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(1)

To the Congress of the United States:
I hereby submit to the Congress a plan to achieve a balanced

budget not later than the fiscal year 2002 as certified by the Con-
gressional Budget Office on January 6, 1996. This plan has been
prepared by Senator Daschle and if passed in its current form by
the Congress, I would sign it into law.

WILLIAM J. CLINTON.
THE WHITE HOUSE, January 6, 1996.





(3)

BALANCED BUDGET HIGHLIGHTS

Balances The Budget In 7 Years Under Congressional Budget Of-
fice Scoring

Achieves Over $600 Billion Of Deficit Reduction
Cuts Taxes For Families With Children, Provides Deductions For

Higher Education, and Increases Savings Through IRAs.
Extends The Solvency Of The Medicare Part A Trust Fund

Through 2011.
Protects Medicare And Medicaid Recipients
No Cuts In Student Loans; Funds Key Investments In Education,

The Environment, And Science And Technology
Contains Zero Special Interest Giveaways, Spenders, And Outyear

Deficit Busters
Triggers Accelerated Deficit Reduction; Tax Cuts; And Investments

In Education, And Other Priorities As CBO Deficit Targets Are
Exceeded

THE INVESTMENT DIVIDEND

Triggers Dividends if Economic Performance Exceeds CBO Expec-
tations

CBO/OMB Baseline Differences Total $194 Billion Between 1996
and 2002

Dividend Allocation:
1⁄3 For Additional Deficit Reduction
1⁄3 For Additional Tax Cuts
1⁄3 For Additional Investments

Allocation Of Dividend Results In:
Total Tax Cuts—$147 Billion
Investments—$23 Billion Above a Freeze
Surplus—$29 Billion in 2002



4

BALANCED BUDGET PROPOSAL
[In billions of dollars]

1996 1997 1998 1999 2000 2001 2002 7-year

CBO December Baseline ............................... 172 183 183 195 204 211 228 ............
Take full BLS adjustment .................... 0 0 ¥2 ¥2 ¥3 ¥5 ¥6 ¥17

Revised Baseline ............................. 172 182 181 193 201 206 223 ............

Discretionary ................................................. ¥12 ¥7 ¥14 ¥30 ¥47 ¥75 ¥110 ¥295

Mandatory:
Medicare ............................................... ¥0 ¥3 ¥6 ¥12 ¥19 ¥26 ¥35 ¥102
Medicaid ............................................... 0 ¥0 ¥2 ¥7 ¥10 ¥13 ¥19 ¥52
Farm programs .................................... 0 0 0 0 0 0 0 0
FCC spectrum auction ......................... ¥0 ¥2 ¥3 ¥4 ¥3 ¥3 ¥7 ¥21
Welfare (outlays and revenues) ........... ¥1 ¥5 ¥6 ¥7 ¥8 ¥8 ¥9 ¥43
EITC ...................................................... ¥0 ¥0 ¥0 ¥0 ¥0 ¥0 ¥0 ¥2
Student loans ....................................... 0 0 0 0 0 0 0 0
Veterans programs ............................... ¥0 ¥0 ¥0 ¥1 ¥1 ¥1 ¥1 ¥6
Federal retirement/Postal benefits ...... ¥1 ¥2 ¥3 ¥3 ¥3 ¥3 ¥4 ¥19
Banking and housing .......................... ¥4 0 0 0 0 0 ¥1 ¥4
Other mandatory .................................. ¥1 ¥1 ¥1 ¥1 ¥1 ¥1 ¥2 ¥2

Total Mandatory ............................... ¥8 ¥13 ¥22 ¥36 ¥46 ¥56 ¥78 ¥259
Tax Cuts ........................................................ 3 13 14 16 22 17 2 87
Corporate Loopholes and other ..................... ¥2 ¥6 ¥7 ¥9 ¥10 ¥12 ¥14 ¥60

Total Policy Changes ....................... ¥19 ¥13 ¥31 ¥60 ¥85 ¥131 ¥205 ¥544
Net interest ................................................... ¥0 ¥2 ¥3 ¥5 ¥9 ¥15 ¥24 ¥57

Total Changes ................................. ¥20 ¥15 ¥34 ¥65 ¥93 ¥146 ¥229 ¥602
Plan Deficits ................................................. 153 167 149 130 110 65 ¥1 ............

Distribution of Possible Investment Dividend

CBO/OMB baseline differences ..................... ¥12 ¥6 7 24 38 61 82 194
Assume 1⁄3 for deficit reduction .......... ¥4 ¥2 2 ¥8 13 20 27 65
Assume 1⁄3 for tax cuts 1 ..................... 0 0 0 0 13 20 27 65
Assume 1⁄3 discretionary 1 ................... 0 0 0 0 13 20 27 65

Adjusted Deficits with Dividend ................... 157 169 147 122 98 45 ¥28 ............
Adjusted Tax Cuts with Dividend ................. 3 13 14 16 34 38 29 147

Adjusted Discretionary with Dividend .. ¥12 ¥7 ¥14 ¥30 ¥34 ¥55 ¥83 ¥235
Comparison to BA freeze ..................... ¥4 2 ¥3 2 14 11 1 23
Comparison to Republican Offer ......... 6 23 25 26 34 35 26 174

1 Effective only in last 3 years.
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MEDICARE

This proposal implements reforms that strengthen and improve
Medicare, reducing its rate of growth by $102 billion (net) over
seven years and guaranteeing the solvency of the trust fund for
more than a decade. Specific reforms provide seniors with more
choices of private health plans, improve Medicare’s fee-for-service
program by making it more efficient and responsive to beneficiary
needs, tackle fraud and abuse through programs applauded by law
enforcement officials, reduce the rate of growth of provider pay-
ments, and extend the 25% Part B premium.

HIGHLIGHTS OF PROVIDER PAYMENT REFORMS AND PROGRAM SAVINGS

Hospitals ($40 B). Reduces inflation update for hospitals and
payments for capital and indirect medical education; reforms pay-
ments for graduate medical education.

Managed Care ($22 B). Reforms payments by using reasonable
rate of growth limits on updates for managed care payments, re-
moving payments made for disproportionate share and medical
education and reducing current geographic variation in payments.

Physicians ($15 B). Reforms physician payments by collapsing
the current three conversion factors into a single update for all
physicians; replaces current ‘‘volume performance standards’’ with
a ‘‘sustainable growth rate.’’

Home Health Care ($9 B)/Skilled Nursing Facilities ($7 B). Im-
plements a series of interim payment reforms before the establish-
ment of separate prospective payment systems for home health
care and skilled nursing facilities.

Fraud and Abuse ($7 B). Introduces aggressive and comprehen-
sive policies to stamp out Medicare waste, fraud, and abuse and ex-
tends and enhances Medicare secondary payor policy.

Other Providers ($5 B). Freezes or reduces payments for durable
medical equipment and ambulatory surgical centers.

Beneficiaries ($7 B). Requires beneficiaries to pay 25% of Part B
costs.

PROVISIONS TO IMPROVE RURAL HEALTH CARE

This proposal implements a variety of measures to enhance ac-
cess to and quality of health care in rural areas. These include an
extension of Rural Referral Center program, direct Medicare reim-
bursement for nurse practitioners and physician assistants, im-
provements to the Sole Community Hospital program, and an ex-
pansion of the Rural Primary Care Hospital program.

PROGRAM IMPROVEMENTS AND PREVENTIVE BENEFITS (+$11 B)

A series of reforms transform the fee-for-service program from a
bill-paying insurance program into a responsive health plan by giv-
ing Medicare the authority to adopt the same types of purchasing
and quality techniques pioneered by private sector payers. The pro-
posal also expands and improves Medicare managed care by (1) en-
suring beneficiary protections while increasing the types of plans
(including PPOs and PSNs) available to seniors and (2) instituting
a coordinated annual open enrollment process during which bene-
ficiaries use comparative information to choose among managed
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care and supplemental insurance options. A preventive benefits
demonstration program provides respite care for Alzheimer’s pa-
tients, annual mammograms and elimination of mammography co-
insurance, and colorectal cancer screening.

MEDICAID

This proposal would reform the Medicaid program rather than
repeal it, guaranteeing health and long-term care coverage for all
Medicaid recipients. It achieves $51.7 billion in savings in a re-
sponsible manner by limiting spending on a per person basis (a
‘‘per capita cap’’) and reducing and retargetting Medicaid Dis-
proportionate Share Hospital (DSH) payments to hospitals that
serve large numbers of Medicaid and uninsured patients. The plan
provides special payments for Federally Qualified Health Centers
and States that have large numbers of undocumented immigrants,
and gives States additional flexibility to allow them to more effi-
ciently administer their Medicaid programs. Finally, this plan
would retain current nursing home quality standards as well as
spousal impoverishment protections and provisions that protect the
financial resources of adult children whose parents are in nursing
homes.

SAVINGS PROPOSALS

Per Capita Cap ($22.2B). A per capita cap would limit the
amount of Federal spending per eligible person while retaining cur-
rent eligibility and benefit guidelines. This approach guarantees
that the elderly, disabled, and pregnant women and children meet-
ing certain criteria will continue to be eligible for health benefits
while reducing the rate of increase in Medicaid spending to a level
that is sustainable for States and the Federal government.

Disproportionate Share Hospital Payments ($29.5B). Dispropor-
tionate Share Hospital (DSH) payments would be reduced and re-
targeted to specific institutions, including public hospitals, chil-
dren’s hospitals, Federally Qualified Health Centers and Rural
Health Clinics. An additional fund is created for States with large
numbers of undocumented immigrants.

PROVISIONS TO INCREASE STATE FLEXIBILITY

Boren Amendment. This plan repeals the Boren Amendment,
eliminating provider payment requirements that are imposed on
States.

Managed Care. This plan would allow States to move toward
managed care and other types of cost-effective arrangements with-
out Federal waivers.

Home and Community Based Care. States would be allowed to
move populations needing long-term care from nursing homes to
home and community based care without having to seek Federal
waivers.

PROTECTIONS FOR LOW-INCOME SENIORS AND NATIVE AMERICANS

Retains current policy of assisting low-income seniors by assum-
ing responsibility for their Medicare premiums, copayments, and
deductibles and retains current payment protections for Medicaid-
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eligible Native Americans treated in Indian Health Service facili-
ties.

WELFARE REFORM SAVINGS

The plan will move welfare recipients to work while protecting
children saving about $45.7 billion over 7 years. The plan essen-
tially follows the House Democratic Coalition plan with some modi-
fications.

SSI/Disabled Children: New eligibility standards for childhood
disability benefits would begin as soon as possible for new appli-
cants. For children currently receiving SSI, a one year transition
period would be granted with disability reviews beginning in 1997
to be completed by 1998. Full cash benefits for all eligible children
would be retained.

Child Care: A total of $11.8 billion is included for child care,
which is $3 billion above baseline ($8.8 billion) for child care assist-
ance for those welfare recipients required to work, transitioning
from welfare to work, and the working poor. This is in addition to
the $1 billion per year in discretionary funding authorized under
the Child Care Development Block Grant. Existing child care pro-
grams would be consolidated into the Child Care Development
Block Grant.

Nutrition programs: Cuts in food stamps would be about $20.6
billion and cuts in child nutrition programs would be $3.3 billion
for a total of $23.9 billion in savings. There would be no block
grants under the Food Stamp program. There would be no food
stamp overall cap. There would be no child nutrition block grants,
but child nutrition spending would be reduced by about 6% in
2002. There would be tighter targeting of food subsidies for Family
Day Care Homes and meal reimbursement rates would be rounded
down to the nearest cent for child nutrition programs.

Noncitizens: About $5 billion would be saved by deeming sponsor
income until citizenship.

Title XX (Social Services Block Grant): Cuts $1.9 billion.
Cash Assistance: AFDC would be terminated and replaced by a

new conditional entitlement of limited duration. There would be a
5 year maximum time limit with a state option for vouchers at the
end of that period to assist children.

EITC: Improved compliance and inclusion of capital gains income
in determining the credit would save about $2 billion.

Dependent Care Tax Credit: As under the Coalition plan, the
DCTC would be made refundable and phased out between $60,000
and $80,000 of AGI.
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U.S. CONGRESS,
CONGRESSIONAL BUDGET OFFICE,

Washington, DC, January 6, 1996.
Hon. NEWT GINGRICH,
Speaker of the House of Representatives, Washington, DC.

DEAR MR. SPEAKER: The Congressional Budget Office (CBO) has
prepared a preliminary analysis of the President’s budgetary sub-
mission of this date. The analysis is based on draft legislative lan-
guage or on other descriptive material provided by staff. It employs
CBO’s updated economic and technical estimating assumptions,
which incorporate the economic effects of balancing the federal
budget by 2002 and are described in the CBO memorandum ‘‘Eco-
nomic and Budget Outlook: December 1995 Update.’’ The analysis
also assumes, as specified by staff, that the projected adjustment
to reduce the formula bias in the consumer price index (CPI) will
reduce the rate of growth of the CPI by 0.3 percentage points a
year, which is the upper end of the range estimated by the Bureau
of Labor Statistics. CBO’s December baseline assumes a reduction
near the middle of the range.

Under these assumptions, the proposal would result in deficits of
$153 billion in 1996 and $167 billion in 1997 and a surplus of $1
billion in 2002. Compared to the CBO baseline, the proposal would
reduce the deficit by $220 billion over the next five years and by
$583 billion over the 1996–2002 period. Table 1 summarizes the
proposed policy changes. Table 2 shows the estimated savings from
the changes in direct spending and revenues that would result
from enactment of each title of the proposal.

Sincerely,
PAUL VAN DE WATER

(For June E. O’Neill, Director).
Attachments.

TABLE 1.—DEMOCRATIC PLAN CHANGES FROM CBO’S DECEMBER BASELINE
[By fiscal years, in billions of dollars]

1996 1997 1998 1999 2000 2001 2002
Total

1996–
2002

CBO December Baseline Deficit 1 ................. 172 182 183 195 204 211 228 *
Baseline Adjustments 2 ................................. 0 0 ¥2 ¥2 ¥3 ¥6 ¥6 ¥19

Adjusted December Baseline ........................ 172 182 181 193 201 205 222 *

Democratic Plan Policies:
Outlays:

Discretionary 3:
Freeze 4 ............................... ¥8 ¥9 ¥11 ¥32 ¥49 ¥66 ¥84 ¥258
Savings relative to freeze .. ¥4 2 ¥3 2 2 ¥9 ¥26 ¥37

Subtotal ......................... ¥12 ¥7 ¥14 ¥30 ¥47 ¥75 110 ¥295

Mandatory:
Medicare ............................. (5) ¥3 ¥6 ¥12 ¥19 ¥26 ¥35 ¥102
Medicaid ............................. 0 (5) ¥2 ¥7 ¥10 ¥13 ¥19 ¥52
Other .................................. ¥7 ¥9 ¥12 ¥15 ¥15 ¥15 ¥22 ¥95

Subtotal ......................... ¥7 ¥12 ¥21 ¥34 ¥45 ¥54 ¥76 ¥249
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TABLE 1.—DEMOCRATIC PLAN CHANGES FROM CBO’S DECEMBER BASELINE—Continued
[By fiscal years, in billions of dollars]

1996 1997 1998 1999 2000 2001 2002
Total

1996–
2002

Net Interest (5) ¥2 ¥3 ¥5 ¥9 ¥14 ¥23 ¥56

Total Outlays ................. ¥20 ¥21 ¥37 ¥69 ¥100 ¥143 ¥209 ¥599
Revenues 6 (5) 6 6 6 10 3 ¥14 17

Total Policies ................. ¥20 ¥15 ¥32 ¥63 ¥90 ¥140 ¥223 ¥583
Democratic Plan Deficit ................................ 153 167 149 130 110 65 ¥1 *

1 Projections assume that discretionary spending is equal to the spending limits that are in effect through 1998 and will increase with in-
flation after 1998.

2 The Democratic plan assumes that the anticipated change in the consumer price index (CPI) methodology used by the Bureau of Labor
Statistics (BLS) will reduce the rate of growth of the CPI by 0.3 percentage points a year, which is the upper end of the range estimated by
the BLS. CBO’s December baseline assumes a reduction near the middle of the range.

3 Discretionary savings specified by staff.
4 Savings from freezing 1996–2002 appropriations at the nominal level appropriated for 1995.
5 Less than $500 million.
6 Revenue increases are shown with a negative sign because they decrease the deficit. Includes Earned Income Credit outlays.
Notes.—*=not applicable. Numbers may not add to totals because of rounding.
Sources: Congressional Budget Office: Joint Committee on Taxation.

TABLE 2.—SAVINGS FROM POLICY CHANGES IN THE DEMOCRATIC PLAN BASED ON CBO’S
DECEMBER BASELINE ASSUMPTIONS, BY TITLE

[By fiscal years, in billions of dollars]

Title 1996 1997 1998 1999 2000 2001 2002
Total,
1996–
2002

I—Banking and Housing:
Outlays ............................................... ¥4.3 (1) ¥0.1 0.2 0.1 0.1 ¥0.5 ¥4.4

II—Spectrum Allocation:
Outlays ............................................... ¥0.2 ¥1.8 ¥2.7 ¥3.6 ¥3.1 ¥2.7 ¥7.4 ¥21.3

III—Medicaid:
Outlays ............................................... 0 ¥0.4 ¥2.4 ¥6.7 ¥10.3 ¥13.2 ¥18.6 ¥51.7

IV—Medicare:
Outlay ................................................. (1) ¥2.7 ¥6.1 ¥12.3 ¥19.1 ¥26.0 ¥35.4 ¥101.5

V—Welfare Reform:
Outlays ............................................... ¥0.9 ¥4.8 ¥5.8 ¥6.3 ¥6.9 ¥6.9 ¥7.6 ¥39.1
Revenues 2 ......................................... ¥0.1 ¥0.3 ¥0.6 ¥0.7 ¥0.8 ¥0.8 ¥0.9 ¥4.2
Deficit ................................................. ¥1.0 ¥5.1 ¥6.4 ¥7.0 ¥7.6 ¥7.7 ¥8.5 ¥43.3

VI—Federal Retirement:
Outlays ............................................... ¥0.5 ¥1.8 ¥2.7 ¥2.7 ¥2.7 ¥2.7 ¥2.9 ¥15.9
Revenues 2 ......................................... ¥0.2 ¥0.4 ¥0.5 ¥0.6 ¥0.6 ¥0.6 ¥0.6 ¥3.5
Deficit ................................................. ¥0.7 ¥2.2 ¥3.2 ¥3.2 ¥3.3 ¥3.3 ¥3.5 ¥19.4

VII—Veterans Provisions:
Outlays ............................................... ¥0.2 ¥0.3 ¥0.4 ¥1.2 ¥1.3 ¥1.3 ¥1.4 ¥6.1

VIII—Asset Sales, User Fees, and other
Mandatory Provisions:

Outlays ............................................... ¥1.3 ¥0.5 ¥0.6 ¥1.5 ¥1.3 ¥1.3 ¥2.2 ¥8.7
IX—Revenues:

Revenues 1, 3 ..................................... 0.5 6.5 6.9 7.0 11.1 4.3 ¥12.1 24.2
X—Budget Enforcement:

Outlays ............................................... 0 0 0 0 0 0 0 0
Total:

Outlays ............................................... ¥7.3 ¥12.3 ¥20.7 ¥33.9 ¥44.6 ¥53.8 ¥76.0 ¥248.7
Revenues 2, 3 ..................................... 0.2 5.8 5.8 5.8 9.7 2.9 ¥13.7 16.5
Deficit ................................................. ¥7.1 ¥6.5 ¥14.9 ¥28.2 ¥34.9 ¥60.9 ¥89.7 ¥232.2

1 Less than $50 million.
2 Revenue increases are shown with a negative sign because they reduce the deficit.
3 Includes Earned Income Credit outlays.
Sources: Congressional Budget Office; Joint Committee on Taxation.

Æ
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