubsidized
jobs. Public assistance benefits are pooled and converted to wage subsidies. No
increase in spending is needed, and savings from reduced dependency are vir-
tually certain.

• A ladder of job opportunities, with rising spendable income at each step. A sub-
sidized Full Employment job provides more spendable income than public as-
sistance, and an unsubsidized job provides more spendable income than a sub-
sidized job, as shown on the accompanying Welfare to Work chart. The first
unsubsidized job, even at minimum wage, will raise the typical family above the
poverty line.

" Guaranteed supportive services throughout the transition to self-sufficiency. Med-
icaid and child care are guaranteed to welfare families participating in the pro-
gram and for at least a year after they move from subsidized to unsubsidized
employment.
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For employers-large and small, public and private, profit and non-profit-a Full
Employment Program in their state means:

" A larger labor pool from which to recruit workers. Many public assistance recipi-
ents are ready, willing, and able to go to work immediately, but are discouraged
from doing so by the public assistance system, which often penalizes people for
leaving it.

* The chance to try out new workers at new jobs at little or no wage cost. Sub-
sidized temporary workers learn and perform assigned jobs that meet all Fed-
eral Unemployment Tax Act (FUTA) suitability requirements and do not dis-
place regular workers. Employers are encouraged to hire successful participants
as regular employees.

" The opportunity to contribute to the reduction of the public assistance burden.
Welfare roles are declining in every state with a Full Employment Program.
When it comes to solving the welfare problem, "Only work works."

FULL EMPLOYMENT PIONEERS

Oregon
The first legislative enactment of the Full Employment concept was by a state

electorate: the voters of Oregon. In November, 1990, Ballot Measure 7, the Oregon
Full Employment Program, won 58 percent of the vote statewide, with affirmative
margins in 35 of 36 counties. Measure 7 called for a three-year, six-county test of
subsidized, training-oriented employment as a replacement for welfare and unem-
ployment insurance benefits, with the expectation that replacing obligation-free ben-
efits with wages for work on real jobs would reduce welfare dependency and speed
the progress of participants into permanent, unsubsidized employment.

But even though Measure 7 by itself had the force of law, its proponents found
that the wheels of government-both state and federal-can grind slowly. It took
two and one-half years for the governor and the legislature to agree on rules for
implementing Measure 7. (Their major contribution was to change the name from
"Full Employment" to "JOBS-Plus" in order to upstage the electorate in taking cred-
it for the program.) And it took the federal government another 15 months to ap-
prove the waivers from federal law necessary for JOBS-Plus to operate.

So it wasn't until November, 1994 that JOBS-Plus began to place public assist-
ance recipients into subsidized jobs. Early concentration was on Aid to Families
with Dependent Children (AFDC) and Food Stamp cases, and the results were im-
mediate and dramatic. Within a month the AFDC caseload had begun to fall below
the traditional pattern of cyclical growth, and within three months it began an ac-
tual decline which has continued and steepened over the past year. As the accom-
panying caseload chart shows, total cases are down by 15.9 percent in the last 12
months and by more than 24 percent since the beginning of 1994. Caseload projec-
tions have been revised downward three times, yet actual cases continue to fall
below the latest downward estimates. Savings already generated by the declining
caseload are $97 million, $37.8 million to the state and the remainder to the federal
government.

In the test area, 1,700 employers, mostly small businesses, volunteered an inter-
est in participating in the program. But the need for placing participants in sub-
sidized jobs was much less than expected, because record numbers of participants,
in preference to subsidized jobs, took the initiative to find their own unsubsidized
jobs. In the first 14 months of operations, only 353 participants needed to be placed
in subsidized training positions, while 1,389 JOBS-Plus eligible participants went
into regular jobs without having to be placed in JOBS-Plus positions. In addition,
four out of five subsidized workers are finding unsubsidized jobs during their par-
ticipation in JOBS-Plus.

Based on the initial success of the six-county pilot program, the Oregon Legisla-
ture passed, and Governor John Kitzhaber signed into law in June, 1995 a bill ex-
tending JOBS-Plus to the entire state, and the federal government approved the ex-
pansion in April, 1996. In the next phase of implementation, starting in July, 1996,
increased emphasis will be given to placement of unemployment compensation bene-
ficiaries. In addition, private staffing companies will provide job placement services
on an experimental basis.
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Mississippi
Mississippi was the second state to enact Full Employment legislation. Mis-

sissipp i's version, called Work First, was signed into law by Governor Kirk Fordyce
in July, 1993. The name Work First reflects the program's goal of early attachment
to the work force as the best antidote to welfare dependency. Work First is being
tested in six counties with 27 percent of the state's welfare caseload. Due to long
delays in getting federal waivers, operations did not begin until October, 1995 in
Hinds county (Jackson), and were phased-in, county by county, over the following
three months.

To promote quicker access to job placement assistance, Mississippi has redesigned
its welfare eligibility and case management functions so that those applying for
AFDC or Food Stamps are sent to job counselors immediately, even before their wel-
fare eligibility is finally determined. Those for whom unsubsidized jobs can be found
are thus diverted from AFDC and require less or no Food Stamp benefits. Child care
and Medicaid are guaranteed for the first year of employment, even for those who
have not completed the welfare eligibility process.

Another feature of Work First is the use of private staffing companies, together
with the Mississippi Employment Security Commission, to carry out the job develop-
ment/job placement functions. Administrative costs of employer recruiting, worker
preparation, and job placement are greatly reduced because private staffing compa-
nies absorb those costs in fees to their client employers.

Work First results to date are remarkable, even at this early stage of implementa-
tion. Through the end of March, 1996, 3,501 welfare cases had been assigned to
Work First, and 633 had been placed in jobs: 352 unsubsidized and 281 subsidized.
The combined AFDC/Food Stamp caseload in the six test counties is declining at
1.41 percent per month-seven times the rate of the rest of the state. Total AFDC
payments are also declining-at 11.4 percent for the September, 1995 to April, 1996
period in the test counties, compared to only 4.4 percent in the rest of the state.
Even the number of Food Stamp households has declined by 836 in the test coun-
ties, while rising by 616 in the rest of the state.

PREPARED STATEMENT OF HON. STEPHEN H. MARTIN

Thank you, Mr. Chairman, for this opportunity. As a State legislator from Vir-
ginia, I am a member of the American Legislative Exchange Council, otherwise
known as ALEC, which-is the Nation's largest individual voluntary membership or-
ganization of State legislators, with over 3,000 Democrat and Republican legislators
as members.

I am the chairman of the Welfare Subcommittee of the ALEC Task Force on
Health and Human Services and serve on ALEC's national board of directors.

The Health and Human Services Task Force is composed of a broad cross-section
of private and public sector members, over 200 members of that task force. For half
a decade, my task force has grappled with the issue of developing policies for model
legislation in the States that provide a safety net for people who are less fortunate,
but without destroying State and federal budgets.

Congress and the States are struggling with spiraling Medicaid and welfare costs.
To address this problem, the States need to be allowed to manage these programs
free from federal mandates regarding individual entitlements, eligibility groups,
benefits, payment rates, and financing structures.

States are already experimenting with privatization, managed care, and other
Medicaid options. Given the flexibility to experiment, the States will develop suc-
cessful, workable solutions to Medicaid costs.

Concerning welfare reform, we must craft welfare programs that provide its re-
cipients with an opportunity and hope for self-sufficiency. The States are innovators.
In this, as in so many other public policy areas, the States sometimes are ahead
of the Federal Government.

These innovations include enforcing child support, the establishment of paternity,
incentives for school attendance of children of AFDC recipients, packaging food
stamps and AFDC benefits in the form of cash which is used to subsidize private
sector jobs, allowing recipients to accumulate money for medical expenses in a medi-
cal savings account, and creating Medicaid systems in combination with a managed
care approach, as Tennessee has done.

Most recently, the State of Wisconsin has been in the spotlight for Governor
Thompson's W-2 program. If granted a federal waiver for the program, welfare, as
Wisconsin residents know it, will be eliminated and replaced with a system in which
recipients will have hope for the future rather than being trapped in a state of gov-
ernment dependency.
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In Virginia, Governor Allen's welfare program became effective July 1, 1995. I was
the chief patron, along with Senator Earley of Chesapeake, Virginia, on this legisla-
tion.

The Virginia plan has a work requirement. During the eligibility period, recipi-
ents will be able to accumulate up to $5,000 in a savings account for business incu-
bation, will have access to child care, and will receive protection from State income
taxes.

After two years, though, cash benefits cease. Child care, medical, and transpor-
tation assistance can continue for another 12 months. We have already witnessed
the success of these reforms because of the incentives which they have created.

As evidenced by these plans, the Federal Government does not have a corner on
compassion. In assuming so, you miss an opportunity to benefit from State public
policy innovation and competition and inevitably you end up micromanaging at high
cost the process of delivering services to those who do qualify.

Some have suggested establishing federal requirements by attaching so-called con-
servative strings to the disbursement of funds in a block grant. But this still implies
that the States need to be told what to do. It also assumes that what works in Mon-
tana will work in New Jersey, but both assumptions are false. Mandates from con-
servatives who think they know what is best are no more desirable than mandates
from liberals.

In determining how much each State shall initially receive in federally-collected
tax dollars, the formula should not attempt to redistribute funds from one State to
another, capping at a certain percentage of poverty. If you do not, States that have
broadly expanded their programs will receive a disproportionate share of federal dol-
lars.

I would hope that block grants would be transitional. If the States were to raise
revenue for Medicaid and welfare directly and managed their own programs, spend-
ing could be reduced at a savings to the taxpayer. Such savingss would require
a willingness to reduce taxes as the States pick up the responsibility for revenue
and management of their own programs.

The ultimate goal should be to phase out the federal role and delivery of welfare
and Medicaid services. However, in the meantime, federal aid should take the form
of block grants, distributed according to a formula based on population, but not tied
to a State match. States should be granted maximum discretion to develop their
own programs.

I recommend that you act on the assumption that your State counterparts have
the compassion, understanding, and the will to serve the best interests of the citi-
zens and the States they are elected to represent.

I thank you, Mr. Chairman, again for this opportunity to testify before your com-
mittee.

PREPARED STATEMENT OF HON. DANIEL PATRICK MOYNIiHAN

Mr. Chairman: On May 24th, nearly three weeks ago, Representative Sam Gib-
bons and I wrote to Dr. Alice Rivlin, Director of the Office of Management and
Budget, to request an analysis of the impact on poverty of the legislation before us
today. How many children would be forced into poverty by this bill? It is a simple
question to which the Administration, hopefully, will soon give us a simple answer.

I hope we will not forget recent history on this issue. Eight months ago, shortly
after the Senate passed its version of H.R. 4, the Work Opportunity Act, I learned
that the Administration had completed a study of the bill concluding that it would
push more than one million children into poverty. Yet the White House would not
release the study, even after being asked by a number of reporters.

On October 24, 1995, at the first and only meeting of the conferees on the welfare
bill, I publicly called for the report to be released. I said:

Just how many millions of infants we will put to the sword is not yet
clear .. . Those involved will take this disgrace to their graves. The children
alone are innocent.

Three days later, on October 27, 1995, the Los Angeles Times carried a front-page
story by Elizabeth Shogren with this headline: "Welfare Report Clashes With Clin-
ton, Senate." It began:

A sweeping welfare reform plan approved by the Senate and embraced by Presi-
dent Cinton would push an estimated 1.1 million children into poverty and
make conditions worse for those already under the poverty line, according to a
Clinton Administration analysis not released to the public.
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On November 7, 1995, after twelve of the welfare bill conferees wrote to Dr. Rivlin
to ask that the report be released, she produced a careful analysis showing that 1.2
million children would be forced into poverty by the Senate-passed bill. (She also
reported that 2.1 million would be pushed into poverty by the House-passed bill.)
In a follow-up analysis on December 6th, Dr. Rivlin indicated that the conference
agreement would plunge 1.5 million children below the poverty line.

One month later, on January 9, 1996, President Clinton vetoed the conference
agreement.

When the Administration completes its analysis of the pending bill, which I hope
and trust will be soon, we should not be surprised to find that more than a million
children would be pushed into poverty if it were to be enacted. This bill is not much
different from the Personal Responsibility and Work Opportunity Act of 1995, which
the President rightly vetoed.

Like last year's bill, this legislation would end the 61-year-old Federal guarantee
of assistance to states for dependent children, Title IV-A of the Social Security Act,
Aid to Families with Dependent Children. Like that bill, this legislation would re-
quire states to cut off millions of poor children after five years. We estimated that
a five-year time limit would cut off 3,552,000 in the year 2001, and 4,896,000 chil-
dren by the year 2005. In New York City alone, we would cut off 184,600 children
in 2001. More than two-thirds of these children-68.5 percent--would be black or
Hispanic.

To make matters worse, the pending legislation would permit states to cut off
children even sooner. Indeed, this bill is even harsher than the vetoed 1995 bill be-
cause it prohibits states from using Federal block grant funds to provide any form
of assistance after the time limit is reached.

I have also asked the Administration for an analysis of the poverty impact of the
President's new bill, S. 1841, the Work First and Personal Responsibility Act of
1996, which I introduced by request on June 5th. These estimates will be important
for us to be able to gauge the likely impact of these bills on children, whom, after
all, we are trying to help bring out of poverty. I look forward to receiving the results
of these studies. I cannot imagine the President will sign any legislation that would
cast a million children into poverty. As he told a group of journalists in a discussion
about welfare at the White House on November 1, 1995:

If I'm convinced that it's going to hurt children, I'm not going to go along with
it .. . Our whole focus as a nation ought to be how can we strengthen families
and strengthen work? . . . Cavalierly putting a bunch of kids back below the
poverty line is not my idea of doing that.

The President should veto this combined Medicaid and welfare bill not only be-
cause of its disastrous impacts on children, but also because the combined cuts in
the two measures are being used to pay for a huge and unnecessary tax cut. Under
the Budget Resolution to be voted on by the full Senate later today, the Finance
Committee is instructed to achieve $98 billion in savings, of which it is assumed
$72 billion will come from cuts in Medicaid and $26 billion from welfare. An addi-
tional $26 billion in cuts to the Food Stamp program are assumed, to be made by
the Agriculture Committee. Total savings to be achieved: $124 billion over six years.

As it happens-it must be a coincidence!.-that is almost precisely the amount
needed to pay for the whopping $122 billion tax cut included in this legislation. A
$500 per child tax credit is a fine idea, and one I might support--if we had the
money, if the budget were balanced. But we don't and it's not.

The Budget Resolution, and this reconciliation bill, take us completely off the defi-
cit reduction path we agreed to take in 1993. Yes, I would say to my friend the
Chairman, we did raise taxes in the Omnibus Budget Reconciliation Act of 1993.
In an exchange with Senator Dole on the floor, I jokingly called it the largest tax
increase in history. Actually, the tax increases in OBRA 93 were nothing compared
with the enormous tax increases enacted during World War II. Before WorldWar
II, most people did not pay income taxes. Between 1939 and 1944, personal and cor-
porate income taxes rocketed from 2.5 percent of GDP to 17.2 percent of GDP-a
600 percent increase. In 1994, personal and corporate income taxes were about 10.5
percent. The income tax increases in OBRA 93 affected only the wealthiest 1.2 per-
cent of Americans.

So we make no apologies for 1993. We're proud of the dramatic deficit reduction
achieved under that legislation. We have cut the deficit by more than half, from
$290 billion in 1992 to an estimated $130 billion for the current fiscal year. We have
full employment, no inflation, and a primary surplus for the first time since the
1960s.

OBRA 93 included $500 billion in deficit reduction over five years. $600 billion,
counting the reduction in the deficit premium on interest rates. And how much defi-
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cit reduction will be achieved under this first reconciliation bill? A whopping $2 bil-
lion. The rest of the savings from the cuts to Medicaid and welfare, the Federal pro-
grams for our poorest citizens, will be squandered on tax cuts. Appalling, as I am
sure Secretary Shalala will agree.

PREPARED STATEMENT OF 11ON. DONNA E. SHALAIA

Mr. Chairman, Senator Moynihan, members of the Committee, it
is my distinct pleasure to appear before you today to discuss the
Medicaid and welfare reform proposals introduced by Chairman Roth
and others on May 22nd.

As the Congress continues to consider ways to reform
Medicaid and welfare and pursue a balanced Federal budget, we
appreciate the opportunity to state clearly the President's
vision for reform in these areas.

The Clinton Administration believes that we must balance the
budget by the year 2002 and give more responsibility to the
states and local communities. But we must do it in a way that is
consistent with the values of our nation. As the President has
said time and time again: We can balance the budget and find
common ground -- without turning our backs on our values, our
families, and our future.

In Medicaid, we believe we can give the states the
flexibility they need, while maintaining a strong federal-state
partnership built on a foundation of shared resources,
accountability to the taxpayers, and nationAl protections for the
most vulnerable Americans. That is why the President has
proposed a common sense plan, and that is why he has refused to
sign legislation which breaks our promises.

As part of his balanced budget plan, the President has
submitted to the Congress a welfare reform bill entitled the
"Work First and Personal Responsibility Act of 1996". The
President's bill would replace the current welfare system with
one that demands responsibility, strengthens families, protects
children, and provides states with broad flexibility and the
resources they need to get the job done. It is a comprehensive
proposal that reflects the common principles held by those in and
out of Congress who have worked tirelessly to reform our nation's
welfare system. We strongly hope for legislation that builds
upon these principles and the recent bipartisan initiatives from
the nation's governors and moderate Republicans and Democrats in
both houses of Congress.

The President is committed to balancing the budget and
enacting real welfare and Medicaid reforms. However, the
President has also made it clear that the current strategy of the
majority in Congress to link welfare reform to unacceptable
changes in Medicaid will leave him no choice but to veto the
entire package. We call on Congressional leaders to abandon the
"poison pill" strategy that is designed to provoke a veto. We
strongly support the bipartisan efforts of the governors and the
Breaux-Chafee and Castle-Tanner groups to reform welfare without
gutting Medicaid.

Before I continue, let me note in particular the fine work
of Senators Chafee and Breaux and the members of their bipartisan
group on both Medicaid and welfare reform. While we have yet to
review any details and still have some concerns, I think the
willingness of Senators of good will to join together across the
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aisle to agree on meaningful reforms is an example to us all.
The President believes their proposals could very well be the
foundation for a broad bipartisan effort in this regard.

Let me begin by discussing Medicaid.

Medicaid
Medicaid provides vitally important health and long-term

care coverage for approximately 37 million Americans and their
families:

o It provides primary and preventive care for 18 million
low-income children; -

o It covers 6 million individuals with disabilities --
providing the health, rehabilitation, and long-term
care services that would otherwise be unaffordable for
these individuals and their families;

o It covers 4 million senior citizens -- including long-
term care benefits that provide financial protection
for beneficiaries, spouses, and the adult children of
those requiring nursing home care.

o Finally, it pays the Medicare premium and cost sharing
for low income seniors, thus putting the benefits of
Medicare within reach.

The Clinton Administration is dedicated to strengthening and
improving Medicaid so that it can continue to fulfill the promise
of our nation to millions of children, elderly, and disabled
Americans and their families. To achieve this goal, this
Administration has worked vigorously in partnership with the
states to test innovative new approaches to delivering and
financing care for Medicaid patients. During our first 3 years
in office, this Administration approved 91 major Freedom of
Choice waivers and waiver renewals, which allow states to enroll
beneficiaries in managed care plans. We have also approved 163
new and renewed Home and Community-Based Services waivers, which
enable states to use home care as an alternative to costly
nursing home care, and allow people with disabilities to live in
their communities. In addition, since January 199Y we have
approved 12 statewide Medicaid demonstrations, compared to a
total of one such demonstration approved under all previous
administrations combined. Some statewide demonstrations expand
access to the uninsured, others test new methods for delivering
mental health services, and still others implement simplified
eligibility requirements.

The flexibility provided by these waivers has allowed states
to improve the efficiency with which they provide care. Some
states have used the resulting savings to cover additional
populations with unmet health care needs. When all of the
currently approved demonstrations are implemented, nearly 2.2
million individuals who did not receive Medicaid coverage will be
eligible for services.

As part of his balanced budget plan, the President has
proposed a carefully designed and balanced approach to Medicaid
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reform which builds on this experience. His plan preserves the
essential elements of Medicaid (title XIX of the Social Security
Act) while making important changes that will give states
unprecedented flexibility to meet the needs of the people they
serve. The President's plan is built upon three core principles:
(1) the need for a real, enforceable Federal guarantee of
coverage to a congressionally-defined benefit package; (2)
appropriately shared Federal and state financing; and (3) quality
standards, beneficiary protections and accountability.

The President's plan fulfills these principles while
contributing Federal savings to the balanced budget plan through
reductions in disproportionate share hospital payments and the
use of a per capita cap on Federal matching payments that adjusts
automatically to changes in state Medicaid enrollment and changes
in the economy. The President's plan also provides states far
greater flexibility to better manage their programs, pay
providers of care, and operate managed care and other
arrangements with reasonable Federal requirements to maintain
programmatic and fiscal accountability.

As you know, the President strongly opposed the
Medicaid proposals passed by Congress last year because they
failed to meet his core principles. The Congress repealed the
Medicaid program and replaced it with a new "Medigrant" program
that did not provide meaningful Federal guarantees of eligibility
or benefits. The Congress also put forward a "block-grant"
funding mechanism that breached the 30 year Federal commitment
with the states to share in changes in state Medicaid spending
that left states with the full financial responsibility for
providing health care to individuals who would qualify for
services in the future due to unanticipated enrollment increases
or economic downturns.

Last February, the National Governors' Association approved
the outlines of a bipartisan Medicaid reform plan. As I
testified before this Committee in March, we believed the
governors' plan -- produced through a bipartisan process-- held
some promise and we were hopeful that, once more details were
known, there would be a real basis for Medicaid reform. The
governors clearly worked very hard to move the debate forward.
At the same time, however, I discussed the Administration's
concerns with some key elements of the governors' plan.

Last month, the Republican majority in both Houses of
Congress introduced a revised version of their Medicaid bill,
which I will discuss today. Unfortunately, this bill moves us
further away from the bipartisan reform envisioned by the
governors, and much closer to the Republican legislation that the
President vetoed last year. Our view is shared by the Democratic
governors who were instrumental in crafting the NGA agreement.
In a May 29 letter to Senator Roth, four Democratic governors
stated that:

"[The Republicans') Medicaid proposal is far from the NGA
agreement and appears to be more like the proposal vetoed by
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the President last year and rejected by the Governors at our
winter meeting .... (A~ccording to our early calculations,
96 percent of the funding under this new formula is
distributed precisely in the same manner as your earlier
bills proposed. You have created a block grant for this
program with essentially the same language and parameters of
the vetoed bill -- a block grant that denies a safety net
for our most vulnerable citizens."

Let me be clear: the new Republican bill, like its
predecessor, fails to meet the President's basic principles for
Medicaid reform. If this bill is sent to the President, I would
recommend that he veto it.

I will now discuss why the new Republican Medicaid plan
fails to meet each of the President's three core principles.

The Federal Guarantee of Coverage and Benefits
The Federal "guarantee" of coverage and benefits is at the

core of the Medicaid program. Unfortunately, the term
"guarantee" has been assigned very different meanings in the
context of the current Medicaid debate. When we use the term
guarantee in the context of a Federal statute like Medicaid, we
mean a real guarantee, composed of three interrelated components:
definitions of 1) eligibility; 2) benefits, and 3) enforcement.

Eligibility: Let's begin with eligibility. The new
Republican bill would deny millions of Americans the Federal
guarantee of Medicaid eligibility that they now have under
current law. The bill repeals the phase-in of the Federal
guarantee of Medicaid coverage for children ages 13 to 18 in
families with income below the Federal poverty level -- a
bipartisan coverage expansion signed into law by President Bush.

In addition, the new Republican bill repeals the Federal
standard for defining disability and replaces it with language
that could mean 50 separate state definitions. This has the
effect of making Medicaid coverage and benefits for those with
disabilities uncertain and variable across the nation. For
example, some states could use restricted definitions of
disability that result in very limited coverage for those whose
needs are pronounced and among the most costly. In fact, States
might be forced to narrow their definitions of disability in
order to cope with lower Federal funding levels. In such
situations, narrow state definitions of disability could preclude
individuals with HIV, certain physical disabilities, or mental
illness from receiving critically needed services under Medicaid.
We should not turn back the clock on those with disabilities by
permitting 50 different state definitions for purposes of
Medicaid coverage.

The new Republican bill also eliminates the current law
requirement that Medicaid be provided for one year to persons who
leave welfare in order to join the workforce. By eliminating
this guarantee, the Republican proposal could discourage
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individuals from leaving welfare and set back our efforts to
reform the welfare system.

Finally, the new Republican bill gives states the authority
to impose additional eligibility limits based on age, residence,
employment or immigration status, or more restrictive definitions
of assets and income. This provision will enable states, if
financially necessary, to restrict eligibility even among those
people who supposedly are "guaranteed" coverage.

Benefits: Eligibility is only one component of the
guarantee. The next question is "eligibility for what?", which
brings us to benefits. The new Republican bill "guarantees"
some benefits for those populations who are "guaranteed"
eligibility. But this guarantee is hollow. Many loopholes make
it essentially meaningless.

One loophole in the "guarantee of benefits" relates to the
adequacy of the benefits. Current Medicaid law and regulations
already give states substantial flexibility in defining the
amount, duration, and scope of benefits, and states have used
this flexibility to tailor Medicaid packages to their unique
circumstances. This latitude is tempered by a very reasonable
constraint -- benefits must be "sufficient to reasonably achieve
their purpose." The Republican bill removes this sensible
provision, giving states complete flexibility on amount,
duration, and scope. Thus, states could "guarantee" coverage for
hospital and physician services, but -- if forced to do so --
could limit this coverage to unreasonably low levels such as 3
days of hospital care and one physician visit per year. This
type of guarantee is meaningless for persons who truly need
medical care.

Another loophole in this "guarantee" is the new elimination
of current law standards of comparability and "statewideness" of
services. Without these standards, some states could offer
different coverage and benefit packages in different parts of the
state, or to different groups based on their age or diagnosis.
Eliminating requirements for comparability and statewideness
leaves states free to discriminate against persons who live in
certain areas, who have specific diseases (such as AIDS), or who
lack political clout (such as children).

The new Republican bill also severely curtails the treatment
services which must be provided under the Early and Periodic,
Screening, Diagnosis, and Treatment (EPSDT) program. Under the
Republican bill, children must be screened for a range of health
problems, but treatment is only required for dental, hearing, and
vision problems. If a child is diagnosed with any other medical
problem, they are not guaranteed treatment. Therefore, an
asthmatic child would not be guaranteed coverage for treatment,
such as asthma-controlling drugs or inhalers. Diagnosis without
treatment is bad medical care and a wasteful use of taxpayers'
dollars.

Enforcement: The third essential component of the Federal
guarantee is enforcement. Implicit in the concept of defined
populations and defined benefits is the notion of a meaningful
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enforcement mechanism. A Federal cause of action for
beneficiaries assures that those seeking a remedy for the
deprivation of medical care receive the same due process rights
everywhere in the United States. The new Republican bill
requires states to provide a state right of action, but
eliminates the Federal right of action for individuals and
providers who assert that a state is violating Federal Medicaid
laws. The only access to Federal court for such claims would be
if the Secretary brings the action to Federal court on behalf of
the individual or if the individual petitioned the U.S. Supreme
Court for review of a decision of a state's highest court. By
denying beneficiaries access to the Federal courts, the
Republican bill eliminates individuals' guarantee to enforceable
Federal benefits. Thus, Medicaid would confer a Federal right to
benefits but lack a Federal enforcement mechanism - a virtually
unprecedented situation.

Provider suits against states have caused great problems for
the states. Under the Administration's plan, the Boren Amendment
and related provider payment provisions would be repealed,
thereby eliminating these causes of action by providers. Thus,
the Administration's plan resolves states' concern about their
exposure to providers' suits in Federal court, and does not
undermine beneficiaries' ability to enforce their Federal
guarantee to coverage and benefits.

On balance, when we assess the three components required to
make any guarantee real -- the definitions of eligibility,
benefits, and enforcement -- we find that the so-called
"guarantee" of Medicaid coverage and benefits contained in the
new Republican bill is neither real nor enforceable for
beneficiaries. This is not about whether the governors can be
trusted. They can be trusted, which is why our proposal offers
states unprecedented flexibility in program management and why we
have worked with so many states on their innovative
demonstrations. The issue is whether an individual, regardless
of where he or she lives, is guaranteed meaningful coverage.
Financing

The President's second principle for Medicaid reform is an
appropriate financing structure -- namely, one that maintains the
Federal-state partnership that has been at the heart of the
Medicaid program for 30 years. Under this partnership, Federal
dollars follow the people, meaning that the Federal government
shares responsibility with the states for increased costs
associated with increases in enrollment. As with the Federal
guarantee of coverage and benefits, the new Republican bill falls
far short of meeting this principle.

This newest financing structure is simply the MediGrant II
block grant formula, dressed up with a tiny embellishment to pay
lip service to the governors' principles that funding must
automatically adjust for enrollment.

To demonstrate this point, I will walk through each
component of the financing structure of the new Republican bill.

Base Allotment: The first component of the Republican
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funding system is called the base allotment. These allotments,
which account for an average of 96 percent of total Federal
spending over the 6 year period are distributed to states based
on a formula that includes factors such as "needs-based amounts"
and "program need". Given this structure, at first it might
appear that each state's base allotment is determined based on
its actual need, including enrollment growth and caseload
changes.

However, the base allotment is not what it seems. Only 5
percent of this 96 percent of funding is actually distributed
based on need. The remaining 91 percent is distributed to states
based on annual caps. Under this system, states' allotments are
determined through the use of "floors" and "ceilings", rather
than by the results of the needs-based formula. Each year,
between 44 and 49 states' allotments are determined through a
floor or ceiling. For these states, the new Republican bill is a
block grant with a new name.

Furthermore, even the 5 percent "needs-based" funding does
not truly reflect the financial need of states in their Medicaid
programs. This is because it is determined by the number of poor
people in a state rather than Medicaid enrollment growth. As a
result, if the number of Medicaid enrollees in a state increases
but the number of poor people does not, the state's base
allotment would not increase.

Umbrella Fund: The second component of the financing
structure is called the "umbrella fund", and it consists of
supplemental Federal money that is to be distributed to states
with high enrollment growth. But if the Republican umbrella is
the states' only protection against the costs of high enrollment
growth, the states are going to get drenched. The entire
umbrella fund accounts for only 3 percent of all CBO estimated
Federal Medicaid spending; thus, it could provide only a fraction
of what states would need in times of recession. In addition, it
covers enrollment increases only for the year of the increase --
not for any later years during which the new enrollees continue
to receive Medicaid. Thus, if a state suffered a three-year
recession that caused its Medicaid enrollment to rise, it could
get umbrella funds for new enrollees for their first year, but
could be forced to bear the entire cost of these enrollees for
any later years during which they remained on Medicaid.

Assume that the recession begins in year 2. This recession
causes a dramatic increase in the state's enrollment, which
triggers an umbrella payment to assist the state in covering the
costs of these new enrollees. In year three, however, the
state's enrollment remains at the same level as in year two, but
this time there is no umbrella payment, because these payments
are based only on changes in enrollment from the previous year,
not total enrollment. Thus, the state is forced to bear the cost
of the much higher enrollment with the same amount of Federal
assistance as it received in year one.

Pools for Undocumented Aliens and Indians: The final
component of the financing structure is $4.3 billion to assist
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states in providing care for undocumented aliens and Native
Americans. The first pool is allocated across the 15 states with
the highest numbers of undocumented aliens. The second pool is
allocated among all states that have Indian-funded health
facilities or programs.

Changes in FMAP and Taxes and Donations Laws
In addition to replacing the current financing partnership

with a block grant to states, the new Republican bill also
includes two changes in the way states finance their share of
Medicaid costs. It increases the rate of Federal contribution to
Medicaid (known as the FMAP) for many states, thereby reducing
the amount of funds necessary to collect Federal matching funds.
It also repeals the restrictions on states' use of provider tax
and donation financing mechanisms.

While these proposals are appealing to many states, they
raise significant concerns. Specifically, the proposed changes
to the FMAP will raise the Federal share of national Medicaid
spending from 57 percent to 63 percent. In addition, the FMAP
changes could encourage states to reduce their contributions to
the program, resulting in even deeper reductions in total
Medicaid spending than this bill suggests. The new Republican
bill will reduce total Federal spending on Medicaid by $72
billion over 6 years. But total reductions in Medicaid spending
could be far greater. The Center for Budget and Policy
Priorities estimates that states could reduce their own spending
on Medicaid by about $185 billion over 6 years without decreasing
the amount of Federal funds for which they are eligible. Thus,
the new Republican bill could lead to a total reduction of
approximately $257 billion in Medicaid spending over the next 6
years.

Defining and revising the appropriate Federal and state
contributions and spending levels through matching formula or
other means always will be one of the most difficult issues to
settle in any Medicaid reform plan. There is no question that
these matters merit careful attention in the long-term. The
President's plan proposes to gain advice from an
intergovernmental advisory commission on the appropriate
relationship between Federal and state funding before the
Congress proceeds to change the current distribution.

The new Republican bill also would permit unconstrained use
of provider tax and donation financing approaches for the "state"
share of Medicaid. These are the same financing approaches that
were widely used by some states in the early 1990s to increase
their Federal Medicaid payments without actually increasing state
Medicaid spending.

During the late 1980s and early 1990s, many states took
advantage of these types of financing mechanisms, costing the
Federal government billions of dollars and helping to drive
annual Medicaid spending growth rates to well over 20 percent.
Congress responded in a bipartisan fashion by limiting the
provider tax schemes and completely outlawing the donations
schemes. Now, the Republican bill seeks to remove these
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restrictions that were passed with overwhelming bipartisan
support just a few years ago. Without these restrictions, states
would be free to finance significant portions of the state share
without contributing any real state dollars, leading to
substantially lower support overall for the Medicaid program.

In summary, the new Republican bill fails to meet the
President's second principle for Medicaid reform -- a financing
structure that maintains the Federal-state partnership that has
been at the heart of the Medicaid program for 30 years. Neither
does it meet the financing principles agreed to on a bipartisan
basis by the governors. The governors' proposal reflected a
willingness to assume a greater responsibility for the management
of the Medicaid program, but only if they had a strong financial
partner to help meet the costs. The NGA proposal was designed to
provide this Federal-state partnership, and was based on a
funding mechanism that protected states from the full costs
associated with actual changes in enrollment. The money was
supposed to follow the people, in order to protect states from
unexpected, uncontrollable enrollment increases. When the latest
Republican proposal was released, it did not take the Democratic
Governors long to realize that the centerpiece of their deal was
no longer part of the mix.
Protecting beneficiaries, families, and taxpayers

This brings me to the President's third principle for
Medicaid reform: protections for beneficiaries, families, and
taxpayers. Once again, the new Republican bill fails to meet the
President's principle.

The new Republican bill would repeal title XIX and create a
new title for the Medicaid program. This has the effect of
seriously compromising the framework for quality standards,
beneficiary and family financial protections that limit families'
out-of-pocket costs, and program accountability.

Out-of-Pocket Costs: This bill reduces or eliminates many
long-standing family and beneficiary protections. For example,
it would permit states to require adult children of Medicaid
beneficiaries to contribute to the cost of their care, except for
long-term care. In addition, the bill grants states broad
discretion to impose cost-sharing requirements on Medicaid
beneficiaries. -It imposes minimal cost-sharing limits only for
certain services to children and pregnant women below poverty,
leaving other women, children, and most disabled and elderly
fully exposed to potentially serious financial consequences.
This lack of limits on cost-sharing is another factor which
effectively undermines these persons' "guarantee" of eli-gibility
and benefits.

In addition, while the bill retains current law provisions
designed to protect spouses and other relatives of nursing home
patients from excessive liability for the cost of care, repeal of
the more general cost sharing protections significantly minimize
these protections. For example, nursing home residents who have
spent down their income to become eligible for Medicaid could be
charged any level of cost-sharing to help pay for long term ca-e
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services. In addition, services included in the nursing home
benefit could be reduced, leaving the spouses or children of
nursing home residents to bear the full cost of these services.
Furthermore, states could charge elderly or disabled persons any
level of premium, which could be set so high as to effectively
exclude them from the program.

Quality Assurance Requirements for Managed Care: In
addition, the new Republican bill makes no mention of quality
assurance requirements or monitoring responsibilities for
Medicaid managed care. This is a serious concern since Medicaid
managed care enrollment is increasing so dramatically. About
one-third of beneficiaries now are in managed care, a 140 percent
increase in enrollment over the past three years. The
President's plan recognizes the need for updating managed care
quality standards. It replaces some outdated approaches with a
quality improvement program that must include appropriate
standards for Medicaid-contracting health plans and data analysis
that tracks utilization and outcomes.

Fiscal Accountability: Finally, we recognize that the
Federal government finances well over half of Medicaid spending
nationwide, at a cost to Federal taxpayers which is growing to
more than $100 billion a year. The Federal government has a
responsibility to those taxpayers to ensure that these funds are
spent efficiently and appropriately.

Fulfilling this responsibility requires imposing a minimal
amount of reporting and monitoring requirements on states. There
are ways, similar to the approach taken in the President's plan,
that would provide states with expanded flexibility in management
and operation of their Medicaid programs, while ensuring
accountability for funds at the same time. Unfortunately, the
new Republican bill, includes no quality assILance requirements
or monitoring responsibilities for Medicaid managed care, and it
contains no mechanism to ensure that changes in benefits and
cost-sharing do not jeopardize the sufficiency of coverage.
Thus, under the Republican bill, the Federal government will
finance a greater percentage of the Medicaid program, but
taxpayers will have fewer assurances that their money is being
well spent.

In summary, like its predecessor last fall, the new
Republican bill fails to meet the President's third principle --
protecting beneficiaries, families, and taxpayers.

Let me conclude on Medicaid by focusing on one fundamental
structural issue -- whether we approach the task of Medicaid
reform by making changes in the current title XIX of the Social
Security Act, or by repealing that program and replacing it with
a new title. We support reform, not repeal, of title XIX. The
potential unintended consequences of repealing and replacing this
program are staggering -- for states, beneficiaries, providers,
and the Federal government, especially when you consider that it
would reopen thirty years of settled litigation. The Congress
can address many of the most pressing concerns about any Medicaid
reform plan by amending the current law.
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We in the Administration believe that Medicaid must be
financed through a Federal-state partnership that ensures Federal
funding and provides a real, enforceable guarantee of coverage
for a defined package of health and long-term care benefits. The
President's plan proposes unprecedented flexibility for the
states to operate their programs, pay providers, and use managed
care and other delivery arrangements, while retaining and
revising key standards related to quality and beneficiary
financial protections. The President's proposal would achieve
those objectives in a way that would also help to balance the
budget by 2002.

Welfare Refor'
Mr. Chairman, I would now like to turn to welfare reform.

As we have worked to enhance state flexibility under Medicaid in
the absence of national reform legislation, the Administration
has also worked with states to transform their welfare systems to
require work, promote parental responsibility, and protect
children.

Over the last three years, within the framework of the
Family Support Act, we have worked with governors and other state
and local elected officials to give 39 states flexibility to
design welfare reform strategies that meet their specific needs.
These efforts are directly affecting approximately 10 million
recipients throughout the country, or 75 percent of all welfare
recipients nationwide. States, led by governors of both parties,
are now demanding and supporting work; time-limiting assistance;
requiring teens to stay in school and live at home; strengthening
child support enforcement; and strengthening families.

The President also has worked with the Congress to expand
the Earned Income Tax Credit to help make work pay more than
welfare. This program, which President Ronald Reagan said was
the most pro-family, pro-work initiative undertaken by the United
States in the last generation, means that, in 1994, millions of
families with children with incomes under $28,000 paid less in
income tax than they would have if the laws hadn't been changed
in 1993.

The efforts we have taken at both the Federal and state
levels have begun to pay off. Welfare caseloads have declined by
1.3 million since January of 1993 -- a decline of about 9
percent. A larger percentage of those still on the rolls are
engaged in work and related activities. Food Stamp rolls have
gone down. Teen birth rates have gone down. At the same time,
child support collections have gone up, as the Administration has
worked to improve state collection efforts, the IRS's offset of
income tax refunds, and the ability of the Federal government to
make Federal employees accountable for the support they owe their
children.

We continue to move ahead. On May 10, the President
directed the Department of Health and Human Services to implement
an initiative to strengthen parental responsibility among teen
parents. This initiative builds on the belief -- which I'm
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confident is shared by this committee, Congreso, and the states
-- that encouraging parental responsibility must remain a
bipartisan imperative.

The President's initiative includes four actions: requiring
all states to submit plans for requiring teen mothers to stay in
school and prepare for employment; cutting through red tape to
allow states to reward teen mothers who finish high school, in
addition to sanctioning those who don't; requiring all states to
have teen mothers who have dropped out of school return to school
and sign personal responsibility plans; and challenging all
states to require minor mothers to live with a responsible adult.
With these actions, we're focusing on one of the key components
of welfare reform: parental responsibility. And we're putting
young mothers on the right path, toward employment and self-
sufficiency.

The Need for Legislative Action
While we've made great progress on welfare reform through

welfare reform waivers, executive actions, and other initiatives,
we still need national welfare reform legislation. As part of
his balanced budget plan, the President has proposed a
comprehensive welfare reform proposal that would require work,
promote parental responsibility, and protect-children. The
President has made it clear that if Congress sends him a clean
welfare reform bill that follows these fundamental principles, he
will sign it. However, the President has also made it clear that
real welfare reform should not be impeded by attaching harmful
proposals to it, such as the elimination of guaranteed health
coverage for poor children, pregnant women, and people with
disabilities.

Fortunately, we have begun to approach bipartisan consensus
on a framework for welfare reform legislation based on these
fundamental principles. We believe that the governors have moved
the debate forward and increased the likelihood that Republicans
and Democrats will produce bipartisan solutions to reforming our
welfare system. Senators Chafee and Breaux and their colleagues
have also moved us much closer to that goal, and, as I said
earlier, we greatly appreciate the great amount of time and
outstanding leadership they have committed to this process. We
are pleased that the Chairman's bill, S. 1795, reflects some of
the significant progress that has been made on welfare reform
since the President was forced to veto HR 4.

It is now up to this Administration and this Congress to
build on the spirit of these efforts to reach our mutual goals:
flexibility for the states; incentives for AFDC recipients to
move from welfare to work; increased parental responsibility; and
protections for our most precious resource, our children.

The New Republican Bill (S. 1795)
As I mentioned, the Chairman's new bill, S. 1795, makes

important improvements to the H.R. 4 conference bill. It
incorporates a number of key changes recommended by the
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Administration and contained in the-NGA and the Breaux-Chafee
proposals. These are steps in the right direction, and we would
urge the Committee to build on this bipartisan ground. However,
the bill does not address several issues that are of concern to
the Administration, particularly in providing the resources and
incentives to protect children, ensure accountability, and move
people from welfare to work. And, instead of stand-alone welfare
legislation the Administration has repeatedly requested, the new
bill continues to link welfare reform with unacceptable Medicaid
changes.

We appreciate the steps the Chairman has taken to provide
additional protections for children and families in the new
Republican bill. The important modifications you have made to
H.R. 4 move the legislation much closer to the President's vision
of true welfare reform. We are particularly pleased that S.
1795:

" reflects an understanding of the chtld care resources
states will need in implementing welfare reform by
adding $4 billion for child care above the level in the
conference report for H.R. 4. These proposals improve
upon H.R. 4, which did not provide child care resources
needed for those required to move from welfare to work
and low-income working families at-risk of welfare
dependency.

o adopts several provisions from last year's
Senate-passed bill -- including exemptions from the
time limit; a true state option on implementing a
family cap; and requirements that teen mothers live at
home and stay in school.

o remains the annual spending cap on Food Stamps, which
will preserve the program's ability to expand during
periods of economic recession and help families when
are most in need.

" no longer includes the provisions for a child
nutrition block grant demonstration proposed in H.R. 4,
which would have undermined the program's ability to
respond automatically to economic changes and maintain
national nutrition standards.

o recognizes the importance of child support enforcement
to welfare reform and includes all of the major
proposals for child support enforcement reform in the
President's bill.

o retains the safety net for abused and neglected
children, adopted children and children in foster care
by continuing critical federal entitlement programs for
them.

" removes the two-tiered benefit system for low income
disabled children, and ensures full benefits for all
eligible children under the SSI program.
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The new Republican bill makes other improvements to H.R. 4
that will strengthen states' abilities to move people from
welfare work. For example, S. 1795 makes improvements to the
performance bonus provisions contained in H.R. 4 by establishing
a separate funding stream to pay for bonuses. It increases the
cash block grant contingency fund modestly and adds a more
responsive trigger based on the Food Stamps caseload. Consistent
with the NGA proposal, S. 1795 gives states some more flexibility
to run work programs by allowing job search for up to 12 weeks
and allowing teen parents in school to count toward the work
requirements.

While we applaud the inclusion of many of the provisions
endorsed by numerous Democratic and Republican senators and
governors, the new Republican bill still fails to include other
provisions that have earned bipartisan endorsement.

For example, S. 1795 incorporates almost all of the cuts
that were in the bill the President vetoed -- a total of $51
billion (excluding Medicaid) over 6 years under CBO's new
baseline., These cuts are far greater than those proposed by the
NGA or the Administration. The cuts in Food Stamps and benefits
to legal immigrants are particularly deep. In addition, unlike
the Administration's bill, the Republican bill would also allow
states to substantially reduce their own spending on programs
serving low income families, compounding the impact on poor
children and families.

We are particularly concerned that S. 1795 actually
decreases state flexibility by prohibiting states from providing
a safety net for children -- by not allowing them to use block
grant funds to provide non-cash assistance or vouchers for
children in families who are subject to the 5 year time limit.
No such prohibition was contained in H.R. 4 and it is difficult
to understand why the leadership has moved in this direction.

Further, the new Republican bill does not maintain the
guarantee for medical assistance for all those currently eligible
or those who reach the five year time limit. And, as I mentioned
previously, S. 1795 fails to continue transitional Medicaid
coverage for families leaving welfare for work.

In addition, S. 1795 also fails to provide adequate
protection for states in the event of economic downturns. The
contingency fund is set at too low a level and does not allow for
further expansions (above the $2 billion cap) during poor
economic conditions and periods of increased need.

The new Republican bill also makes deep cuts in the Food
Stamp program, which take the form of a reduction in benefits to
families with high shelter costs and a four month time limit to
childless adults who are not give a work slot. It would also
permit states to replace the Food Stamp Program with a block
grant, jeopardizing the nutrition and health of millions of
children, working families, and the elderly.

S. 1795 includes no changes to the unduly harsh and
uncompromising immigration provisions that were contained in the
H.R. 4 Conference bill. While the Administration supports
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strengthening requirements on the sponsors of immigrants for SSI,
Food Stamps, and AFDC, S. 1795 requires a permanent SSI and Food
Stamps ban for virtually all legal immigrants and a 5-year ban on
all other Federal programs, including Medicaid, for new
immigrants. There are no exemptions for immigrants who become
disabled after entering the country, families with children, or
for individuals who have been working for a few years and lose
their job. The proposal also unfairly shifts costs to states
with high numbers of immigrants.

Another concern is the transfer authority to the Social
Services Block Grant (SSBG) in the proposed cash assistance block
grant. Transfers to SSBG could result in the substitution of
Federal dollars for state dollars in a range of state social
services activities, potentially reducing or even eliminating the
effective state maintenance of effort levels required for the
cash block grant.

The Breaux-Chafee proposal addresses many of the
Administration concerns and would strengthen state accountability
efforts, welfare to work measures and protections for children.
It provides one of many foundations upon which this Committee
should build to reach our mutual goals: flexibility for the
states; incentives for AFDC recipients to move from welfare to
work; increased parental responsibility; and protections for
children.

The American people want Congress to pass a bill that the
President can sign -- that honors our values and ensures fiscal
integrity. They want a bill that promotes work and
responsibility, but also protects children. They want a bill
that supports families who play by the rules and rewards those
who work hard to support themselves. They want a bill that
ensures accountability for use of taxpayer funds. In short, they
want real welfare reform.

Mr. Chairman, let me restate the Administration's commitment
to enact bipartisan welfare reform legislation. I know the
President shares my hope that, with the leadership of this
committee, the bipartisan cooperation that existed in 1988 will
surface again to address the critical issue of welfare reform
this year.

CONCLUSION
The last time I testified before this committee, I was

encouraged that the governors' bipartisan efforts appeared to be
moving us toward a solution that could meet the President's
principles. Since that time, the Breaux-Chafee group in
particular has worked hard to build on the balanced approach
envisioned in the NGA Medicaid and welfare agreements. I can
assure you that this Administration stands ready to work with the
members of this committee and the entire Congress to enact both a
balanced budget and Medicaid and welfare reform legislation. We
are confident that we can reform the welfare system to promote
work and responsibility and protect children, and design a
reformed Medicaid program that will meet the needs of
beneficiaries, states, and taxpayers. We look forward to working
in a bipartisan way to enact both Medicaid and welfare reform
legislation of which we can all be proud.

Mr. Chairman, I want to thank this Committee for giving me
the opportunity to testify today, and I look forward to answering
your questions.
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PREPARED STATEMENT OF ARNOLD R. TOMPKINS

Mr. Chairman and distinguished members of the Committee, thank you for asking
me to join you today to discuss welfare reform.

I am Arnold Tompkins. I oversee the Ohio Department of Human Services for
Governor George V. Voinovich. My department and our 88 county partners admin-
ister state and federal human services programs--such as Medicaid, Aid to Families
with Dependent Children, child support and numerous child welfare programs-that
serve more than 1.5 million low-income Ohioans.

It is a real pleasure to be back in Washington testifying before Congress. On the
plane over I was reminiscing about all the times I came to the "Hill" during my days
as Assistant Secretary for Management and Budget and other positions at the U.S.
Department of Health and Human Services. During those eight years at HHS, state
and local officials often came to see me about innovative approaches they wanted
to implement to reduce welfare dependency. Quite frankly, I wasn't a very receptive
audience. I didn't understand their perspective, their day-to-day challenges. I
thought we had all the answers at the federal level.

After three years in Ohio, I now understand what they meant. I told C-SPAN dur-
ing a recent interview that all federal bureaucrats and presidential appointees
should have to first serve at the state or local level to get a good grasp on reality.
If my friends at HHS had that experience, they would understand why we need
block grants and why the President should sign S. 1795. Only by ending the federal
individual entitlement will this proposal provide states sufficient flexibility to con-
tinue to pursue innovations that promote personal responsibility and self suffi-
ciency. For the first time, states will be able to design programs that work best for
their citizens.

Governor Voinovich and the rest of the nation's governors know that S. 1795 is
extraordinarily similar to the policy they developed at the National Governors' Asso-
ciation annual meeting. The nation's governors and my colleagues in other state
human services agencies are extremely pleased with this legislation and commend
you for moving toward real reform. I also would like the committee to know that
strong support for S: 1795 exists in Ohio's state legislature and county governments.
Governor Voinovich and the rest of Ohio will do whatever is necessary to help you
enact this legislation.

Mr. Chairman, I won't review S. 1795 item-by-item. I will use in time to explain
to the committee why the State of Ohio, our county partners and Ohio taxpayers
want this bill to become law, and why we deserve a chance to truly end welfare as
we know it.

Last August, Governor Voinovich signed into law the most comprehensive welfare
reform plan in Ohio history. Our welfare reform package, called OhioFirst, is based
on encouraging personal responsibility, improving employment opportunities, in-
creasing child support collections, and providing support for families. Our reforms
were designed to change the basic philosophy of the federal welfare system. We have
shifted the focus away from getting people on assistance to getting people off welfare
and into jobs. Satchel Paige once said, "The only place you can find success before
work is in the dictionary."

This paradigm shift will help caseworkers treat individuals as human beings, not
just as another case number. Caseworkers will no longer focus on eligibility, forms
and every last detail of your life. They now can assess clients needs and what assist-
ance is available to help families remain intact and off welfare. While we have
taken the first step to break the old system, much more has to be done to truly shift
the welfare paradigm. S. 1795 would give us that flexibility and opportunity.

Ohio's plan enjoyed overwhelming support from legislators on each side of the
aisle, as well as advocacy groups ranging from the Children's Defense Fund to the
Catholic Conference. Ohio recognized that the welfare status quo of despair and de-
pendency could not continue. We realized that Ohio could not wait for the federal
government. We knew we had to build on our history of welfare reform innovation
with a renewed emphasis on personal responsibility and employment.

Ohio's success is reforming welfare has been well documented. Since April 1992,
the number of AFDC recipients in Ohio has decreased from 746,862 to 538,400-
a 28 percent reduction. Our AFDC expenditures have decreased from a 1992 peak
of $977 million to an estimated $774 million this year. We have built upon our
strong economy with a series of programs designed to promote employment and en-
courage self-sufficiency. Ohio has increased by five times the state funding for day
care. We have increased child support collections by 41 percent since 1991. Ohio re-
cently gained national attention for our innovative Learning, Earning and Parenting
(LEAP) program, designed to help teen mothers stay in school, graduate and become
employed. And, Ohio leads the nation in the number of AFDC recipients participat-
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ing in the JOBS program-more than 40,000 people or 46 percent participation rate
as of 1996.

This "work first" approach is not uncommon in state welfare reform initiatives.
However, Ohio is unique in that the labor market could absorb a significant number
of the unemployed, if those individuals were properly trained and motivated. Em-
ployers from all across the state have contacted me expressing concerns about the
ack of a young, skilled pool of potential employees in the pipeline to fill vacant posi-

tions. Our challenge is to reshape the welfare system as an economic development
tool. We must work collaboratively with the employment services, education and
housing systems to develop, attract and keep a strong workforce in our state.

To illustrate my point, two yeais ago a plastics company in Ohio reported that
one out of every three workers left the company within the first year of their em-
ployment. The company's long-term survival was threatened and the traditional sys-
tems were unable to help. We were able to help by providing training to low-income
individuals and establishing a link between the company and a two-year college.
Now only one out of every twenty individuals leaves within the first year of employ-
ment.

We know Ohio could do more to break the cycle of dependency. After Governor
Voinovich signed OhioFirst into law last summer, my department spent two months
developing the required federal waiver application. The Clinton administration took
another five months to approve the waiver, but with conditions that significantly
changed what Ohio had overwhelmingly approved.

Governor Voinovich has been a vocal critic of the long, drawn-out, micro-managed
federal waiver process. He has often said that once the elected officials of a state
pass a measure developed with widespread community support, the federal govern-
ment should not be in a position to disapprove or alter the plan. But unless S. 1795
becomes law, states will continue to be at the mercy of the federal bureaucracy.

In Ohio's case, the Clinton administration either did not approve or attached re-
strictions to one-fourth of our waiver application-restrictions that Ohio Democrats
and Republicans, liberals and conservatives, advocacy groups and taxpayers had re-
jected in the development of our welfare reform package. Ohioans worked together
for months to come up with a carefully-balanced package of incentives and sanctions
designed to help recipients move from dependency to self-sufficiency. This balance
was upset and our consensus undercut by the federal government.

The Clinton administration is requiring Ohio to do such things as continuing to
Provide Medicaid to adult recipients guilty of welfare fraud. They also cut a huge

ole in our three-out-of-five year time limit for welfare benefits. We recognize that
merely cutting recipients off does little to change their life. Our time-limit includes
good cause and other exemptions for those who are unable to work and provides
support services up front so that parents can support their family at the end of
three years. Unfortunately, HHS stripped the portion of our plan that required re-cipients to be off welfare within three years, unless the state ensured the recipient
of employment that paid more than the individual would receive by staying on wel-
fare. The net result of the waiver process is that recipients who don't want to be-
come self-sufficient don't have to and the responsibility to find employment is shift-
ed from the individual to that state.

We are extremely disappointed, but Ohio will not stand by and let the federal wel-
fare system create a cycle of dependency where families grow accustomed to relying
on monthly checks instead of taking control of their lives. We have already resub-
mitted those portions of our plan that the Clinton administration denied or altered.
We must be freed from this federal interference and allowed to help our citizens
build better lives for their families.

A good example of the flawed federal waiver process is our LEAP program. Ohio
has operated the LEAP program for five years with notable success. Unfortunately
for Ohio, our waiver was only good for five years. When we asked for a waiver to
continue the program we were informed by HHS that there is no authority to extend
an existing waiver. Therefore, we had to modify a successful program just to be able
to continue to help teenage mothers stay in school.

Now, President Clinton has mandated that all states implement a LEAP program.
Ironically, the other 49 states are in a position to operate a program that Ohio had
been running for years with great success. Only Ohio is forced to run through the
bureaucratic maze of the federal waiver process. It seems that waiver system is set-
up to discourage innovation and leadership, and encourage follow-the-leader.

Mr. Chairman, I know Congress has done its part. Unfortunately, due to two pres-
idential vetoes, the issue of giving states flexibility to tackle the problem of welfare
dependency remains before us. Ohio, like many other states, has suffered because
of it.
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In addition to the denied waivers I discussed earlier, Ohio's counties have felt the
disappointment associated with the veto of the welfare block grant. The legislation
Governor Voinovich signed last year included an attempt to foster local flexibility
in the implementation of welfare reform through several county demonstration
projects. When the legislation was designed and approved, Governor Voinovich and
the Ohio legislature were very optimistic that states would receive a welfare block
grant.

Five Ohio counties, incorporating everything from urban Cincinnati to Appalach-
ian southeast Ohio, spent tremendous amounts of time and energy developing com-
munity-based welfare reform strategies. These strategies included drug testing for
recipients, eliminating categorical eligibility and funding streams in order to ad-
dress emergent needs throughout the community, and combining work and training
dollars to provide services to populations beyond AFDC recipients. Although these
were not ideas included in our statewide welfare reform efforts, Ohio would like to
be able to test these strategies. Just as states need the flexibility, so to do counties.
Ohio's 88 counties are as diverse as the 50 states. What works in Cincinnati may
not work in Sidney, and what is a priority in Belmont may not be so important in
Columbus. I spend many years in this system and I firmly believe that welfare re-
form will not succeed without community involvement, without neighborhood solu-
tions to local problems.

Implementing these county proposals without a federal block grant would be near-
ly impossible since each wouldrequire federal law changes and federal waivers. Ob-
viously, these counties and the communities who helped design those proposals are
extremely frustrated.

However, Governor Voinovich is determined not to let their efforts be wasted. My
department will prepare yet another federal waiver application for those common
items in the county proposals. Several good ideas will be lost or delayed while we
wait for federal block grants. I fully expect another year to slip by before we can
implement these innovative ideas-another year of filling out paperwork, arguing
our case and waiting for federal approval with restrictive conditions.

These county proposals demonstrate why Congress and President Clinton must
make S. 1795 law. Not only would states be able to operate better welfare programs,
but for the first time local communities would have the opportunity to end welfare
as they know it. It is time, Mr. Chairman and members of the committee. It is time
to give us a chance.

In order to be successful in welfare reform, states must be able to go beyond the
existing entitlement programs. Welfare reform cannot and must not start and finish
with human services. As our caseloads continue to go down, we are left with the
hardest to place individuals in our system. We need to be able to work more closely
with our schools, the communities, the private sector, and other state and federally
administered programs to effectively address poverty. S. 1795 would give us that op-
portunity. Ohio looks forward to its passage and President Clinton's signing of this
legislation into law.

Tan you.





COMMUNICATIONS

STATEMENT OF THE AMERICAN ACADEMY OF FAMILY PHYSICIANS

(SUBMITTED BY KENNETH L. EVANS. M.D., CHAIR, BOARD OF DIRECTORS)

My name is Kenneth L. Evans, M.D. I am a practicing family physician from
Oklahoma City, Oklahoma, and serve as Chair of the Board of Directors of the
American Academy of Family Physicians. The Academy is comprised of 83,000
practicing family physicians, family practice residents, medical students and other
individuals with an interest in family medicine. It is my pleasure to submit this
written statement for inclusion in the official record of the June 19 Senate Finance
Committee hearing on the Medicaid Restructuring Act of 1996 (S. 1796).

The Medicaid Predicament

Since its inception 31 years ago, the Medicaid program has become an important
source of medical services for nearly 37 million low-income children, pregnant
women, and disabled and institutionalized people. According to a recent
statement to the House Commerce Committee by Secretary of Health and Human
Services Donna Shalala, Medicaid offers primary and preventive care for 18 million
low-income children; comprehensive services for 6 million Americans with
disabilities; long-term nursing home care for 4 million senior citizens; and payment
of premiums and other cost sharing for low-income seniors that, because of their
low income, are dually eligible for Medicare and Medicaid. In its role as a medical
assistance safety net, the Medicaid program is in many tangible ways a success
story.

The safety net, however, has been slowly unraveling for some time and is now
poised to burst. In some states, Medicaid consumes more than 20 percent of the
budget. Annual growth rates in federal Medicaid expenditures presently average
10 percent, an amount more than double the inflation rate. Uncontrollable growth
in Medicaid spending is exacerbated by the demographics of the beneficiary
population. The aging of America has resulted In a populace that lives longer and
often requires costly and labor intensive, long-term care services that absorb two-
thirds of overall Medicaid resources. By contrast, low-income children and teens
that comprise 57 percent of program beneficiaries receive less than one-fourth of
Medicaid dollars. The present situation, characterized by limited financing that is
allocated disproportionately, ensures that no one beneficiary group, let alone all of
them, receives sufficient resources for delivering covered services to all eligible
persons.

Furthermore, rigid federal guidelines often discourage state-level Innovation in plan
design that might boost access while limiting costs. In the face of such
programmatic inflexibility, many states must obtain special waivers. In response
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to state requests, the Administration to date has approved 91 Freedom of ChoicA
waiver applications and renewals, which enable states to enroll beneficiaries in
managed care plans. The Administration has also sanctioned 163 new and
renewed Home and Community-Based Service waivers that permit states to use
home care in place of nursing home care, and enable people with disabilities to
remain in their communities instead of institutions. In addition, the Administratir
has approved 12 statewide Medicaid demonstration waivers, known as Section
1115 waivers. The process of obtaining any of these special waivers is costly and
time-consuming. More to the point, however, is the fact that these waivers
represent a temporary and imperfect response to the ongoing fiscal and
programmatic limitations challenging the effectiveness and viability of the MedicaiJ
program. Indeed, the onslaught of waiver applications begs the obvious question:
Why not replace this piecemeal approach to Medicaid state plan design with
comprehensive national reform?

The American Academy of Family Physicians' Viewpoint

Family physicians are fully aware of the strengths and deficiencies of the Medicaid
program since approximately 11 percent of our patients are covered by Medicaid.
As a result of our individual and collective experience with the program, the
Academy realizes that corrective action must be taken soon to ensure that
Medicaid fulfills its original mission without bankrupting federal and state budgets.
Therefore, the Academy is pleased that during the 104th Congress lawmakers
from both parties have likewise recognized the urgency of the Medicaid situation
and developed a number of proposals, such as S. 1795, for restructuring this
troubled program.

As the effort to restructure the Medicaid program moves through the reconciliation
process, the Academy urges Congress to guarantee that this legislation will bring
our health care system closer to achieving universal coverage by increasing the
number of Americans with health care insurance. Lowering the number of covered
individuals is contrary to Academy policy on health insurance. With this overriding
principle in mind, we hope that the Medicaid Restructuring Act of 1996 emerges
from the reconciliation process with strong bipartisan support for program
improvements that guarantee all of our nation's most vulnerable citizens finally
receive medical care.

The Medicaid Restructuring Act of 1996

Many features of this legislation merit Academy support, such as provisions that
allow:

American Academy of Family Physicians Page 2
June 20, 1996
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" state flexibility and experimentation with the design of Medicaid benefit
plans and delivery systems, but with one important qualification --
restructured plans must include a defined benefit package that emphasizes
primary and preventive health care services;

" states' discretion to determine which medical conditions warrant the
expenditure of limited health care resources under the Early and Periodic
Screening, Diagnosis and Treatment (EPSDT) program; and

" retention of federal nursing home quality and safety standards that were
enacted as part of the Omnibus Budget Reconciliation Act of 1987
(OBRA'87).

However, the Academy is concerned about the following elements of the proposal
and would urge they be substantially modified or else removed from the
legislation:

flexibility with respect to program eligibility for children age 13-18 years and
the disabled is unacceptable for the Academy believes such a policy would
result in higher numbers of uninsured individuals -- an undesirable result that
is wholly inconsistent with our policy relating to health insurance. The
Academy recommends that this provision be replaced with one that provides
uniform (not state determined) national eligibility criteria based on income
rather than eligibility for public assistance. In addition, the program should
include coverage for the homeless and otherwise medically uninsurable
individuals;

the Vaccines for Children (VFC) program should be restored to guarantee
that Medicaid-eligible and underinsured children continue receiving free
vaccinations. Vaccinations for children are too important a preventive
measure to be subject to an arbitrary cut as in the current version of this
legislation and, for this reason, the Academy strongly encourages that the
VFC program be fully restored as part of any Medicaid legislation considered
by Congress;

a private right of action for providers must be preserved to ensure that
family physicians and other health care providers have direct access to
federal courts for settling program disputes involving reimbursement,
participation standards, or other possibly questionable features of state
Medicaid plans;

American Academy of Family Physicians Page 3
June 20, 1996
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the provision allowing states to specify in their Medicaid plan the providers
that may deliver covered items and services resembles too closely the
present law's minimum qualifications policy, which requires that providers of
obstetrical and pediatric services to Medicaid recipients be board certified in
those specialties. The Academy adamantly opposes the requirement for
board certification. Physicians should be allowed to deliver all services to
beneficiaries that are within the scope of their training and experience. For
this reason, the Academy recommends that this provision be removed from
the legislation; and

0 the proposal to allow states to pay a lower, Medicaid rate to medical
providers in lieu of the Medicare rate for services delivered to Qualified
(dually eligible) Medicare Beneficiaries should be eliminated from the
legislation. The QMB population is especially vulnerable financially and, in
most cases, could not afford out-of-pocket cost sharing for medical
services. To protect access and coverage for these beneficiaries, the policy
of paying the Medicare rate for QMB medical services should be continued.

Conclusion

Reform of the federal-state Medicaid program will have a profound effect upon the
health care system as a whole. The Academy hopes that this undertaking will
yield a program that at last extends essential health care coverage to all eligible
individuals in a fiscally and medically responsible manner. Please do not hesitate
to call upon the American Academy of Family Physicians as you proceed with
work on the Medicaid Restructuring Act of 1996. Thank you.

American Academy of Family Physicians Page 4
June 20, 1996
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STATEMENT OF THE AMERICAN ASSOCIATION OF RETIRED PERSONS

The Medicaid program is of great concern to older Americans. Approximately two
out of every three nursing home residents rely on the Medicaid program-our na-
tion's only long-term care safety net.

The new proposal-S. 1795--is a clear improvement over the legislation passed
by the Congress last year and vetoed by President Clinton. AARP is pleased that
the new proposal would:

" maintain current nursing home quality and enforcement standards. (The suc-
cessful 1987 law is critical to nursing home residents and their families. Unfor-
tunately, the regulations implementing the law would be repealed.)

" maintain current spousal impoverishment protections. (These protections en-
sure that the spouses of nursing home residents will not be forced into poverty.)

• maintain current financial protections for poor and low-income Qualified Medi-
care Beneficiaries. (These provide essential protections against premiums,
deductibles and copayments for Medicare beneficiaries who cannot afford them.)

" prohibit states from forcing adult children to pay for their parent's nursing
home care. (Earlier proposals could have presented serious financial burdens for
the adult children of nursing home residents.)

" prohibit states from placing liens on the homes of nursing home resident's
spouses. (Earlier proposals could have forced the spouses of nursing home resi-
dents to sell their homes.)

Although these essential consumer protections for low-income older Americans are
now included in the revised bill, a number of serious concerns remain. For these
reasons, AARP cannot support the bill at this time and urges Congress to defer ac-
tion until additional improvements can be made.

" An overarching concern is the repeal of most of Title XIX, rather than amend-
ing--even significantly---current law. This will create many potentially unin-
tended outcomes, compromising important consumer protections.

" The current entitlement would be eliminated and the guarantee of coverage
would be seriously eroded for individual Medicaid beneficiaries. Specifically:
-- States would no longer be required to cover all individuals within currently

mandated eligibility categories.
-States expanding coverage or experiencing growth in Medicaid enrollment

would no longer be assured of receiving a sustained contribution of federal
dollars to help pay for such improvements or expansions. Given the expected
rapid growth in the need for home and community care, this is extremely
troubling.

-Individuals unfairly denied coverage could no longer bring suit in federal
court for relief. In addition, it appears that state suits would be limited to
disputes over coverage for particular benefits, not eligibility for Medicaid in
general.

-Guaranteed coverage for children over age 12 would be explicitly repealed.
* Current income and asset eligibility standards would be repealed. States could

count the value of a person's home in determining whether the applicant meets
the asset test for Medicaid. In general, most states require a single person to
have assets below $2,000 before becoming eligible for Medicaid coverage. How-
ever, current law excludes certain assets from eligibility determinations, includ-
ing a person's home, a car with a market value up to $4,500; household goods
and personal effects worth up to $2,000; burial spaces and up to $1,500 for bur-
ial expenses; and life insurance with a face value of up to $1,500. The new pro-
posal would repeal these exclusions. This could result in individuals (including
those living in the community) being required to give up important resources
in order to become eligible for Medicaid.

" States would be permitted to severely limit services by placing restrictions on
the scope and duration of services rendered (e.g. limiting the number of covered
hospital or nursing home days). States would also be allowed to vary coverage
based on length of residency in the state, where individuals live and on the na-
ture of their particular disability.

* By repealing current protections, states could impose new out-of-pocket costs on
low-income beneficiaries. Specifically:
-States would have complete discretion in imposing cost-sharing for services

(under current law, any cost sharing must be "nominal"), potentially making
benefits unaffordable and inaccessible, or necessitating contributions from
family members.

-- Current rules specifying which nursing home items and services are Medicaid
covered and which ones must be paid for out-of-pocket would be repealed.
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States could limit what Medicaid covers and shift new costs onto low-income
nursing home residents.

Two provisions in the legislation would significantly reduce states' financial re-
sponsibility for Medicaid at the expense of beneficiaries and the federal govern-
ment:
-Thirty-seven states would be permitted to reduce their Medicaid contribution

while still receiving the maximum federal funding match. According to the
Center on Budget and Policy Priorities, this could reduce total Medicaid
spending (state and federal) by $250 billion over 6 years; and

-- States could engage in provider "taxes and donations" schemes that would
permit permit states to receive federal matching dollars without actually
spending state money. In 1991, in response to alarming increases in Medicaid
costs and reports that some states were misusing federal Medicaid funds, a
bipartisan Congress overwhelmingly passed legislation to prohibit such inap-
propriate tax and donation gimmicks.

" Older Americans who are eligible for both Medicare and Medicaid ("dually eligi-
ble") could be required to go into HMOs or other managed care plans that have
strict limits on choice of doctors.

" States could pay for QMB services at Medicaid rates, rather than higher Medi-
care rates as required under current law, thereby jeopardizing access to some

roviders. It is unclear whether states could charge beneficiaries the difference
between the two rates.

" Current minimum standards regarding nursing home estate recovery and trans-
fers of assets would be repealed. Under current law, if an asset is transferred
for less than fair market value, it will be counted as being available to nursing
home residents when they apply for Medicaid eligibility, unless the transaction
took place more than 36 months prior to the application for eligibility. Repeal-
ing this provision risks severe burdens and penalties for nursing home residents
and their families. For example, a grandparent who helped a child or grandchild
with college tuition or a down payment on a first home many years before nurs-
ing home admission-while he or she was healthy and could not have predicted
an oncoming illness--could be denied Medicaid coverage. States could also apply
new rules retroactively.
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STATEMENT OF THE COUNCIL OF WOMEN'S AND INFANTS' SPECIALTY HOSPITALS
(CWISH)

(SUBMITTED BY JAMES WHITING, EXECUTIVE VICE PRESIDENT, TIlE WOMEN'S 11OSPITAL
OF GREENSBORO)

The Council of Women's and Infants' Specialty Hospitals (CWISH) represents ten of
the United States' largest hospitals dedicated to the delivery of high risk obstetrical and
neonatal care to mothers and their infants. CWISH appreciates this opportunity to express its
views with regard to S. 1795, the Medicaid Restructuring Act. Medicaid reform is of
enormous interest to CWISH because Medicaid payments constitute approximately 20% to
45% of the care provided at CWISH hospitals.

Because the major decline in infant mortality over the past 25 years is largely
attributable to better access to the specialty perinatal services provided at hospitals such as
ours, access to these services must be preserved in any Medicaid bill approved by the
Finance Committee. Indeed, the Finance Committee expressly recognized the importance of
access to specialty perinatal care in its fiscal year 1996 reconciliation recommendations
(attached in pertinent pan). CWISH urges the Finance Committee to again include this
report language on access to high risk obstetrical and neonatal services in its 1997
reconciliation recommendations (see further discussion at member one below).

CWISH is concerned that S. 1975, as introduced, may impede access to quality high
risk obstetrical and neonatal services. Accordingly, CWISH asks that the following core
principles be reflected in any Medicaid reform plan approved by the Committee:

Preserve Access to Medically Necessary Preventive, Primary and Specialty

Care;

* Assure Access to High Risk Obstetrical and Neonatal Services;

* Assure Adequate Payment to Providers of High Risk Obstetrical and Neonatal
Services; and

Assure Appropriate Compensation to Hospitals that Serve a Disproportionate
Share of Indigent Patients.
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CWISH additionally asks that the Finance Committee:

Include Attached Reorf Language on High Risk Obstetrical and Neonatal
Service - Section 1521(b) of S. 1975 directs states to develop strategic
objectives and performance goals relating to reductions in infant mortality and
morbidity. As mentioned above, studies show that access to specialty perinatal
care has greatly contributed to declines in the infant mortality rate.
Accordingly, CWISH urges the Committee to include critical repor language
encouraging states to put in place protections so that pregnant women and
babies receive the basic, specialty and sub-secialft care they need in the
facility approriate to their level of risk. The Finance Committee expressly
recognized the importance of access to this care in its fiscal year 1996
reconciliation recommendations (attached in pertinent part) and CWISH urges
that this same language he included in the Finance Committee's fiscal year
1997 reconciliation recommendations.

Should the Committee also choose to include a specific benchmark, CWISH
suggests the inclusion of one of the goals articulated in the U.S. Public Health
Service's Healthy People 2000: "Increase to at least 90% the proportion of
pregnant women and infants who receive risk-appropriate care."

2. Include High Risk Obstetrical and Neonatal Services in the Definition of
Covered Hospital Services - A clause should be added to § 1501(a)(2)(A) of
S. 1975 that expressly includes high risk obstetrical and neonatal services
under covered hospital services.

3. No Arbitrary Coverage L'mits on Medically Necessay Guaranteed Services -
Consistent with the bill's requirement that certain benefits be assured, states'
"complete flexibility in amount, duration, and scope of services" should not
allow, for example, discharge of Medicaid-covered patients unless medically
appropriate. Thus, CWISH urges the Committee to amend the legislation so
that once a Medicaid patient qualifies for one of the guaranteed benefits (i.e.,
inpatient and outpatient hospital services), all medically necessary care will be
provided.

4. Continuous Eligibility - Coverage for women who are Medicaid eligible when
they become pregnant and coverage for their newborn infants should be
required to be continuous from the beginning of prenatal care through the first
year of life. This would foreclose, for instance, administrative delays in
Medicaid coverage of newborn babies born to Medicaid-eligible mothers.

5. Flexibility in Service Delivery - Health care delivery systems that participate in
a state's Medicaid program should be required to have a sufficient number of
providers of specialty services, specifically including perinatal speialty
care, to ensure that such care is available and accessible. In addition, health
care delivery systems should also be required to provide states with assurances
that payments to providers are reasonable and adequate to meet the costs which
must be incurred by efficiently and economically operated facilities.
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6. DsRogotlnae Share ftl1aP DSHi - States should be required to have a
Medicaid DSH program and to target DSH payments to those providers that
serve a disproportionate share of low income individuals, specifically including
specialty perinatal hospitals.

CWISH looks to the members of the Finance Committee to ensure that the above-
noted issues are addressed so that CWISH hospitals will be able to continue providing quality
high risk obstetrical and neonatal services to pregnant women and infants in their
communities, regardless of economic need.

Please call CWISH Washington Counsel Sally Rosenberg (202/778-8056) and Karen
Sealander (202/778-8024) of McDermott, Will & Emery with questions or for additional
information.

Thank you for this opportunity to submit our views.

Enclosure
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States and has added materially to the burden of program adminis-
tration.

On numerous instances, HCFA has attempted to disallow State
claims for Federal match money because of alleged technical flaws
in plan documents. Although the HHS Departmental Appeals
Board and the Federal courts have in many instances overturned
these disallowance determinations, particularly where the sub-
stance of the State operation was in compliant with the general
purpose of the law and the emphasis of 'form over substance," the
appeal process is not always successful and adds unnecessary costs
and burdens to program administration.

HCFA has also disapproved amendments to reimbursement rates
set forth in State plans on numerous occasions because the State
failed to meet rigid regulatory public notice requirements, even
where all affected interests were fully on notice of the changes.

The constant interruption of Federal funding caused by these
regulatory actions, and the burden put on the States that have to
respond to and oppose them, is not necessary to protect the Federal
fiscal integrity. Such "oversight" does not lead to improved services
for recipients--nor is it meant to. Rather, this type of Federal
intervention merely serves to perpetuate a Federal bureaucracy
that is too large too focused on finding fault however technical
and insubstantial, and too far removed from the significant prob-
lems of program administration.

It is time to do away with this kind of regulatory oversight, and
instead empower States to run their programs with only those Fed-
eral provisions that are truly necessary to assure that program
funds are used for purposes intended by the broad aims of the pro-
gram.

Proposed Change
States will be required to establish a written plan describing all

the specific details of its programs and make the plan available to
the general public. States must also submit a copy of the plans to
the Secretary of HHS. States must identify objectives and goals for
providing health care services, and the manner in which the plan
'a designed to meet the objectives and goals.

Goals and objectives related to rates of childhood immunizations,
\|reductions in infant mortality and morbidity, and children withspecial health care needs will be required. Studies show that the-

hgh risk obstetrical and neonatal services provided at Level 1I re-
gonal specialty hospitals have contributed to the decline in U.S. in-
fant mortality over the last 25 years. The Committee encourages
States to put in place protections so that pregnant women and oa-
bles receive the basic, specialty and sub-specialty care they need in
the facility apropriate to their level of risk, including Level m re-
&2onal specialty care, in keeping with The Guidelines for Perinatal
Uare, American Academy of Pediatrics/American College of Obste-
tricians and Gynecologis.

States' plans must dcribe in J the following information:
1. kow the State intends to spend its program funds;
2. State agency roles and responsibilities;
3. U pop tion groups the State plans to cover;,4. En iiit requirements;
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JOINT STATEMENT OF CONCERNED INDIAN TRIBES AND TRIBAL ORGANIZATIONS

MISSISSIPPI BAND OF CHOCTAW INDIANS
ONEIDA TRIBE OF INDIANS OF WISCONSIN

SENECA NATION OF NEW YORK
MENOMINEE TRIBE OF INDIANS OF WISCONSIN
METLAKATLA INDIAN COMMUNITY (ALASKA)

ST. REGIS MOHAWK TRIBE
SITKA TRIBE OF ALASKA

OGLALA SIOUX TRIBE (SOUTH DAKOTA)
STOCKBRIDGE-MUNSEE BAND OF MOHICAN INDIANS (WISCONSIN)

FORT BELNAP TRIBES (MONTANA)
JAMESTOWN S'KALLAM TRIBES (WASHINGTON)

HOOPA VALLEY TRIBE (CALIFORNIA)
SUSANvILLE INDIAN RANCHERIA (CALIFORNIA)

ROSEBUD SIOUX TRIBE (SOUTH DAKOTA)
CONFEDERATED SALISH AND KOOTENAI TRIBES (MONTANA)

ALASKA NATIVE HEALTH BOARD
BRISTOL BAY AREA HEALTH CORPORATION (ALASKA)

NORTON SOUND HEALTH CORPORATION (ALASKA)
MANIILAQ ASSOCIATION (ALASKA)

ARCTIC SLOPE NATIVE ASSOCIATION (ALASKA)
SHOSHONE PAIUTE TRIBES OF DUCK VALLEY INDIAN RESERVATION (NEVADA)

KODIAK AREA NATIVE ASSOCIATION (ALASKA)
YUKON-KUSKOKWIM HEALTH CORPORATION (ALASKA)
SOUTHEAST ALASKA REGIONAL HEALTH CONSORTIUM

EASTERN ALEUTIAN TRIBES, INC. (ALASKA)
CHUGACHMIUT TRIBAL HEALTH CORP. (ALASKA)

To the Chairman and Members of the Senate Finance Committee:

We welcome the opportunity to present this statement concerning the
Indian health provisions of the Medicaid Restructuring Act as included in S.
1795.

The Indian tribes and tribal organizations who submit this statement
operate or represent federally-funded health care programs for American
Indians and Alaska Natives in various states. Altogether, there are over 500
hospitals, health centers, clinics and village health stations in the Indian health
provider network. These facilities are operated either by the Indian Health
Service or by Indian tribes and tribal organizations throughout the country,

Questions may be directed to the co-ponsors Listed at the end of this Statement or to Carol Barbero, Hobbs.
Straus, Dean & Walker, Washington, D.C. 202-783-5 1001 or Rana Altenburg, Broydrick & Associates,
Washington, D.C. 1202-637-06371.
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including in some of the most remote parts of our land. More than 1.4 million
Indian and Alaska Native people depend on this provider network as their
primary source of health care.

Indian Medicaid Objectives. As Congress proceeds to restructure the
Medicaid program, we ask you to be guided by the following paramount objectives:

FIRST: Medicaid coverage for the Indian health care provider
network -- IHS, tribal and urban Indian health programs (collectively referred to
as "I/T/Us") -- must be maintained and protected.

SECOND: Indian health care is -- and should remain -- a federal
responsibility, not a state responsibility. Funding for Medicaid services to
Indians/Alaska Natives through I/T/Us should be supported 100% by federal
funds, with no state match required. This arrangement is intended to preserve
the government-to-government relationship between the United States and Indian
tribal governments.

Analysis of S. 1795 Provisions. IHS facilities, as well as tribal and
urban Indian health facilities have come to depend upon Medicaid as a vital
source of supplemental funding. The Indian provisions of S. 1795 -- primarily
section 1511(h) -- put at risk Indian health provider access to Medicaid
reimbursement. We outline specific problems below:

eThe Supplemental Allocation for Indian Health Service and Related
Facilities is woefully underfunded. The $500 million aggregate six-year funding
level is less than one-fifth of the need estimated by IHS and tribal representatives -
- $2.7 billion over six years.

*The Indian Allocation in sec. 151 1(h)(2)(D) seems to have been
quantified without any regard to historical Medicaid collections at I/r/Us or to
anticipated collections by those providers. For example:

For FY97, the bill would provide only $72 million to fund Medicaid
reimbursements at IHS, tribal and urban Indian facilities. This
sum represents less than 60% of the Medicaid collections that will be
made by the IHS facilities alone in FY96 ($121 million), and less than
25% of the amount needed to fund collections for all I T/ Us in A;Y97 --
$312 million.

eIHS and related facilities have no access to the emergency
.umbrella" fund authorized for states with excess growth in certain population
groups. IHS and tribal representatives have repeatedly cautioned that since there
is no universal source of information on which to precisely calculate L/T/Us'
potential Medicaid collections, provision must be made for an under-estimate.
But we have no protection from shortfalls because Indian/Alaska Natives served
by If/Us have no protected status under the bill or the umbrella fund created in
section 1511(g) for states.
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*The mechanism for distribution of the Indian allocation is
unworkable. The bill would make states eligible to get funds from the Indian
allocation based on the total number of Indian people in the state, rather than on
the level of Medicaid-eligible services provided at lfr/Us. The distinction is
important. Many Medicaid-eligible Indian people live off-reservation and receive
medical services from non-I/T/U providers. The amount a state receives from the
Indian allocation should be related to the Medicaid-eligible services provided at
I/T/Us, not on the entire Indian population in the state.

*There is an error in the bill's provisions that identify which states
would be eligible to access funds from the Indian allocation, and the providers to
whom payments from the Indian allocation can be made. We believe the intent
was that all I/r/Us would be eligible for reimbursements from the Indian
allocation, and that any state with one or more IIr/Us would be eligible to access
Indian allocation funds. But the cross-references to the provision that describes
the LT/Us erroneously cite only to the sub-paragraph on IHS facilities (the "I's"
in the IfF/U abbreviation). Obviously, these references should be to the collective
I/T/U network of IHS-funded providers. [See §§1511(h)(1); 151 1(hX2)(B); and
1512(f(3).]

*Sec. 1503 would allow State plans to assess premiums and require
co-payments for Medicaid coverage, which presumably would be used to help the
State meet its match requirement. No such assessments should apply to
Medicaid-eligible Indians/Alaska Natives served at IHS or related facilities
because a 100% FMAP applies to services rendered by those providers. We would
ask that an express statement to this effect be included in the bill.

Importance of Medicaid to the Indian Health Service Provider
Network. Medicaid is a vital resource for IHS-funded providers. While most
funding for Indian health care comes through appropriations to the IHS, that
budget is chronically inadequate and does not supply sufficient resources to fully
address the health needs of Indian and Alaska Native people. This is why
Congress expressly made IlIS facilities eligible for Medicaid (42 U.S.C. § 1396j),
and Indian health providers have come to rely on these additional resources for
services to Medicaid-eligible Indian people.

Most liTUs are located on or near reservations and remote Alaska
Native Villages. Indian poverty in reservation areas is 3.9 times the average for
the U.S. as a whole -- 50.7% compared with 13.1%. And the povrty rate for
Indian children in reservation areas is 60.3%, or three times the national
average. (1990 Census). Thus, the IHS provider network haii a high Medicaid-
eligible patient population level.

The IHS has recognized that poverty is widely associated with both
poor health status and diminished access to health care. But funding for Indian
health care services to Indian people, primarily supplied by the IllS budget, is low
when compared with other groups in the U.S. population. Even if the entire IIIS
health services budget were devoted to direct health care (which it is not) the FY96
budget would produce only $1,257 per capita for the more than 1.4 million Indian
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people who depend on the IHS provider network for most of their health care. The
per capita amount is even lower when the non-direct care elements such as IHS
headquarters and area office staff expenses; contract support costs for tribally-
contracted programs; and health education are removed from the calculation.

Compare this with a FY94 health care expenditure level of $2,764 per
capita projected for the U.S. civilian resident population (1993 HCFA report
"Health Care Financing Review"). For that same year, FY94, the IHS per capita
health care expenditure was only $1,149, according to HCFA.

The per-person health care spending estimates reported in press
material distributed with the Medicaid Restructuring Act state that Medicaid
funding from state and federal sources will provide an average of $4,038.03 per
person in poverty in 1996. This is more than three times the per-person amount
supplied by the IHS health services budget in FY96.

These statistics reveal that changes in the Medicaid program will
have major implications for the health care needs of poor mothers, children,
disabled, elderly and other Medicaid-eligible Indian/Alaska Native people.
Uninterrupted Ifr/U access to this source of funding is critical to these providers
which, in most locations, are the only source of health care available.

It is important to keep Indian Medicaid a Federal responsibility. S.
1795 establishes a 100% FMAP for medical services provided by IHS and related
facilities. We strongly support this provision, as it signals the sponsors' intention
that the Medicaid services provided by these facilities is a federal responsibility.
But a fully-funded Indian Allocation is also essential to achieving this objective.
If this Allocation is not adequately funded, the un-met burden will either be
shifted to the States or will go un-funded. Either outcome is unacceptable.

If it was intended that the un-met burden be shifted to the states, it is
not so stated in the bill. But by failing to supply enough funds in the Indian
allocation to pay even the known collections from the IHS-owned facilities (let
alone collections from tribal and urban facilities as well), this will be the result.
As noted above, in FY96, the IHS facilities alone will 7ollect $121 million, but S.
1795 would only supply $72 million to the Indian Allocation for the following year,
FY97.

This would mean that a sizable portion of what has been a total
federal responsibility would be shifted to the States when the Indian allocation is
depleted. Since the bill continues the existing law's 100% FMAP for Medicaid
services provided at IHS facilities, technically, all federal dollars would be used to
make these reimbursements. But of course, this would mean that fewer federal
dollars are available for a State's other Medicaid obligations, thus obliging the
State to meet those obligations with State resources.

This burden-shifting to the States creates a distinct incentive for state
plans, especially those that contract with managed care providers with capitated
rates, to exclude I/T/Us from eligible provider status. When a Medicaid-eligible
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Indian is served by an IflYU that has been denied eligible provider status, the
State Medicaid program saves money by not having to pay for the health care
supplied. And since the mission of the IHS-funded facilities is to provide health
care to Indians/Alaska Natives, those facilities cannot turn these Medicaid-
eligible patients away. We would also add that in many areas of Indian Country,
there is no other provider from which to seek health care.

If a state does not provide eligible provider status to I/T/Us, the
I/T/Us would be serving Medicaid-eligible patients with n Medicaid
reimbursement. This, in fact, is what is happening aw in some States who are
designing managed care programs under Medicaid waivers.

We do not believe that the sponsors of S. 1795 intended to create such
disincentives to full participation in the Medicaid program by IHS, tribal and
urban Indian health programs. The cure for this defect is to fully fund the Indian
Allocation and to require state plans to include IJT/Us as Medicaid-eligible
providers.

We believe that the States concur with the policy of full funding for
the Indian allocation. During last year's debate on the Medicaid Transformation
Act, Governors from ten states with high Indian/Alaska Native populations
expressly sought a separate Indian allocation to reimburse States 100% for
Medicaid payments to I/T/Us. And the National Governors Association's
February, 1996 Medicaid policy paper sought creation of a separate "special
grant" for reimbursements to IHS and related facilities (I1r/Us) which would be
accessed without a State matching contribution.

Premiums and Cost-Sharing. As noted above, Section 1503 of the
Medicaid Restructuring Act would allow States to assess premiums and require
co-payments from most Medicaid beneficiaries. It would be incompatible with the
whole notion of federal responsibility for Indian health if these state premium or
co-payment requirements could be imposed on Medicaid-eligible Indians/Alaska
Natives served by the IHS provider network to which a 100% FMAP applies. This
100% FMAP implements the special responsibility of the United States for Indian
health care, one of the several responsibilities the United States took on in return
for the land and other resources relinquished by tribes. In essence,
Indians/Alaska Natives truly have the first pre-paid health plan. They should not
now face a possible state-imposed assessment for health care provided by IHS-
funded programs.

We therefore ask the Committee to amend the bill to include an
express prohibition against imposing any premium or cost-sharing obligations on
Indians/Alaska Natives served by IT/Us.

Tribal Consultation. We are pleased that the bill (Sec. 1573) seeks to
require a state plan to mention how it will provide medical assistance to IHS
facilities and to encourage consultation with Indian tribes. We would ask,
however, that this section be amended (1) to include mention of all facilities in
the IHS provider network -- IHS, tribal and urban Indian programs, as described
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in Sec. 1512(0(3) - and (2) to require that these providers be eligible for Medicaid
reimbursement under the state plan.

We thank the Committee for this opportunity to share our views on
this critical program. Questions concerning the issues discussed in this
statement may be directed to any of the sponsoring tribes or tribal organizations,
or to Carol Barbero at Hobbs, Straus, Dean & Walker, Washington, D.C., [202-783-
51001 or Rana Altenburg, Broydrick & Associates, Washington, D.C. [202-637-
0637). Your consideration of our comments is very much appreciated.
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STATEMENT OF THE DEMOCRATIC GOVERNORS' ASSOCIATION

(SUBMI'TI'ED BY GOVERNORS MILLER, ROMER, CHILES, AND CARPER)

In February, the Nation's Governors unanimously endorsed proposals to reform our
welfare and Medicaid systems. We testified before you with our Republican colleagues
on our shared hope for bipartisan reform of the Medicaid and welfare systems this year.
Since that time the Republican leadership has introduced S. 1795, a bill to reform the
Medicaid and welfare systems. We submit written testimony to offer our comments on
this bill.

Medicaid

We want to say in the clearest terms possible: the bill before you does not reflect the
NGA agreement as it pertains to Medicaid. We know. We were the governors who
negotiated that agreement.

Before we discuss how S. 1795 differs in critical and substantial ways from the NGA
agreement, we must say that we are troubled by public statements that have been made
about this proposal. The congressional majority took our bipartisan work and spent more
than three months developing legislation. During that period there was no contact either
by members of the committees or staff with the bipartisan NGA, with Democratic
Governors or our staff. While committee staff were drafting this bill, a bipartisan group
of governors continued to meet to develop the details of the NGA proposal. We reached
greater clarity on issues including the funding formula, the definition of disability,
policies on comparability and state-wideness of benefits and policies related to amount,
scope and duration of benefits. The results of these negotiations-are not included in S.
1795.

We understand and respect the Finance Committee's responsibility and authority to draft
Medicaid legislation. Our only objection is to the content of S. 1795 and efforts to
describe that bill as the NGA proposal.

How the bill is inconsistent with the NGA agreement on Medicaid

The most obvious failing in the bill is in the financing formula. S. 1795 essentially
recreates the block grants in earlier bills, thereby abandoning the NGA policy. The
funding formula is critical because a guarantee to provide coverage without sufficient
funding is a meaningless guarantee.

The NGA policy calls for a base allocation to each state using 1993, 1994 or 1995 actual
Medicaid expenditures. The bill is inconsistent with the policy. The bill uses the 1996
numbers that appeared in the Medigrant bill. While these figures were generated with the
input of Republican Governors, Democratic Governors were not invited to participate in
this process. Many states have discovered that the figures in the bill do not match any
actual data for that state. Actual baselines must be used if the bill is to comply with the
NGA policy.
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The NGA policy says that the formula for growth must account for estimated changes in
each state's caseload. The growth portion of the formula in the bill is completely
different. It has two serious flaws. First, the formula in the bill is not based upon an
estimate of caseload or changes in case-mix.

This is entirely inconsistent with the NGA policy which is based upon the principle that
federal funds should follow the people served by the program.

Second, growth rates in the allocation to each state are severely constrained by floors and
ceilings. These constraints prevent states from actually receiving the funds associated
with expected caseloads. The floors and ceilings so completely overwhelm the so-called
"needs-based formula" that states would not have their needs met at all. At least 15 states
are fully capped in advance. No matter how much the expected caseload might increase
in Florida or Nevada, those state's allocations will increase by no more than 7.22% per
year because that is the program cap. Meanwhile, many other states are guaranteed a
significant rate of growth (4.33%) even if they are losing population and caseload.

The NGA policy calls for an umbrella fund that guarantees states a per-beneficiary
payment for actual enrollees who were not accounted for in the growth estimates. The
fund in S. 1795 is entirely different and inadequate. First, it is impossible for the fund to
cover enrollees not included in the estimates because. as noted above, there are no
estimates of caseload in the bill's formula. In addition, the umbrella only covers
unanticipated caseload for one year. If a state experiences a recession that lasts more than
one year (not an uncommon event) the umbrella is of no use. It is inappropriate to require
states to cover certain populations and then not provide one dollar of federal support for
people whose coverage is "unanticipated."

The NGA policy says that disproportionate share hospital (DSH) funds will not grow for
states where DSII accounts for more than 12 percent of the Medicaid program. The bill
does not comply with this provision. Instead, even states with excessive DSH programs
will have the full growth rate in the formula applied to their DSII funds.

The dynamics of a capped medical assistance program are very different from those of
the current Medicaid program. Under current law, if one state receives excess money,
either through the DSH program or other means, the burden falls on the federal taxpayer,
but not on other states. Under the proposed Medicaid block grant, states would be in
competition for limited resources. Where the bill diverges from NGA policy and
provides a higher level of funding for certain states, those funds are taken directly from
the citizens of another state where they may be needed simply to support a basic
Medicaid program.

The NGA formua was crafted with great care to balance legitimate, competing needs.
S. 1795 fails to adhere to that formula, and has upset that careful balance. Because the
formula has been modified in a manner that will assist certain states, some governors will
certainly support the formula in the bill. However, this committee should not interpret
support by those governors as a statement that S. 1795 is consistent with the NGA
funding principles.
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Committee staff has indicated they had no choice but to reject the NGA formula because
GAO could not generate state-specific funding estimates using the NGA formula. That
complaint rings hollow. The staff made no effort to work with us to clarify the formula.
We can only interpret this excuse as a cover for the staff's desire to return to the block
grant formula negotiated in a partisan process and rejected by the NGA.

While closer to the NGA proposal in some of its other features, the bill contains other
serious flaws in its design of the program. The NGA proposal says that the guarantees of
coverage and the set of benefits "remains" for certain populations and certain services.
Some of the features of the bill so fundamentally change the nature of that guarantee that
one cannot say that those guarantees remain -- certainly not in a form anything like what
the NGA proposal contemplated. Specifically, permitting unlimited copayments and
deductibles, residency requirements, family financial responsibility, and other similar
provisions completely undermine the guarantee of health care services to our most needy
citizens.

We raise these issues not because we do not trust states or because we believe the federal
government needs to tell states how to administer their programs. Rather, we believe
these provisions are important to guarantee the continued commitment of the federal
government to this program. If states in difficult budget times can dramatically scale
back coverage while receiving the same amount of federal funds, political support for this
program at the federal level will wane. We believe there is value in a federally-defined
safety-net, while we desire the flexibility to administer our programs in the most
appropriate manner. We believe that the flexibility to define away the guarantee of
coverage will undermine the program and harm ",II states.

There are some areas where Democratic Governors fought for a position in the NGA
policy, but we were not successful. We knew that, to achieve bipartisan consensus, we
needed to give on some issues in order to gain on others. As we read S. 1795, it largely
reflects the negotiating position of the Republican Governors when we began bipartisan
discussions in November of 1995. Rather than retaining the balance the governors
negotiated, the bill picks and chooses issues, adopting the positions Republican
Governors felt were most critical, while rejecting the most important issues for the
Democratic Governors. Since S. 1795 stays so far from our compromise, we think it is
important to bring to the committee's attention some of the issues where Republican
Governors prevailed.

S. 1795 changes the federal matching formula, creating the possibility that more than
$120 billion of state funds will be withdrawn from the Medicaid program over the next
seven years while states continue to draw federal matching funds. The bill eliminates the
guarantee of coverage for poor children age 13 to 18 that is being phased in under current
law. It eliminates the standard federal definition of disability that is used to establish
Medicaid eligibility. All of these provisions are consistent with our policy, but warrant
the same reexamination that you have undertaken with respect to the formula. If the
committee is going to consider legislation that is not based upon NGA policy, it should
take a close look at each of these issues.
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Governors negotiated a Medicaid policy in good faith. This Congress has rewritten our
agreement and attempted to pin our bipartisan name on a bill that was written without the
participation of a single Democratic Member of Congress or Democratic Governor. We
would like very much to work with you on this issue. However, that work needs to
proceed on the same bipartisan basis the Governors used. These important issues will
never be resolved if partisan politics guide your work.

Welfare

While serious and significant differences remain on how to reform the Medicaid system,
the same is not true for welfare.

And although there is no doubt that welfare and Medicaid are inextricably linked in
practice, it has not been the position of the NGA that they must be united in one
legislative package. We believe that a strategy that insists on linking welfare and
Medicaid dooms hope of bipartisan agreement and legislative success for reform of either
program.

We believe that the welfare title of the Republican leadership's bill represents strong,
positive movement in the welfare debate. S.1795 is significantly better than Hl.R. 4 in
many respects and reflects the bipartisan agreement of Governors in many important
areas.

S. 1795 includes $4 billion in additional resources for child care. [he NGA bipartisan
welfare agreement recommended the inclusion of $4 billion in additional resources for
child care. S. i 795 supports governors in their understanding that adequate child care is
critical to the success of welfare-to-work efforts. Access to affordable, quality child care
is the number one barrier to self-sufficiency faced by mothers currently receiving
benefits.

S. 1795 includes $2 billion for an economic contingency funds for states. NGA
recommended that there be at least $2 billion in economic protection for states in times of
economic downturns and/or increases in unemployment or child poverty. S. 1795
supports the funding levels recommended by the NGA and includes a more responsive
trigger, consistent with the NGA agreement.

S. 1795 includes additional resources for performance incentives for states. The NGA
proposal recommended the inclusion of incentives in the form of cash bonuses to states
that exceed specified employment-related performance target. Governors believe that,
along with state sanctions for poor performance, there should be rewards for states that
perform well.

There are, however, some areas where S. 1795 does not reflect the NGA agreement.

S. 1795 does not include the NGA recommendations on how to measure work
participation.
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Governors believe that in order to measure work participation states must count
individuals who leave welfare for work. If states are not permitted to count persons who
leave the roles to go to work in the work participation rate, the work measure is flawed
and states' ability to succeed according to prescribed participation rates will be severely
diminished. We urge Congress to revise the work participation calculation to reflect the
NGA agreement.

S. 1795 caps the excess shelter deduction in the Food Stamp Program. Although the Food
Stamp Program is not within the jurisdiction of the Finance Committee, it is important to
note that S. 1795 does not reflect the NGA agreement in this area.

NGA recommended that the cap on the shelter deduction included in lI.R. 4 be rejected
by Congress. A cap on the excess shelter deduction in the Food Stamp Program would
have a disproportionate impact on the poorest families with children and would result in
over a $1 billion more in savings from the Food Stamp Program. We urge Congress to
eliminate the cap on the excess shelter deduction in the Food Stamp Program.

S. 1 795 includes unnecessary restrictions on states' access to the economic contingency
fund.

The NGA policy supports the $2 billion contingency fund included in S. 1795, however,
S. 1795 includes additional restrictions on states' access to the contingency fund not
supported by NGA policy. The contingency fund must be adequately funded and
appropriately responsive to states' economic circumstances. We urge Congress to
eliminate the unnecessary restrictions on states ability to draw down assistance.

S. 1795 includes a 20 percent reduction in funds for the Social Services Block Grant
(SSBG).

States use a significant portion of their SSBG funds for child care assistance for low
income families. It is counterintuitive to include new money for child care in one
instance and snatch it away in another. We urge you to reject the additional cuts in the
Social Services Block Grant.

S. 1795 includes new restrictions on states' abilities to provide services to families. The
NGA supports time-limits as applied to cash assistance. The NGA policy does not
support the application of a time-limit on non-cash assistance. S. 1795 would prohibit
states from using the block grant for important work supports such as transportation
vouchers or job retention counseling. It would also prohibit state discretion to provide in-
kind services in particular circumstances. We urge Congress to impose the time-limit on
cash assistance only.

Although we have used this opportunity to discuss some of the remaining issues on
welfare reform, our primary message on welfare continues to be that we believe
bipartisan welfare reform is within reach. Congress has come a great distance on welfare
in the last year and S. 1795 is consistent with the NGA welfare policy in many important
areas. We urge Congress begin bipartisan discussions on welfare and to move a welfare
bill as soon as possible.

It has always been our hope that legislation to reform both the welfare and Medicaid
programs could be enacted this year. The content of S. 1795 suggests that the governors'
proposal on welfare is within reach, while our proposal on Medicaid is not likely to be
adopted by this Congress. We would be very disappointed to see welfare reform lost in a
battle over Medicaid. Therefore, unless this Congress is willing to substantially modify
its approach to Medicaid, we would urge you to enact welfare reform in a separate bill
and allow states to continue our efforts to improve this program.
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June 10, 1996

The Honorable Thomas J. Bliley, Jr.
Chairman
House Committee on Commerce
2125 Rayburn House Building
Washington, D.C. 20515

The Honorable William Archer
Chairman
House Committee on Ways and Means
1102 Longworth House Building
Washington, D.C. 20515

The Honorable William V. Roth, Jr.
Chairman
Senate Committee on Finance
205 Dirksen Senate Office Building
Washington, D.C. 20510

The Honorable E. Clay Shaw, Jr.
Chairman
Subcommittee on Human Resources
1102 Longworth House Building
Washington, D.C. 20515

Dear Chairmen Roth, Bliley, Archer and Shaw:
N

We commend you on the excellent progress you have made in moving
toward meaningful Medicaid and welfare reform. During our annual National
Governors' Association meeting, our objective was to produce policy that would
serve as a guide for federal legislators in restructuring the Medicaid and welfare
programs. The extraordinarily close parallels between the NGA policy and HR
3507/S 1795, the 'Personal Responsibility and Work Opportunity Act of 1996" and
the "Medicaid Restructuring Act of 1996," satisfies this objective to an extent that
may be unprecedented in the recent history of federal legislation.

HR 3507 and S 1795 differ significantly from the vast majority of federal
legislative initiatives in that they are based on reform principles developed by the
nation's governors and experts who actually run the programs that are being
reformed. As legislators at the local, state and federal levels seek to restore
balance in their lawmaking and regulatory relationships, this achievement is a
landmark step forward.

More important than its respect for state and local experience, however, is
the Medicaid Restructuring Act's provisions that promise the more effective,
personally responsive and higher quality medical assistance needed by millions of
vulnerable Americans. Like the NGA policy, the Act guarantees coverage to
protect pregnant women, children, the elderly, the disabled and public assistance
recipients. The Act also guarantees a generous package of benefits also
addressed in the NGA policy, including a wide array of services provided by
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The Honorable William V. Roth, Jr.
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hospitals, physicians, nurse practitioners and nurse midwives; nursing facility
and home health care providers; and community and rural health centers.

The similarities between the NGA policy and the Medicaid Restructuring
Act extend to the financing structure as well. The Act establishes three distinct
funding sources which will distribute more money to all states and territories
than has ever been available under the current Medicaid program: a caseload-
driven 'base allotment* which employs differential rates of growth to remove
existing disparities in the state funding; an open-ended "umbrella fund" which
provides additional resources on a per capita basis to states experiencing
unanticipated program needs; and special grants to states in which Native
Americans reside and with large populations of illegal aliens. This financing
structure is more responsive and equitable than any other reform proposal we
have reviewed.

Finally, the Medicaid Restructuring Act embraces the NGA policy
concerning consumer protection, operation flexibility and program integrity. In
fact, the Act retains current law with regard to recipient protections that extend to
spouses and adult children of nursing home residents. The Act also provides
states with unprecedented flexibility to operate and administer their Medicaid
program to foster much-needed innovations and improvements in service
delivery. The Act strengthens existing measures to prevent waste, fraud and
abuse and to insure internal and independent audits and evaluations.

Like the NGA policy, the Personal Responsibility and Work Opportunity Act
includes important revisions to HR 4 supported by the nation's governors. These
include: an additional $4 billion for child care; an additional $1 billion for the
Contingency Fund; a reduction in mandatory hours of work for single parents
from 35 to 25 hours per week; an increase in the exemption from the 5-year time
requirement from 15% to 20%; a delay in the effective date for data reporting and
penalty provisions; elimination of the two-tier structure for Supplemental Security
Income; expansion of state funding for child support enforcement; and complete
restoration of the entitlements on foster care and adoption.

Most importantly, the Personal Responsibility and Work Opportunity Act
recognizes that continuation of the current failed welfare system is unacceptable.
The piecemeal waiver process is too little, too late and too slow for people who need
help. This burdensome process allows Washington bureaucrats to sit in
judgment over welfare packages developed in our states. While the current
system only allows us to tinker around the edges, this Act will allow the states to
move boldly and aggressively on initiatives to break the cycle of dependency and
make welfare a hand up instead of a hand out.
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In short, the NGA policy on which the Medicaid Restructuring Act is
founded establishes important coverage and benefit guarantees while protecting
consumers and transforming the Medicaid program into a less bureaucratic and
more responsive health care safety net that can better meet the needs of
disadvantaged individuals and families. The NGA policy on which the Personal
Responsibility and Work Opportunity Act is founded calls for a restructured
welfare system that reallocates responsibilities among levels of government,
maximizes state flexibility and focuses on work and self-sufficiency. With the
additional funding and enhanced flexibility this legislation provides, we are
confident that the states will be able to provide medical assistance to many more
vulnerable Americans and move more people from the welfare rolls and onto
payrolls.

Again, we commend you for your efforts, as well as for your heartfelt
commitment to the health and welfare needs of American families and for your
willingness to respect and involve the input and experience of America's
laboratories of democracy - the states.

Sincerely,

Governor Steve Merrill

JE/Ir:dc


