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APPENDIX

COMPREHENSIVE HEW SIMPLIFICATION AND REFORM

"‘ .
“MEGA Proposal”

The materials in this book are all
working drafts. Revisions to the
papers are part of an on-going

process.
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COMPPEHENSIVE HEW SIMPLIFICATION AND REFORM:

ment services is unequal and fragmented., The-Federal program
structure has became so cmplex that it is ummanageable. Inter-
dependencies among programs are ignored because they cannot be under-
stood, leaving rational choice difficult, if not impossible.

F

to tackle the crisis of the Federal system head-on. The
Camprehensive HEW Simplification and Reform which we present here

is a redesign of the entive Department of Healti:, Education, and Welfare.
It is a return to first principles, the principles of Ners Federaliam,
vhich now lie largely unused. These are the tools, if used imagina-
tively and aggressively, that can provide the needed leverage to bring
the Federal system under control.

The scope and depth with which those principles are applied makes this
Reform wholly new. It touches every major area of HEW policy: it
radically simplifies the Department's program structure; it narrows
and focuses the Federal role; and it boldly decentralizes dex ision-
making power to individuals, States, and local govermments.

To camprehensively simplify and decentralize, we propose new initia-
tives in:

o health insurance

o student aid

o welfare reform

0 special revenuz sharing

© consolidated programs of capacity-building to aid . -
State, local and voluntary service suppliers.

1a
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These propogals will gencrate opposition, of course. No reform this
bold and thorough could g unchallenged. _But we weloame the coming
debate. Whatever the questions of detail, we are confident that the
concept is right for the times.

Just as important, Camprehensive HEW Simplification and Reform can
generate consensus on needed retrencimmnt. Federal commitments
threaten to exceed resources, bocth immediately and in the future. A
strategy is needed to deal with over-commitment, and The New FPederalism
offerf'thatstntegy munefommetsmulmthead-m,

our means vwhile at the same time we improve the functioning of®
Federaliam.

THE PROBLEMS ¥E FACE ....

The background of the crisis of control is a period of rapid change to
vhich the Federal program structure has not yet successfully adjusted,
and to vhich The New Federalimm is the response. Programs have
proliferated, categories have hardened, and a sharp increase has occurred
in the amount of Federal support of State and local activities.

These changes require Federal program adjustments which have not yet
occurred. Dramatic adjustments must be made, because we are now in a

crisis of complexity, fragmentation, and over-promise.

o : Since 1961, the mmber of different HEW programe
, and now exceeds 300; 54 of these programs overlap
each ,%mlmmofoﬂu The
the:algwerma\tasawnlehadmlasaﬂmswcategorml
programs of aid to States in 1971. ’

Fragmentation: Federal rules and reculations for these myriad
programs are narrow, restrictive, omnflicting and overlapping;
neither Federal nor State and local resources can be shifted
from narrow authority to another when the need arises.

tions against joint funding, fund transfers, and co-
mingling of funds make broad attacks on broad problems
extremely difficult.
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We are progressively pramising more and
in 1961, nearly all of HBW's authoriza-~
were matched by appropriations (delivery),
i than half were, and in 1971 only a third.
We calculate that HEW's service delivery programs, which
now cost $9 billion, would cost $250 billion if

problem of non-wanageability. Unless we simplify, consolidate, and
pramise anly what we will deliver, we canmnot control the Federal
structure

Events are thrusting on the Federal government a more important role in
assistance to individuals and to lower-level goverrments, and a lesser
role in direct service delivery. We have lagged in developing new
program structures to reflect these roles. It is time for comprehensive
Reform

THE SHAPE OF REFORM .... -

mlightofﬂaprhnip]esof'meuewmdemnnvehavemntually
every HEW program for possibilities of simplification and decentra-
lization. We now fihd that we can plan in temms of just three broad
program categories: -

o Assistance to families and individuals — including social
Wm.mm

o Assistance to States and localities — including all grant
Programs to lower-level govermments;

;'o mmmmw,
development, and special manpower
development .

In each of these broad categories, we have developed proposals for major
simplification and decentralization. The proposals are spelled out in
detail in the accampar;ing papers, but here we can highlight their major
features.

Assistance to families and individuals

The Federal role in assjstance to families and individuals is crucial,
anditig‘g:mri.ng. At the heart of The New Federalism is the strategy
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of maximm responsibility and decision-making for individuals, using
market incentives and the capacities of the private sector. By placing
decisions in individual hands, we decentralize and simplify the tasks
of govermment; the essential problem is to design necessary health,
education. and inoome assistance so that it is at once simplg, compre-
hensible, adequate and reliant upon normal incentives for private
action in the public interest. We have developed three major new pro-
posals which we believe meet this need. .

Maximm Liability Health Insurance (MLHI) would replace Medicare and

and fragmentation of both Medicare and Medicaid and the proposed FHIP
and NHISA. Many persons in need of health insurance are not and would
not be covered under those programs, which are complex, hard to under-—
stand, and difficult to administer. The main features of MLHI are
thege:

o It reverses the present "upside-down" character of nealth
insurance, Currently, the easily-foreseen, routine,
small expenses are covered, but major risks are not; under
MIHI, the insurance would be placed where it is needed.

It will provade coverage for all Americans.

It will cover most medical expenses, including mental
health treatment.

It will ensure that personal health expemse liabilities
do not exceed a maximum level, which is based an ability
to pay.

There will be same cost-gharing for everyone, in order
to discourage waste,” but costs for the poor would be low.

It preserves a major role for private insurors in selling
supplementary ocoverage and in acting as underwriters or
fiscal agents.

It reduces payroll taxes, permits general revemue finance,
and eliminates the need for income tax deductions for
health expenses.

It will cost no more than NHIPA, and little more than present
law; for States, it will save money.
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o Because of its extreme simplicity, it will clarify health
opt:msformeuﬂwm\nl,arﬂaablehmwmahehls
own decisions better.

Cmparable smphcltylspmvmedbyanewsuﬁentAssmtameProgranm
higher education. The general strategy underlying student assistance,
inh.nemththeprmcxplesof'me:iedi‘ederalm, is to increase the
effectiveness of individual student decisions, by emphasizing student aid
rather than institutional aid. Three tools would be used: grants for
low-income students, guaranteed unsubsidized student loans, and State
scholarship incentive grants. The new system would work like this:

o Grants would be targeted on low-incame students early in
their college years; the poor, the isolated, and the
deprived might otherwise under-invest in education.

Unsubeidized private losns. tecothersstodéots.would: ascry-
premiuw-financed ineurance agalinkt-gnability to repay.

States would receive grants if the : phasized student aid
rather than institutional support, and if they allowed
aided students to study outside the State.

'x‘tusthesystanwouldassmeaccessmed\mumbylw-
income students, createanequ:.tablesuﬂmtloanmrket,
reduce discrimination against private institutions, and

permit elimination of most higher education institutional
aid programs.

Among all Federal programs of aid to individuals, social security is
among the best, most adequate, and most popular, and we propose no
major changes in it. But Family Welfare Reform (FWR) is still essential.
Our plan for FWR avoids three of H.R. 1: insufficient penal-
ties for failure to work, wasteful and costly requirements for Federal
daycareandotherse:vwes,ardwaakjobandtrammgprwlsm FWR
isatmlymﬂc—basedhelfmrefcm,batxtavmdsmnyoftheprd:lms
of either the present program or the one proposed by the Senate Finance
Conmittee. It would have these features:

o Basic Federal benefit levels nationwide, with an option for
reduced levels in low-wage States, and State supplements where
desired.

o Family benefits which reflect the presence only of persons
classified as not available for work.
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o Adults classified as available only if child care respon-
sibilities permit, avoiding costly Federal day care programs.

o Allmﬂablepersmsassmedtraﬂﬁnq,arag\ﬂarjd:,orif
msmapﬂicse:vicejob,withmixmdvestomk
in a regular job.

o ﬂployettaxaedifsforhumguﬂmaﬁxlmmm
o Stringent fraud-cambatting provisions.
o Total cost less than that of H.R. 1.

[ 4
In cambination, these three plans for health, education, and welfare
assistance to individuals form the basis for effectively, simply and
mtmmllymmmmmmmﬁnmofhealm, incame
and educational opportunity. They accamplish this at little or no in-
crease in oost, and yet taken together they fomm a program structure
far superior to the present ome.

'mlywiﬂ\inmefraamtofamﬂsetof-mimw-hﬂivmaISpm-

grmemassiswnewsuteatﬂloalgummueueudesimed.
This is true because if basic individual needs are not met, the demand for
prohfmtingoateptiﬂlpmgrumndae Uncontrolled, the demand
willpmemtﬂnmatimmmms\arWuﬂSpacial
Reverwe Sharing, vhich are essential for simplicity and decentrailizatio~
under The New Pederalimm.

1 1

Assistance to State and local goverments

We have created three broad sets of special revenue sharing prograns -—
one each for health, education, and social services —- which we believe
takemlladvmtageofﬂtefamdatimofaummhﬂivm.
mmmmm:ﬂwww,mm,
Student Assistance, or FWR will now cover the nead. Others can be consoli-
dated,andﬂ:eallmtimoffwﬂswiﬂxinmunitsmbeleftm
States and localities. In total, these three revenue sharing packages
mlidate%mgrmmﬁnﬂedatﬁ.?biﬂim—an—fmofan
Federal grants to State and local goverrments.

6a
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Health Special Revenue Sharing will look like this:

© Nine programe are .consolidated ,into one block grant of
$500 million.

o Covered activities center on public health, including VD
control, drug abuse, and alooholism.

o No special earmarks or pass-through requirements are imposed;
States can allocate resources to fit their individual needs.

Education Revenue ing modifies and extends the 1971 HBEW
' eatures:

o 35wogr’msa:ecmsolidatedinelenmuryarﬂseoaﬂnty
education

E ]

o vaespeculeamrksaremposed for handicapped,
W,mﬂm,mm,mw

0 _The programs are funded at approximately $4 billion.
Siirlmﬂecmmsa_mgwilllo&nkethis:
o Six major formula grant programs are o

o 90 percent of the funds are earmarked for the poor.

o Fee schedules are mandated for the non-poor and mandatory
Jointlocal-Sbateplammnpmoessesa:emqmred

o The programs are funded at $3.2 billion.

'methreerevamsharmgpadcagesaxedemledmthewompmying
paper. Here, however, we enphasize three things:

o These consolidations represent a quantum increase in decentrali-
zation and simplification, but at the same time they are respon-
sible. Essential Federal priorities are protectad.




-

Aruitoxt provided by Eic:

ERIC

8

o They put us on the road to matching our performance to our
pramises: runds can be shifted to deal more fully with each
State's greatest needs. We will stop fooling ourselves
pramising to do all of everything for everyone.

o The Federal establishment will stop exercising control over
State programs in a degree of detail which is neither workable
nor justified. Federal choice will center on the question of
the level at which it wishes to support general ranges of
State service provision.

We are now convinced that these three effects are desirable, and in fact
essential if The New Federalism is actually to succeed.

" i1

We have outlined plans for simplification -nd decentralization through
caprehensive reform of assistance to families and individuals, and
assistance to State and local goverments. But assuring that persons
and goverrments have funds at their cammand does not assure the capacity
to supply their needs. A Federal role in capacity building is a necessary
canplement.

Many HEW programs already are designed to help both public and private
organizations innovate. initiate, and train for service provision. We
believe this help must he at the center of the Federal role. As in
revermwe sharing, however, mich is to be gained Ly better targeting and by
de~categorization.

© We propose that 22 research and develomment authorities be oon-
solidated into 6 broader ones, for better focus, coordination
and planning, and for bet*er use of very scarce R & D management
resources.

O We propose that 47 market and services development authorities
be consolidated into 5, and that the focus be strictly time-
limited aid for innovation and start-up, with loan guarantees
for public construction. .

o We propose three consolidated manpower development authorities
for the health, education, and welfare fields. Their budget
should be reduced fram the present $1 billion to less than half
that amount, since much of what they now do is badly targeted
or unnecessary, and since the Student Assistance program for
higher education will service many of these needs, and do it
better.




Reform oonsists, then, of simplifying and decentralizing to improve
asai.stancetouﬂw:.dmlsarﬂtommts arﬂtoumcapamty
bu.lld:.ng These elements of Reform are not independant — they work

The cormerstone of the structure is Assistance to Families and Individuals.

e

o Basic family needs are assured for health, for educatior., and
for incame.

© The programs are designed for maximum individual choice,
expressed through the private sector market place.

o Taken together, the programs are caprehensive in coverage,
adequate in their assistance levels, simple and understandable
in operation, and sound in the incentives they create.

O Enacting Maximmm Liability Hoalth Insurance allows us to
eliminate separate programs of medical services for vocational
rehabilitation, mental health treatment, and tax preferences for
health services.

[

o Enacting Student Assistance allows us to eliminate separate
programs of higher education institutional aid and special
manpower training subsidies.

R

O Enacting Family Welfare Reform enables us to eliminate food
w-IF,wtﬂmaghthetangledneasofAmc, limit levels
of social services spending, and hold down myriad categorical
progrems for the poor.

Assistmneto‘@kumtsgiveshmaddiscmimtoggtadtbmadprcblms.

[ERE

o Fifty narrow programs became three broad ones.

o Attention is focused on Federal priorities through earmarks,
mandates, and incentives.

R AT

o Decentralized decisions at the sw:e and local level are relied
on.

L

Ty g
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Capacity Building assures resources for innovation, testing, start-up
and

o Scarce R & D management resources are freed from narrow
categorization. :

.

o Market and services development is targeted on time-limited aid.

o Manpower development is more carefully focused on real problems, -
real under-supply. :

BUT WO WOULD BE FOR IT?

we have now traced the broad ocutlines of Canprehensive HEW Simplification
and Reform. We believe it is conceptually powerful and appealing. Yet
the question remaing, who would be for it?

The problems of gaining acceptance are clear:

o The constituencies that have formed behind each narrow
. rategorical program will be wary or hostile.

o The minorities ond the disadvantaged may fear that their
interests are being abandoned by the Federal govermment.

o States may be cool becsuse the resenue sharing centains no
new funds

But we believe that with Presidential enthusiasm and leadership the -
Reform can succeed. We base our view on two factors:

o Cawplexity, fragmentation, and over-prumise are everyone's
problem, and everyone knows it. With sustained educational
effort we can gain support f-r changes.

o Hence, the strength of this Reform lies in its camprehensiveness.
Taken bit by bit, the fight against complexity, fragmentation
and over-pramise seams 7 but with a group of proposals

which is sufficiently audacious and thorough-going, support for

the general principles can overcame particular ocbjections.

We therefore are enthusiastic about the chances of success. Our proposals
effectively, camprehensively, and imaginatively address the need for sim-
plification and decentralization, and we believe the American people will
weloame tham.

10a
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ASSISTANCE TO FAMILIES AND INDIVIDUALS

At the heart of activity in the Department of Health, Education and Welfare
ara programs which provide cash or near-cash benefits to familias and
individuals. Such programs have long bean accapted as a legitimate public
function, because they directly meet obvious needs to place a floor under
the minimum command over goods and services which Americans will have. These
programs are becoming increasingly a Federal vesponsibility, rather than a
Stata and local one, for three reasoms:

‘e Such benefits can often be distributed on the basis of
objactively determined personal characteristics, such as
age, family size, and incoms, so that local personalized

administration is unnecessary.

. There are often large economias to be gainmed by centralizing
the eligivility and benefit determination functions.

. 1If larga State-to-Stata diffarercas in aligibility and benefit
lavels are permitted, uneconomic migration could result, and
difficultias of administration appear.

The procass of 'l'.dauuz:l.ns thase functions is fot, of course, complata, but the
.pressures in that direction are clear from the recent history of Walfare Reform.

Programs of this type appear in each major area of the Department: -

. Health: Medicaid and Medicare, and the proposed FHIP and
NHISA.

. Education: Higher education aid to students.

. Welfara: Social Security, Supplemental Security Income for
the Agad, and Aid to Familias with Dependent Children,

In the contaxt of the principles of The New Fedaralism, programs of assistance
to familias and individuals occupy a key role,

. When problems of need arise, it is important to meet them
in a vay which permits dacentralization of choica, maxi-
mm uge of private sector markets and suppliars, and
simplicity at the Fedaral program level.

. Programs of general benefit which prcvide cash or near-
cash generally fit these characteris’ics. This is obvious

11a
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in the case of social security or welfare; but even in
Medicare or student aid, the recipient retains a wide range
of choice of private suppliers of se:vices, and the criteria
for granting benefits can remain relatively simple.

The Federal program decision thus is limited to the size of
the benefit to be given each person; no decision om specific
Suppliers or (in the case of cash) specific goods and services
need be made,

If these assistance programs are to perform adequately their key simplifying
and decentralizing role, however, it is essential that they be comprehensive
in their coverage, adequate in their benefit levels, simple and understandable
in operation, and sound in the incentives they establish for recipients.

. If they are not broad in coverage and sufficiently generous,
pressure will be felt to add new programs. Very often,
specific non-covered groups will press for narzow categorical
assistance of a direct-service nature, When this occurs, the
possible advantages of The New Federalism are lost.

When the programs are not understandable, or they offer per-
verse incentives, public support for them is unlikely to be
meintained, and their effects may be harmful in unforeseen
vays,

Our examination of the programs of assistance to families and individuals in
HEW has convinced us that improvements are both possible and needed. In the
three sections that follow we gutline, in turm, our propcsals for a new form
of health insurance, a new program of assistance to students in higher educa-
tion, and improvements in social security and welfare.
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AN ALTERNATIVE NATIONAL HEALTH INSURANCE PROPOSAL: A MAXIMUM
LIABILITY HEALTH INSURANCE PLAN

.

The Maxioum Liability Health Insurance proposal presented in this paper
arises from the recognition that the public’'s health concerns are domin-
ated by the fear that they will be overvhelmed by costs catastrophic
relative to their income, and that segments of the population are not
receiving the care they should solely because of costs. Through a
Maximum Liability Health Insurance program, one can devise a national
insurance strategy which addresses these problems, is relatively simple
and identifies a legitimate but not an overwhelming Federal role.

Under the MLHI approach, all families would be treated equally with
respect to their health insurance protection except to the extent that
their health expenses and their ability to meet such expenses vary.

The net sdd-on to Federal spending of MLHI depends critically on the
structure of the plan selected. In the example provided in this paper,
net Federal outlays for MLHI would be about $4 billion But to accept
a stand-pat position opens the very strong possibility that if Congress
accepts the NHIPA spproach. it will sdd the many billions of dollars
needed to transform NHIPA into a true universal entitlement plan with a
comprehensive benefit package. This could essily add $5 billion of
Federal revenues to the $1 billion already allowed for under NHIPA. In
addition, there would be several billion dollars added to the employer-
employee contributory portion of mandated coverage. By switching to
MLHI. therefore, we would not only introduce a more reasonable national
health insurance propossl, but may in the process reduce the ultimate
Federal price tag.

Mafor w Health Insurance System

Lack of Adequate Financial Protection--Health insurance can
be used to pay any type of medical expense, including services which
are "routine*-in the sense that they are nearly certain to be incurred
over some period of time. The largest dollar volume of both private
and government-provided health insurance is “first-dollar” coverage,
providing benefits for the first days of hospital care and the initial
bills of physicians and ancillary services. True, most health finsurance
plans require some min‘mum expenditure ($50 or $100) with cost-sharing
of remaining expenses for physicisn and ancillary services in hospitals.
With today's health care prices, most families easily exceed these limits
for fairly routine items. The excess, when compared to a family's income




or what the fanily pays for sutomobile repsirs or vacation is far from
financially catastrophic. Therefory, gost of todsy's health insurance
can be labelled "firs‘-dollaxr” coverage.

The largest finsncisl health risk to s consumer results when he suffers
2 sarious illness or accident, and the costs of treatment are dispro-
portionate to his resources. The illness itself may sevarely impair
his earning capacity, and it may be necessary for him to deplete his
current and future earnings to finance the care. And if loss of employ-
ment results, insurance coverage may be lost entirely. Yet it is precisely
the circumstances of major {llness that are unprotected by much of the
insurance avgilable today REssentially all private insurance policies
have a maximum dollar limit on reimbursements, combined with interior
limits on or exclusion of particular services, plus substantial cost-
sharing provisions. Medicare, the biggest health insurance program,
limits the maxisum number of hospital days .nd ingiflases cost-sharing
requiremsnts for the longest stays covered thus failing to cover those
people most in need.

While there is a clear trend towards increasing the dollar limits or
days covered under existing plans, it is sn incremental approach to
a mich more pervasive problem. Medical technology will- continue to
add incressing nuabsrs of high cost procedures, which will leave most
heslth insurance plans with financisl limits at least one step behind.

In meny instances, thsrefore, present day health insurance covarage

is upside-down in terms of providiag protection against risk. Not
surprisingly, this state of affairs creates soms strange behavior.
Consumers worry sbout the financial devastation of a major illness,

and are unable to protect themselvee adequately against such a risk
Concurrently,. they pay large premiume to health insurers for first-
dollar coverage and feel they have not "got their money's worth" over

a year 1f they fail to receiva large reimbursement checks. The contrast
with other types of insursance could not be more extreme--it is coneidered
peculiar to find the homeowner annoyed about not collecting on his fire
insurance policy last year, or a family lamenting ite lack of return

on the husband's life insursnce.

Lack of Universsl Protection--Health insurance stands out ae
the major type of insurance protection which is critically tied to an
individual' - job: There are many reasons for this, economies of
group purchass, relative ease of purchase and substantisl tax savings
both to the individual and to his employer. While these advantages
are indeed real, the tying of health protection to employment has
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crested some of the most serious problems which the national health
insurance debste is seeking to resolye, In particular, our current
heslth insurance system leaves many millions of Americans with little
or no financisl protection sgainst the high cost of receiving medical
services.

About four-fifths of the population under age 65 have some form of

* private heslth insurance much of which is included as part of the

"fringe benefits" package offered to workers But among those

covered by private health insurance coversge varies widely Whereas

over 90 percent of those earning in excess of $10,000 have hospital

and surgical coverage, for thoss esrning less than $5,000 the proportion
with such coverage is less than 50 percent. Protection against medical
cost arising outside s hospital is considerably poorer for all income
groups. Problems of little or no in-depth coverage are most serious for
five major groups: (1) those employed in lass prosperous industries

or firms, (2) those with low average levels of wages and sslaries, (3) small
firss which camnot avail themselvas'of lower cost group insurance, (4) the
self-employed, and (5) the unemployed who are not on welfare.

The problems of lack of protection are compounded for those who have no
fixed ewployar or who change jobs from time to time. Alwost 75% of
today’ s health insuranca policies do not begin coverage until after 30 days
of employment, with meny withholding protection until after 90 days

of employment Msny such plans also terminate coverage simultaneously
with employment, slthough provisions are usually made for benefits to

be paid if the beneficiary is hospitalized at the time of termination.
Limited coverags is usually provided for some additional perfod, if

at time of tarmination the enrollee is sufficiently dissbled that he
cannot work. In addition, almost sll group pplicies allow the enrollee
to convert to an individual policy when ha lesves the group (employment)
In wost instances, however, the premiums associated with thase individual
policies ara far in excass of those charged whila the individual was a
member of the group.

Therefore, the current health insurancs sysvem provides the poorest
financial protection sgainst health expansas for those least able to
afford them. It is extremely difficult, even for the aversge

gorker to insurs himself when he is healthy and earning s decent
income against the possibility that in the future he could facs the
loss of his job and with it his insursnca just st the time he most
tieeds protection sgainst very high cost medical bills Failure to be
abla to transport his health insurance protection from Job-to-job also
acts to restrain job mobility which may be benaficial both to the
worker and to his employar.
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Alongside these formal employment-related insurance mechanisms, a
rough-and-ready sort of "catastrophic” social insurance system does
operate. Many destitute Americans Havé been able to obtain some
medical trestment, largely financed in past years by unpaid bills

of patients and today primarily by State-run Medicaid programs But
many others, equally impoverished by large medical bills, do not
qualify for Medicaid assistance. Society has long attempted to be the-
insurer of last resort, but the present institutions are only effectiy
vhen the individual's family has been reduced to indigency

Problems with the National Health Insurance Partnership Act

The Administration in drafting its National Health Insurance Partner-
ship Act (NHIPA) attempted to design a compromiae plan which maintainsgd
most of the features of the existing health ingurance system and extended
basic coverage to many segments of the population not now protected. As
part of ongoing HEW staff work, the external criticisms of NHIPA have
been analyzed, They indicate certain deficiencies that we or the
Congress will have to address if a true system of universal entitlement
is to be constructed. Briefly, these concerns fail in the following
Categories,

© ine basic FHIP and NHISA programs will not cover
over 11 million families and 4 million other individuals
who either work for small esployers, are self-employed
or unemployed

o To provide untve'rnl protection will require the
establiahment of a-complex and inherently difficult-
to-administer system of "pool” coverage.

© The total cost of providing pool coverage will
spproximate 10 billion dollars How the burden
of these coats will be shared between premium
payments, subsidies by other insurers or a Federal
payment has not been resolved.

o FHIP and NHISA, in combination with Medicare, a
residual Medicaid program, private health insurance
and special pool coverage creates the general impression
of an incomprehensive and non-equitable system of
national health i{nsurance

[} The benefits under FHIP (limited as they are to 30 in-

patient days of hospitalization and 8 outpatient physician
visits) would leave many low-income families unprotected
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finwmcially, NHISA provides better catastrophic
coverage but is nonetheless limited to benefit
payments of $50,000 per individual with a $2,000
per year replenishment.

Too much emphasis continues to be placed on paying
for health bills which families can realistically
budget .,

In addition, by mandating health insurance coverage through the
employer, the following additional problems are created:

¢ o The proposed system of financing would.be regressive
in its income distribution effects. NHISA would
be financed by a fixed tax per employae without ’
regard to his earnings. The benefits, too, are
regressive, since the deductible and coinsurance
structure is not related to income. Thus, the
cost-sharing provisions would cause the low-income
population to reduce their utilization more than it
would the high-income population. (A deductible
of $100 on physician visits will have a greater
effect on the consumption pattern of someone who earns
$5,000 annually than it will on someone who earns
$50,000.)

The economic effect of mandated coverage on the labor
market s identical to an increase in the minimm
wage of an ssount equivalant to the employer's share
of premiums (estimated in 1974 to amount to 12¢ per
hour). The dislocation is greatest on those marginal
workers vho ars at the minimum wage. A strong equity
argument can be made that, if the Federal government
wishas to mandate coverage, it ought to halp pay

for it.

Undar NHISA, the employee is faced with having a

new insuranca policy every time he switches jobs snd with
potential lapses in coverage between jobs. Each time he
changes employer, he facas a duplicata sat of deductibles
and the exclusion anew for six months of pra-existing
conditions.
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THE ADMINISTRATION'S NATIONAL HEALTH INSURANCE PLAN:
- A REASSESSMENT

Introduction

The Administration proposed the Nstional Health Insurance Partnership
Act (NHIPA) because substantial segments of the American population
were without adequate health insurance protection. NHIPA has two
parts, the Family Health Insurance Plan (FHIP), a Federally-finsuced
program for low income families, and the National Health Insurance
Standards Act (NHISA) for employed populations. The design of NHIPA
incorporsted two msjor objectives: (1) integrating FHIP with the
Administrstion's welfare reform proposals, and (2) building upon the
existing system of private health insurance.

NHIPA contains many desirable ‘features that are absent in competing
proposals:

o It would build on and improve the existing and
highly successful system of private group health
insurance.

It would improve Medicaid by replacing the State

program for the AFDC welfare population by a national
program. A

It would provide a favorable environment for evolutionary
changes in the delivery system, particularly with regard
to, MO growth.

It has & realistic coinsurance and deductible structure
that would encoursge consumer cost consciousness.

o It would extand coverage to many millions of Americans.
o It dces not require major new Federal expenditures.

As part of ongoing HEW staff work, external criticisme of NHIPA

have been analyzed. We balieve it prudent that these criticisms be
given thoughtful review within the Administration. Consequently,

we have engaged in simultaneous efforts to seek remedies to any
deficiencies in NHIPA and to develop a substantially different approach
to national health insurance. The deficfencies are discussed below
under four headings: (1) lack of universal entitlement, (2) noncompré-
hensiveness of the benefit package, (3) the perpetuation of a patchwork
system, and (4) adverse economic consequences.
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Lack of Universal Entitlement ) . -

r -
NHIPA combined with Medicare and the residual Medicaid program would
fail to cover over 40 million people, although some of these would
purchase insurance privately. To achieve universal entitlement, the
following measures would have to be taken:

1. FHIP would have to be extended to low income singles and couples
rather than being restricted to families with children. The estimated
1974 cost of so doing would be $1 billion.

2. The problems of continuity of coverage for employees between jobs
would have to be addressed. Under NHISA, as drafted, an individual who
becomas temporarily unemployed between jobs is either uncovered or
must purchase e policy from the pool (assuming the NHISA pool proposal
1s made workable), If he does take out pool coverage, in order to be
insured during a short vacation or period of frictional unemploywment,
he has three policies--from the old employer, the pool, and the new
ewployer--in rapid sequence, with all of the attendant paperwork

and inconvenience. Furthermore, with each new policy, he faces a new
set of deductibles and the six month exclusion of coverage for pre-
existing conditions.

3. Provisions would be required to protect the enrollse egainst

HMO insolvency, insolvency on the part of a self-insuring employer,

and the failure of an employer to pay premiums. NHISA as drafted
sdequately handles carrier insolvency but not the other three situations.

4. The pools provided for in NHISA would have to be subdidized to make
them workable. These pools would offer the basic NHiSA plan to small
employers, th. ;.l1f-employed, and the unemployed who would not be covered
by governmental programs. It is generslly recognized that, in the absence
of a subsidy which would permit pool rates to be reasonable, all but a
handful of {ndividuals with the worst medical risks would opt out of -
pool coverage, and the prices that the pools would have to charge would
be prohibitive. If the pool pramiums weras set at 25 percent over the
rates thet private insurers charged lsrge smployer groups, the resulting
subsidy from outside the pools Would be ecound $2 billion annvally, and
an enrolled family would still have to pey $500 snnually for coverage.

If the pool rate was 10 percent above the large group rete, the resulting
subsidy would be $2.6 billion.

5, Mechanisms would be needed to cover short-term employees through
a plan having an employer contribution. The short-term employee--one
who has not worked the prerequisite 350 hours for e single employer --
would not be covered by NHISA, and short-term employees are far less
likely to have health insurance than long-term employees.
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In summary, NHIPA would leave uncovered some of those in greatest
need: low-income singles and couples, the person between jobs, the
self-employed, and the marginal employee who is not & member of a
strong union and who does not hold a steady job. Many of these
persons will not buy insurance from the pools because of its high
premiums, coinsurance, and deductibles.

Noncomprehensiveness of the Benefit Package

1. NHISA and FHIP currently exclude outpatient drugs, mental
illness benefits, and dental care. Furthermore, home health

care and active treatment in extended care facilities are excluded
from NHISA.

2. TFHIP coverage is limited to 8 outpatient physician viosits sad

30 inpatient hospital days annuslly, which creates a two-tiered insurance
system--a restrictive one for the poor and another, more generous, one
for the nonpoor. Providing the current NHISA benefit package to the
FHIP population would incresse Federal outlays by $165 million.

3. NHISA has an upper limit in lifetime benefits of $50,000.

At the first-dollar end of the scale, while the cost-sharing is

high for low~income families, it provides coverage for other families
who could reslistically budget for routine expenses.

The Perpetustion of a Patchwork System
1. NHIPA is difficult .to understand, particularly for the general
public.

2. Because it does not achieve universal entitlement to a comprehensive
benefit package, a patchwork system of benefits would be generated, and
Congress would find it tempting to emact further pilecemeal remedies. The
1972 Social Security Amendments offer two excellent illustrations of

the process. Medicare was extended to cover individuals receiving renal
dialysis byt not other catastrophic diseases. It was also extended to
cover persons who collect disability insurance from Social Security, but
vith & 24-month waiting period. The rationsle for the waiting period
was purely budgetery, and fover the next few years the waiting period
will likely be reduced or eliminated, since the time of greatest medical
and financial need is shortly after the onset of disability. These
attempts to fill the most visible gaps are inevitably expensive.
(Eliminating the 24-month waiting period would cost over §1 billion
annually.)

3. NHISA has forced HEW to confront the whole issue of voluntarism--
i.e., vhether individuals should be required to obtain coverage--which
would be moot under a Federal-financed system. Many individuals who
do not receivs the employer contribution will determine that they
cannot afford NHISA coverage privately or from the pools. This leaves
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society with the dilemma of whether to help someone who, after failing
to obtain coverage, suffers a financially catastrophic illness, a
burden society has traditionally assumed.

Adverse Economic Consequences

Employer mandated health insurance coverage would have the following
economic effects:

1. The income distribution consequences would be regressive with

regard to both the financing and to a lesser extent, the benefit
structure. NHISA would be financed by a fixed tax per employee

that is unrelated to earnings Thus, the proportion of earnings

that would be devoted to NHISA premiums would be greatest among low
income workers. The burden of cost-sharing would be regressive, since
the deductible and coinsurance structure is not related to income. The
cost-sharing provisions would cause the low-income population to reduce their
utilization more than it would the high-income population. (A deductible
of $100 on physician visits will have a greater effect on the consumption
pattern of someone who earns $5,000 annually than it will on someone who
earns $50,000.)

2. The economic effect on the labor market of mandated coverage is idential
to that of an increase in the minimum wage of an amount equivalent to the
employer's share of premiums (estimated in 1974 to amount to 12¢ per

hour). The dislocation occurs for those marginal workers who are at the
minimum wage. A strong equity argument can be made that, if the Federal
government wishes to mandate coverage, it ought to help pay for it.

3. Since small employers as a group offer their employees less generous
health irsurance benefits than lacge employers, they would be most affected
by the requirement to offer a minimum bemefit plck.lge:

Conclusion

NHIPA was intended to have a low impact on Federal outlays. As
structured, the additional Federal outlays would only be around

$1 billion in 1374, including the offset that results from terminating
the Medicaid program for the AFDC welfare population. In actuality,
NHIPA could prove to be a good deal more expensive. It is unlikely that
Congress would enact a program that does not come considerably closer
thean NHISA to achieving universal entitlement including covering low-
income singles and couples, providing for the subsidy to the pools
necassary to make them operational, and liberalizing the benefit package,
particularly for FHIP. These three extensions would add $4-5 billion
annually in Federal outlays.
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In view of some of the problems with NHIPA, & new approach warrants
consideration that would:

o Provide universal and continuous coverage for & broad
rauge of medical services.

o Cover only expenses for which the family cannot
realistically budget.
l ]
o Have budget effects that are consistent with the
fiscal pressures of the 1970s.

o Avoid adverse economic consequences, including
reliance on employer mandated coverage.

o Institute cost consciousnass in a realistic mamer.

o Provide opportunity for both consumer cholce =1 for a
strong insurance market.

o Avoid the administrative complexities of NHIPA.

As an alternative to MHIPA, a sample plan has been developed, called
Maximum Liability Health Insurance (MLHI), which would replace

the current Medicaid, and potentially the Medicare, programs.

MHLI would provide catastrophic coverage to all Americans and would
be financed by & progressively scaled surcharge on the personal
income tax. Thus, low income families might pay $5 annually for
coverage, and rich families $1200.

Under MLHI, the amount of the cost sharing would be related

to income. A family of four with an income of $5,400 would have

& paximum liability of $540 or 10% of its income, vhile a family
earning $50,000 would be iiable for $7,500 in expenses or 15% of

its income. Since the average annual medical expense for a

family of four is around $1,000, fewer than 20% of American families
will have claims paid under MLHI. The sale of private supplementary
insurance to pay part or all of the MLHI cost sharing would be
encouraged, thus, preserving most of the functions of private
health insurance.
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NHISA would fail to cover short-tarm workers, who,
among employed populations, are perhaps the most
in need of insurance. Although a system could be
devisad to covar short-term workers, it would
necessarily be administratively very complex.

Because NHISA coverage is not mandatory, individuals

may voluntarily not select such coverage or pressura
might be brought by tha employer not to select coverage,
leaving the problem of caring for the individual who
later does faca high or catastrophic expenses.

Both tha nation's long-axpressed concarn to make health care available
when indiv’dual rasourcas have been exhausted and the failure of
private markats (and govarnment Medicare pqlicy) to provide complete
major risk protaction make a compaliing case for national insurance to
cover financially catastrophic health risks. Since some degree of
last rasort protection would otherwisa be provided by government, it
is {mportant to make catastrophic health {asurance compulsory to
avoid having some persons decline premium payments but latar become
medically indigent cases for governmeént support. This cc cept is

at the heart of the Maximm Liability Health Insurance plan which is
discussed in the next section.

An Alternative Proposal - -Maximum Lisbility Health Insurance

As an alternative approach, this paper sugzasts a Maximum Liability
Health Insurance (MLHI)‘ plan:which has the following attributes:

o provides all Americans with financial protection
against those, but only those,health risks which
excasd thair ability to pay

eimplifies national health insuranca systems

separatas major health insurance coverage and
its fipsfcing from employment considerations

removes all personal and corporate income tax
subsidias for health insuranca purchasas and
normal health cara expanditures

eliminates the Medicara payroll tax




o finances the program through Federal general
reverues

o reforms the existing Medicare system
o eliminates the current Medicaid program

o relies on private health insurance companies
acting as either financial agents or underwritars.

The Bgsic Design -- The Maximum Liability Health Insurance
plan has two basic properties: (1) its coverage is universal and
therefore not directly connected with the labor market; and (2) it
protacts a family or an individual only against those financial
risks which would substantislly alter their lifestyle.

As envisaged here, MLHI would cover all U.S. citizens and would be
financed from general revenues. Its universal coverage and compulsory
financing features stem from the fact that:

o society has decided to provide some type of
1ast resort protection to all, when they have
become sufficiently destitute;

_ o most persons would voluntarily purchase such
coverage if svailable at reasonable rates so
that required financial participation is
generally “acceptable;

o significant economies are realized by universal
enrollment. The expense of collection "premiums'
via taxas is insignificant, and statistical
pooling of risk is achieved by enrolling everyone.

o serious discontinuities In coverage arise when
such health insurance is voluntary and tied to
the job market. The pecpla in greatest need of
health care and with the fewsst resources to pay
for it are not covered via regular employment.

Compulsory Federal insurance has precedence in situations in which
+  rare but financially ruinous risks can occur and lead to subsequent
government assistance. The most recent example is the requirement
that all FHA home loans carry flood insurance in flocd-basin areas
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of the country. Adopted efter the weaknesses of Federel relief to
Pennsylvania victims of hurricens Agnes.became epperent, this policy
will in time effectively eliminate one type of categorical programs--
flood disaster relief.

Most health insurancs plans offered today, and even the Administretion's
Netional Health Insurance Psrtnership plan, jmplicitly deternine e risk -
to be of cetastrophic magnitude if it requirss certein quantities of
services (e.g., days of care or level of expense) independent of the
petient's rssources. In the Maximum Lisbility Health Insurance plan,
financial risk is considered to be best measured in reletion to the
financiel resources of the family. To a middle-income family, medical
bills of $1,000-$1,500 are serious though managesble, particularly if
credit arrangements are available. But to ¢ family in poverty such
bills are devastating. Therefore, in setting the maximum liability
levels it is important to relate them to the family's ability to absorb
them. ’
There are, howsver, sevsral specisl problems relating to coverage
of the poor and the aged. These are discussed in a later section of
the paper. In the remaining portion of this section, the MLHI benefit

s package is discussed in some detail and possible administrative

: mechanisms sre sxplored.

MLHI benefits--The benefits which would be included in MLHI are quite
comprehensive. Above the income-related cost-sharing, MLHI would pay
the full cost of hospital room and board, surgical and medical services, and
_ ancillary ssrvices. This aspect of MLHI would be similar to the full pay-

ment feature of the high option Blue Cross/%lus Shield plan svailable to

- Federsl employees. MLHI would also pay for home and office physician
< visits and ambulatory health services provided by recognized institutions
B or providers, including hospital outpatient departments.

The most comprehensive or conventionsl insurance today has a maximum

. lifetime benefit. In constrast, beyond its cost-sharing provisions,

- MLHL would pay the full cost (each year) of all covered services
without limit. Services such as prescription drugs and dental care
would be covered; dental care would be limited to non-routine services
(e.g., oral surgery resulting from an accident). Family planning
services and well child cars also would be included.

: Two areas stand out in any health insurance proposal because of the
B difficulties they present--mental illness and long-term care. Long
E term care is dealt with in detail below since its provisions involve
other coverage under MLHI and cut across all diagnostic lines.
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All active treatment of mental illness would be covered undar MLHI.
This includes both inpatient and outpatient care, and the servicas
provided by physicians, psychologist’s &nd supervised paraprofessionals.
Purely custodial care would ~ontinue to ba the responsibility of
individuals and of Stata and local governments. It should be noted,
though, that most individuals suffering from mental illness do not
requira long-term custodial cara. Trends in utilization of inpatient
facilities have changed dramatically in recent years, largely because
of the widespread development of commmity-based delivery systems for
mental health services. Whila admissions to State and county mental
hospitals have increased 9.2 percent between 1969 and 1971, tha end
of year resident population has actually decreased by 17 percent.

We may, therefora, conclude tha: the bulk of all long-term care and
mental health services would, by their present dafinitions ba covered
under MLHI,

The problem of including long-term care under MLHI is one largely
concerned with providing long-term semi-skilled services with both
medical and non-medical aspects. Many persons, particularly the aged,
disabled, and mentally retarded ave in need of care which is less
comprehensive than that provided in & hospital. Yat they requira
institutional sarvicea. Because of the high cost of such care, the
MLHI program would establish a lorg-tarm care benefit that would
make certain that the health needs of such persons are wmet but with-
out coverage of custodial care tha: is not a medical service. When
the Medicare program was being establiahed, it faced a similar
problem. The availability of extended cara servicas would often
allow a patient to be shifted from mors costly inpatient hospital
care into less expensive extended care.

Tha long-tarm care packaga under MLHI would cover that care provided
by a skilled nursing facility, is., servicas provided directly by
or requiring the supsrvision of, akilled nursing paraonnel; or
skilled rehabilitation services, which the patient needs on a daily
basis, and which &s a prectical matter can only be provided in &
skilled nursing facility. This plan would have the sdvantage of
avoiding payment for custodial care, but would cover medically
necessary long-tarm care. As under Medicars, a person would have

to be an inpatient in a hospital for at least thres days before

he would be eligibla for admission into & skilled nursing facility.

The major d £farenca between the MLHI and Medicare benefits would be
in tha length of the benefit period. Medicare now providea for
payment of up to 100 days per benefit period. MLHI would cover
without limit, the number of authorized msdically necassary days
(including both hospital and nursing howe stays). An MLHI utiliza-
tion review committes, or the community's Profassional Standards
Review Organisation (PSRO) would work with utilization review
committees 2lready existing for the hospital and skilled nursing
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fecility. Prior to admission and egain et periodic intervels, this
committee would review the patient's,case and decide whether further
treatment is necessary in the current setting. It may recommend dis-
~ cherge, cere for e few more days, continued coverege, or transfer
to e different levelof care. If it suggests e continuation of benefits
. (and there is no objaction from the {nstitution's utilization review
B committee) the petient would continue to stay in the facility. Such
e committee would help to limit unnecessary steys in the skilled nursing
fecility (or unneceeserily long stays in the hospitel), as well es
monitor the utilization of the health care purchased under MLHI, but
would ellow those patients who nesd extended care to continue receiving
it 4n either a hospitel or e nursing home. It is {mportant to note
thet while each erea or hospital and nursing home would have their own
utilizetion review procedures, MLHI would esteblish an oversll review
committee to exercise oversll coordination.

The MLHI program should elso provide for home health services in ¢
manner similar to Medicare. It would offer up to 200 howme heelth
visits per spell of illness.

Certein long-term care services, primarily custodial, such as those
provided in an intermediate cere facility are currently aveileble to
Mediceid beneficieries but would not be covered by MLHI. Today
rpughly 30 percent of Medicaid expenditures ere for long-term cere
of ell types. -Under MLHI, the abolition of Mediceid will in effect
provide Stetes with new revenues, ellowing them to maintain end
increese their current expenditures on long-term care not provided
by MLHI.

Administretion-- There are essentially four methods of
edministering an MLHI plan.

1. Completely Federglly-run System -- Eligibility
standards and claims processing done by Federal
empioyees

2. Intermediary Approsch--A Federally-regulated end
controlled system with private companias responsible
for claime processing and most contact with providers
(current Msdicare approach).

3. Private Underwriting Approach--Eligibility standards

- esteblished Federelly with very limited Federel con-
trol on the day-to-day operetion end undexwriting
ectivities of Federelly-certified privete carricrs.

4, Mandated Coverege--All Americens required to purchase
specified coverege from privete cerriers.
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.n the spirit of building on the capacity of the existing health
insurance system and in order that the MLHI plan, paid for by Federal
general revenues, will provide protection to all Americans, opt‘ons

1 and 4 are ruled out.

Option 2 would be similar to the existing Msdicare program and that
proposed for FHIP. As fiscal agents of the Federal government,

Medicar' intermedisries are required to carry out rules and regula-
tions estrblished by the Federal government. This has had the advantage
of putting the might of the Federal goverrment behind certain desirable
changes in the way providers operate. It has had the disadvantage of
requiting the private carriers continuously to changa their operation
policies as new Federal dirdctives are issued,

As sn alternativa to the privata/iutermediary approach, the following
private underwriting system is suggested. The system outlined below
1s just one of several which could be devised to make maximum use of
the private health insurance underwriting capacity, vhile still
meintaining the basic outlines of the MLHI approach.

Outline of a private/underwriting MIHI avstem--

o Federal government establishes eligibility of each
family for MLHI coverage using previous year's
income tax raturn and records on income assistance
and other tranafer payments

-- mechanism established for individuals to
report a mnjor change in income clasus (up
or down after filing of income tax return)

© MLHI voucher is sent to each family to be redaemed
either through an employer or individually with a
government-certified privata health insurance
carrier. Thia voucher designates the family as a
a membar of a particular income class.

o A limited number (perhaps thres to ten) private
insurance companies would be cartified to sell
MLHI coverage in each area. Cartification would
be basad on financial solvency, past performance
and quoted rates. ¢

I

o Private insurer informs Federal government of the
numbar and types of individuals (sizs of deductible,
ages, family size and region) to ba covered under
its program.

--Individuals also inf rm government as to the
company providing this covarage. This acts
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both as a check on the accuracy of the insurer's
statement as to the individual for whom he is
providing coverage, and assures that all eligibles
receive coverage.

Government negotiates a yearly premium rate with each
insurer based on the group it covers.

All future contact is between individual (employers)
and private insurance underwriters.

Individuals can petition government if private insuror
fails to provide stated coverage.

Government establishes a permanent steff to concentrate
on those aspects of health insurance which cannot be
handled by each company alone, such as

--level of benefits
--procedures for effective utilization review
--mechanism for minimizing cost =scalation

Before selecting the preferred administrative approach it is important
to determine whether all families should be income-tested each year.
The private/undervriting approach assumes that the Federal income tax
reporting system, plus the system designed to determine eligibility
for income assistance, could be wmodified velatively simply to provide
MLHI vouchers. In essence under such an approach all Americans would
be income-tested each year to determine their MLHI eligibility.

As an alternative, families could be given a form to be filled out and
retained by them indicating their 1ikely MLHI eligibility level. Oily

in cases where the family cstimated that they had excaeded the deductible
level, would they contact the government and request MLHI payments. This
would substantially reduce the number of families reporting each year. This
latter system would not require the use of private carriers underwriting
the plan. Private insurers could still function, however, as fiscal inter-
mediaries. Under both systems, many of the payments will be made after

the fact and therefore directly to the individual.

The vouchers system depends critically on the ability to use the Pederel
income tax reporting system with few modificatlons. If this is not -
possible, and a nev income reporting system is needed,. there seems to
be little justification in not using the intermediary approach with
eligibility verified omly for thosz asking for MLHI payments.

At the writing of this paper, we are vlthhoiding recommending a
preferred approach pending an analysis of what modifications would
be required of the existing Federal income tax reporting system.
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Impact on the Consumer

A cowplete policy for national health insurance, whils primarily an
icstrument for protecting the i{ndividual or family against the risk of
unusually costly care and financing its purchase, should:

o euable persons to budgst thsir heslth expenses
without major disruption to thsir iiving standard
or restrict thsir use of needed medical csrs;

encoursge both consumars and providers to achieve
sppropriats levels of health cave utilizatiom.

Large numbers of employess, directly or - .ough bargaining agents,
todsy elect "high option" health insurance policies when given the
choice of more 1imited coverags. The high option plans typically
include both greatsr protection against very large expenses and
rsisbursement of a greater proportion of first-dollar health expenses
than is available through low option pelicies. This preference for
more comprehensive coverage reflects at least four separats factors:

o demand for catastrophic protection
o the tax-frse nature of ths health insurance premiums
o ignorance of ths true risks and real costs of insurancs

o ths conveniencs of having most health bills paid by
another party.

Maxisum Lisbility Heslth Insurance will satisfy the first need, while

full taxstion of premiums will allow consumers a neutrsl choice of
sdditional insurance or other goods and servicss. Mechmisms to promote
informed dscisions about supplementary insurance and to provide alternative
means of budgetiig health expenses could be developed as part of a
national health insurancs strategy.

Budgecing feslth Expsuses -- A major advantage of the MLHI
approach to nationsl heelth insureance is the simplificstion
of privats supplementsal fnsursace policies that would result.
With su essily undsrstood maximum expense guarsntee from MLHI,
consumers would be much bstter able to evaluate the benefits
offered by privats policies in terms of the femily's potential 11i-
sbility for heslth cera expenditures. Decisions about purchasing
supplementary insurance would be reduced to a comparison of how much
dollar coverage is provided, how much cost-sharing remains for family
payment, and the premium expenss. Policies of competing companies
could be easily and directly compared. With a guaranteed
naximum 11sbility, consumers would be rslieved of the continual urge
to buy more coverags sgainst potentially unlimited risk.
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We expect a large continuad demand for insurance that supplements

MLHI. The economies of employer-ralated group insurance would con-
tinue to generata substsntial business. Because of the inharent
simplification of personal health expense risk rasulting from tha
MLHI-type plan, detailed regulation of the terms of private insurance
should be unnecessary. It would ba highly desirable to pass a

national Truth-in-Insuranca Act, requiring standardized prasantation of
key cost and benefit data, such as total snnual premium, average benefit.
paid, average cost-sharing payments, and maximum lisbility, as well as
any limits on eligibility or specific servicas.

Bacause tha MLHI plan has an income-related deductible, it will be
necessary for those desiring supplemental health insurance protection
to purchase such coverage in the form of specific increments of
filling in the deductible amount. Insuranca companies would probably
have to sell such coverage in, say, increments of one or two hundred
dollars, moving up to the maximum level of tha deductible of the MLHI
plan selected. Employees would be given a form which includas all the
;possibla crmbinations that they could select and the pricas of each
segment. This approach would be similar, although more complicated,
to that used to purchasa term lifa insurance for employees based on
their annual wage. A group policy is written, but the amount varies
with each employee. The employer could subsidize such coverage by

a fixed dollar amount or, if ha wishes, have the gmount increase
with tha earnings of tha worker. Much of the administraiva cost
savings of group covarage still could be realized under such a plan.
All premiums, whether paid by the individual or his employer, would
ba fully taxed.

Complate insurance is particularly costly because most of the time

it is paying bills which occur almost routinely. On the avarage, s
family will find its health costs lowest if it fully self-insures all
health expenses not covered by the catastrophic plan. (Example I)

In doing so, howevar, it exposes itself to some uncartainty about

vhat those costs will be from one year to the next. Suppose that MLHI
were to guarantee that its total health expenses could not exceed $1000
in any year. Suppose further, that without any supplementary insurance
the family's total health expenses would avaraga sbout $450. But that
as the proportion of the family's bills paid by insurance increased, its
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purchase of health care services also increased (due to the fact that
most of the care was esgentially free at time of purchase.) If it
budgets for average expenses of $450, it would be exposed to possible
further expenses of up to $550.

EXAMPLE I
No Supplemental Coverage

Self-insurance of all health expenses
‘ below the maximum liability level of

$1000

Total Health Expenses $450
Paid by Insurance . . . $ O
Insurance Premium . . . . . . . 0
Out-of-Pocket . . . . . . . . . 450

This risk can be substantially raduced at relatively low cost if a
supplementary policy with a significant deductible is purchased. By
payment of about $180 premium (Example II) the family would fully
insure expenses between $500 and $1000. However, its average health
expenses would increase to $500 or $50 more than if it carried no
insurance as in Example I. Many families would find this increased
protection worthwhile, budgeting ebout $320 for out-of-pocket expenses
and $180 for premiums. The unbudgeted risk is then reduced to $180.

EXAMPLE II
Partial Supplementary Coverage
Partial supplementary insurance,

covering all expenses from $500
to $1000, with a $500 deductible.

Total Health Expenses $500

Paid by Insurance . . $150

Insurance Premium . . . . . . 180

Out-of-Pocket . . . . .. .. 320
32a
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Complete ceriainty about health costs with no out-of-pocket expenses,
is displayed in Exemple III. By payipg & $650 premium, the family
reduces the variation in health expenses to zero. Since such full
protectior. increases the average health bill above the no insurance
amount by $200 per year, many informed consumers are 1ikely to
regard this smount as excessive, especially when compared with

the partial insurance of Example II, in which total health expendi-
tures increased by only $50.

EXAMPLE III
Complete First-Dollar Coverage

.

Complete supplementary insurance,
covering all expenses from $0
with no cost-sharing

Toénl Health Expenses $650

Psid by Insurance . . $540

Insurance Premium . . . . . . 650

Out-of-Pocket . . . . . . . . 0
33a
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Because many small bills ara psid undar first-dollar covarage, admin-
istrative costs are high (In Exampla II and III, a 20 percent sdminis-
trative cost factor is usad to computa the insuranca presium). In
Example I1I, average spending for health cara ‘(asida from administra-
tive costs of health insuranca) is sssumed to risa by $90 above tha
no insuranca rate of $450. This incrassed spending is included to
adjust for the likely possibility that when the cost of care is
reduced to zero at time of purchase, families w{ll usa more care

than they would 1f they paid the full cost.

In place of insurance to psy routine expensss, two types of budget-
ing msy ba considered. A health credit card approach with some
degrea of interest subsidy or defeuit gusrantes, would allow patients
to spread expenses over a reasonsble post-illness pariod vhen earn-
ing capacity has been restored. The credit card service could be
privately provided, as & new line of business for present lenders
and perhaps health insurers, with provision for FHA-type interest
assistance and guarantee. A second mechsnism, a heslth savings
account, would encourage the consumer to make monthly payments into
an sccount with balances held in escrow for health expenditures.
Funds not spent at the end of a year could ba withdrawn or left on
deposit, at tha consumer's choice.

For the population receiving i{ncome sssistance, the provision of
an escrow account is easily accommodated into the monthly check-
writing process. For the employed population, such sn account
could be established through the employee's payroll office as an
alternative, or supplement, to deductions for any supplementary
insurance.

A policy vhich promotas development of budgating mechanisms in
conjunction with catastrophic insuranca protection has important
cost-reducing affects on total heslth expenditures. Consumers
who save and, when necaasary, borrow to meet smallar medical bills
avoid the sdministrative costs of third-party raisbursements.
Thesa costs, for the relatively small expenditurss covered by sup-
plemental insurance, can ba a large proportion of the total bill,
In addition, ainca consumers will in most casas pay ths full price
of cara for tha routine services they use, the tendency to use un-
necessary smounts of cara is checked by the consumer's own pocket-
book.
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Utilization of Care -- There are two sides to the utiliza-
tion coin. Underutilization of more or less routine health services
occurs vhen a person's income is limited and other basic needs com-
pete with medical expenses in his budget, or when he fails to obtain
care vwhich would prevent more serious or more costly illness at a
later tims. Low income and ignorance of the health system are pre-
sumptive indicators of possible underutilization.

Althoygh equal amounts of care for persons at all income levels is
a dubious goal, minimum levels of care is an appropriate objective,
particularly vhere there is compelling evidence that timely care
reduces the long-run cost of otherwise more serious illnese. Pre-
natal and early child care are services of this type, as are par-
haps the broader range of fertility-related services. By tailoring
insurance it to income levels, finsncial incentives can be
created s the lowest income groups increase utilization. How-
ever, set health insurance benefits, and theredy the net price
of services to the patient, is but one means of affecting the level
of utilization of services. Particularly in the cese of preventive
services, appropriate levels of use may be more effectively promoted
by health education activities and direct requirements. Schools and
employers, for example, could require that persons shall have re-
ceived particular services as a condition of enrollment or employ-
aent, a9 is done today for a very limited number of tests for com-
municable diseases.

Special subsidies for specific services would graatly complicate

the etructure of MLHL. If extended to the non-assistance popula-
tion, these subsidies would substantially increase claims proces-
sing zequirements, defeating the attractivensee of a Paderal program
that would require payment of claims for only a small portion of

the insured population in any one year.

1f special subsidies are deemed desirable, a mora attractive
alternative would be to require inclusion of those benefite in
private supplementary insurance policies. This approach would
reach a large proportion of tha smployed families. A mixed
strategy would be to include the special subsidies in MINI only
for assistance-level families (vho face coinsursance but no deduce
tibles).

‘ -

The other side of the coin, overutilication, is often the result of

the structure of insurence benafits, Distortions in the type of

utilization sre aov well recognized as resulting from coverage of

some services and not others (e.g., inpatiemt but not outpatient

care). Quite simply, the prices as viewed by patients and their .

86a
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physicians are badly out of proportion to the real costs of the
services, thereby creating incentives to use the services for
which the pati.ut pays thie lowest net price, as opposed to the
lowest cost, service.

Similar distortions in the amo at of total utilization occur
among consumers at middle- ar: upper-income levels, When the
major proportion of health expense. is reimbursed by insurance,
patient/physician decisions sbout hospitalization, length of
stay, frequency of visits, etc., are frequently determined more
by factors of convenience than by the opportunity costs of the
health resources being nsed up.

By providing appropriate financial incentives in insurance p.licies,
the distortions of overutilization can be limited. Significant
levels of cost-sharing, through deductibles and copayments, and
similar benefits for equivalent but cltermative modes of treatment
should be central to the insurance stru-ture.

A Possible MIHI Plan

In order to illustrate the functioning of MLHI, 2 specific

example has been developed. While the general features of this plan
have been designed to meet the objectives of universal coverage and
income-related protection against financial catastrophe, it is
important to emphasize that the MLHI approach does not depend on
the specific velues proposed in this plan. The design of a best

set of MLHI parameters is gn important, but basically technical pro-
blem., The overall cost of MLHI can be lowered, or raised, by chang-
ing the cost-sharing parameters. Modifications can be introduced

to adjust benefits for variations in family size. A broader defini-
tion of income than that used for Federal tax collection will
itprove the equitable agsessment . f ability to pay.

The central MIMI feature is that a family's financial burden for
health expenses cannot exceeQ a maxipum amount related to its
income. In the accompanying:table the m& .mum health expenses
paid oy a family rise from $36 below $2,400 per year up to 15
par 't of a year's income for families earning more than $12,000
wv . chis income range, $0 to $12,000 covering half of the fam-
ilies in the country, the maximum burden is an increasing fraction
of income, rising from three percent et $1,000 to 15 percent at
$12,000, reflecting the very limited resov—ces availsble for med-
ical care in family budgets at the lowest i«vels. Above $12,000
income per year, the plan limits maximum expenses to a constant
15 percent fraction of income.

36a
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Since a large proportion of families who face a maximum cost of

only $200 or $300 would exceed this .ount of health care in a

year, it is desirable to extend the range of total health expenses
over which such families pay some part of the cost. This can be most
simply achieved without raising the maximum liability to the family,
by requiring it to pay a fraction of the total health expenses up to
some larger total amount, beyond which the insurance plan makes

full reimbursement. That is, & coirsurance 'r percent of the bill
is used rather than a flat amount where wit! he consumer it pays
all (a deductible).

In the MIHI example plan in the $3,600-$4,800 income bracket , &
family is required to pay 50 cents of each dollar of medical care,
until total expenses reach $720. At that point, the family has
paid $360 directly, has incurred its maximum liability, and any
further expenses are not subject to cost-sharing.

This use of coinsurance to extend the range of consumer sensi-
tivity to health expenses has several advantages. For low-income
consumers it provides a much-reduced price of care for the most
frequent healtis bills. At the same time it limits “free" care to
- a considerably smaller number of instances. A possible disadvantage
E of a coinsurance rate on all bills is the potentially high admin-
istrative cost that this will eatail. But since without such a
coinsurance feature most low-income families would exceed their max-
' - imum liability and make claims, a large claims processing activity
is necessary anyway. In addition, the claim handling activity
. can be directly linked to the monthly income reporting and check-
writing process to be set up for families and adults receiving
income assistance.

Beginning at $6,000 of income, the family's liability is for the
s full cost of the initial health bills it incurs. As presented in
< the table, this "deductible" is set at 10 percent of income ($65C
- at $6,500 per year, $2,450 at $24,500 per year, etc.). The effect
is that a significant proportion of families will not incur expenses
in a single year large enough to collect reimbursement benefits from
the MLHI plan.
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If a family's financial lisbility ended when it had incurred expenses
of 10 percent of income, for the remainder of the year it would have
little incentive to limit further health expenaes. By providing for
a reduced rate of cost-sharing sbove the deductible, the ~ange over
vhich the family is sensitive to costs can be extended.

In the table we have doubled the coat-aharing range so that.above
$7,200 of income consumera pay aome part of medical bills until
they total 20 percent of income. But, by providing for partial
reimbursement in the 10 to 20 percent range, the overall family
lisbility ia limited to at moat 15 percent of income. Thua, a
family earning $7,500 a year would be reaponsible for all of the
firat $750 of medical billa. If it had higher expenaes, it would
pay for one-fourth of them until total family payments reached
$938. At that point, the lisbility limit for this income class has
been reached, and sny further billa would be reimburaed in full by
MLHI, Above $12,000 family income, the coinaurance rate is raised
to 50 percent for a limited additional smount of expenaes.

Coat Eatimatea

For FY 1973 the MLHI plan would require $35.2 billion in Federal
expenditurea. To offaet this, sbout $31.3 billion of curremt
Federal programs would be eliminated leaving a net add-on of $3.9
billion.

In making these projectiona the variation of cost-sharing and
liability limita with income levela has been adjuated to account
for expected increasea in money income throughout the population,
i.e., the proportion of families at any given level of deductible/
coinaurance. The maximum lisbility ia assumed not to change. The

38a
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estimates include rates of increase for medical prices and
utilization similar to those projected far Medicare and Medicaid.

TABLE 2

Cost Estimates of MILHI
(billions of dollars)
1976

MLHI Federal Expenditures $35.2%
Under age 65 19.5
Age 65 and over 15,7

Reduction in Federal Spending
Medicare 16.5

Federal Medicaid 7.1

Revenues from 7.0
eliminating tax
dubsidies of

insurance

Ending categorical 0.7
health services

Net Addition to Federal Expenditures
*Including administrative costs.

The Statee would have a large portion of their Medicaid expendi-
tures picked up by MIHI. We expect, however, that they will con-
tinue long-term custodial care services not now covered under *
Medicare and would assume that part of the long-term care cvrrently
paid by Federal Medicaid which will not be covered under MLHI.
Under these asaumptions, Statea would have a net reduction in
Medicaid spending of sbout $2 billion. There is also the un-
resolved problem of what would happen to the $2.0 billion in VA
appropriations.

We have included the personal and corporate income taxes foregone,
$7.0 billion in 1975, in the revenues available to finance MIMI.
Under current law, premiums paid by employera escape taxation ¢
entirely, while personal premium payments are something a' n to
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long-term capital gains-~they are taxed at (approximately) half of
the otherwise applicable tax rate. With Maximum Liability Health
Insurance universally available, any need to subsidize the purchase
of insurance (or allow deductibility of large health bills, a much
smaller subsidy) to mitigate financial catastrophe is removed.

The ""loophole” nature of this form of employee fringe benefit has
had the expected effect oi rapidly expanding the amount of routine
health care covered by insurance. Indeed, for middle- and-upper-
income taxpsyars, who benefit most from this deduction, it is
frequently the case that their total health coats are aignificantly
reduced, on average, by arranging for employer-paid insurance,
rather than direct personal payment of health bills; the administra-
tive costs included in the premiums are more than made up by the
lower tax liability to the-employee.

With MLHI in effec', eliminating the tax subsidy of insurance
premiums will establish a neutral environment for individuals to
choose whether to pwrchase private aupplemental insurance or to
budget for moat routine health billa by personal saving.

Two additional Federal offsets ahould be kept in mind. FHIP
benefits, if unchanged in 1976, would cost $1.0 billion more than
the AFDC portion of Medicaid they would replace. Second, if aa

is likely a ceiling is placed on the premiums for the ''pools” added
Federal expenditures could rise by between $1.2 billion and $2.6
billion. These added coats could be added to the mandated group
premium ratea, but they are atill coat increases.

1f the original HEW proposal to set the pool premium at 110 percent
of the average group rate waa ultimately sdopted, the net aubsidy
would be $2.6 billion and if this subsidy was paid through Federal
funds, the increase in expenditures under NHIPA, and MLHI would be
about the aame. In addition, if as ia likely, there ia both an
expansion of FHIP to include singles and childlesa couplea ($1
billion add-on), plus an extension of the benefit package for both
FHIP and NHISA ($1 billion), the ultimate impact on Federal expendi~
tures of adopting the MLHI approach could be to reduce Federal spend-
ing by $2 billion a year.
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Compaxison of MLEL with the NHIPA/Medicere Svstem

This section compsres the benefits provided under the example of

en MLHI plan with those provided under NHISA, FHIP snd Medicare.

The tables illustrate each plen as it effects families with s
perticulsr income level end steted smounts of covered medical

expenses. Total cost of coverege includes both the premium end

direct expense. An ettempt is made e¢lso to ellocste the tax burden

of the MLHI plan, celled the MLHI tax surcharge by incoms group.

Family medical expenses of $50, $600, $1,000, and $15,000 illustrste
respectively low, moderste, everege, and catastrophic expenses for e
family of four; or in the case of Medicare, for & couple. Comparisons
betwesn plans for the most part ere based on total cost (direct expense
plus premium/surtax) es e psrcent of income. It is important to bear
in uind in these comparisons that they ere only for individuals eligible
under the plans and for covered sxpenses. Psrticulerly under FHIP

end NHISA both eligibility end coversage is rether restrictive.

Comparison of MIHI and NHISA--NHISA would provide comprehensive
benefits (up to $50,000 per parson and e restoration of $2,000 per
yesr) to employees and their dependents subject to e two-day deductible
on hospitel room and bosrd, and e $100 deductible on wmost other services,
with e 25 percent coinsurance on g¢ll further expenses. After & person
has received $5,000 in covered services, e¢ll further- cost-sharing for
thet individual end his family is waived for thet year and the next
two years.

Teble 3 compares the costs and banefits of NHISA and MLHI for families
with incomes of $6,001, $10,001, $20,001, and $50,001. Neither systea
woulipsrmit reimbursement for services to families with very low expenses
($50) When the NHISA premium ($406) 1s added to the direct expense,
the totel cost of NHISA coverege bacomes.$456. Under MLHI, the tax
surcherge renges from $95 to $1734. The total cost of MLHI coversge
(surtax plus out-of-pocket) is lower then that of NHISA For incomes
up to $10,000 under either plan, the total cost of coveregs does not
constitute ¢ large percentege of family incoms, with the greatest burden
under NHISA occurring et the lowest income, $6 percent of income for the
$6,001 family, and under MLHI et 3.4 percent for incomes of $50,001

For expenses of $600, the individual covered by NHISA must pay $315
in direct expenses, plus the premium of $406, toteling $721. Under
MLHI, the individual would not exceed the deductible, requiring direct
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payment of the entire $600. Thus, in order to have MLHI coverage,
the family would have to pay between $695 and $2284, depending

on their income. At this medical expense level, the total financial
burden in comparison to income of both NHISA and MLHI is within

2 percent for incomes up to $20,000. Because of the higher tax sur-
charge, MLHI coverage becomes slightly more expenses above $20,000.

A family that incurs $1,000 in medical expenses, average for a

family of four, would have a direct expense of $415 underNHISA and

a total expense of $821. Families with incomes below $10,000 would
have exceeded their deductible under MLHI, so some benefits would be
paid, while those above $10,001 would be required tu pay the entire
expense. At this expense level, MLHI costs 2-3 percent more of income
than NHISA The one important exception is the case of the lower
income families where MLHI and NHISA would impose the same financial
burden,

The major advantage of MLHI occurs when catastrophic expenditures

of $15,000 are considered. The NHISA direct expenditure is $1,415
plus the premium of $406, or a total cost of $1,821 for all families.
For lower middle-income families ($6001), this constitutes 30,3 per-
cent of income. At the $10,000 income levels the percent falls to
18.2 percent. MLHI avoids just this inversion because of {ts income-
related cost-sharing. Including the tax sutcharge, expenses rise from
13 5 percent to 18.3 percent.

In summary, this comparison demonstratea that at all expense levels,
MLHI imposes a smaller financial burden as a proportion of income for
low-income families. At higher income levels and for moderate expcnses
both plans are quite similar, but at high expenses MLHI {s superior for
families under $10,000 with NHISA having the advantage at higher incomes.

Comparison of MLHI and FHIP--Table 4 compares the impact of the
four expense levela on all classes of FHIP eligible families under

both MLHI and FHIP, making the assumption that all expenses incurred
were reimbursable under both programs. The MLHI/FHIP comparison is
made by income class since both plans fix premium and maximum direct
expense on that basis. Table / is presented in the same way as Table 3,
so direct expenses, premiums, total cost and its percent of incom~ can
be easily identified.

FHIP Class 1 families would face no cost-sharing or premium on expenses
up to the maximum of $5,000 but would not have catastrophic coverage.
Under MLHI. the Class 1 family faces a maximum of $144 in cost-sharing
and a $13 tax surcharge with a maximum liability of 5.2 percent of
income. The real advantage of MLHI is for expénses of more than $5,000,
where FHIP covers nothing abose that level, and MLHI covers all.
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For each of the other FHIP classes, the table can be used in the
same way. FHIP provides slightly less cost-sharing than NHISA
for families with expenses below $1,000. Again the real value
of MLHI is where expenses are high as illustrated.

Comparison of MLHI and Medicare

Under NHIPA. Medicare would be retained for the over 65 population.
In Table 5, two income levels were chosen for comparison, $3,001
and $10,001, with the same expense levels as for the other
comparisons. This table shows the clearest comparison between

the two plans For the low-income aged MLHI is clearly superior

at all expsnse levels, while at high incomes for less than catas-
trophic expenses, the reverse is true. For example, at an

expense level of $1,000 a family with $3,001 under MLHI would pay
$174 or 5.7 percent of their income for medical expenses Under
Medicere, the $140 Pert B premium plus $183 in direct expenses
totals $323 or 10 7 percent of income. At a family income of
$10.001. total Medicare expenses are still $323, but as a percent
of income it falls dramaticelly (10-7 percent to 3.2 percent).

For MLHI the opposite occurs with a $10.000 income family responsible
for the full $1,000 plus a surtax of $207. Together their total
medical expenses rise to 12 1 percent of income. At the very high
medicrl expense level of $15,000 MLKI is superior at both income
levels- .
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Special Population Groups

At the heart of the MIHI plan is the proposition that all families
should be treated equally with respect to their health insurance
protection, except to the extent that their health expenses and their
ability to meet such expenses vary. While this philosophy is worth
preserving, one must recognize that two population groups--the aged,
and the non-aged poor--require special attention to insure that their
unique problems are adequately addresse.’.

The Aged -~ The average or expected value of out-of-pocket
costs for a couple covered under Medicare in 1970 was roughly $260
per year (5130 pex person). These expenses include SMI premiums,
and basic Medicare deductibles and copayments. To mske a rough
comparison we estimate that 1if a couple had bees under MLHI in 1970,
their income would have had to have been greater thamn $5,000 in
1970 to have $260 in average out-of-pocket expenses. In other words,
on average, the breakeven income ievel where the financial risks to
a couple are about the samf in the two plans would have been about
$5,000 in 1970. The breakeven for a single aged person would have
been about $4,000. Under MLHI about 50 percent of the aged, the
poorer ones, would have been better off.

In terms of medical expenses, MLHI is preferable for those aged who utilize
relatively little health care in a year or who suffer a prolonged and
expensive illness. As previously indicated, Medicare now limits the
maximum number of hospital days and increases cost-sharing require-

ments for the largest stays covered.

Other than the problem of making some persons worse off, which is
probably inherent in any new proposal, we also have the “contributory”
issue which arises in Medicare. That ia, some would say that
Medicare is an "earned right" and cannot be taken away. This is a
transitional issue; 1if the basic concept of MLHI is accepted, we may
need to develop a way of making a smoo.n transition without incurring
heavy criticism of either MLHMI or Social Security. At this time, we
csn only suggest some options for dealing with tnhis problem.

o allow those eligible or approaching the eligible age
- the choice of MLEI or Madicare (essentially a 'grand-
fathering' mechanism).

alter Medicare over a period of five years until the
benefits and financing are similar to MIHI and then
integrate the systems.




| .

) 0 use tha trust fund to raimbursa individuals for taxas
paid in sin~a 1966--20 ‘cna has paid in more than $300
for haalth insursnce, (This responds to the monay's
worth argument.)

4
o adopt MLHI saying it more closa’> meats our natiounal
objactive and that transitional problems always
r result from big changas.

Tha Poor -~ The usa of praventive cara, asrly diagnosis, and
aarly treatment hava basn shown to improva the health atatus of
tha individual and reduce subsaquent utilizetion of expensive cura-
tive and treatment-oriented medical cara. But for tha poor, a numbar
orf spacial problems confound their attempts to use such medical
services:

0 Low-income is frequently associated with unheslthful
living calditions (e.g., poor housing, insufficient
nutrition) which maka the poor more illnass-prone
than the non-poor, restricting their ability to
participata in the labor forca as thsy get older.

o The poor ara much sicker than tha non-poor, suffaring
from excess rates of chronic illnesses, highar infant
mortality and adult daath ratas, snd higher rates of
immunizebla and communicabla diseasas. The 1969 U, S,
Health Intarview Survey, for sxample, noted that 40.2
parcent of people batwaen tha ages of 45-64 who earned
less than $3,000 per year suffered from sm activity
limiting chronic illness; while only 12.1 percent of
the same aga group for thosa aariing over §15,000 per
year guflared comparabla limiting 4llnesses.

o Tha conmbination of low-income, unhealthful environments
and inappropriate haalth bchevior channel t“e poor into
tha chronic illness treatment and curative scctors of
tha medical care system. Thesa kinds of medica” ra
are also the most expensive.
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0 When haalthy, the poor do not usually seak or receive
praventive haalth care, aarly diagnostic or early
treatment care.

These facts demonstrata that the poor do not receive adequata amounts
of preventive, aarly diagnostic and treatment care and this contri-
butas to their excessive use of expensiva curative and impatient
medical care.

The MLHI program c«n rightly ba criticised as a program which by allow-
ing the poor to make choices on how or whethar to spend thair first
haalth cara dollars will furthar rainforce their tendency not to
saek preven.ive medical care, but to wait until they are demonstrably
111 and can get the largest proportion of their medical care costs
paid for. bot to expect to impact substantially on this problem by
simply manipulating the fin~ncial aspects of health care is to miss
the lessons of the past. Exrerience under Medicaid demonstrated that
even vwhen such sarvices are free, largs numbers of the poor continue
not to seek and use preventive types of medical cara. Even the
Neighborhood Health Center programs which are geared to providing
such service have only baen asble ty induce a relatively small propor-
tion of the potential population thay serve to v=e such care.

If, as is ganerally beliaved, the benefits to both the individual
and society from the use of pieventive and early diagnostic care
are great, then perhaps some combination of financial incentives
and stronger non-financial pressuras are necessary. Three such pos-
sible options are liated belov:

1. Tie existing non-health benefit programs for the poor
to utilization of { ‘eventiva care, early diagnosis and
early treatment. Fir examp.e, welfare payments could
be made conditional upon tilization of maternal and
child health care, immunizations, cancer datection
programs, and othe early detection programs.

2. Absorb coveraze for undltgry preventive, aarly diagnostic
and early traatment care into MLHI, covaring first dollar
costs, only for a specified range of services.

3. Include coinsurance under options 1 and 2, in order to
insure selection of the most economically available
mandated services.
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Arguwents Against MLHI

Some of the arguments against MLHI hale already been considered,
particularly its potential high Federal cost. Here we shall take
up for extended comment several other criticisms. These include:
(1) MLHI would provide incentives for very expensive treatment,
and escalate the costs of medical care; and (2) MLHI would provide
little or no leverage on the delivery system, particularly as it
relates to the encouragement of health maintenance organizations,
Emphasis on Expenses Treatment -- Catastrophic insurance is
criticized for creating incentives for the development and use of
very expensive methods of treatment, of benefiting only a tiny pro-
portion of the population, and of encouraging extension of life in
medically marginal cases at the expense of using limited resources
elsewhere. It is important to distinguish several types of effects.

Prior to old age, a catastrophic health expense is a rare event,

so that only & small minority of persons is actually receiving
benefits. Despite this, all covered individuals benefit from the
risk protection provided by catastrophic coverage. Today access to
care in catastrophic cases is hit-and-miss, with personal financial
means & major determinant. Equal access for all groups necessarily
implies that the use of services will increase in these expensive
cases.

In old age, the prospect of major health expenses increases. A
significant proportion of the aged population can expect their
lives to be prolonged because of care, often very costly, received
for chronic conditions. In broadest terms, the social questions is
to what extent are health care resources usefully devoted to the
extension of life (with the cost of each added year constantly
increasing) when there are competing uses for those personnel and
facilities.

It is sometimes suggested that & national catastrophic insurance
plan should not be adopted because it would increase the use of
resources for just that purpose. This argument notwithstanding,
private insurance and Medicare are moving rapidly in the direction
of extending life. Private plans covering 365 hospital days per
year, and plans with maximum benefits of $50,000-$250,000 are
spreading. Today, for example, 72 percent of Blue Cross subscribers
have hospital coverage for 120 or more days of care, and 90 percent
are covered for hemodialysis, With the inclusion of renal dialysis
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) as a disabling condition coverad under Medicare, there ia the pros- )
pect of periodic inclusion of "dread diaasaea' into public insurance.
r
MIHI would syatematically cover all typea of illneaa resulting in
~stastrophic expenae, providing protection in accordance with
ability to pay, avoiding the piecemeal, dread diaease approach. By
incorporating a small amount of rost-sharing for large bills,
some financial incentives for paticnts and phyaicians to uae
resources sparingly can be retained within an overall maximum
liability concept.

A separate concern is the dynamic effect of increased funding for
high-cost illnesses. Will not medical science increase the rate at
which new, high-cost treatments &re discovered and made generally
available? Doesn't such furdiag mean more auper-apecialities of
greater complexity and training coat? These are possibilities, but
not certainties.

A substantial amount of the basic research and development in bio-
medicine and health aervices delivery ia Federally-funded. Some
degree of control could be entertained over areas of research,
emphasizing, for example, preventive methods rather than organ
transplants. Furthermore, developmental efforts in those treat-
ments that are currently high can frequently result in major cost
reductions.

= In addition to these measures, direct controls over utilization are
most appropriate for both rare and chronic high-cost treatments.
This iasue is beat confronted by eatabliahing a Review Commission
which wuld make basic decisions about when &n experimental treatment
has reached both the medical and economic level of development to
be reimburaable under catastrophic insurance. The Commission should
also set standarda of eligibility for life-and-death types of cases
on medical/ethical grounds. Thia is undoubtea.y agonizingly difficult,
but it aeems preferable to today's syatem of decisions based largely
on personal wealth. o
- The isaue, in one form, ia whether it is acceptable, and desirable,
to remove personal financial circumstances completely from the
determination of access to high-cost health care. Is it preferable
to retain aome cost-gharing, or benefit limits, with the result that
less affluent familiea will have their use limited because of personal
expensea?

§3a
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Improving the Health Delivery System -- Siuce most health care
in the U.S. is supplied in private markets, the financial terms of

health insurance can have importsnt effects in allocating health
resources and influencing patterns of care. For example, the coverage
of only inpatient services has emphasized the growth of hospital-based
medical practice. In addition to reordering insurance reimbursement
so as to have a neutral impact on methods of providing care, some
proponents of national health insurance would use the reimbursement
mechanism itself, or the astablishment of nationel insurance standards,
to promote and regulate changes in the health delivery system.

There are seversl important areas of possible Federal action,
including:

o development of peer review procedures by
providers (Professional Standards Review
Organization, licensure and certification
boards, etc.)

o promotion of quality, utilizetion and price review
mechanism by third-party payors (private insurers
and Pederal insurance)

0 improvement of sudit procedures in Federal insur-
ance programs

0 establishment of fee and price schedules for
hospitals and physicians.

While action in any of these areas may be included in insursnce
legislation, -it -should be regarded as logically separate from the
question of insurance and finsncing. Similarly, the Federal role
in promoting development of Health Maintenance ("’ganizations should
be considered as & part of institutional suppor. and capacity-
building. The Federal insursnce reimbursement mechanism, designed
to pay predominantly fee-for-service providers, should provide for
neutrel treatment of HMO's, To that end, & payment schedule should
be designed to provide the actuarisl value of the communities
catsstrophic experience for those individuals who choose to receive
care through an HMO,

There is real concern by many that if e family chooses to self-insure
for the entire or major portion of thoss expenses not coverei under
MLHI, it will ettempt to cut down its nonemergency medicel expenses--
psrticulerly preventive maintenance care. In so doing, the argument

b4a
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goes, not only will the family face higher medical bills in the future,
but it will seciously reduca the incentive to join an HMO. We have
already discussed this problem for the poor, but it should also be
recognized as a legitimate problem for most Americans.

But whether it is a problem which can be solved through simply
lowering the cost of preventive care is another matter.--We nave
argued in another section that if the benefits of early diagnosis
and protective care are as clear cut as many health experts believe,
& much more comprehensive consumer/health education drive is needed.
It may even be necessaTy to require certain types of preventive
cara to be used before an individual can be eligible for MLHI.
Actions such as this are often used before a child can begin a
school year. This is s rather drastic step and should nut be under-
taken until more informsation is available about the efficiency of
preventive health care. As a first step, however, more widespread
consumer heslth information is needed.to better explsin to the
individual how to use the medical system efficiently.

Sl



Q

ERIC

Aruitoxt provided by Eric:

STUDENT ASS ISTANCE

[ Y

Introduction snd Summa

The fundamentsl premise of this psper is thst s freer play of market forces
will best schieve Federal objectives in post-secondary educstion. These
objectives sre greater individusl opportunity, the training of needed man-
power, reform and efficiency in the wsy educstion is provided and a better
match between educstional programs snd individual needs.

Since students have s large siake in each of these objectives, student mer-
ket choices will, with rare exceptions, be coincident with Federal gosls.
Students will terd to allocste student aid resources plsced in their hands
among the institutions and programs which achieve these objectives most effi-
ciently. Accountability through atudent choice will, accordingly, make in-
stitutions and progrems sccountable to the national interest.

In contrast, institutional or categorical aid to higher educstion tends to
promote the common-denominstor interests of faculty and professionsl guilds.
No system of accouutsbility for institutionsl and categorical aid has been
devised which restrsins this tendency to any substsntisl degree. Moreover,
institutional snd categorical aid programs have a strong tendency to outlive
their usafulness. Whereas studant choices res-ond rapidly to changes in the
labor market, educational programs cushioned by traditions of Federsl cste-
gorical support do not.

Thegpe will sometimes be occasions when it is in the interast of capacity
building to ovarrule the play of market forces. For exsmple, if ye found
that too few promising behsvioural scientiats were intarested in educational
rasaarch in comparison with the social benefits sccruing from that resesrch,
than specisl fellowshipa to recruit talentad people might be sn appropriste
Federal lsver. A discussion of criteria for sometimes biasing market choices
using such levers appears in the paper on |anpower programs. We believe,
however, that these csses sre exceptional snd that the criteris should be
stringent.

Accordingly, this paper describes yhat we should do to give individusls the
general power of choice in the education market place, and proposes levels
and types of student support which will make most institutional sid programs
unnecessary. It proposes three (and only three) non-categoricsl student gid
programs :
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(1) Basic grents, & progrem of redistributive sid,
(2) Guarsntssd loans, s program on non-redistributive sid, snd

(3) Matching grents to States to inducs them to devote 8 larger
shere of their higher educetion budgets to student sid.

All thres of thsse programs ere currently suthorized but sll three ere in
nead of lsgislstive modificstion:

(1) Basic grents should be modified to require s student to meet
sn increasing share of hie costs from resources other then
grants:

(s) es family income increesss,
(b) as he chooses 8 more expeénsive educstion progrenm, snd
(c) as he progresses through successive ysers of college.

(2) Gusrentsed loans should be covered by premium-finsnced insurance
whi~h would pay sll or psrt of e borrower’s scheduled repayments
if his incoms fell to levels which would make full repsyment ex-
tramely burdensome. Such insurance would make greater reliance on
loans tc finance higher education less of e risk to individual
students. The stendard loan repayment period should be extended
to fifteen years from the prasent ten and cumuletive limits on
borrowing should be reised to $10,000 for undsrgraduates snd
$20,000 for graduate end professional .school students.

(3) The Federel/Stete matching rstio under the recently enacted State
incentive grant program should be reduced from one-to-one to
one-to-four snd Ststes should be required to permit their students
to use such grants at out-of-Stete inmstitutioms. }

All other existing or suthorissd higher sducation programs would be cseshed
out with the following exceptions: )

(1) Full cesh-out of work-study would ba postponed until the youth
lsbor merket is more fully dsveloped. Until the:, it would be
funded on & projsct grant basis under e market . .velopment
retionale. !

(2) A fav small categoricsl manpower programs would be funded undsr
stringsnt criteris for over-ruling market choices, ss discussed
in the Manpowsr psper.

(3) Other capacity building programs would be phased out es explicit
market development objsctives ere achieved. E.g., Upward Bound
would be rstsined, but only so long as it shows potential for
demonstrating weys to incresse the scedemic notivetion of ainority
students.
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Rationale for & Grant-losn Mix

Both grasnts and losns for educstion create human capitsl. From the point

of view of sggregate economic or socisl feturns, we do not know whether

the nation as a whole is investing too much or too little in the kind of
human capitsl crest.ed by post-secondary educstion. The fact thst we do not
know is itself importsnt. It means thst we csn and should generslly lesve
decisions sbout investments in post-secondsry educstion to individuals them-
selves. This srgues for relying st tha Fadersl lavel ss much ss possible

on improved student loan programs to finsnce higher educstion, assuming that
the Ststes continue to support higher educstion at roughly tha present level.
GCrents exclusively for higher educstion necesssrily favor it over the other
kinds of investment and consumption. Unsubsidized loans do not, becsuse the
student psys for educational opportunities in the same coin he pays for
othar things. Unsubsidized loans therefore are the preferred Federsl instru-
ment in our present circumstances.

There sre undoubtedly socisl benefits stemming from investments in higher
education, but thst does not mesn thst it should be subsidized scross the
bosrd by the Federsl Govermment. It seems likely thst private returns an-
ticipated by most students sre sufficiently motivating thst the social
benefits will be produced without additional incentives. There is one glere— — -
ing exception to this, and it is the basis for having a grsnt progrem ss
well as # loan program. People who have been isolsted by cultural differ-
ences or economic deprfvations do temd to underinvist in highar education
from the point of view of having s society with more mobility, more repre-
sentation of ainority cultures snd a strengthened common culture. The ob-
jective of enhsncing incentives to such investment is the strongest rationale
for s bssic grants program under prasent conditions. )

Apart from such social benefits, we might well want to "cesh-in" redistri-
butive studen” sid for augmented lavels of income maintenance. There is

no reason why, on grounds of equity slone, that one individual should re-
ceive a valusble educstion voucher and another individusl receive no equive-
lent benefit becsuse he does not choose to continue his educstion. Low
family income is the best criterion we have for awarding grants, but this is
because it tends to indicste s tendency to underinvest in education, not be-
cause grants serve to even-up income. Thsre is probsbly no way to dispense
grants which does not fsvor tslented snd relstively wall prepared individuals

from low income brackets, thereby increasing prospective inequslities in
income. .

However, even fairly low income students cen be axpected to meet psrt of
their educational costs through loans. Many do so willingly even now.
Federal policy should be aimed st achieving the right "mix” of grants and
loans. Consistently with what has been ssid before, the share of student
expenses met by loans, work or femily resources should incresse ss income
incresses. There are two additionsl factors thst should affect the mix:
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{1) Cost of sttendence. Even if the difference in public subsidy
between public snd privste higher sducstion were reduced eos
propossd lstsr in this paper, diffsrences in resl cost for

- differsnt kinds of programs would continue. There is "hori-
zontsl equity” in expecting s student who choosss s high resl-
cost opticn to meet the sddsd costs from loans. Further, the
fact of his making such 8 choics srgues for grester willingness
to i{nvest sppropristsly in highsr educstion. We propose thast s
student's Federsl grent should be the same st high cost snd low

- L cost inseitutions, snd that the proportionats shsrs of costs 7

met through borrowing, work or femily resources be grester st

high cost collsges.

(2) Leval of educstion. The rstionals for a grent program is stronger
in the ssrlier yssrs of the studsnt's post-sscondsry educstion
then in the lster and post-grsduste yssrs. Both the self-confidence
snd the sctual prospects of s dissdvantsged student, though they may
havs basn poor when he stsrted college, should improve as he pro-
gresses successfully through his college csreer. Accord’agly, he -
csn be expected to rely little on loans in his first yesr. But by
his last yssr, snd certsinly by the time he enters grsdusts school,
e e T - hs can be expected to rely mainly on losns ss sn slternstive to
work snd family resources, if loan funds sre sveilsble on the terms
to be outlined lster in this paper. We Propose thst the smount of
ths maximum non-cstegoricsl Federsl grent decline over the under-
graduate yesrs, resching zero by the time the student enters grasdu-

sts school,

The following legislstive modificstions to the Basic Grsnts program would
achieve s better grant-losn mix slong the sbove lines:

(1) The half-of=cost/hslf=-of-need limitstions should be sliminsted.
These limitstions have the sffact of fsvoring ths student who
chooses s high-cost option over others with equally low family
income. These limit:tions slso have the sffect of rsquiring
substsntisl borrowing in ths first yssr of college if other re-
sourcss sre unavsilsble, snd grester amounts ths lower ths femily
income.

(2) with ssch yssr of post-sscondsry sducation completed, s
“presumed losn amount" would be sdded to the student's expected
family contribution for the following yesr. Thes¢ smounts would
incresss by $400 steps: $400 for ths Sophomore yesr, $800 for
ths Junior yesr snd §1,200 for ths Senior yser.

With thess changss ths amount of s student's bssic grsnt would be whichever
is less:

(1) $1,400 less femily contribution snd presumed losn;

(b) Cost-of-sttendsnce less fsmily contribution snd presumed losn
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with the proviso that no grsnt would be psid amounting to less than $200.
Because of the $1,200 presumed loan amount for fourth-year students, no
college senior would receive a grant unless the $200 minimum is repealed
or unless the $1,400 maximum is increased. Our preliminary estimate is
thst the proposed grant-loan mix rules would permit one or the other of
these steps to be taken within the Department's budget request, but this
estimate is not firm.

Mutualizing the Risk Assumed by Student Borrowers

Even though we are assuming here that the nation as a whole is not under-
investing in higher educstion from the point of view of aggregate economic
returns, individusls clearly often do underinvest, given the higher incomes
they could earn with additionsl educstion. These cases are often strongly
urged as a basis for providing redistributive student aid to middle class
students even though there would be few socisl returns in terms of greater
social mobility and similer benefita.

Such individual underinvestment i®8 wmuch more appropristely dealt with through
improving capital markets than through redistributive aid. The cause of auch
underinvastment is the wish to svoid risk, and shifting risks is something
capital markets can be made to do well.

The deterring riaks to an investment in education stem from the fa:t that
people are uninformed sbout the nrospective returns from pursuing different
careers. The beat information available is none too good. Further, many
people miscalculate their chances of completing training and competing
succesafully in a chosen field.

Theae risks can be mutualized through a Federal program of insurance against
repayment obligst.ons it would be difficult to weet out of a small income.

It has often been argued tnat risks like these cannot be "insurable" because
of adverse aelection (people with good prospectas opting out) and disincen-
tives to work (not working being like burning down the barn to collect the
insurance).

However, the Federal Government ia'in a uniqme poaition to aponsor "insurance"
properly so-called. The fourteenth amendment and the bankruptcy laws prevent
individuals from wortgaging their human cspital. As a result, it is neceassry
to provide s government gusarsntee on student losns, simply as a matter of
perfecting capital markets. This guarantee, neceaaary in any csae, can be
made to do double duty. A Federal guarantee lowers the interest rate on an
educational losn below what it would be even if it were well securad. This
mears that a premium for inaurance agsinat riaka of educational investment
can be added to the interest charge without driving low risk borrowers out

of the system through adverse selection, even if they have collsteral for

a privately secured loan.
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The following disgrem 1llustrstes ths situation:

Repayments

Privstsly
Secured Loan

Insyrance Scheme

Paderslly
Gusrsnteed Losn

Convant fonsl repsyment schedulss sre indicsted by ths two horirontsl lines.
The upper horizontsl line represents s repsyment schedule including interest
charges on 8 loan secured by the borrowers collstersl. The lower line repre-
sents 8 repsyment schedule including the lower intersst charges on s Federslly
gusrenteed losan. The broken line which curves from point near the origin
indicstes the repsyment obligstions net of the insurence benefits proposed
here. The flat portion of this line is sbove the lower horizontsl line be -
csuse sn insursnce premium is included. So long ss this flat portion if
below the upper horizontsl line adverse selsctiom will not occur. The pre-
sius-income which rssults permits ths reduced repsyments indicsted by the
curving portion of the line.

The amount of the insursnce pramium which could be charged with no risk of
advarss selsction is in the neighborhood of .75%. The risk would probsbly
be slight so long ss the premium was less 1.25% becsuse psrentsl collstersl
1s & less than perfect predictor of offspring income, snd becsuss the risk
Of adverse selection in ths csss of borrowers without collatersl is virtuslly
nil sven st much higher premium levels.

Preliminary estimates indicste thst s premium of roughly .75% on losns re-
paysble in full 15 yssrs sfter course completion would permit s bemefit
scheduls similer to the following:
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Borrower Ilncome Benefits Net Repayment Marginal

During Repayment per $1,000 per $1,000 “tax" rate
Borrowed Borrowed per $1,000

Borrowed

-$4,000 5110 $ 0 0.0
- 5,000 95 15 .
- 6,000 " 80 30 .
- 7,000 . 65 45 .
- 8,000 50 60 .
- 9,000 35 75 .
-10,000 20 90 .
-11,000 0 110 .

within the premium constraint benefit schedules could be devised considerably
different from the sbove. Any schedule of roughly this character would, how-
ever, meet the following requirements.

(1) Protection wquld be provided against the risks of serious miscal-
culation of academic and financisl success.

(2) Compulsory participation by ell borrowers seeking a Federal
guarantee could be justified on social insurance principles.

(3) Disincentives to émployment would be slight for total borrow-
ings less than $10,000.

(4) Federal budget costs for mesting default claims due to good
faith inability to pay would be drastically reduced.

(5) Husband and wife borrowings and earnings could be pooled in
determining benefits.

(6) Artificiel incentives to additional borrowing would noc be
created gince every additional $1,000 borrowed would increase
repayment liability proportionslly at all income lavels.

The delivery system for hsndling insurance claims could be extremely sigple.
Borrowers would make repayments as they came due. If a borrower experienced
reduced income in a given year, he wpuld file a claim for benefits at the
time he filed hia Federal income tax return for that year. A simple table
would indicate for eech adjusted gross income bracket the percentage of
repayments regularly scheduled which would be offset by a payment from the
insurance fund. The borrower would mail his claim form, it woula be com-
pared with his tax return, and a check would be mailed to him.
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Gearing the system simply to adjusted gross income yithout regard to
elaborate computations of exemptiors and deductions would be justified on
the rationale that adjusted gross income is the figure that best reflects
the rate of return on the individual's educational investment and it is
this rate which the insurance program proposed to stabilize.

This delivery system for insurance beneiits should be sharply distinguished
from that for default claims. These latter claims would be presented by
lenders, not borrowers, just as at present. The problem of guaranteed stu-
dent loan defaults is largely a management problem beyond the scope of the
essentially programmatic reforms discussed here. The insurance sgainst
excessive repayment burdens proposed in this paper would reduce defaults
attribucable to good-faith inability to pay, but would leave the problem of
bad faith defaults untnuched,

To make the system envisioned here more effective we recommend iwo additional
actions: ~
(1) We propose that legislatiou be sought to extend to fifteen years

(from the present ten) th repayment period the borrower may elect.
A lengthened period woulc extend repayments over a larger propor-
tion of the income-producing life of the borrowers educational in-
vestment. We propose, however, that a borrower be allowed to
choose & shorter period or to prepay his low loan withour penalty,
although a small degree of adverse selection would occur as a result,

(2) The cumulative statutory limits on borrowing should be amended to

permit undergraduates to borrow up to $10,000 and graduate and pro-
fessional school students to borrow up to $20,000.

The_Survival of Private Institutions

Tue Federsl Government alone cannot guarantee the health of the higher edu-
cation market place. Even if most Federal resources for higher education
are channeled through the market place, as proposed here, responsiveness to
marhet forces will be muted because the far larger resources of the States
are channeled almost exclusively to public colleges and universities in the
form of institutional support. The result is a pervasive difference between
the price of public and_private higher education that has nothing to do with
either real costs or relative effectiveneas. The much lower price of public
higher education imparts a masjor bias to atudent market choice sway from the
private sector. In these conditions rational msrket behaviour can result

in the weakening of many private colleges and the closing of some, even when
their educational programs and their relative efficiency would entitle

them to thrive in a freer market.
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Although ths Ststss sre incrsssingly concernsd with the consequences of the
institutional subsidy mechanism, {t sssms unlikely thet thsy will spontsne-
ously changs ths system substsntislly, for thres rsasons:

(1) Ststs ofri:{sla--end xany univarsity fsculty snd sdministrstors--
often prafer dirsct pu..tizsl sccountsbility to sccountsbility
through studsnt market choics.

(2) An important motiva for Ststs sid to privste institutions is bs-
ginning to weskean, namely ths wish to channsl mors studsnts in*o
the privats ssctor in ordsr to svoid lsrge cspitsl outlsy~ lor sn-
lsrging public institutions. Now that ovar-cepsr’:, within public
institutions is bscoming pervasive, Ststes will be undar lsss
prassure to support places for studsnts {n ths privsts ssctor.

(3) Psrmitting students sn unprsjudicsd choice of privste .nd propri-

stsry institutions may mean lstting students spend Ststs funds

in other Ststes, to the dissdvantags of ths home Ststs's economy.

It may also mssn 8 loss of skilled menpower L{f the students do not

retu=~.
The major insentive now opsrsting on the Statss towards changing the tuition
subsidy system rssults from legal challanges to rssidency requirements.
Studsnt sid progr:ms might provide Ststss with sn slterrativs to such require-
mants. For sxampls, s Staté could plausibly awsrd student sid exclusively to
{ts own high school ssninrs, avoiding the nesd to give sid to in-migrants st
the tims thay anroll snd establish rssidency. Ths lack of Stste interest in
this davicc suggests trs strangth of ths opposing considerstions.

Becsuss the Ststss seem unlikaly to maks s substentisl shift irom s tuition
subsidy mechanism without sxtrinsic incsntives, & mejor role falls to tha
Fedarsl Government. Ths situation {s in ssny weys ths exact opposits of one
calling for s ~.o-strings" revenue shsring strstegy. Though ths ultimats
objectivas of Stste and Fadersl policy srs ths same, ths Statss pursue those
objectives through sllocstion mechanisms which ers substentislily counter-
productivs. Classic revenus shering, e.g., turning ovsr Fedsrsl studsnt or
institutional sid funds to the States with no strings sttachsd, would (die-
regarding substitution effscts) incresse the undesirsble subsidy diffsrsntisl
batween public and non-public i{netitutions. Ths case is ons whers s ast of
csrefully structured Fsdersl levsrs may bs nesded pracissly in order to change
Stasts policiss.

The slternatives to 8 policy of incentives for shifting Ststs funds to student
sid seem inadequste or unacceptsble. On the ons hsnd, the Federsl Government
could ssek to improve consumer i{nformation ebout educetionsl programs (e.g.,

by SEC t, e disclosure requirements), but this would lssve price-differentisls

66a




Q

PAFullToxt Provided by ERIC

ERIC

10

untouched, snd might even sccelerste the decline of marginal privete insti-
tutions. On the other hsnd, the Federsl Govarmmant might incresse the fund-
ing of its own student sid programs to levels which made Stets support
unnecesssry either in the form of tuitio bsidf«s or student sid. But such

s Federslizetion of higher educetion costs migh' lesd in the long run to e
system even more lacking in vsriety end choice. It would be difficult for

the Federel Congress to resist e temptetion to impose noa-market sccountsbility
rules if the Federel Government sssumed most 0% the huge financial burden of
post-secondery educetion. Therefore, we ere left with the options of (1) doing
nothing to effect this problem snd eccepting further undercutting of the pri-
vate institutions or (2) inatituting s program to provids incentives for Ststes
to change the mix of resources they ellocete to higher education in the direc~
tion of more student eid.

While the Congress has not declsred itself in favor of s massive shift from
tuition subsidies to student eid, the recently enscted Stete Student Incentive
Grant Program represents e policy favoring en incrementsl shift. This program,
by matching Stste scholarship snd loan programs with Federel money, makes it
financislly edvantegeous for States to redirect their own eppropristions.

There sre, however, problema with existing legisletive euthority. Tihe incen-
tive 4s the bill is e very poyerful one, providing 50% Federsl matching for
quslifying Stete student eid programs. Such s rete is elmost certsinly un-
necesssrily high to induce chenge in Stete support mechenisme. Furthermore,
st this wstching rete many existing Stete programs will quelify for their full
ellotments in the first two years cf the program without spproprieting new
money . 1 .

o

A Federsl satching rete of 20% would probebly provide suficient incentive for
funding shifts. At s rate of 20%, the $50 million initisl euthorisstion plus
$150 million in suthorized continustion grants would not be fully cleimed by
the Ststes until thsy had shifted $800 million to student sid. Our studiea
¢f the sensitivity of student choice to tuition differentials ere incomplete,
but it seems quite possible thet ¢ shift of this magnitude would improve the
compatitive position of privete colleges dramsticelly.

A second major problem with the enacted legisletion is its silence on the
queetion of residincy requirements end out-of-Stete portsbility of qualify-
ing Stete student eid. Since Stste student eid can be used as a vehicle for
re-erecting barriers equivelent to the old in-Stete/out-of-Stste tuition
differentiels, end since the Stete Student Incentive Grent progrem would
stimulste such eid, the Federel Govermmer: could find itself e perty to

1/ This may be due to en errur in drefting the bill. The confarence com-
mittes may have thought they hed included s maintenance of effort pro-
vision which would requirs higher levels of State appropristion to quslify
for Federel matching.
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creating such barriers. Amending the legialation to require that State
atudent aid be portable acrosa State lines would increase the in-State
atudent 'a optiona, and would be consiatent with the Federal role of in-
creasing market choice. ——

In the main, however, the approach of the new legislation is consistent
with Federal market development purposea. It ig noteworthy ss a csse 1in
which & market development atrategy requires large acale transactions

with the States. It is, moreover, a case in which aubatitution effecta
are positively deairable. That is, the legiaslation will fail to meet fully
its objectivea if the States do not regard Federal matching gunda aa free-
ing State reaources for other purposea.

V., Cashing-in Other Federal Student Aid Programs

So far we have proposed three atudent sid programs which are reaponsive to
Federal rolea: (1) a modified basic granta progr&a to gecure the gocial
benefita of educational opportunity and (2) s modified guarsnteed loan pro-
grun to develop the human capital market through mutualization of risks of

— - low income, and (3) a modified State incentive granta program to provide
incentivea for Statea to place more emphasia on student aid as a vehicle for
the support of higher education.

The resources made available by these propoaals through the educational market
place will permit the cashing-in of many categoricsl training and anpower
programs (now totaling some $1.2 billion) not meeting the fairly stringent tests
. for exceptional treatment outlined in the Manpower paper. 1In other cases we
should sccept the verdict of the market place. Similarly, institutional aid
programs which are diaguised forma of long-term institutional and student
support should be cash-in or eliminated. There are aix major studer: or in-
stitutional aid authorities which are prima facie candidates for cashing-in
or elimination:

(1) The subplemental KOG program. This should clesriy be cashed-in

in favor of funding a higher Basic Grant maximum, The authority
is either redundant or contrary to the concepts of partitioning

grant and loan aid described here.

Poremm———

(2) New intsrest subsidies commitments on TederallY gusrsnteed loans
chould clearly be ended and slsc new Federal capital contributions
to NDEA losn funda, which in the long run serve only to provide
interest subsidigs. Intereat subaidies are an extremely imprecise
way of overcoming tendenciea to underinveat iu higher educatiom.
The low income atudent would be much more .nfluenced by a grant
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equivalent to the Federsl interest subsidy cost. The middle-
income student who is worried sbout sssuming s lergs loen re-
peyment burden would bs much better resssured by the kind of

rzepsyment insursence we heve proposed.

) Exuun"; subeidy commitments cennot, of courss, be terminated

)

4)

1€))

and will continue to burden the Fsdsral budgst for psrheps e
dacade.

Genersl institutionsl sid bssed on student eid fectors. This
suthority should not be funded (unless as en interim messurs)
since it will be less effsctive than State incentive grents in
desling with the problems crested by tuition differentisls,
esince it cennot be expected to build capacity, end since it may
prove merely to bs & form of revenus shering where public in-
stitutions ere concerned becsuse of substitution seffects.

Depsndent student benefite under Socisl Security (beyand Ligh
achool) ehould be cashed out. If an optimsl losn-grent mix ie

chosen snd bssic grents sre funded st & level consistent with
thie choice, social escurity benefits would reprassnt en erbi-
trery bonus for thoss in s surviyor relstionship with e socisl
security eligible. We proposed grandfsthering present socisl
security beneficisries with phase-out of nzw cleims beginning
in FY 1974 end completsd by FY 1977.

The work-study prosram. If only WPA-type jobs were ot issue, it
would be clserly desirabls to cash-in the work-study program for

s higher basic grent maximum. The basic grent dslivery eystem will
be mors squitsble and predictsole. The work done by the student

in WPA-typs prpgrame is probably countsr-productive ¢f real
identificetion. with the world of work. However, soms collages have
programs in which students recsive job assignmants of grest sco-
nomic, sociel and sducstional velue which would not result from the
ordinery oparstion of ths lebor market becsuse of imperfsctions in
that market sffecting ell young peopls (8.g., credsntielling,
bureaucrstizetion of hiring practices, unions, end lack of per-
formance messurss ecnabling s young person to demonstrets his
sbilities)., We proposs thet work-study be funded et s level

sufficient to sustsin the better institutionsl Progxrams, tha

e asuthority be on s projsct frapt basis hesed out
n the of the you market heve besn
solved,

Alternatives would be (s) ma: r smphesis on subsidized employment
in cooperstive sducation pro,rams, or (b) & "GI Bill" typs progrem
in which students would build up credits- for subsequent sducstion
while working et off-campus jobs.

———any
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(6) various special-purpose programs such as Developing Institutions
and Upward Bound are potential candidates for cash-out. However,
some of theae should be retained dnapacity building grounds. We
propose to address the preciae mix in a later paper, and here
propoae their temporary retention, with cash-out anticipated by
1978.

We do not propose "hold harmless’ provisions as such for students and in-
stitutions which have depended on forms of aid which would be cashed-out
with the single exception of social security studeat beneficiaries. To

make such provision is unnecessary in the case of students, since expanded
loan availability would assure that they would be able to complete their
educational programs. We believe that the legitimate claims of institutions
will be met by (1) capturing student aid through higher charges to students
and (2) phase-out of institutional a1d on a schedule that makes sense on
-apacity buildifig grounds alone without a deliberate effort to hold harmless.

For exsmple, the Developing Institutions (Black College) program has been
adminiatered as a program of permanent institutional support on which the
colleges have come to rely. We should not, however, continue to fund the
program for thia reason. Rather, clear objectives of capacity building
should be defined for these institutions, should determine levels of support
and ahould establish a schedule for moving to termination. A reasonable
schedule will allow enough time for the institutions to adjust to greater
reliance on student payments without a specific hold-harmless clause.

The Proposed Federal Role in Higher Education

The proposals outlinal in this paper would change the relatiomship between
the Federal Government and higher educa_ion substantia’ly. Although the
share of Federal support for fiigher education made available in the form
of atudent aid has been increasing in recent years, moa such funding
(other than Veteran's and social aecurity benefits) haa not been portable
to the institution of the student'as choice. It has been allocated by
methoda which, for example, have made it an unreliable support for the
Black colleges. Most of it has been unavailable for atudy at proprietary
snd technical schools. Market forcea have heen muted.

With all Federal atudent aid made fully portable as proposed, and with a
signiticant ahift of State funding in favor of atudent ai-, the influence
of market forces should become pronounced. Both the guaranieed loan
changes proposed and the State incentives would exert a high degrec of
leverage on other resources without encumbering the Federal budget sub-
stantially. Although projected funding for the largest budget item, basic
grants, would not change greatly, the resources for which institutions
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would compete 41 the market place would grow dramatically. At the same
time, Federal budget costs for institutional aid and categorical manpower
programs would be cut back sharply. Except in the research area, the
Federal presence in institutional decision making would become much less
evident. The claims of higher education for Federal support on either a
continuing or emergency basis would be deflected. Decisions about how to
create efficient programs meeting student needa at acceptable cost would
tend to displace decision making geared to attracting Federal support for
institutional aspirations.
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INCOME AND EMPLOYMENT POLICY

INTRODUCTION AND BACKGROUND

The purpose of this paper is to diacusa a DHEW proposal for an
income and employment policy., Thia policy is ome component of
direct finsncial aid to families and individuala, a primary DHEW
function, The othar componenta are atudent aid and health insurance
which are described in separate papera., To provide aome background
and to ‘set the context for our propoaal, this section briafly dis-
cussea the genaral financial aid functiom.

We suggeat that it is useful to think in terms of thres .yatems

which provide incoms support -- employmsnt, aocial insurance and
incoms asaiatance -- involving both public and private actions.

Sections II, III, and IV deal with each of thase thres apecific

areas in turn,

Section 1V bringa us to welfere reform -- the aatisfactory accowplish-
ment of which is of central importance to the overall objectives of
the proposal, Thia must remain one of the higheat prioritisa in the
competition for limited Federal reacurcea for domsatic conceras.
Following a brief discusaion of the new Fedsral program for the aged,
blind and disabled, Section IV deala in considerable detail with a
posaible new approach to family welfare veform ~-- one vhich drava

on the atrength of both H,R. 1 and the Senate Finance Committee's
approach,

Financial Aid to Fawilisa and ividuals

Asaiatance to individuals ia the keyatone of the DHEW reform effort
because it is through thia effort that we attempt to provide for
all citizens a basic command over gooda and aervices which moat
aignificantly decentralizes decision-making away from the Federal
government. Thia decentralization should greatly aimplify the
Federal rols. -




. This paper focuses on assistance to individials in the form of
. cash--through income maintenance and employwm:nat, Logically we
must first make some decisions about the extent to which various
groups of our population will have command over goods and services
in general before we can fully develop voucher and direct service
programs to improve access to particular goods.

- Income and Employment Policy

The central public objective that heavily influences the design

of the income maintenance and employment systems under this

Proposal is that they wust quickly move us toward a minimum S
standard of adequacy if demands for other, less desirable, forms

of public action are to be reduced, If it is not possible to

achieve some appropriate level of commaud over goods-in-general

for all, then we can expect to see accelerating pressure for

- categorical programs to provide specific goods and services.

These systems might be characterized as having two broad functions
with regard to income: provision of a basic income floor, and
replacement of lost earnings. In order to accomplish these
functions, society relies primarily upom three levels o® public
and private action (the latter two comwrise what we mean by cur
income maintenance system):

. Employment Policy - This policy includes both public
and private efforts to promote the possibilities fc.
all potential workers to support themselves and their
families entirely on earned income. .

« Social Insyrgnce Policy - This is a combination cf
public and private policies to replace a portion of
the wages lost due to unemployment, disability,
retirement, and death.

« Income Assistance Policy - This is public policy

designed to meet the objective of a minimm standard
of adequacy for those who, for various reasons, are
not receiving adequate incomes from other sources,

11, EMPLOYMENT POLICY

The interrelatedness of the ewployment system and many of the
other problem areas with which DHEW is concerned camnot be
over-emphasized,
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It is more desirable to increase income in the
form of earnings, or transfers that are related
to past earnings, than in the form of income
assistance. We may in time somewhat alter our
definitions of werk, but this is not likely to
alter the basic idea that income should be earned
if possible.

Generally speaking, greater employment meana

greater economic growth and leas need for income
redistribution to provide minimum standards of

comnsnd over goods ard services in general. .

As the unemployment rate decreases, relatively
greater increases in earned income tend to accrue
to the lower income 8roups because low-income
workers tend to be at the bottom of the hiring
queve. The only significant, lasting shift in
income distribution that has taken place in this
country in the 20th century occurred during Yorld
War II. In fact, the continued high employment
rates of World War II resulted in far more improve-
ment in the relative lot of the “disadvantaged' than all
the civil righta and manpower program activities of
the 60's.

The fewer the employment opportunities, the greater

the burden on both the social insurance and income

assistance systems, The higher the levels of employ-

ment we can sustain, the more we can rely on social .
insurance to carry us through relatively slack periods

and the less we need rely on income sssistance for

any but those who have no attachment to the labor force.

High unemployment tenda to make income assistance

programs more complex and difficult to administer. -
If people are readily to substitute work for

velfare, jobs mur ‘ttractive and available.

Whan unemployment is nhigh, special measures must be

taken to insure that individuals pursue work oppor-

tunities; these measures may include actua. job

creation in job-scarce areas.

T3a
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. Ioployment may have benefits, in addition to the
incoms it providea, auch as ita favorable impact
on mental health, physical haalth, delinquency
ratea, and family atability, Savinga may accrue
to aociaty by not having to deal in a remsdial
fashion with difficultisa that could have been pra-
vented wers more people working.

There /s no attempt made here to deal comprehensively with
Federal employmsnt and manpower policies aince much reapoms:iility
for them liea ocutaide of DHEW. In a separate paper on atud at
aid it 1ia propoasd that the Federal govermment, through
guaranteed loans (and aome acholarshipa in the case of low--acome
atudenta), make it poaaible for all atudenta to finance whatever
poat-secondary education they deaire. And, in the last section
of thia paper, which ia on welfare reform, a proposal is developed
in aome detail for an employment policy for low-income persor.s
(and familiea) eligible for Federal asaiatance. In this p: -
poaal, particular esphasis ia-pilaced upon policiea which ai.2ct
the demand aide of the labor market.

SOCIAL INSURANCE

The funciion of aoccial insurance ia to replace wagea lost due

to unemployment, disability, retirement, or death. Social
insurance representa aociety'a back-up syatem to ease the
hardshipa caused by the abrupt cessation of earned incoms. An
effective national employmsnt policy enhancea the role of aocial
insurance in the overall income maintenance aystem becsuse more
individuala have a closer attachment to the labor force, ao more
are eligible for work related social insursnce, and fewer require
incoms asaiatance when their earninga ceass.

An outline of the public and private programs which together
comprise the social insurance ayatem ia provided directly below,
followed by a diacusaion of ths apscific programs.

EARNINGS REPIACEMENT PROGRAM

REASON FOR EARNINGS 10SS
Temporary Unemploymsnt Unemploymsnt Insurance (UI)
Disability

Reaulting from work
Not reaulting from work
Short Tem Sick Leave
Temporary Diaability
Insurance (TDI)
Private Insuranca

Workmen'a Compansation

Long Tera
Total Social Security (OASDI)
Partial Vetersn'a Compensation

T4a
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Retirement

Low to Middle Income Social Security (OASDI)
Retirees Some Private Provision
(pensions, amuities)

Middle to Upper Incoms Social Security (OASDI)
Ratirees Considerable Private Provision

Death B . Life Insurance
Social Security

Unemployment Insyrsnce

No matter how effective a national employment policy is there will
alvays ba psrsons wnemployed, and a strong unamploymsgt insurance
(UI) program will be needed. Currently, UI is designed to replace
wages lost by the temporarily unemploysd by redistributing income
from employers and the employed to the unemployed. UL should be

designed to play a largs role in the income maintenance systeam in
the years to coms. IF UI is performing its functions well it will

aid in:

distinguishing the temporarily unemploysd and their
nesds from the needs of thas ¢hrohically unemployed
and the unemployables;

helping those whose work record has entitled them to
UI banafits to remain off fncomes assistance until it
it 1s clear that they are experiencing more than
temporary disengagemsnt from the labor market; and

providing incentives to recipients to retain their
links to, and re-enter, the work force.

Unemploymant Insurance programs, all of which are State administered,

, are inadequately coordinated with the income assistance system and

are not satisfactorily accouplishing the objectives set out above, 1f
&he Federal govermment is going to sssume responsibility for a
ninimum national welfare system them it would be prudent also to
ensure that UI programs are operating in a manmer that will

minimize the need for welfare for tha temporarily uneaployed.

Some minimum national standards might be required, such as:

9-49y0-73-¢




+ uniform job coverage across the nation, extended to
“*includé fam ‘and domestic work;

. + uniform entitlement that sets a reasonable minimum
work period beyond which the individual becomes
eligible for UI benefits over the maximum time
period (26-32 weeks depending upon unemployment
levels in the State labor market); and °

+ Wwage replacemsnt rates which are coordinated with the
payment levels of the income assistance program,

Disability - -

Disability is one of the most complex areas of social {ingurance
policy, .nvolving a number of public and private programs, We are
not prepared at this time to go any further than a few brief com=
ments on it,

. Workmen's Compensation - This 1is a State-run progran
to provide wage replacement and medical care to
individuals disabled in the course of their work, In
July 1972 the National Commisaion or State Workmen's
Compensation Laws reported that currently the protec-
tion offered by this system is "{nuquitable and

___inadequate,” It rvejected, howaver, the idea that the
system should be Federalized or replaced by some other
aechenism.

. One desirable festurs of a Workmen'a Compensation program
1s  that it should offer powerful incentives for employers
to provide a safe working environment for their employees.
The Federal role in this program can probably be confined
to requiring that minimum standards are maintained which
ensure that employers must reccyaize the environmental
cost of their working conditions; the goal should be to
prevent the need for more "black-lung" type programs.

. Sick lsave, Temporary Diaability Insurance, snd Private
Disability Ingursnce -~ These are all programs that deal
with disabilities over the short-term (less than 6 months).

- About 36% of the earninga lost from sliort-term disabili- o
ties is replaced through acme type of plan, Despite the —-
large amount of unreplaced income, it is doubtful that
the Federal government should intervene in this problem
at this time beyond proviuing increased incentives for
the development of more private replacement.
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Long-term Disability - To the extent that long-term dis-
ability is total, we have in Disability Insurance (DI)

under the Social Security Act a strong Federal program of
wage replacement. It is partial long-term disability that

is the most perplexing problem in the disability area. The
Veteran's Compensation and Workmen's Compemsation programs
pay benefits for permanent partial disability. However,

the considerable discretion allowed decision makers, includ-
ing agency adjudicators and courts, in determining the extent
of disability in these cases has led to such significant
variations in payments thatr the integrity of the entire
program has been jeopardized, In view of these difficulties,
for which we can offer at present no good solutiomn, our
recommendation must be to resist extending the Federal income
maintenance role in long term disability cases into the partial
disability area, Further analysis of the issue is required
before any programmatic steps should be taken.

Retirement

17e function of replacement of wages lost upon retirement should
continue to be shared by OASDI and private provision (mainly
private pensions), but it may be desirable to make adjustments

to social security that will ensure that it is better coordinated
with private pensions. Specifically, we believe that social security
should be deweloped to meet fully the wage replacement requirements
of those retirees who have average pre-retirement earnings less
than the median. These are the individuals who we cannot expect

to be able to-save sufficient amounts for retirement purposes and
who are oftem inadequately covered by private pension plans. For
retirees who have had above-median wages, social security would
continue to be provided, but replacement rates would be lower, and
private pensions would be expected to fill the gap.

Beyond the coordination of the wage replacement function with private
pensions, we must come to grips with a very basic problem which has
been developing in the social security system. Increasingly, social
insurance is being asked to perform functions which more legitimately
should be accomplished with income assistance. Simple wage replace-
ment should not be expected ta solve the income problem of persons
whose earning power has always been too low to support their family
responsibilities. Thus if complete replacement of recemt-year earnings
leave a retiree with an inadequate income, supplements should be
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provided through the income-tested Supplemental Sezurity Income
program, but the wage replacement function of social insurance
should not be distorted by special minimms, Our proposal would
thus confine social insurance to its wage replacement role.

Below we present some specific alterations we would make in social
sacurity in order to enable it over the lomg run to be a more
effective vage Treplacement system.

. OASDI benefits should be relatad to recent years' earnings,
not to a working-lifatime average.

The wife's benefit should be reduced from 50% of the
husband's benafit to about 337 to more accurately
reflect the appropriate differsnces in living costs
between single persons and couples.

We should maintain current replacement rates (60% for
single persons) for low wage workers at approximately
their current levels while increasing the replacement
rate for median-wage workers to 50%.

. We should resist attempts to raise minimm benefits or
add benafits which do not support wage replacement
objectives,

The above proposals assuma tha further expansion of private pension
systems for earnars above the medisn. The Pederal rols should be
to encourage this expansion and the expansion of private anmuity
plans and to set minimm standards that are supportive of private
waga replacement system.

Soms of the above improvements would Tequire increases in outlays
over current law. Our gensral opinion regarding priorities is that
costly changes in OASDI must rank below the much nseded reforms of
the welfare system. Therefore, we do not propose that any outlay-
{increasing changes be made in QASDI in the near term.

INCOME ASSISTANCE ( Welfare Reform)

The maintenanca of relativaly full employment over time, coupled
with education and manpower policies, should permit most healthy
and villing persoms to sustain employment which would enable them
and their families to remain out of poverty. Social insurance
programs, then, should partially replace ' e earnings of those who
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have had a close attachment to the labor force but are unemployed,
diaabled, retired or decesssd. The ratea of replacemsnt generally
ahould be gufficient to eliminate the need for incoms ssaiatance

for thia population. Finally, incomes asaiatance is available to
supplement the incomes of those who remain in nesd. Thia group will
consiat primarily of the aged, diaabled, and thoaa who have =2t had a
close attachment to the labor force. .

1f employment and aocia! insurance were performing their functions
well, there would be fuwar people dependent upon incoms asaistance
who have a close attachment to the labor force. However, theae
ayatems are not parforming .dequately, particwlarly the employment
ons. There ia a need for apecial manpower and mployment policies
targeted on these individuala who are employalie, along with
needed asaistance for their familiea, in order that they might
evantually becoms non-dependent.

There is no need to provide gensral discusaion of the iusdequacisa
of our exiating income asaistance programs, which have been well
documsnted. Recent lagialation has provided for a Federal program
for the aged, blind and disabled whieh- ia a major step towards
adequate coverage. For this reason, we discuss the treatment

thia population only brieily balow, Welfars reform for families,
however, remains the majcr unresolved issus and ia central to the
overall cbjectivea of the proposal, Below we detail a posaibla ™
nev approach that benefits from the strengths of both H.R, 1 and the
Senate Finance Committea'a approach to reform.

A. AGED, BLIND AND DISABIED

The new Supplemental Security Incoms (SSI) program for the aged,
blind and disabled which will go !nto effect in 9% is one of
the bright apota in the income asaistance syste... Jniform
eligibility rulea are eatabli~hed; the Faderal f_vernmant establiahea
ainimm payssant levela which can be supplemsnted by States according
to their tastes, and the prog' - has incoms disragards which encourage
work. The primary objective .. this program i{s to reduce povarty,
and uvhe system allows us to effectively targe: our funda on the
aged poor. One of our recommsndations in the section sbove was to
reaiat using OASDI as a poverty reducing mechanism.. Now with SSI
there ia a more efficient Federal alternative to increassa in the
 so~called "welt.ra" featurea of OASDI such as the minimum benefit,

.
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We propc ¢ only the following changes in progt::;ms for the aged for
the near term:

. To preserve the real value of SSI benefits over time,
there should be an automatic cost-of-1living ad justment.
It should operate similarly to, and be synchronized with,
the OASDI cost-of-1iving adjustment.

. When SSI 1is effective in 1974, thase eligible for the
program will no longer be eligible for food stamns. We
believe also that with the new higher SSI benefits, in
addition to the recent liberalizstions of social security,
the nutrition program for the elderly could be emded.
This would reduce yearly outlays by $100 million.

B, FAMILIES
In this section we discuss a possible new approach to welfare -
reform for families. While it is only one of many alternstive b
approachas that deserve serious consideration, we believe that
it contains many aspects which are oi sufficient merit to -
warrant significant attention. This jroposal is presented in
soms detail in order to encourage a well-focused dialogue
on this subject. However, the particular values of many of the
parameters that are chosen (e.g. the basic benefit level for a
family of four) are not crucial to the basic design of the pro-
posed program. For this reason, attention should be focused
on those broad areas of difference with H.R. 1 in an attempt to
evaluate the extent to which these differences improve upon
inadequacies of H.R. 1. .he inadeyuacies we have in mind here
are primarily those idenr ified by the Senate Finance Committee.

. The treatment of those available for work was not
sufficiently "tough," Only registration with Dol
was Tequired in order for am "emplcyable" as well
as other family members to receive benefits. This
would have been likely to result siaply in an ex-
tension of the welfare system to many "employables"
vwho are not presently covered, with little :crease
in their actual work kffort.

« The longer run "succesa" of the program hinged upon a
generally inadequate set of work facentives and em-

ployment policies. Two examples of this were the
o high implicit marginal tax rate on earned incoms and

the insufficient attention paid to the genaral un-
availability of jobs for those required to register
for work (especially in times of overall high un-
employment),
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= . The Faderal minimum benefit levels were too
H likely to ba didruptive in many of the lower . —
income (Southarn) States.

. HoR. 1 had many features which would cause
difficult and costly administrative problems.
Determination of what would constitute an
"acceptable” job in the regular labor market
was one of them.

The Senate Finance Committee proposal was clearly conditioned by
soms of the considerations mentioned above. The approsch that
we formulate is also conditioned by those consideratioms; however,
ws balieve that it ratains many important strengths of H.R. 1,

In addition, it results in a system that can bs more easily and
equitably administered than either H.R. 1 or that of the Senste
Finance Comittee.

In broag outline the welfare reform proposal detailed in tha
pagas that follow contains the following alements:

. For families with no member who should work, a
: benefit system similar to that of H.R. 1.

i

e

« For families with membars who should work, stronger
incentives to do so than under H.R.1l, Banefits woulld
be scaled to reflact only the number of family membars
not available for work; the availabla person could in-
crease the family's {ncome only by working.

. Largs savings through reduced nesd for manpower
sarvicas and job creation,and no need for child care,
by virtus of classifying &s "available" for work omnly
haads of twosparent families and heada of ons-parent
familiss with no child undar (say) aga 15,

W R

LI e e

A wnified and comprehensive set Of manpover services, .
up-grading subsidies and public service jobs, with
strong incentisea -to take jobs in tha regular labor
matket, v

I
-

A provision to permit low-wage States to opt for basic
ber~fit levels below the Federal atandaxd,

UM SR, e
.

. 3 Esmilies Without Availsble Membats .

The diffarences ars minimal in ths treatment of families without
availabla members between our proposal and H,R. 1, The basic
elemants would be:

G Tl
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H.R. 1 type Federal benefit levels. We ara proposing
a level of $2,700 for a fawlily of four for FY 76
(approximataly 65% of the poverty lavel and, allowing
for inflation, the same raal lavels as H.R, 1).

A 507 marginal tax rate on aarned income and 100% on
unearned income.

+ A provision to take into account assets.

In addition, members of thesa familias would be aligible for the
employer tax credit policias discussed below, as well as the
other manpower programs if slots are open aftar availables have
been taken care of,

-

The 507 marginal tax rate is chosen in order to preserve strong
positive work incentives, Even though we would mot require ary
of these families' membars to work in order to receive benefite,
many of them will prefer to work and they should not be discouraged
by vmecassarily high marginal tax rates, However, we racognize
‘the high marginal tax rates w2 speak of are not just the rasuit
of the welfare system; they result from marginal rates that ara
also imposed on aome recipients such as the social security iax
rate, housing allovance programs and the begimning of the income
tax, If, in order to lower the welfare casaload that resulted
from our plan, wa chose to retain a 67% marginal tax rate, then
~ua should take action to reduce the other marginal tax rates
" that impinga upon the recipients so the total rate does not exceed
100% under any circumstsncas.

Families with Available Members

It is for these families that the most aignificant deaign departures
from H,R, 1 occur, primarily becauss of a stronger work requiremant.
Wa proposs that no welfare bensfits bas paid to the family for those
members deterwined available. But total fimily incorss, including
the aarnings of any availablea still would condition the aize of the
grant that the family received. This would be done in a manner
sinilar to that for families without available membe-a with one ex-
caption -- the first $1,800 of income earnad by the availabla mamber
of the family, 1f he is employed in the regular lsbor market, would
be disregarded, This providea an extremesly strong incentive for such
work. Earnings above the first $1,800 would be subject to the 50%
marginal tax raté,
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Thus for the typical two parent family of four (with benefits

of $900 for the first person, $900 for the second, $450 for the
third, $450 for the fourth....) with an availabla mala head, the
family would have a basic bens“it level established at $1,800

(8900 + $450 + $450), not $2,7 v, No welfare benefits would be paid
for the available person. The first $1,800 he earns in the
regular labor market would not result in any reduction in his
family's benefits; above that level they would be reduced $1 fcr
every added $2 he earned. The breskeven point would be $5,400 --
the same as for the family of four without an available member.

The program outlined in the previous two paragraphs thus contains:

. & much stronger push into work for availables, by not
paying any welfare benefits for them; and

. & much stronger pull into the regular labor market by
disregarding the first $1,800 of earnings.

But what of the actual work opportunities that exist in the regular
labor market for availables? Most of the availables under our
proposal are male heads of intact families who will be holding jobs
in the regular labor market entirely through their own efforts, -
particularly during timea of relatively low unemployment. Howsvar,
thers will be many who will need assistance in locating, holding
and being upgraded in jobs so ihat they sveatuslly will-have no need
for income supplementation. We propose to sccouplish this in the
following ways:

. All availables would register with (say) & m.w Federal edmin-
istration craated for the purposs, Those wvho hold jobs would
be eligible for any nacessary work-related supportive
.services. Those who are, or becoms, unemployed would
be able to benafit from job search, job development
and job placemsnt servicea. Limited training oppor-
tunitiea would also be availabls when it was known
(with a high degres of probability) that joba requiring
this training would bs available to the recipients in .
tha local labor market,

None of thase measures are naw concepts, but by focusing them on a
very limited popuiation snd by benefitting from all of our previous
experience, we should bs able to utilize them mors successfully.
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Unless &1l labor markets are quite tight, however, the above efforts
still vill not be sufficient, More attention will have to be paid
to the lack of aveilability of jobs in the regular labor market for
all registrants who will need them. Two important measures would
help overcome this problea.

. There would be en employar tax credit, in the new
WIN program, for hiring and retaining .. their regular
payroll all workers eligibls for the Federsl program.
(In the case of public employers we might consider a
direct subsidy of similer magnitude.)

. THSt& Would aleo be an employer subsidy for unndin;
eligible workers. Rather than subsidizing employers
for training as present manpower prograss do, we would
subsidize them only for results -- i.s. salary increases
caused by increassd productivity,

Both of these policies should be extended to all members of families
sligible for Federal assistance and perhaps to low-income unreleted
individuals and childless couples, not just to eveilables.

Finally, for most of those remaining geveilables who, even with the above
sat of policies, are not able to locate e job in the regular labor market
after soms period of unemployment, we would undertake the obligation to
offer them a Federally subsidised public sector job. Our adbility to do
this would vary with the demand for such joby, which in turn would depend
primarily upon aggregate employment conditions, but evary effort weuld
be mads to make such #n offer to the bulk of medium and long term un-
employed evailables. We would strive for public sector jobs with the
folloving characteristics:

. They would be socially useful.

. They would proviis their 'wolders vith e work
experienca that would sunance their ability to
locate and hold jobs in the regular labor market
== public or private -- ones which will enable
them to move their families off of income sssistance
and out of poverty.

«  Thay should not be used by public agsncies simply as
e mnu‘of refinancing their payrolls.

There should be provision for part-time employment

- *-hr thesa jobs, particulerly since many aveilables

-ight be able to locate part-time employment in
‘the tegular labor markst which they would like to
supplement.
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These jobs would pay a low hourly wage rate, One possibility is that
we establish a Federally financed floor of 75% of the minimm wage

but permit States to supplement up to the Federal minimmm wage. This
would build in some flexibility to account for regional variations in
low skilled labor wage rates., Another possibility would be to key

the wage to standards set by the Federal Wage Board. For purposes

of illustration (and our cost estimates) we are assuming that this
wage rate would be §1,50/hr -- 75% of the assumed minimum wage of $2.00
in FY 76, vhich would yield an annusl incoms of $3,000 for full-time, - :
full-year work, Availables in training would also receive this wage. =

The concept of Federally subsidized public sector jobs—is already
built into much of the existing manpower legislation, most notably
the Emergency Employment Act. By better focusing on availables; our
proposal co. " * “~ accomplished without requiring a mrisive expansion
in such efforcs.

One of the major criticisme that is likely to be raised is that under
these conditions availables would not have susficient incentive to

look for regular jobs. To avoid this we pro-ose that, unlike the
disregard of the first $1800 of earnings in the regular labor
market, none of the earnings of availables in subsidized public
sector employment be disregarded, but immediately be subject to
the 507 marginal tax rate. Public service employment would thus
provide less net income than almost any regular labor market job,
even those paying close to half the Federal sfnimum wage.

The Definition of Available

- Under the program outlined above, defining an individual as avail-

able for work places a burden on both the individual and on the
Government. The available's family will have a considerably
smaller basic bemefit level, and the program must provide many
services including, in some instances, a public sector job, We
are led to carefully weigh alternative definitions of availability.

. First is a very broasd deffrition of "available” which
would include everyone who might conceivably bs ex. ected
to work. This might include every able-bodied person
over 16 years of age, not in school. This broad defini-
tion places an extremely high value on the individual
having some earnings regardless of the total public funds —
required to keep the persom working (e.g. for child care,
other social services, manpower services, public sector
employment wages) and regardless of the forsgone comtri-
bution a parent in the hows could hsave mads in house-
hold work and child resring.
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. The second is & narrow definjtion which attempts to
weigh the met socisl (economic) costs and bemefits of
defining sny individual as available for work.

In fact it is probably most dnsirable to try to strike a reasconable
balance between these-twe—eppreaches., We would like to subject all
those adults to the work requiremsnt who we think should be working
but our notion of "should” has to be tempersed by the public and
privats costs relative to the likely benefits.

There can be no doubt that one parent in any two parent family
should be so defined, as should children over 16 and mot in school,
and the sdult in singls parent families where there is mo need for
child care == i.s. no children aged 14 or less.

Wa use fourtesm (1) throughout this paper as the age below which it

becomes unclear whether some formal arrangemsnts for after school

care are needed in the absence of any parents, Certainly a ten year- .
old requires after schocl care, but at what age betwsen sleven and - -
fourteen this requiresent ceases to be pruden® public policy is um-

certain,

It {s when ve besin to sxamine the implicatiops of defining as avail-
able the hecds ¢ single paremt families with child care nesds that
it becomes difficult to arrive st a judgment, (Since over 95% of
these heads ars females we will talk about them as femsle-headed
families.) The costs of preparing these people for, and maintaining
then in employment begin to riss steeply relative to expscted bene-
fits as wa move down ths scale by age of youngest child.

The varicus cost components hare that cen be directly msusured are:

. Youtl or child esre direct costs (after school
and full-time summer).

. Other social services.

. Manpower services including training.

. Subsidized public sector wages and overhead,
Becauss well over hglf of these mothers have no aigh school education,
and little or mo previous attachment to the labor force, we could
expect the costs incurred for them to be substantial, And of course,

sccompanying theée services provided by the Fedreal government would
have—to ba-a large burasucracy to administer ths ,rograms.
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We estimate that the additional costs for these services of an

HR, "1 definition of availability -- exclading only mothers with
children under 6 -- as opposed to one that excludes any mothers
who need child care (child under age 14), wculd be about

billion in FY 76, At least two-thirds of tu's would be accounted
for by families where the youngest child is 6- 10, because most of

the familias are in this group and they contain, on the aversge,
more children,

In addition to these measurabie costs thare are two intangible ones:

Zhe _foregome cantribupion of the mother to household
wozk and child rearing - Even though sha is not paid
& wags for thess services “hey are of definite valus
to her family and soclety,

« The sice of the subsidized puslic sector jobs pool -
Definiug as available all mothers whose yowngest child
is £-14 would result in considerably more demand for
subsidized public sector jobs, We astimate that the
HoR. 1 definition sight as much as double the need for
such jobs in FY 76, from perhaps 450,000 to 900,090,
This would put & sevare strain upon our ability to
create the type of jobs we would desire.

While it is impossible to measure these two costs in dollar terms,
they are likely to be quite important.

The measurable costs of defining as "available" a mother with & child
under 14 could work out to be s much as $5,000/mother on the average
for the Fedéral government. Ilolnwr, this average figure is
nisleading because it 1s precisely thoss least productive avail-
ablas that would have to rely more heavily on the subsidized public
sector jobs for which the net costs (including child care and other
social services)rangs well above that figure. These costs plus the §
two intangible ones listed above ars to be compared to the value

of additional work that would be duns by these mothers, It is

unlikely that the value of the work accomplished by thess "avail-
sbles” would justify such costs on sconomic grounds,

»
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0f course, even if we weie not to subject them to a work requirement,
many of these mothers wuuld choose to work in the regular labor market.
Somewha* over a third of all AFDC mothers worked over L 1f time in
1970. This figure could be expected to in<rease under our proposal
because of the stronger incentive structure and employer subsidies.
However, in these instances the Federal gov.rnment would not have

to bear the costs 72f child care and other services if we did not
include them under the work requirement,

For these reasons the priorities for people covere. by the work require-
ment should be first, those with older childre~ not in school and
adults with no child care needs; second, mothers whose youngest child

is near the upper end of the child care age bracket, and last, down

to mcthers whose youngest child is 6., Our proposal would not subject
mothers with day care needs to the work requirement at the outset

of the program. After (ssy) two years w«e could consider phasing in
mothers vith younger children. This could depuad upon whether:

. our experience with the subsidized pu'lic sector
jobs and other mmmpowsr services indicated that we
could successfully increase the number of people with
vhom we would have to deal; :

. general public opinion, af er the new welfare aystem
had a chance "to prove itself," : . ongly favored such
an extension of the vork requizr. .at; and

. the budget situation would permit the additional out-
lays required.

Indi 1s and Childless Ccuples

We are not proposing that this approach be extended at this time to
unrelated individuals and childless couples: However, a basic Federal
income assistance program for this population should be a high priority
after a system has been in place for ‘amilies for a few years. Ths
logic of our approach for families is easily extended to unrelated
individuals and childless couples. Except for reasons of incapacita-
tion (much of which would be covered by social insurance), all child-
less couples and unrelated individuals would be defined as available;
thus there would be no need for welfare grants, only manpower and
social services and additional subsidized public sector jobs,
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Federal-State Fiscal Relationships

To decide on the Federal Stata costesharing arrangsment for the family
program it is helpful to racall these basic ideas:

There is a strong Federal interest in establishing
a basic minimm system nation-wide;

but variations in wage levels, and a dasire for
gonarous welfars systems, axist from State to State;

and the establishment of the new arrangement should not,
itself, financislly penalize a State.

Wa propose to balance these comsiderations by the following provisions:

In addition to the basfc floor of a $2700 benefit,

the Fedsral government would provids for a special

floor of $2200 for a family of four when the program- -
starts in FY 76, Wa could expect that only a few

States might be below .this bensfit lnvel by that

time when the value of cashed-out food stamps is added to
the State payment levals,

Since this special Federal floor is too low for most
Statas, we would offer to provide 1007 financing for
benefit levels up to $2700 which would be called the
basic Federal floor, ; .
The Fedaral minimum subsidized public sector job wage
rate would apply to all States.

States could supplement both the basic grants and the
subsidized public ssctor job wage rats a” their own
sxpsnse provided that they do not interfere vith the
program structure. Because tha program st “cture varies
considerably from present law this wo. 1 . w..t the State's
ability to maintain payment lave.s for a.. prasent
raciplents,

Va would provide hold harmlass payments to high paying
Statas for changss in the casaload causad by naw aligibles.
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Deserting Parents and Fraud

The problems of deserting parents and fraud are very serious in

the current program. The public perception of the program's
integrity which results from these problems is an even more damaging
outcame than the excass monetary cost which results. Any new wel-
fare program must explicitly deal with these issues.

In the cass of deserting parents the basic approach should be preven-
tive. That is, the program itself should pot provide incentives’ for
the father to leave the family. Since the proposed program includes
the working poor and thers are significant disregards of earnad in-
come, there should no louger be stromg incentives for family break-up
which result from program design. But we should -also recognize that
the increases in family break-up which are occurring in our society
are prevalent st all income levels, so thare are obviously other
factors involved. This means that despite our program's design we
must anticipata that desertions will occur, )

Desertions generally mean that support payments will be denied the
fanily and, therefore, the welfare check will be larger than necessary.
The proposal here (similar to that contained in W.K. 1) i# that any
parent who has deserted his family shall owe the United States the
amount paid to the family during his absence, To enforce this proposal
we would establish central and local units to locate the deserted
parents and arrange for the appropriste payments.

Decreasing to acceptable lsvels the amount of fraud which exists is
an even more difficult task. The following steps will be taken to
reduce the level of fraud:

. The initial eligibilicy determination will make
maximm use of the evidentiary method which requires
that applicants provide documsntary proof of critical
eligibility varisbles such as age and marriage. Social
security mmbers will be required of all family members
to pravent duplicate filing and allow for cross-checks
on income, particularly sarmings.

.
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A quality control unit will make periodic sample
chacks to determine the level of fraudulent activi-
ties by eligibility factor and geographical region.

Special investigative staffs will be developed to
prosecute suspected fraud cases.

Costs

Balow we present estimates of the costs of the proposed programs
alongside the costs of present law and the House version of H.R.1
for FY 76, the presumed effective date. 1In this cost p ta-
tion we include effects on exieting programs vhich would be affectad
by enactment of our proposal. In gensral, wa see ths program con- _
wolidating that portion of the existing manpower and empiloymsnt
programs that benefit the low income population.

Specifically we propuse the following modifications in curremt
programs:

+ Cash-out the Cuban Refugess program,

Focus up to one=half of the expenditurss under the EEA
public service employment prcgram and the programs of
I5# manpower Davelopment and Training Act (MDTA) and
the Economic Opportunity Act (EOA) on the welfare
population.

. Eliminate the WIN program

In the table balow wa show the costs of the proposal on the assump-
tion that no siigle-parent-family hesds with children requiring day
care are classified available for work. Another important assumption
is that all States will participate at the $2700 level; this assump-
tion vas made only to simplify the cost calculition. Below the table
we prasent soma "adde-ons" which we ‘1) result from changing the assump-
tions in the basic table.

W49 0 -T3-7




COST COMPARISONS OF FAMILIES PROGRAMS
FY 76 ($ billions)

Peyments to Families (includss admin.)

EEA, MDTA, EOA

Subsidizsd Public Sector Jobi"v

WIN

Child Cere

Services, Treining

Residual Food Stamps

Employer Subsidies (Undar WIN)
Hold Harmless 0

i1.9

YAdd-ons" to cost of Proposed Progren ($M.11'onl)—zl

e) For classifying as eveilable thoss single parent family $ 1,0
heads whose youngest child is 11-14

b) For classifying as evailable those single pavent family $ 3.0
heads whose youngsst child is 6-14

v

Includes $3000 4n wages and $1000 {n generel ovarbead for 450,000
aveilables.

&/ Net additiondl costs incurred by defining e female nead of family as
eveilable include $50G0 for services, $1000/child for child cers, and,
for each full-time subsidized public sactor job, $1,000 in overhead and
$1,300 - $2,500 in wages (nat of reduction . i{n family benafit levals),
We estimate that 150,000 jobs would be required under "a" and 450,000
under b,
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To sumsarize, it is useful to point ou: the strengths of our
approach over that of H.R, 1 and the Senate Finance Committee.

Our proposal, in contrast to H. R. 1, would mot: .
1
. cost as much; _\1

pay families benefits that take into account any members
who society believes should be available for work;

.  necessitate the determination of what is an
“acceptable" job in the regular labor market,
require regulation and enforcement concerning
some minimum number of hours of work in the
regular labor market in order to satisfy the
work requirement, or maks receipt of benefits

conditional upon working in ala:b he or she
would not otherwise want to take; or

. cause disruption of the low-wage States where
the Federal basic benefit levels might be
i significantly above what the States would other-
wise want to have.

¥

On the other hand, our proposal, in contrast to H. R. 1 would:

. result in a system that is more simple and is more
"gelf-administering;"

. have a more credible set of employment policies
and work incentives which hold significant promise
of reducing welfare rolls over what they would
otherwise be in the long rum,.

In comparison to the approach of the Senate Finance Committee to
welfare reform, our proposal has the following advantages. It
would:

. cost approximately $5 billion less;

. put into place a uniform national basic program struc-
ture, instead of retaining State AFDC programs;

. result in a much smaller demand for subsidized public
sector jobs; and
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treat families with available members in such a way that
(1) there is no incentive for fathers (with young
children) who do not want to work to desert so

that the remaining family members can become eligible
for welfare benefits and (2) the other members of an
available's family are not penalizad and laft desti-
tute if he or she refuses to work,

94a
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ASSISTANCE TO STATES AND LOCALITIES: SPECIAL REVENUE
SHARING IN HEALTH EDUCATION AND SOCIAL SERVICES

Introduction

In FY 1971, aid from the Federal government financed twenty percent
of State and local government expenditures. The aid was distributed
through 530 categorical programs whoase adminiatrative regulations,
eligibility requirements and sheer numsber served to overvhelm public
officials at all lévels. .

Many of the programs are a legacy of the past decade. The 1960's
were a period of rapid Federal expanaion in a number of areaa:
education, health, services for the poor, and environmental pro-
tection are examplea. In alwost every caae the wotivation was
commendsble: devise a Federal solution to a recognized national
need.

But the Federal government, like any orgsnization, ia limited in
its capacities. As it grows, its internal coordination deteriorates
and it losea its capecity for focused action. Thia problem now
exists in Health, Education and Welfare and it has brought us to the
program reasaessment we are now making.

Our reassessment racognizea thar HEW can mansge well only a limited
number of programs. The programs we retain at the Federal level
muat be carefully aelected. The remainder of our programs ahould
be given to the Statea and localities in a form which they will

find most useful. We undertake this resassasment not out of mean-
spiritedness nor out of a deaire to shirk nur reaponsibilities.
Rather, we reasasss OUr programs because we now know that to atiempt
too much ia to accomplish nothing at all.

Three principsl outcomea of our program ressaeagmeni are the Special

Revenus Sharing packagea in Health, Elementary and Secondar Education,

and Social Servicea described in this paper. The packages have been
designed with three goals in mind:

-- To aimplify program adminiatration and decentral ize
program decision making

-« To give Congreas, the Administration and the public
a clearer picture of total program costs

-- To vindicate important Federal interests through a
minimum aet of enforceable program strings.

95a




Each Special Revenue Sharing package has been built largely

around State formula grant programs (Some project grant programs
are also included). As presently constructed, these grants are
automatically allocated to States and localities through legisls-
tively deternined formulae. The programs which they finance are run
by the States and localities. The categorical boundaries which
separate one program from another often serve to increase adminis-
trative structure without increasing human benefits.

Vocational education is a case in point. The Vocational Education
Act of 163 provides for a general State grant for vocational
education programs, another State grant for reaearch and training

in vocational education, another State grant to finance exempla.y
programs and projecta in vocational education, another State grant
for cooperative vocationsl education programs, another State grant
for work-study programs for vocational educstionr students, snd two
additional State grant programs. The faaue here is a simple one:
does the Federal government know how ita vocational education funds
should be divided among tiieae alternative uses in every State? We
believe it does not. Student needa, lsbor force needs, and a host
of other factors vary too widely from State to State to be adequately
described in any set of formulae. The alternative is to give each
State a single vocational education allotment and let State and local
officials tailor their programs to their needs. This is the alterna-
tive we have chosen.

Each Special Revenue Sharing packagea was desigfied in several stages.
First, exiating categorical programs were conaolidated into broad
progranm areas: vocational rehabilitation services, education for

the disadvantaged, services for the aging, and so on. We next
exanined the program areas themselvea to ase where further consoli-
dation waa possible. In some ceses, vhole areas were combined. In
other rases, we achieved limited consolidation through the guthority
to partially transfer funds from one area to another. Throughout,
our decision rule was to abandon program restrictions which did not
vindicate an important Federal interest.

As a cesult of this proceas, each Special Revenue Sharing package
substantially clarifies Federal-State fiacal relations. Program
distinctions which currently exist only on paper are abandoned.
Greater decision makir- power ia placed in the handa of the States
and localities. Many small programs are conaolidated into large,
broad purpoaed grants. This financial consolidation will give both
the government and the public a better idea of the magnitude of

the Federal effort in major areas. It will also provide a more
logical basis for future policy debates.
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Special Revenue Sharing is not General Revenue Sharing. Each
Special Revenue Sharing package maintains controls over State
expenditures to assure the promotion of important Federal in-
terests. In some ~ases, States are required to spend at least
a fixed percentage of funds on certain groups--the handicapped
in Education and the poor.in Social Servicea are two examples.
These targeting requirements have been introduced where we have
evidence that States and localities want to reallocste funds
away from politically vulnerable groups. In the Education pack-
age, management restrictions, including comparability, govern
the design of compensatory education programs for the dissdvantaged.
These restrictions are compatible with the philosophy of Federal
retention of control in certain key areas.

All three Special Revenue Sharing packages have other general
restrictiona: a planning process which is open to both local
officials and concermed citizens; a requirement that books

and other relevant records (e.g., achool teat scores) be =
maintained and be open at all timea to the public and Federal
monitors. Each package also contains non-discrimination provisions
and a set of procedural sanctions for non-complisnce with program
regulations.

Even with these Testrictions it hsa been poaaible to subgtantially
reduce the web of regulations and rulea with which State and local
officials have to deal. Aa their adminiatrative burden decreases,
they will be able to devote more time to what should be their
privary responsibility: the design and delivery of services to
their kcomtituent. .
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II.

Health Specisl Revenus Shering -
A. Introduction and Purpose

The Heelth Speciel Revenue Shai'ing propoaal ia deaigned to eaaiat
Stetea in eatabliahing a broadened public health function eimed

et controlling the causea of disease and poor heelth. The propoael
will Lupport traditional public heslth activitiea including the pro-
tection, prevention, snd control of commmicable and chronic diaeesaea,
the control of alcoholism and drug abuse, pudlic heslth education,
mentel health, and community environmentel health activitiea, in-
culdea aupport for Stetea to provide medicel aocial aervicea:
counseling, outreach, transportation and other aervicea which will

not be covered by national health insurance.

8. Program Authorities to be Consolidated

Current programs that will be folded into Heslth Special Revenue
Sharing ere ahown i1 Teble I. The propoaal will include Depart-

mental programs which ere currently funded through both formula and
project granta. Theae grant programs will be consolideted into e aingle

98a



TABLE I .
N - £ Curremt Prograus to be Folded into Health Special Revenue Sharing
FY 74 HEW Budget
Estimatee
’ Formula Grents (1n mrllione)
314(d) 90
Alcoholism 30
Narcotics Addiction 15
Project Grants
Drug Abuee - 114/
Alcoholism boy
v.D. 33
Lead poisoning, rodent control, etc. 22
Cosmunicable Diseases (other than V.D.) ) 9.5
Medical Socgl Services 150

TOTAL . . . . . » + .523.5

1/ An additional $25.2 (million) for Drug Abuse is shovn under
Msrket Services Development

2/ An sdditional $16.2 (million) for Alcoholism is shown under
Market Services Development.

99a
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block grant. No matching requirementa will be made on the Statea
for receiving Health Special Revenue Sharing funds.

Health Special Revenue Sharing ia built around the current 314(d)
State grant, formally titled Grants for Comprehensive Public Health
Servicea. To thia have been added formula and projéct granta for
V.D. control, lead poisoning, rodent control, other communicable
diseagea, and an additionsl sum to cover the costa of medical social
services. Each of the exiating programs in the package ia currently
funded and administered primarily through State and local health
departments.

Preaent Departmental programs included in Health Special Revenue
Sharing are currently funded and adaminiatered mainly through State
and local health depsrtmenta. Some would argue that without strict
Federal earmarks for certain activitiea, the States may no longer
continue to fund them at a lavel dasired by the Federal Governmant.
But in public activity, Federal and State governments have aubatan-
tially similar goala. This cen be demcnstrated by examining the
314(d) program. 1In 1967, Section 314(d) of the Public Health
Service Act consolidated nine putlic health categorical programa
into a aingle block grant to the Statea. Since that time, the
ahift in State public health activitiea has been minimal; removing
Federal categorical reatrictiona did not result in major changea

in State public health activitiea. Stataa not only have continued
«2 fund these activities, but moat Statea now epend far more in
support of luecae aciavities than the amount they receive from the
Federal government. In 1971, Federal public health expenditurea
under the 314(d) program totaled $90 million; total State expenditures
that year for theae aame programs were more than $400 -iluon..

C. The Population Served

The programs liated in Table I currently serve a wide group of people.
There ia little reason to believe that the compoaition of thia group
will change under Health Special Revenue Sharing. Public health
problema, including areaa lika drug abuse, have large externalitiea.
A comnunicable diaeaae amnng one group quickly may spread to other
groupa. Becauae of theae externalitiea, Statea will continue to

have an incentive to provide aervicea to all who need them. Accor-
dingly, the problema of Federal antidiacrimination enforcement are
reduced.

D. The Diatribution Formula

The Health SRS packaga will be administered as & aingla block grant.
It will be diatributed among the Statea on a formula baased on popu-
lation, per capita incoms and medical naed including tha incidence
of alcoholism, V.D. and drug abuaa.
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E. The Adminiatrative Structure

Health SRS funds will be allocated to the Governor, who will be
required to eatabl’sh a planning proceaa for determining the dis-
tribution of the funds within the State. The Governor will not be
required to desigrate the State public health agency to administer
the funds. Inatead, he may select the adminiatrative structure of
hia choice. Thus, several State agencies may be involved in admin-~
istering the program. Nor will there be a requirement ¢b designate
a particular agency to sdminiater Health Revenue Sharing funda at
the local level. There 138 no such requirement at present on any
program to be consolidated into Health Special Revenue Sharing, and
there appears to be no adequate reason to add such a requirement.

F. Additional Requirements and Enforcement Procedures

Wherever posaible, requirements in exiating progr e been
eliminated as theae ptograms have been folded into Health SRS
package. At present, the 314(d) State grant contains a 151 earssrk
for mental health. Because SRS ia suppoased to increase State
authority and discretion, this earmark has been eliminated. This
elimination will result in some political opposition, but there is
no programmatic justification for its retention. History shows that
States have always supported mental health activitiea. Under Health
SRS, they are free to continue these activities if they consider
them to be prioriiies.

2 further earmark on the 314(d) grant requires that no more than

302 of the funds may be retained for expenditure at the State level:
the remaining 70Z muat be "passed through” to local governments.

This earmark also has been removed from the Health Special Revenue
Sharing proposal; State and local political conditiona will determine
the amount of services provided by State employees and the amount
provided by local personnel.

Certain minimum procedurea are neceasary for all Special Revenue
Sharing packages. Funds cannot be used for programa which dis-
criminate on the basis of race, religion, creed, national origin,
or sex in either program management or servicea delivery. Thia
regulation appliea both to the State and to any agenciea with whow
the State contracta.

Statea will be required to maintain expenditure recorda of Hea “h
Special Revenue Sharing which sre open to the public and vhich are
made available to the Secretary at the end of each fiscal year.
This rejuirement is not preaent in the 314(d) grant, reaulting in
strongly expreaassd diasatisfaction from Congreaa.

This open recorda condition forms the baaia for enforcement in all
SRS packagea. Without it, them ia little practical distinction
between Special Ravenue Sharing and general fiacal relief. The
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abaence of an open recorda requirement in the 314(d) grant program
resulted in atrong Congreaaional diasatiafaction on theae grounda.

If the Secretary finda thet funda are not being spent in accordance
with the conditiona of the Act, he will have *he following enforcement
procedurea available:

Enforcement Procedurea

(1) He can terminate all paymenta to the States until the
State demonatratea it ia prepsred to come into compliance.

(2) He cen terminate all paymenta to activitiea affected by
the non-complisnce until the Stats demonatratea it ia”
prepared to come into complisnce,

(3) He can operate directly or through arrangementa with other
activitiea which are found to be in non-complisnce until
such time as the State demonstrates that it ia prepared
to come into complisnce or indicatea that it mo longer
wiahea the activities to ° continued.

(4) He is authorized to recover such Pederal funda as have
~ been spent on activitiea sffected by the pnon-compliance
during the period of non-complisnce.

(5) 1In addition, the Secretary will be authorized under this
. act to bring proceedinga in Federsl diatrict court against
appropriate individusla to compel compliance with the
requirementa of the Act. The Act will also authorize civil
suita in Pederal diatrict court by individuasla who believe
they are aggreived by failure of a State to comply with
one or more of the Act'a requirementa.

(6) Fioally, the Act will direct the Secretary to eatabliah and
publicize the exiatence of an office within the Department
Of HEW tO receive and inveatigate citizen complaints.

U’I. Education Specisl Revenue Sharing

A. Introduction and Purpose

Riatorically, the Federal government'a role in Elementary and
Secondary education haa been one of limited interventiona, in par-
ticular the proviaion of aid to aelected target populstiona. Our
Education Specisl Revenue Sharing package seeks to meintsin that

role vhile incresaing adminiatrstive flexibility at the State and LEA
levela. The heart of our proposal ia our Educational Special Revenue
Sharing package of 1971, which provided a subatantisl conaolidstion
of education categorical programs. Our current proposal builda upon
thia original package through sn incluaion of additional programs

102a
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and through a restructuring of the 1971 package earmsrks-

B. Program Authorities to be Consolidated

Our 1971 Education SRS package had five area esrmsrks: programs

for the disadvantaged, programs for the handicapped, vocstional
education programs, SAFA Federal Impact Aid, and Supportive Services.
Our revised package retains each of these earmarks with substantial
modifications. These modifications are showm in Table II.

The disadvantaged earmark has baen expanded to conform with the
design and funding of our EEOA propossl. When fully funded the
earmark will include $2,597 m. $1,742 m. will come from the current
ESEA Title I. $789 m. will come-from ESA when that program sxpires
in FY 1974. Together this funding will be sufficient to provide $300
per child for every school age child defined as poor under the
Orshansky-Social Security poverty index. The funding will also allow
some extra resources for schools with high concentrations of dis-
advantaged. The earmark also includes $66 m. of Vocational Education
Act funds, the current 15X set aside for vocational education of

the disadvantaged. Thia relocation of the VEA funds in the disadvan-
taged earmark will help States in developing a comprehensive approach
to the education of disadvantaged students.

The issue of comprehenaive strategies for target groups also arises

in the earmark for the handicapped. We have revised this earmark
upward to $82 m, $38 m. of this amount represents the consolidation

of handicapped programs in our 1971 Educatiom SRS package. $44 m repre-
sents the current 10 set aside of Vocational Education Act funds for
vocational education of the handicapped. Again, the combination of

the two funding sources should aid States in the development of a

more unified approach to handicapped education.

The new Occupational Education earmark replaces the Vocational
Education earmark of our 1971 pack.-e. It represents a merger of
our current formula grant programs 1. the occupationsl training area.
The funding level of $389 m. represents $17 m. from the current
Occupational Education program and $332 m. from VEA, the portion of
VEA funds which are now aimed at the general population (as opposed
to the handicapped and the dissdvantaged). This earmark is designed
to encourage the fundinmg of both existing occupational training
programs and the funding of new programs including the adoption of
models developed under our Career Education program.

A SAFA A earmark represents a change from our 1971 SRS package and

a return to the budget p opusals of 1469-70. Communities who lose
property tax dollars "t ' children who live on Federal property have
a lagitimate grievance. These communities are aided under the SAFA A
portion of Impact Aid, aid to children whose families live on Federal
property. Tha same grievance does not properly extend to SAFA B

children; children whose parents work but do pot 1 Faderal
property: Often this SAFAP.Q aid goes to the 'E’}ong‘y‘dmrﬁ:*,. tich bed-

room commnity whose residents work on Federal property in
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We propose that SAFA A aid be retainad and earmarked while SAFA B aid
ba eliminated and its furda be tranaferred to the General Supportive
Servicea aarmark.

Tha Supportiva Sarvicea sarmark has baan revis t we a kind of
hold harmlaaa proviaion. In our original Educatiw. SRS package, the
$284 m. Supportive Services earmark represented a major advance: the
combination of catagorical programs for library aupport, school aupport
and so on, into one funding earmark. Our current propoaal retains this
conaolidation and adda to it the $53 m. formula grant program in Adult
Education, the $16 m. now going to SAFA B childran and a $42 million
hold harmleaa. By conatructing the sarmark in thia way and providing
an appropriate liat of fundable activities, we permit avery State to
continua exiating programs (including adult education and SAFA B), if
it ao choosea.

The Handicapped, Occupational Education and Reviaed Supportive Services
Earmarka all include disz~retionary tranafer authority. Each State ia
permitted to transfec up to 30% of the funda attributable to any one .f
these areaa to any other area., Tranafera out of the Disadvantaged and
SAFA A earmarks are not be allowed.

C. The Population Served

Ouv reviaed Education SRS package conce “ZZ*+a reacurcea on three
tarret groupa: the disadvantaged, the handicapped, and uaers of
occupationsl education servicea. In addition, the package providea
Impact Aid to diatricta with children houaed on Federal land and aome
general population aupport through Reviaed Supportive Sarvicea. These
target groups provide a realiatic deacription of our current role in
Elementary and Secondary Education.

D. Tha Distribution Formuls

A State'a share of Education SRS funda wil® be baaed on the sum of
three terms:

(a) Diaadvantaged aid will be computed according to the number
of achool age children in the State who fall below the
Orahanaky-Social Security poverty index. Additional funda
will go to thoae diatricta with a aubatantial concentration
(e.g. above 30%) of disudvintaged studenta.

(b) SAFA A Impact Aid funda will be computed on the basis of the
number of children in a State whose parents live on Federal
property.

(¢) Handicapped and General Supportive Servicea allocationa will
be based on the number of school age children in the State,
modified by State per capita income.

Ald for disadvantaged children and SAFA A children will paas directly
through to the districta with thoae children. Reaponaibility for the
allocation of Handicapped and Supportive Services fundc will romain with

the States.
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E. Tha Administrativa Structura

Tha Stata lagialatura in each Stata will daaignata an adminiatrates
for tha Education SRS packsga. Wa axpect thia adminiatrator to be
aithar the Governor or the State Superintendent of Education, but
ve leava thia choica tothe Stata'a political procaaas.

F. Additional Requirementa and Enforcement Pruceduraa

Unlike public health programs, education ia an ares whera Statas

have atrong incentivea to diaobey Yedaral ragulatiora. Our recant
audita of Title I funda suggest that vhara poasibla, Statea and LEA'a
vill uae thess funda to subaticuta for rather than aupplement exiating
local programs. TFor these reasona, the kinda of atringa we placa on
tha Education SRS packaga ara particularly important.

All programs will be subject to the Equal Educational Opportunity

Act langusge of Titla II (a~f). Thia language prohibita diacrimi-
nation on the basia of raca, color or national origin, and any tranafer
or atudent asaignment pattarna which ssrve to increase the exiating
dagraa of aegragation within the achool ayatem. Discrimination baaed
on aex or craed will also be forbidden.

All programg will be raquired to smaintain open books of axpensea and
othar information assential to the public eval at!lon of the program
including, where applicable, teat acoraa by achor’.

Tha disadvantaged earmark will contain a number of additional ragu-
lationa atrings. All diatricta providing compensato~.’ servicaa will
have to maintain comparability of progras though the current five
ratios on which comparability ia judged (atudent/teash:r, student/
para~profaaaional, atc.) cam be reduced to two raticc: student/
parsonnal, and dollars/atudenta.

Each program will be required to maintain a Parent Advisory Council
aa ia now requirad in Title I. To facilitata the operation of theae
councila, they ahould be allocated a small portion of the program's
adniniatrative expemsea.

Aa in EEOA, at lesat 3/4 o. the disadvantaged f nda will be required
to be apent on the teaching of baaic akilla including raading and
math. PFinally, each program will be required to carry out a pre and
poat program testing avaluation. Theaa atrinza ara conaistent with
our philosophy of improving the mansgement in those areas where a
Pedaral role ia juatified.

The enforcement proceduraa for Education SRS regulationa will be

aimilar to those daacribed for the Health SRS package: tha partial
or total terminstion of paymenta, the recovary of paymenta epent in
programs not in complisnce with Federal ragulationa, the tnitiation

106a




of citizan euita againat appropriata education officiala, tha
authority of the Secretary to bring suit in diatrict court to

requira complianca with Fedaral ragulationa, and the authority of
tha Secratary to directly or by contract carry out an activity whera

that activity wea out of complisnca with Pedaral ragulationa.
Thaaa Proviaiona ahould offar adequata protaction against abuaa.

IV. Social Sarvicaa Special Revenua Sharing
A. Introduction and Purpoae

The Social Sarvicaa Ravenua Sharing packaga ia daaigned to aid Stataa
and localitiaa to provide more affectivaly protectiva aarvicaa for
particularly vulnerable citizena, and servicaa which anhanca inda-

pendence and self-sufficiéncy. Theae aervicaa include:

- Sorial aarvicea for the poor not covered under workfare

-~ Rehabilitation aarvicea
= Day care, child development, and child welfara services

- Youth devalopment and dalinquency praevention

- Sarvicaa to the Aging
Social =ervicaa deal diractly with tha intaraction between individuala
and their aocial environment. For thia raason, the outcome of social
servica efforta ia particularly senaitive to local, cultural, and
aven individual variation. Thua it ia eapacially appropriata that
program deciaiona in thia area devolva to Stata and local officials,

who can raspond more adequataly to locally varying needa.

B. Program Authoritiea to be Consolidated

The Social Sarvicaa Special Revenua Sharing package conaiata of a
aingla, consolidated block S¥ant. Included in the packige are funda
now baing expanded undar Child Welfars, tha non-experimental portion
of Haad Start, Vocational Rehabilitation, the aocial aervicea titlaa
of tha Social Security Act, and tha formila grant portions of
Devalopaental Disabilitisa and tha Older Americana Act. Theaa funda
are liatad in Table III. Tha conatruction of the packaga requirea

sevaral pointa of explanation.

Head Start
Incluaion of the bulk of Head Start funda in the revanue aharing

b111 impliea a major changa in the adminiatrative atructure of the
Hasd Start funda ara currently allocated among Stataa on a

program.
formula baafa, but the program ia officially conaidered an experimental
The SRS package transfera the majority

Federal projact grant program.
of Head Start funda ($365 m.) to tha Statea while $60 million wculd
ba retainad at the Federal level for r ch and capacity building in
child development.

R
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TABLE iI1

Current Programs to be Included in Social Servicea Revenue Sharing

Soctal Services (Titles I, $2,000 million
IVA, X, XVI of SSA)

Chil¢ Welfare 46

Head Start 365

Vocational Rehabilitation 645

Developmental Disabilitiea 22

Services to the Aging . 3

$3,120 million-
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The decision to include Head Start in revenue aharing is based upon
two con: iderations:

- At $400 million it is too large to be serioualy expurimental;
it 1is a servica program. Yet the "experimental” label has
been the rationale for not expanding the program beyond its
current coverage of 15% of eligible children. The proposed
change brings policy into line with realicy.

-~ The consolidation of Head Start with day care under Social
Services facilitatcs the development of a single delivery
system for all child development programs. This position
was taken last year in the Administration specifications for
the child developsent bill.

Revenue sharing Head Start is, however, likely to mean reduced involve~
ment of the Community Action Agencies who currently administer over

90% of Head Start grants. In addition, there may be aevere trsnsi~
tional problems as States and localities elimi: ead Start projects
which are regarded as politically troublesome, To eaae the transition
of this program, we suggest that the inclusion of Head Start in the
Revenue Sharing package be delayed for one year after the enactment

of the bill. This would allow time for both CAP agenc.es and Head
Start programs to generate other resources.

YDDPA, DD, and AOA

Upder the Social Service SRS package, Statea are given the option
of providing services to youth, the aged, and the developmentally
disgabled. However, only the formula grant portions of DD and AOA
are folded into the package. -

The project grant prograss under YDDPA, Developmental Disabilities,
and AOA are included in the capacity building package to ensure their
continued use for innovative market development activities. Ve
propose the nutrition portion of AOGA be converted to income assistance
to aged individuals. A combination of enhanced purchasing power

and stimulation of private suppliers will be more effective in
meeting the nutritional and social needs of the aged thatn the program
as it now stands.

Vocationsl Rehabilitation

Under our proposal, vocational rehabilitation services would be for
the first time cousolidated with cocial service authorities for the
poor, and would be required to ewphasize services for the handicapped
poor. This poaition is consistent with Administration proposala in
the last Congress that a fee schedule be mandated for aervices

under the VR act. As it now stands, the VR program authorizes
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the use of funds for s wida ranga of servicas, many of which con~
stituta an overlsp with other social and medicsl servica suthorities.
This consolidstion facilitates elimination of the inefficiencies
csused by such overlap. It should be noted that increased targeting
on the poor, implicit in this proposal, would not de mora expensive:
it is estimated that 100X covarsge of the handicapped poor would
presently cost $450 million--$200 million less than the current
program which covers sll handicspped persons. Tsrgating services

to the poor would not rasult in justification £6r inflating the
rehabilitstion budgat. . )

At the prasent time, $350 m. of Vocational Rehabilitation funds
provida servicas which will be covered under Mational Heslth
Insuranca when that program goes into affect. We recommend that the
VR program savings, generated by health insitaiicé, e allowed to
remain with the States snd localities.

C. The Population Served

Approximately 90% of the funds in Table III are currently being spent
on the poor. (Social Servieas, Head Start, and approximataly 60%

of Vocstional Rehabilitation) To insure that this targeting is
maintsined, we propose a requirement that 907 of the service funds in
each Stste be tsrgeted on the poor. A fee would be sssessed, vhare
appropriate, for sarvicas to the non-poor.

To assure continued service to those target groups currently speci-
fied under the categorical programs to be consolidated, we propose
that s fixed percentage of expendituras be allotted to each of the
following cstegories: the aged, the disabled, and children and their
familias. The proportion of funds allocated to each category would
follow current expenditure patterns. For the first ysar (before

the inclusion of Head Start) tha following earmarks sre suggested
for each category:

First Year
Children and Families 60% ($1.65 billion)
Disabled 30 (5 .8 )
Aged 10 (§ .28
Totsl 100% ($2.76 billion)

After Head Start is included in the package & 4aift townr:l' children's
services would be necessary:

Subsequent Years bl
Children and Families 64% ($2.01 billion)
Disabled 277 ($ .83 )
Aged

2 (8,28 )
100% ($3.12 billion)
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The Aged, Disabled, and Children and Families Earmarks all include
discretionary transfer authority. Each State is permitted to transfer
up to 0% of the funds attributable to anyone of these areas to any
other area, to respond to varying State and local conditions.

D. Formula for ibution Funds

We recommend the Social Service revenue sharing funds be distributed
using a single allocation formula based upon the number of low
income individuals in cach State as defined by the Orshansky-Social
Security index. S1light weighting in one or snother client group
(the aged, children, handicapped, urban populations) could be incor-
porated if necessary for politital appeal, but it is unlikely that
the resultant allocation would significantly differ from onme based
on income alone.

E. Administrative Structure

The nature of Social Servizes does not provide automatic incentives
for States to offer sn equitable progres. "he area contains a
history of municipal interest, State disfin.erest and city-State
conflict all of which suggest the need for a carefully crawn admini-
strative structure.

The question of program administration centers on two issues:

- How are funds distributed among local areas?
- Who is the program agent iu each local area?

We propose that the Social Service SRS package require each State :
to distribute funds among local aress in proportion tu their

poverty populations. Specifically, 90% of the State's funds should

be allocated in this fashion while 10% of the funds snould be -
reserved for the Governor ta allocate at his discretion.

Program agents and program content should oe chosen through an open
plaming process guided by the State. This process amust include the
Governor or his agents, State and loca! officials, potantial program
clients and citizen representation. The rasulting ,rogram and choice
would be published in newspapers in the State.

F. ditional b nt d t Procedura -

In tha previous sections, we hava outlined threa program raquiremants:

a 90% targeting of funds on the poor, a fee schedule, vhare appropriate,
- for servicas for the non-poor, and an intra-Stata formula for tha dis-
- tribution of funds. To this list we add the sdditional raquiremsnt
: that Statas maintain their current level of effort in social servicas.
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A maintenance of effort provision is required because the SRS package is
designed to promote program simplification b~ not fiscal relief.
Without such a provision, evidence suggests that Ststes may well with-
drav their current matching share of social services monies.

Other administrative requirements to focus funds on particular services
or groups of recipients, could be added if necessary. The procesr of
enforzement in Social Services SRS will resemble the enforcemen: process
in the other SRS package. In the Social Services, anti-discrimination
regulations will be supplemented with an additional condition that all
prog:ams must be voluntary on the part of the recipient.

V. Conclusion

The Special Revenue Sharing packages in Health, Education and Social
Services contai~ a total of $7.5 biliion, one quarter of all Federal
grants-in-aid to State and local governments. Together they conm~
solidate 42 State formula grants and six project grants into eight
broad categories: one in Health, five in Education and one in Social
Services. The consolidation will permit State and local officials
to reallocate their *ime to where it is needed mosts the design and
implementation of programs to serve their constituents.
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CAPACITY BUILDING
I. INTRODUCTION

The decision to devolve a graater amount of Federal resources aud
allocation suthority to individuala and State and loca gove mments
necassitates that we assu: that people can obtain the goods .nd ser-
vices they naad, and that Stata and local Sovernments tave th capacity
to utiliza affactively tha additional resources providcu to twm. Thus
a complement to decentralized deciaion-making authorits is the need for
the Federal government to focus ita activitiea to impr.ve the capatity
of Stata and local governmenta and other inatitutions Zo provide needed
human services. Accor3ingly, we propoae that the primary Federal role
for DHEW over the next several yeara be as an innovator, experimenter,
demonstrator, developer, and evaluator,not as a aervice provider.

The Department is to be principally a purvayor of innovation and change.
Acceptance of change dapends on the structura of particular institutions
and on the characteristics of tha propoaed imnovations. Specificallv,
where governmenta or other inatitutions can and would implement a particu-
lar good idea, dissemination of research reaults may ba sufficient to
produce the desired change. Where they lack the know-how. technical =
assistance, limited financial assistanca through merker and services
development, or specisl manpower development progrems may be required.

There ars, of course, other activitiss which do not fit neatly into our
categories of financial assistance to individuala, special revenue sharing
or capacity building. Many of theae activitias remsin in DHEW for histori-
cal (Spacial Institutions) or functional (FDA) reasons. These activities,
and our proposed rationslization of their role within the Federal government,
are discussed in the final paper at Tab E antitled "Other HEW Activities."

A brief summary of how we propose to handle capacity bUilding activities
concludas this saction of the paper. Each of the subjects summarizad is
diacusaed uynder Tabs D-1,D-2, end D-3.

¢ Special manpower development is to focus on critical

manpower shortagas. We proposa to usa general higher
education studant asaistance (discuased in the higher
education paper) as the primary weana to allow accesa

to all forms of higher education. Whara special cir-
cumstancas--inadaquate student flow, insufficient
snstitutionsl training capacity, or inappropriate
digtribucion of output--requira Federal intarvantion

in critical skill araas, we proposa threa comprahensive
authorities--for health, education and social services--
to be used under stringent criteria. Under each of these
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euchorities student assistance would provide incemtives
for (1) skill treining in shortage occupetions, (2)
specific professions to work in shortege erees end (3)
speciel eccess for minorities to certein professions.

In eddition, we would provide institutional eid in
order to (1) maintein enrollment et an eppropriete
level, (2) encourage special skill treining and (3)
encourege curriculum and other teaching reforms.
Finally, the Secretery would be given euthority to
regulete licensure requirements. Because of our generel
student eid proposels end beceuse existing programs are
not well tergeted to these objectives we propose ¢
significent reduction in funding for specielized man-
power programs--down from the curremt FY 74 $1.1 billion
to approximately $400 million in FY 78.

The focus of the market and services developmen: is
overcoming market imperfections in the provision of

services by, among other things, implementing delivery
modes which may heve been experimentelly demonstrated
through reseerch. We propose e general cross-cutting
authority for services integretion plus four comsoli-
deted euthorities: elementery and secondery educetion,
higher educetion, heelth, and social services. These
suthorities would combine the many programs now pro-
viding technicel essistance, manpower retraining,
planning, stert-up funds and service subsidies. The
suthorities would be uaed strictly for time-limited
implementation of proven techniques eimed et insti-
tutionel reform, ther would not otherwise be iumple-
mented e.§.; HMO's. Ve elso propose & genarel loan
guarantee suthority for censtruction which would
replace severel existing euthorities.

The focus of research and development is to be on dis-
covering new knowledge and disseminating thet knowledge.
We propose consolidetion of che many separate D pro-
grams into five major reseerch ectivities/suthorities,
leeving biomedicel reseerch es e¢ eixth major cetegory
but with the separete suthorities of the verious NIH
Institutes. We do not Propose any msjor chenge in cur-
rent R&D funding levels.
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One way to characterize the capacity-building proposals we make is to
view them as rstionajiging the purposes of programe in this area. Rather
than fragmenting the functions of R&D, manpower, market development, and
service subsidy by authorizing them separately for each problem, we
propose to combine these functions into a few consolidated packages
covering a wide range of problems.

A major benefit of this approach lies in the substantial simplification
of purposes, and corollary improvement in management, that this will
enable. For the first time wa will have a capability to direct our
capacity-building activities without continuing service subsidies
diverting our sttention from the real purposes of the programs. Equally
important, the consolidation of authorities will allow us to target

far better on the problems we can deal with best.

The second major benefit lies in the contribution of our proposals to
intergovernmental relations. The three manpower, six market and services
development and five R&D authorities we propose will replace innumerable
scparate programs, each with its own rules and regulations and funding
pipeline to state and local governments or private institutions. Small
grants can carry as such red tape as larger ones, and grant consolidation
need not stop st special revenue sharing. The new programs will be
managing hundreds of projects each year--these will still require detailed,
separate management. Monetheless, the net improvement will be substantial.

A third benefit lies 1 the clarification of respective roles for
capacity-building versus financial assistance. The new approach will
provide us with reasonable criteria for judging, as new problems and
priorities emerge, how to handle their various aspects. If a problem
requires substantial additional yesources it would normally be appro-

priate to modify our financial assistance packages. If 1t requires research,
it would be appropriate to modify cur research program. And so forth.

In many cases, we expect that this will show that the problem

does not require new resources, but redirection of existing ones.

Budgetary discipline and control should be substantially easier.

Each of these advantages carries some costs, these need not be elaborated.
No change 1s costless; the plain fact is that the present system is un-
governable. We do think, however, that one problem should be put in
perspective. The changes we propose will reduce the visibility that
separate authorizations for each problem provided. This will lead to
charges of sell-out. In fact, the consolidated suthorities will
specifically enumerate problem areas, and wil! be subject to normal
legislative and budgetary oversight by the Congress, just as at pres nt
but more manageably. For the interest groups, the change is largely
cosmetic, since the functions will continue--hopefully on a more effective
bssis. The only real losers will be the handful of programs and projects
which are not viable without special subsidy because they have already
failed.
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II. DEVELOPMENT AND DEPLOYMENT OF SKILLED MANPOWER

Introduction and Summary

Skilled Manpower programs increase the capacity of sub-national
governments and institutions by influencing the level, mix, composi-
tion, and location of manpower needed to provide human services.

As in the other parts of this paper, we focus on problems which
remain after the effects of our basic prcgrams of financial
assistance and the economy they impinge are taken into account.

For example, if the doctor shortage were due to consumer

inability to pay for some ''necessary” level of health care, or to
students' inability to pay for graduate education, it would not be
a subject of this paper.

The American economy, through the largely uncoordinated training

and employment decisions of millions of persons and thousands of
institutions, has over the last several decades undergone vast changes
in occupational mixes, levels, and locations with what appears to be
great overall success in speed and ease of transition. The major
current exceptions, teachers and engineers, are as much the result of
government action as market forces. And to put the current problem
of ow rsupply among scientists and engineers in perspective, it shouid
be remembered that only 10 years ago the major concern--and one which
led to a National Commission and passage of the MDTA--was for
"technological" unemployment of the semi-skilled due to automation.

Even with effective overall government manpower policies--such as

the loan guarantee and schqlarship proposals we make--we would

always expect some problems in some sections of the human service
manpower market. Students may meke incorrect assessments of career
opportunizies and apply in excessive or insufficient numbers in
particular fields, use tu ignorance, truly unforseeable change, or
risk aversion. Temporary surpluses lead to unemployment, and
temporary shortages to excessive wage rises (and subsequent plateaus
because salaries are typically inflexible downward). Training insti-
tutions which sre often unwilling or unable to expand and contract
with labor demand changes increase the length of temporary shortages
and surpluses. Finally, professional organizations may act as cartels
and create licensing and credentialing barriers in the name of
quality control. And past experience suggests that these problems
may affect minorities worse than the majority.

The Department currently operates dozens of programs, totalling an

estimated $1.0 billion in FY 74 to deal with such problems. These
programs are subject to msjor rriticisms:
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They can hartly be characterized as amounting to a
coherent manpower strategy. While the focus has
shifted to health from education in recent years,
it did so far too late.

By and large, the programs are not well targeted. Their
purposes are not always clear, the need not always justi-
fiable, and in most cases the instruments chosen are
insppropriste. We pay people to become doctors, a stra-
tegy which would be appropriate only if qualified students
were unwilling to do so on their own. Only belatedly
have we begun to focus on the major bottleneck--the
unwillingness of medical schools to expand to meet appli-
cant demand.

In many cases a program devoted to one aspect of a man-
power problem aggravates another aspect. Thus, the larger
the direct and indirect subsidies to medical researchers,
the larger the diversion of manpower from primary care and
the diversion of medical schools from teaching to research.

Because the programe spend far more than necessary to
achieve social objectives, the excess spending is essen- -
tially a windfall subsidy--one which accrues mainly to
upper-middle-income people. We could not survive
without the social benefits provided by the Army, the
Police, teachers and doctors--but this does not justify
paying any more than the minimum necessary to meet our
manpower needs. -

A considerable part--but by no means all--of the existing programs
would be justified if we did not reform our student aid programs.
Going to medical school is a major expense--both directly and in
terms of foregone earnings--and a major risk, even though the rewards
for success are great. But with our guaranteed loan yrogram, together
with our scholarship programs for low income students, the need for
anything like current levels of categorical support dissppears.

Accordingly, we projose a maior consolidation of existing canpower
authorities, together with a substantia y Teduccd level of ‘und.ny.
Because of transition problems, s well as gome aoubt as to the pre-
cise level rnd types of support :hat would be justi’ied after the
kind of rigorous, cetailed reseasch and 2nalysis that must te done,
we propose a more gradual phasedown and a higrer carget level for
1978 (about $400 million) than we believe & strict application of
reasonsble criteria for intervention would justify,
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B.

Criteria for Federal Manpower Involvement

In a dynamic economy, manpower shortages (imbalances between supply
snd demand) always will be present. These real shortages will be
eliminated in competitive markets over time through wage or employ-
ment incresses. But sometimes the market is artificially constrained,
or demand rises expecially sharply, and the time required to
eliminate the shortage is lengthy. If through Federal programs the
labor supply response coul” be hastened, social benefits will result
because a greater quantity .f employment (and service) would result
for the same total expenditures. Thus Federal intervention may

be appropriate provided that each of the following criteria is met:

o The benefits of Federsl interventjon must outweigh the costs.
This criterion is essentially that which should govern sny

government action in sny field. If children are not learning,
or sick people not being cured, then there is a "shortage”
of education or health services which may justify action,
depending on the effectiveness and costs of tools at our dis-
posal. The difficulties with applying this criterion hardly
need elaborstion, the crucial point is that a careful and
realistic assessment is necesssry. For example, if a man-
power shortage is duc simply to the unsvoidable time needed
to build up s training pipeline, then actions to subsidize
the pipeline have 1ittle benefit while actions to hold down
wages during the build-up may have substantial benefits.
Federal actions are in general likely to be most cost-
beneficisl in cases in which shortages will persist over a
long term or even permanently. This is usually due either
to a) deliberate restrictions on entry or mebility, or to

b) the existence of substantial social benefits or private
costs which are not captured in the wage rate (e.g., rural
doctors and exotic language specialists). In such cases,

of course, the existence of a social return for some
psrticular type or degree of intervention does not justify
any or sll possible costs.

There must be a real manpower shortsge rather than lack of
customer demsnd. The hundreds of thousands of unemployed
teachers are a dramatic exsmple that govermment programs to
meet "desired" manpower levels by increasing the supply of
teachers were misdirected. Real manpower shortages call for
manpower programs, lack of effective demand calls for demand
stimulsting programs. Real shortages will be evidenced by
market signalse-exceptionally high salaries, relstively large
increases in salsries, decreases in, job content, increases in
job vacancy rafas, longer waiting times to acquire the
delivered servica and other observsble phenomena. Of course,
tha interpretation of thesa signals is tricky. Thera ara
substantial nursing vacancies sdvertised by hospitals which




} night suggest a shortage. However, at the same time hundreds
of thousands of RN's are not working as nurses, which suggests
that many advertised vacancies do not offer competitive pay
or working conditions. Moreover, temporary shortages are
desirable as a method of stimulating adjustment and shortage
signals alone do not warrant intervention.

e Federal interventions to eliminate manpower shortages must .

be tailored to the cause of the problem. Federal levers can
operate in three areas:

a) Applicants--When incorrect student assessments or market
imperfections produce a shortage of qualified applicants,
Federal policy should be desigied to increase their
participation. If only certain types of students fail
to apply, programs should target on those students,

b) Training institutions--When training institutions are
unwilling or unable to expand or redirect their programs,
Federal institutional support or r 7ulation would bz
desirable. ’

¢) Market place--When qualified applicants are unable or
unwilling to work in specific areas and fields, the
Federal government needs to consider positive and nega-
tive incentives related solely to those places or
fields (e.g. G.P.'s vs all M.D.'s).

*

A policy aimed at one of these areas 1is likely to have a
spillover into the others, and some problems (e.g., G.P.
shortages) may require intervention in all three. However,
the correct choice of areas 1is essential 1f programs are to be
efficient.

*

In what follows we apply these criteria first to health, second to education,
and third to social services manpower. Health, for obvious reasons,
dominates our discussion.

C. Health

1. Overall gupply

It is clear that a substantial expansion in both the demand for and
- supply of health services will take place over the next decade, even
without increased Federal action. Our health insurance proposal will
probably provide.some net stimulus to demand though the major impact
will be on equity and distribution of Tare. No consequential service !
shortage 1s forseeable, provided manpower is available, except in a
few special cases.
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Current estimetes indicate that despite past shortages adequate man-
power will be available on an overall basis in tha naar future--

the data shown below indicate that the number of practitionars will
rise substantially ovar tha next aight years Since population in-
creases will be much smaller, practitionar/population ratios will
rise substantially. Moreover, gross manpower projections undarstate
real supply increases sinca productivity increases should continue

TABLE I
Estimated Projected Increase in Heaith Manpower
- Professionals: 1970 to 1980
Heaith Manpower
Category 1970 1980 Percent Increase

Physicians 323,000 424,000 31%
Dentists 102,000 126,000 25
Optometrists 18,000 21,000 17
Pharmacists 129,000 149,000 16
Podiatrists 7,000 8,000 14
Veterinarians 25,000 35,000 40
Registered Nurses 723,000 993,000 37
Allied Health 2,600,000 3,780,0L0 45

Were these data solely the result of unfettered private market forces, in
a world without a substantial Federal presence, there would be no case
for action except in highly targeted instances. The major question
becomes, then, what would be the dimensions of the problems that would
be created or remain if all Federal support to health occupations were
terminated?

Table II  below shows the degree of Federal support.

TABLE II
Estimated Federal Assistance to Health Occupations
in FY 74 (millions)
Student Assistance Institutional Assistance
Health Professions $61.5 $316.1
Nursas 54.0 66.1
Allied Haalth 3.8 3.3
Public Haalth 9.0 12,2
Health Sarvicas 2.3 19.0
Biomadical Rasaarch L08.6 7.7
Mental Haalth 62.0 36.0
331..2 $560.2

With tha income earned by most health profassionals at or near

the top of the earning potential of all professions and the ready
availability of more applicants than there are training positions,
there is litt)e justification for large scale Federal subsidization
of most students attending health professional schools.
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Tha current employment prospects for those entering tha major health
professions ara well known by individuals making career choicas. This

is raflected by the rise in tha number cf applicants Currently, there
ara approximately thras qualified spplicants for each first year place

in medicina, dentistry, and vetarinary med cine, two qualified applicants
for each placa in schools of podiatry and -'ptometry, and an equality
between applicants and placas in schools ¢ ° pharmacy

~-a axcessiva rumber of qualified applicants and high earnings i.. t’ ese
professions suggast that studa-ts could absorb a much larger proportion of
tha total costs. Just tha opposita has occurred over the last decade as
medical school tuition and faes as a proportion of the income needed to
meet oparating expenditures has fallen from 13.0 percant to 8 O percent.

With regard to ragistered nurses, there is no aggregate data on the

number of spplicants versus first year nurse training positions However,.
there is no evidence to suggest that a lack of applicants exists. Rather,’
the rapid expansion in the number of enrollees suggests an adequate ap-
plicant pool exists Over the ten yesr period 1960-61 to 1970-71, first
year enrollment rose from 50,000 to about 80,000.

The one major exception to an adequate supply might be allied “ealth
workers, though the growth has baan extraordinarily rapid ever without
major HEW support (There is a considerabla Labor Dapartwent presence
targeted on tha disadvantaged ). Tha Bureau of Heslth Manpower has
forecasted an aggregate deficit of 562,000 allied health workers by 1980
However, the American Madical Association, using a more recent trend rate
for the supply of allied health workers, predicted no shortage in 1980,

but rathar a surplus And there are isolated instancas now of unemployment,
though this appears to ba due primarily to local economic conditions rather
than national ovarsupply. In sny event, there appears to be an adequate
number of applicants to fill existing progrems and stimulate an 1ncreue./

Subsidv of biomedical training has been justified on tha basis that if
biomedical rasesrch is to occur, an adequataly traired manpower pool needs

to be assured. Such Fedaral support is justifiable given the length of train-
ing 1f a lack of qualified applicants exists An adequate pool presently
exists with NIH supporting only about ona-fifth of all graduate students in
the biosciances Whila we cannot ba certain that a reduction in stipends
would not seriously affact tha supply of biomedical researchers, declining
opportunities in other scientific occupations, a.g , physicists. suggests
that this is unlikely

Mantel health stipands go to students in psychiatry, psychology, social

work and relatad fialds Currently, about one-half of all psychiatric

residents receive Fedaral support. Manpower shortages, particularly in

State mental hospitals, were tha reasoen for such support. In larga part.

the psychiatric shortage resulted from the limited incentives of hospitals -
to have such training programs becausa of limited insurance coverage for

mental illness M™ie in nart to this soacial Federal support
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and in part to tha greater availability of health insurance funds to
pay«for the trestment of mental illness, the number of filled psychistric
residencies rose from 495 in 1951 tc 1388 in 1970 With the growth of
comnunity mental health centers and insurance coverage. Federal programs
which provida special support for psychiatrists and mental health workers
no longar seem Neceasary,

At least at the present time, therefore. health manPower supply short-
ages cannot be related to lack of students' interest. Instcad, past
shortages seem to be related to institutional rigidities. The willing-
ness of health training institutions to voluntarily expand in light of
heavy applications varies greatly among institutions. The more complex
and expensive the educational training program, the less able is the
institution to expand without assistance. For example, allied health
institutions are responsive to applicant demand because they do not need
a large initial capital investment and tuitions traditionally cover
operationing costs.

Medical and dental schools were most reluctant to expand enrollment

in the 1960's. From 1960 to 1965 first year medical school places
incregsed by only 100 and dental places by about 250. Expansion is
very expensive because these schools, particularly medical schools,
mst maintain a balance in the quality and quantity of their three out-
puts (teaching, research, and services). If schools expanded, the tui-
tion received from the increased number of students could not tover

the incressed costs without substantially higher tuition charges.

Their reluctance to raise tuition 1s indicated by the fact that quite
a few of the medical schools in financial distress over the last few
years maintained their tuition chsrges below that of undergraduates
for the aame institution and did not look upon tuiticn increases as

an acceptable method of alleviating financial distrees. The causes of
this seem to be (1) a fear of eliminating the more qualified applicant
and (2) a belief that medical school tuitions should be in line with
other tuition rates charged at the university. This latter
"principle” ignores the fact that doctors make considerably more money
than school teachers, and can reasonably be expected to pay for the full
costs of their education, like other students.

Unfortunately with the exception of the cepitation grant program and
the special educational assistanc ~/special projects program (which
account for only $360 million of tha $870 million dollar support total
to health orofessions)) Federal funds aubsidizes training rather
than providés - targeted incentives for training institutions to

expand. To the extent that the programs subsidize students by reducing
the price of medical training they are misdirected; to the extent that
they subaidize inefficient institutions they waste rasources. In both
cases, tuition is artificislly lowered, continued dependency is fostered,
and incentivea for expanaion of numbers of ‘students (as opposed to
expanaion of costs per student) are minimsl. .

99-493 0 -73 - ¢
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These observations suggest that Federal support which subsidizes
training directly--perhaps as much as $500 million (vhich includes
direct student assistance and tuition) should be eliminated. The
new guaranteed loan program, which provides explicit essurance

that no qualified student would be unable to finance his graduate
education (even a substantial rise in tuition would not affect

total costs very much, since the largest cost is foregone

earnings), cements this conclusion. It would be tempered only

bv *“_ possibility that the applicant pool could drop substsntially 1f
current gybsidies were eliminated--but it is hard to believe that
qualified applications would drop too much (i.e., by half or more),
particularly since the phassout of general training assistance would
occur at the same time and reduce the differsntial that would other-
wise emerge. If some schouis refuse to raise tuition, and threaten
to go under, that outcome may be worth accepting.

2. Specific Dimensions of Health Manpower Supply

The conclusions above require tempering. Even without general

shortages of health manpower, some specific skill shortages might well
remain; and problems of geographic distribution, equality of access, and
credentialing might remain. In additic:, one specific aspect of

doctor training--the overhead costs jointly incurred for research,
teaching and patient care--mipht produce institutional bottlenecks

even after students paid the ,ull costs of training alone.

Rather than discuss these problems in detail, we provide some examples
below that may justify targeted subsidies:

~- Only 30% of present redidents are in primary care, versus
497% of practicing physicians in 1960 and 38% in 1970.
Clearly, incentives must be changed, We could pay either
students or institutions special subsidies to redirect
specialization towards such care. Regulation may also be
in order. Since many of the current subsidy programs foster
increased specislization away from primary care, their abo-
lition would help substantially.

== Current enrollment at medical schools is not representative
of the population at large, with only very limited represen-
tation of minority female and low-income students. Females
and racial minorities each account for less than 12% of
professional student bodies(including nursing). Our guaranteed
loan program, changing attitudes at large, and civil rights
enforcement will all help to change. Nonetheless, targeted aid
either to students or institutions to correct such imbalances
may be in order, particularly gince consumers may be sensitive to
the background of service providers. Also, different representa-
tion may affect geographic and occupationsal choice substantially.
Possible instruments include direct scholarships and loan
forgiveness (though the latter is of doubtful effectiveness).
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-- Geographic imbalances are also severe. Changes in recruit-
ment may help, and our health insurance package will provide
the first truly credible demand support in underserved areas.
Nonetheless, special subsidies for location of skilled man-
povwer may continue o be needed. Enlarging the exiating
Kational Health Service Corp 1is a possible approach, as is
subsidy directed at location of residency.

-= Tha impediments posed by licensure and credentialling to
geographic and occupational mobility are aevere. The replace-
ment. of licensura by certification may be tooc radical a move --
but the licensure syatem can be opened up by requiring re-
licensure ,reducing unnecesaarily rigorous standards, and by other
regulatory actions. One major possibility is to eliminate the
requirement that board exsminstions be given only to graduates of
accredited schools; this may encourage greater inmovation in
medical education.

-= The "joint cost” problem at medical centers is a tough one,
particularly since ita full dimensions are unknown. DMoreover,
medical centers as complex as existing ones may not be the best
pattern, but reimbursement for overhead costs would reinforce
their dominance.

All these problems, taken together, suggest the need for a flexidie
authority allowing targeting to specific conditims W ere rigorous
analysis justifies interventicn. However, total sums involved wouid
be relatively smell when compared to c«isting programs We are talking
tens of millions in each area rather than hundreds of millions.

D. Education

The Depsrtment currently providea $83 million for the development
of education special manpower -- shown in Table III below.

TABLE III
Eatimated Assistance to Education Occupations, FY 74
! (millions)
Student Assistance Institutional Assistance
= Elementary and Sacondary
- Special Education Manpower $8 $33
Mult Education Teacher
Training 3
College Libraries
Librarian Training 2 2

- Higher Education
- Language Training and Ares
: Studias 17
: Collega Fersonnel Development 7
Education Professions Devalopoent

Higher Education Fellowships . &
: Long-Tarm Training 7
TOTAL $21 $62
126a )
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Sufficiency of education personnel is not a problem at this time; the
teachar surplus is large and growing. We estimste that ther: were
135,000 more new college graduates eligible for initial Teacher certi-
fication than full time jodb openings in public elementsry

and secondary schools in the Fall of 1972, This surplus of eligibles
first appeared in 1967 and is exracted to peak at 200,000 in 1977,

The cumulative numbar of surplus eligibles with teaching credantials
since 1967 is about 380,000 now and is expected to rise to over a
million by 1976.

The evidence on surplus or shortages of teachers in various educational
specialities -- teaching of the handicapped, vocational education, math,
science, early childhood education -- and in various geographic localities,
is unclear. These shortages are decreasing as a resulc of the overali
surplus and sany special training programs at the State and local

levels. In addition, numerous analysts have pointed out that shortages

in these special skill areas have existed because school districts

have not been willing to pay for specialized training or enough to

match the higher salaries available in private institutions. Teacher

sslaries have risen rapidly in recent years, diminishing this gap and re-
sulting inmore efficient allocation of msnpower resources.

Data oo equi‘y in minority representation in the profession indicate
that there is a shortage of minority teachers. Spanish speaking,
Indisn and (at least in tha North) Black tamchers are seriously
underrepresented compared to the minority group proportions in the
student population. This underrepresentation may hurt the achieve-
ment of minority students. At the same time, however, there are
substantially greater mumbers of individuals from minority backgrounds
graduating from college with teaching certificates. This is not a
true shortage to be addressed by manpower policies, but a regulatory
problem. The lack of new job openings resulting from the general
surplus makes it very difficult to increase minority proportions
without displacing axisting teachers.

While programs to induce higher aggregate enrcllments are clearly

out of ordar, and State support will msintain an adequate teacher
training base, we see some remson to have levers to upgrade the

quality of teacher training institutions. For exampla new modela

of practice teaching are needed. providing for prospective teachers

to spend substantial periods working in schools while still affili-

ated with their training institutfon. Such incentives need not increase
aggrogate capacity for teacher training. Indeed, we might conceivably
make reduced enrollments one of the conditions for receiving aid--a
tactic ‘he precise opposition of that for medical ashools,
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The foregoing analysis suggests that the current ievel of $83 million
in support for professional training in education is largely unnecessary.
even were it wel! targeted, and should be phased down substantially.

Social Services

We currently provide approximately $45 million 1n support for
training in the social service occupations, as shown be low.

TABLE IV

Estimated S ¢ Levels for Soclsl Service Occupations
FY 74 1:[11101\.5

Student Assistance Institutional Assistance

Rehabilitation Training $18. $ 9.
Community Services Training 4. .
Aging Sexvices Training 3 .

336.3 318,

There is ro data that clearly indicates whether there is or is not

a shortage of social workers. We do _know, however, that the market

for social services workers is constrained and noncompetitive, Within
the pwb lic agencies, the twc most significant constraints to competition
are the interrelsted merit ¢ystems and the various credentialling '
requi rements.

The state merit systems may lead to wage rigidity and failure to attract
qualified workers. Reinforced by credentialing barriers which at present
effectively prevent inter-state mobility, social workers may be severely
constrained and exploited by "monopolis:tic" state employers. These con-
siderations are, however, of unproven r2al world importance. Many of them
apply to all government employees, including teachers. Absent cCompelling
evidence to the contrary, we conclude that training subsidies to induce
new workers are not needed. Indeed, such subsidies would reduce

pressure on state agencies to correct wage structures. Excessive
credentialling barriers, however, should be a target 1f for no other reason
than the fostering of choice and responsiveness.

Other factors do not seem to warrant substantisl support. First, the
fleld of social services training is much less capital intensive than
health. Consequently, tuition in this area can more easily offset costs.
Second, construction and expansion costs, where Mecessary, can be met by
the murket and service development program which provides a capital market
for this purpose. Third, social gervices training institutions have
adopted fairly well to innovation and new teaching techniques. Finally,
during the 1960's the schools increased output rapidly as demand increased;
we do not expect nearly so rapid growth in the 1970's.

In sum, the current level of support for social services professions
does not appear necessary, nor authority sufficient to correct existing
problems. We propose a substantial reduction.
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Proposals

The preceding analyaia auggeata the need for new authoritiea more
realiatically targetad to the causea of real ahortagea problems than

at preasut. Such authoritiea would include regulatory powera addressed
to licenaure and credentialling, and would provide broad powera to pro-
vide granta related to the apscial diatributional and related problems
that we have diacuased. They would, moreover, prohibit general training
aupport (either dirsctly to atudents or through institutiona) not directly
tied to apecific entitlement requirements laid down csae by case. The
operating wode would be project oriented and explicitly temporary.

Major thruata would require jn-depth justification and annual reasaeaa-
ment in terms of the criteria diacusaed earlier.

Where recruitment . manpower ia a problem, the Secretary would have
the authority to rense the period of BOG eligibility beyond the
undergraduate level. In uddition, the Secratary could incresae the
amount of the loan guarantee if that proved to be a barrier to
training recruitment. An appropriate mix of guaranteed loans and
granta could, therefore, be developed for each recruitment slortag:
area.

Where lack of training opportunities was the problem the comprehensive
authority would permit the Secretary to provide capitation paymenta as
an incentive to expand training alots. Special project grants would
be uaed to encourage changes in training methoda.

Wherz access to services was a problem, the Secretary would be able

to invoke a aet of incentives to improve the aituation. This could
take the form of loan forgiveness, 1f that proves to be an effective
instrument, or paymenta to practitioners which would lead to the
desired distribution of trained sanpower. The new authority would
also give the Department the power to regulate licensure and accradita-
tion.

We pr 1 thorit (each comprehensive and with the

characteristica discusaed above) be enscted for heslth. education,
and gocigl service manpower. A broader option, and one with government-

wide implications beyond the acope of this analysis, would be to have
a single authority covering gll occupations and providing for explicit
tradeoffa among profeaaions.

1n order to aolve the transition problem for medical achoola, and in
view of the aubatantial uncertainty about the preciae effects cf major
cuta in this ares, we propoae to retain a specific capitation program.

We propose the following budget levela:
o In health,
=+ A reduction in the rate of medical achool capitation reimblirae-
ment annually down from an FY 74 level of $220 million to $180
by FY 78. While the level of capitation aupport ia reduced, no

achool would be permitted to receive any funds 1f it cut back
ita enrollment.
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-- A substantial reduction 3 other forms of institutional
support from approximately $340 annually down to approxi-
mitely $120 million annually. Ths lower level of support
would be designed principally to tacget. on particular
shortage fields and to support innovation and other
training improvements.

-- A substantial reduction in student sssistance from $311
million to approximately $55 million in FY 78, primarily
for special health training scholsrship programs for low
income and minority groups.

o In education, a reduction in all forms of support from $83
million in FY 74 to $20 million in FY 78. The reduced lavel
of support would be primarily in ths form of incentives for
institutional innovation and improvement.

o In social services, s reduction from $45 million in FY 74
to $10 million in FY 78.
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III. MARKET AND SERVICES DEVELOPMENT
A. Introduction and Summary

Market and Services Development (MSD) programs seek to improve the
performance of institutions which prcvide human resource goods and ser-
vices, given some level of effective demand. The concept covers both
public and private service deliverers--markets handled either through
the price mechanism or through taxes and appropriations. In some larger
sense, all our problems of financial assistance to individuals or States
are MSD; this paper concerns itself only with the supply and delivery
problems that these broad demand-stimulating programs may create or

fail to solve.

The MSD programs seek to bridge the gap between our aspirations for the
performance of human resource services and the often dismal reality

of service delivery. Lack of organizational accountability for larger
consequences of actions, ignorance on the part of either consumers or
providers, unresponsive bureaucratic organizations, and other "market

imperfections” are root causes of inefficiency in service production

or failure even to provide needed services which MSD programs attempt

to overcome. The programs seek to export not only newly proven techniques
(in which cases they overlap with R&D), but also to redirect existing
service delivery systems which fail to use current resources and current
techniques to meet client needs, and to create new delivery mechanisms
where reform of existing mechanisms would be insufficient.

HEW now has a large number of programs which have such developmental
objectives. These programs, with few exceptions, have been authorized
on a problem-by-problem basis, and provide authority not only for MSD
but also for continuing service delivery and/or research. In most
cases, they fail to perform any of these functions well —- the most
common syndrome is a thinly disguised service program which continues
indefinitely for a favored few places and encourages comtinued
dependency on the Federal government. Often the program is poorly
designed and fails to create real change -— a massive infusion of
resources can be a barrier to change and a reward for continuing past
practices when the real need is to redirect existing resources. Mean-
while, other problems and other places do without.

For many of these programs, the major problem is lack of resources and

we propose to consolidate authorities into better targeted programs of
financial assistance to individuals or states. For most of the remainder,
we propose a much stricter spproach to MSD -~ an approach which
recognizes that:
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We can manage and target better our development activities
by divorcing them from service subsidies and clarifying
their purposes.

If we are prepared to continue resource supplementation
indefinitely we will have to do so long after developmental
objectives have been either achieved or failed.

We do not now have considered strategies for either means

or purpoaes of many MSD programs, let alone the activity as

a whole. Some priorities have been missed completely, others
are addressed inefficiently.

The current practice of creating separate authorities and
organizations for each MSD activity aggravates our inability
to pursue carefully targeted strategies responsive to
changing conditions.

To solve these problems, we propose creation of five functional authorities
vhich will consolidate existing scattered MSD activities in elementary and
secondary education, higher education, health, social services, and service
integration. We als.. propose a general loan guarantee authority to cover
capital costs of public facilities. These functional authorities would
recognize the diversity of service delivery problems and opportunities in
different service gectors by focusing, as appropriate, on particular target
groups and particular problems.

Most crucial would be the features that these authorities would have in
common. Because market and delivery problems are often idiosyncratic

and multifaceted, and always require a careful selection of levers to
promote change, the consolidated packsgea would be flexible, providing
project grant and direct operating authority for technical assistance,
retraining, planning, and start-up grants. However, such authorities
would be used only for strictly time-limited implementation, of proven
techniques which we have good reasons to believe would not be implemented
otherwise due to bureaucratic or other impediments, and without
continuing subsidy for activities vhich cannot become self-supporting in
their owm private or public markets. Even where social benefits are large,
instruments would not provide more initial subsidy than the minimum
necessary to invoke change.
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In the remainder of this paper, we present in more detail the oversil
rstionale for the proposed approach (section B), and specific detsils
on the coverage and priorities within each functional area (section C).

B. The

Proposed Approach to Market snd Services Development

1.

Introduction

To the extent that service gaps simply reflect lsck of financial
resources, special revenue sharing and financial gssistance to
individuals will reduce the need for “cspacity-building"
activities. Nonetheless, a substantial set of public problems
will remain no matter how well we assure that command over goods
and services in general is adequate. It will often be sppro-
priate for the Federal government to intervene in service
delivery vhen: -

e the avsilability or output of the service, for psrticular
target groups, is too small overall, or in particular geo-
graphic areas, and it is unlikely that the non-Federsl
sector, even with financial capability, will act quickly
enough to correct this without Federal involvement;

e the availability of the service may be adequate, but the
Federal government may want to influence the character of
the service because a new or rarely used delivery
mechanisa 1s more effective or less costly, but the non-
Federal sector will not act to change;

e a market may simply fail to develop, or work poorly, for
a combination of reasons including failure of either
suppliers or customers to understand the benefits of the
change, or effectively organize to change (e.g., HMO's).

These "market failures” may arise from any number of csuses --
lack of knowledge at the delivery level, bureaucratic inertia
and sheer resistance to change, lack of congruence between local
and national objectives, failure of non-Federal sctors to take
account of larger consequences (spillovers) of their activities,
exercise of monopoly powers (credentialing impediments), and
failure of the capital market. Such failures arise not only in
private markets, but also (and perhaps more commonly) in public
sector provision of goods and services.

[ ]
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Research, independent regulatory activities, and regulation
tied to financial assistance are all modes of intervention
which may be appropriate in such cases. For example, the
State Student Incentive Grant progran we discuss in our
proposals on higher education uses a financial leverage to
redirect state education expenditures away from institutional
aid which undercuts private institutions. Therefore, the
activities which we term "Market and Services Development'
are part of a larger continuum of intervention. We want
strictly to limit the term, however, for those time-limited
interventions which ghould be able to achieve their purposes
without committing large amounts of Federal resources to
supplement or change normal financing sources.

The Necessary Tools for Effective MSD

The legislation to be developed for MSD purposes will specify
substantial flexibility in instruments available to the
Secretary. The very diversity of problems, together with
widely varying local conditions (buresucrats are not everywhere
resistant to change on all fronts) suggests that a wide

variety of instruments are necessary to achieve service
development objectives, tailored to specific conditions and
problems. Given that the knowledge exists at the Federal level,
either because of our research or independent of it, change
instruments would include knowledge dissemination, technical
assistance, demonstrations, staff training, expansion grants,
atart-up grants, evaluation, and similar activities alone or in
combination. Such tools would be used in-house, through con-
tracts, and through grants, as appropriate. Recipients would
include state, local and private institutions. Fees could

and in msny cases should be charged for assistance.

The program and problem coverage of the legislation would also
be comprehensive, by consolidating existing scattered authorities
which have MSD objectives. Rather than create a separate
narrowly defined categorical program for each educational or
health problem, the legislation would specify a wide range of
problem areas in which MSD instruments would be used. The
specifications would be quite detailed in cases (such as

HMO's) in which the activity is so significant that careful
legislative tailoring is essential. But all such specifications
would be subject to general provisions discussed below. This
would provide several benefits.
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e MSD priorities couid be more directly traded off agsinst
esch other, in the context of & consistent framework.

e More flexible suthority would enable us to overcome
leverage gsps and package our tools more precisely to
obtsin the benefits we want.

e Consolidstion would enable us to £fill problem gaps which
the vicissitudes of the authorizstion and budget process
tend to lesve unfilled or £ill only belatedly.

Related to the value of consi-lidation and flexibility, State

fo: inhe 1y i, opriate. We do not want "fsir
share" grants spread around for each development sctivity

since (a) in many cases the problem will be of differe..
dimensions in different places; (b) th. ability to limit

costs, coverage and timing is almost impossible to sccomplish
in formula programs and (c) many of the problems and institu-
tions we will wig) to impact sre local rather than State, and
private rather than public. The problem created by lack of a
formula is the common tendency for project monies to concen-
trate in a few places, partly because of differing grantsman-
ship and substanrive competences st the local level, and partly
because we deliberately seek to create centers of excellence or
focus. We propose to handle this problem internally by keeping
track overall of geographic impact and administrstively imposing
limitations 1f problems emerge.

The prohibitions and limitations which the legislstion would
place on covered activities is as important as the activities
that would be allowed. These limitations would have ss their
principal purpose a self-imposcd discipline on MSD activities.
For example, an endemic problem occurs because of the temptation
to include on-going service provision monies in development
programs. This has unfortunate consequences for our ability to
ensure that our efforts meet real needs. Almost any service
innovation will meet a need and stimulate s grest demand if
fully suusidized and provided free. We propose that with few
exceptions all such programs be strictly time-limited and avoid
subsidising any cost beyond start-up strictly defined. This
mesns, as a practical matter, that if an activity (HMO, heslth
center, reading technique) does mot catch on in s psrticulsr
plac: sfter s fair chance, it ends. These restrictions are
crucial »:
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Avoid inequitable service subsidies better handled through
general financial assistance;

Discipline those promising progrems which simply do not
prove themselves once off the drawing boards;

Free up money sach year, as projects are discontinued,
for new priorities; and

Serve as unambiguou advance notice to recipients that
any subsidy will be .ime limited and thereby stimulate
their own efforts to provide routine financing from
local budgete or ‘service charges.

As a strategic posture, and to avoid misunderetanding, we
propose to write such restrictions into law, even in cases
vhere adainistrative regulations would suffice. In effect,
the law will m%wnmam- Rather
than face the agoniz political and substantive arguments
for "just one more year" and "success is just around the
corner," we will be forced to snewer that our hands are tied.
The dissdvantage to such a tough policy ia that some reforms
say only be purchasable if largs, continuing service subsidies
are provided. In such cases, special revenus sharing with
appropriate earmarks, or improved programes of financial assis-
tance to individuals, are the major alternatives and should be
used,

Among the kinds of legislative reetrictions which we propose
are general limitations requiring that for each project:

== No contrscts may cover more than three years; may cover
more than the annualized equivalent of one year of service
costs (including amortized capital costs and recurring
operating costs); or may be provided for activities which
do not have a substartial probability of becoming self-
supporting within three yeazs.

All contracts must sfiecify the understanding of both parties
that project funding is one-time only; sust specify the steps
that the local party will take within the period of the con-
tract to become self-supporting; and must provide for cancel-
lation and reimbursement 1if conditions are not met.
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The only exceptions to such provisions would be on-going technicel
assistance, on-going support of planning institutions, and possibly
e minor waiver euthority for mot more than 10% of totel funding

to cover highly unusual cases.

------Additional restriction: will have to be - “cided through normal
. Congressional and executive processes, case by case. In some

instances, ¢ delivery change mey be important enough to warrant
hundreds of start-up grants to essure netion-wide extension.
In other ceses we will want to stop et demonmstretion in e selected
number of sites and thereefter provide no more than limited tech-
nicel essistance and information dissemination, primarily beceuse
sutomatic nationwide extension can destroy incentives or become
extraordinarily expensive. If we axe prepared to install e new
reading technique or heelth delivery organiszation everywhere, it
may not be instelled anywhere until our essistance is eveileble.
But if we make it cleer thet only 100 school districts or 100
cities will receive @ full package of essistance, and the rest
smust rely on no more than informational essistance, Federel
dollars will go much further.

3. Activity Mix and Budget Levels for MSD Programs

A major problem in reforming MSD ectivities 1is Sur overell lack
of knowledge es to what delivery changes ere in fect desireble
enough to be worth their implementation cost in specific ereas,
and lack of knowledge as to how to implement such changes
successfully. Most existing programs do not lack for criticism
on both counts. In part, this is simply e dynemic problem--we
learn by doing and hopefully increese our knowledge over time.
In pert, we simply lack truly "proven' models to export and
elways will.

Nonetheless, it is possible to specify ereas in which serious
problems exist, and in which promising 1f not fully proven
changes are possible. These include et least some of our
potpourri of health services delivery instruments, notably
HMO's; an endemic set of capitel market problems which face
many specielized sexrvice providers such as hospitals end day
cere centers; e few educational innovetions in programmed
learning and the like; markets for food delivery and other
specialised needs of older people; improvements in service
information systems (e.g., dey cere); and feilure of many
institutions to provide eppropriete services for particuler
kinds of problems such as wental retaxdetion, physicel handi-
ceps, or culturel differences.

1387a

ERIC

A FullToxt Provided by ERIC




23

We have, as a first approximation, begun our consideration of
MSD activity sand budget levels (in Section C) with curremt

types and levels of spending on existing programs which more

or less meet our MSD criteria. Wherever possible, we have
modified these levels to reflect savings which would result

from restriction to start-up costs without service subsidies,
lack of proven knowledge or managerial capability, or foreseeable
and desirable changes in program levels. What will be ultimately
essential is to develop rather detailed implementation strategies
problem-by-problem. Msanwhile, our proposals envision some
expansion in numbers and types of projects, though at somewhat
lower budgetary costs as service subsidies are eliminated.

C. Detgils oy Functional Ares for Market and Service Development '
Proposals

In vhat follows we deal with coverage, priorities, size and manage-

ment for the programs we propose, as contrasted to existing MSD

programs. Development of precise progrsm plans will be of critical -
importance at some point, for now the best we can do is provide a

tentative and in some cases strictly illustrative ovtline, focusing

on transition problems.

We do not include in our figures, or discuss in detail, the costs and
tasks of HFW employees who will administer these activities. Proper
menagement will probably mot be possible with any substantial reductions
in current staffing, and may require additional positions in some cases.
Plamning, advocacy, audit, evaluation, analysis and technical assis-
tance--the jobs of management--will continue to be crucial to success

in inherently labor intensive MSD programs. The propossls we nake

are necessary but not sufficient to improve the conduct of these
activities--clarification of purpose and shedding ~f service subsidy
objectives will ensable, but not force, improved management.

1. Loan Guarsntses for Public Facilities
We_ propose t ¢ of an insured cgpital

for "public" buildings, a market which could break even (as

dces FHA) by charging a small losn premium (but over private
macket rates to avoid service subsidy) and avoid the need for
creation vf spscial purpose facility support. Existing HEW
authorities for facilities loans and grants (most of which

are shown in the table below) would be repealed. Our program
would operate on a break-even basis with no net budgetary costs.l/
Its design would be similar to the recently enacted Acadenic
Facilities Loan Insurance program but extended to facilities

for education, health, and socisl services.

1/ Some obligations and outlays for existing programs would continue
due to prior commitments.
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TABLE y
MAJOR HEW PACILITIES GRANT AND LOAN PROGRAMS
(budget suthority in millions)
Item 1974 DHEM
Budget Estimate
———
OE: .
Public Library Construction $ 0
Higher Education Construction grants &
subsidized loans 1/ 30
Higher Education Facilities Loaa and
Insurance Fund 1/ 5
Academic Facilities Loan Insurance 0
. SRS:
‘ Rehabilitation facility improvement grants 13
Special Institutions:
Separate construction programs 1/ 22
HSMHA:
Mental Health Center comstruction 0
Health Services medical facilities
(H111-Burton) 85
Medical facilities guarantee and loan fund 0
NIH:
Health Manpower construction assistance 1/ 82
Start-up and conversion agsistance 1/ 8
Total 2/« fo—
245
1/ Suggested for abolition or phaseout in proposals in other papers as
well,
2/ Excludes other agency programs which could be candidates as well
(e.g., HUD college dormitory program).
139a
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As other papera have argued, the elimination of overt intereat
aubaidy or outright granta (e.g., for hospitala snd universities)
would be defended principally on the ground that we are now handling
the demand aide much better and need not aupport even worthy bene-
ficiariea at the expense of the public at large--but thia new program
would help assure that aupply will in fact be forthcoming. Even if
current capital aubaidies were not all eliminated we would at lesat
assure that no other activity was deprived of s capital market merely
because ita lobby was leas adept, and reduce the preaaure for new
authoritiea. While the program would hardly be a credible slternative
to the subaidy provided by tax-free atatus of State and local bonda
(theae bonda would not be inaured), it would tend to reduce the pres-
aurea to finance heretofore private facilitiea auch as hospitals
through leaseback arrangementa using local bonda. :

Such & program would have substamtisl merit in ita own right simply
because many providers of "public” services face subatantial problems
in obtaining private capital to finance construction or renovation of
apecial purpose building.--college dormitoriea and clasarcoms,
hospitula, medical achoola, neighborhood centera, day care centers, and
the l1ike. Since facilities coata sre often s sajor drain om initial cash
flow, thia can be & crippling problem. Financing problems are due

in part to the doubtful return on auch projecta and, unlike homes, a
frequent lack of alternate usera to whom lendera could sell in case

of forecloaure. In addition, while bankera can and do foreclose on
homea routinely, forecloaing on & local hoapital ia s major politicsl
act and one which few bankers would be willing to contemplate.

The guarsntee would present s number of design problems. For example,
what is & "public" facility--is there any way to cover proprietary
institutions in direct competition with public inatitutiomns without
opening the gatea to "Lockheeda" and New England shoe factoriea?
Should we cover initial operating as well as facilitiea coata--and
1f a0 when would thia program be used in lieu of atart-up grants
under our functional suthoritiea? Onm the other hand, it would
aimplify the operation of meny Or moat Srant programs, since these
programs would simply include aufficient fuuds for remt (or mortgage)
fa well as other operating coata and avoid the craey patch-quilt of
construction and renovation suthoritiea which we now feel impelled
to include. Thia would, in addition, reduce outright budget coats
in many auch programs.
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Tha largast issue, and one beyond the scope of our samalysis, is
ther such a progr e of HEW-

gervices facilities. Should it be government-wide and cover trans-

portation end gewsge? Would it be useful in a tax reform package?

2. Post-3econdary Education

Unlike any other major functional area except health, higher
education is substantially private rather than public. Unlike
even health, the market is inherently national rather than
local. For these reasons, Federal encouragement of State and
local omnibus planning, and a conscious stratagy of working
through State bodies, saems inappropriate. Moreover, most State
and local governments do not take sccount of the adversa spill-
overs of their current policies. 1/

Higter education is farther along in MSD than other functional
areas, since convergent thinking over the last several years
concerning the need for reform and reassessment has led to the
recent enactment of a pPost-secondary innovation suthority, which
essentially meets our MSD comcept. It is a consolidated, com-
prehensive suthority providing wide latitude in conducting
activities to improve the post-secondary market. It will focus most
intensively on reducing the findessntal institutional rigidities
of a system which is largely tied to the campus, classroom-lecture,
professionalization, sequentisl-attendance model. It is also con-
cerned with the accommodation of the system to a broader range of
humen needs, especially disadvantaged entrants and middle-aged
non-~entrants. Finally, the program's purview includes questions
of credentialing and accreditation. However, the legislation

does not include the restrictions on continuing service gubsidies
that we propose.

In addition to this authority, there are other post-secondary
programs which hava nominal MSD purposes, as showm in the table
below:

1/ Discussed in detail in the Student Assistance paper.
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TABLE VI .

BEW_DEVELOPMENTAL POST-SECONDARY PROGRAMS
(budg «t authority in millions)

Programs 1/ 1974 DHEW Budget Estimate
Post~Secondary Innovation $ 50
College Library Demonstrations 2
Higher Education Institutes (EPDA)
Upward Bound
Special Services

State Post-Secondary Education
Commissions

Total $147

1/ The Black Collegea, Work Study and Cooperative Education programs also
have developmental cbjectives but are primarily service programs
and are discussed in the Student Assistance paper.

The library demonstrations and higher education institutes are
virtually identical in purpose and activities to the imnovation
authority and we propose direct incorporation of their functions
into the innovation authority. It is not clear that Post-secondary
Education Commiasions perform a planning function of continuing
importance, since unlike health and other functional areas, the most
important planning end utilization problems are natiomwide rather
than local. We propoae to discontinue supporting this functiom,
although the innovation authority would also be able to provide
temporary assistance related to State and local planning.

The programs for disadvantaged atudents, Upwa. .ound and Special
Services, duplicate the new authority in purpoae, but have become
primarily continuing aervice programs in a limited number of places.
We propose a rapid phase out of existing contracts. If existing
recipients do not asaume the burden the programs will have failed.

In moat cases we expect that the programs will have effected perma-
nent changes and fulfilled their developmental function. New pro-
jects in this area will be assumed under the innovation authority and
our rigorous MSD criteris.
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These changes would be accomplished by semending the inmovation
authority, effective in FY 74, to incorporate our limitations

and repesl the other authoritiss. We expect the obligation level

to rise to $75 million in FY 74 and continue gt that level throwgh
FY 78. No FY 74 obligations would be made under the old authorities.

3. Socisl Services

We Proposs to create a new consolidated MSD suthority for
Social Services. Existing authorities with primary MSD

purposes would be repsaled, sffective in FY 74. They are
shown in the table below:
TABLE VII
SOCIAL SERVICES MSD PROGRAMS
(budget authority in millions)
Item FY 1974 DHEW Budget Egtimate
Development Disabilities
Service Projscts $ 18
Aging, Areswide Projects S&
Youth Development and Deliaquency
Prevention 15
National Center for Deaf Blind 1
Head Start Demonstration and
Related Activities 35
Vocational Rehabilitation
Service Projects 1/ 53
$ 176

1/ Excludes $13 million for construction grants reflected in Table II.
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The new program would provide for essentially the same kinds »f

problem area/target group coverage as the existing programs--child
development, juvenile delinquency, phyaical and mental disabilities,

and problems of aging. iike the existing programs, it would focus

on demonstrations of innovations in service delivery, encouragement

of more responsive community organizations, and the like. It would work
primarily with State and local government aervice agenciea, but also
with the extensive and potentislly larger private gector (both volunteer
and for-profit).

We would expect the new program to fill gaps not now met well. For
example, there is increasing evidence that center-based day care
does not appeal to parents of young children (even highly subsidized
centers often cannot fill their alots), and we know that the pre-
ferred family and in-home arrangementa are frequently unstable. Such
problems suggest the need for an initiative to provide technical
ssaistance arnd seed money to commmitiea to improve their day care
plans and to encourage a focus on aelf-supporting, fee charging,
information clearing houses for mothera and existing providers.
Similarly, the greatest demand is for after-school care for older
children, but the vast range or orgsnizations (Scouta, Y'a, Boys'
Clubs, etc.) now providing programs for children out-of-school ought
to be tapped or organized in the day care context.

In addition, our aging programs have hardly begun to stimulate private
and community organizations to use their own reaources to deliver
food and other servicea targeted to the special needa of the elderly.
Finally, and perhaps moat neglected now, there would be a major role
in exporting to State and local aocial welfare organizations better
management techniques--better caseworker methoda (such as those of
the V.R. program), organizational mod.la, new functions such aa
"ombudsmen"”, workable fes syatems, and the like.

The major change from existing arrangements would be the prohibition
on continuing service aubsidies in theae devalopmental programs. In
particular, most of the exiating V.R. aervice projects are primarily
budgetary additions to the basic budget. We estimate that a total
program level of $150 million for FY 74 and thereafter would allow
some increase in the geographic coverage and kinds of projects
attempted,

Elementgry and Secondary Educatiom

Elementary and Secondary Education is primarily supplied through
public markets--State and locally operated achool diatricts. Wwhile
the Mills-Carey Bill or a similar program will iikely have some
impact on the viability of private schools, thia or any similar
approach is really a marginal endeavor so long as we do not go to
full voucher system. Therefore, most promiaing MSD options lie in
programs deaigned to change and improve the public schools use of

their reaources. .

144a



30
We propose a single, consolidated MSD authority to replace the
programs listed below:
M TABLE VIII
ELEMENTARY AND SECONDARY EDUCATION
. DEVELOPMENTAL ACTYVITIES
- (budget authority in millions)
Item 1974 DHEW Budget Estimate
Bilingual Education (ESEA III) § 51
Special Projects for Indian
Education 6
Education for the Handicapped
- Special Target Programs 38 -
Technclogy and Commmication 15
Career Education 14
) Adult Education Special Projects
and Teacher Training 12
Talent Search 7
Teacher Corps 38 i
Elementary & Secondary Development 61
Vocational Education Development 14

New Careers in Education --

Educational Technology
Demonstrations (Sesame Street
and others) 36

“Nationel Priority" progranms
(Right to Read, Dropout
Prevention, etc.)

Educational Renewal

Total $ 333

T

W
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Elementary and secondary education 1s perhaps the clearest case

in which the curxrent proliferation of q\uli-developnentll programs
has hampered change as much as encouraged it. Most of these pro-
grams sre now operated under carefully and differently restrictive
suthorities (in some cases formulas), and wind up as continuing
financial support without rhyme or reason.

These problems sre compounded becsuse the structure of our public
education system discourages the introduction of new techniques.

1t is a iocally centralized, non-compstitive bureaucracy with little
inter~diatrict commmication and with great intarnal pressures agsinst
change. The individual education menager--administrator, superintendent,
principal or teacher--has his hands tied by curriculum limitations,

the school board, the union, purchasing requisitions, and personnel
regulations. Moreover, he has little incemtive to change. New tech-
niques have & low probability of sdoption because they are complex,
costly and risky.

An administrator or teacher willing to change needs to lmow whst
changes would be most productive. Unfortunately, little such knowledge
pow exists. NIE is the key instrument on the knowledge front. But
even when knovledge exists, incentives for change in both instructionsl
processes and management must be developed. This requires a compre-
hensive and reorganized approach to Federal demonstrationm, dissemina~
tion, and technical assistance activities. -

wWhatever techniques of implementation we use, local reform should be
based on validated instructional and management practices produced by
NIE and others, Few such techniques now exist, though there are &
nurber of promising examples vhich are either more effective or less
costly (e.g., Sesame Street and other broadcsst techniques). Other
changes, such as improved accounting or planning processes, do not
require ext msive research though we find it difficult to develop
successful implementation techniques. (Unlike otiuer areas, here we
do not need an additional planning support authority since large

and small planning organizations already exist. The problem is to
improve their effectiveness.) A £inal category of changes revolves
around assistance to deal with upheavals caused by e.8., desegregation
and continuing problem areas such as assuring that non-English speaking
children are not abused or ignored. Onme such area vhich we largely
ignore at this tirme is technical assistance related to compensatory
education. )

without attempting to specify desirable changes in either implementa-
tion techniques or priority nix among the programs, it seems obvious
that the critical impact of our proposal will be on OE-LEA expectations.
For exsmple, the bilingual problem could be viewed ss one of resources,
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and the current program is primarily a resource supplement to a

lucky group of school districts. It has been estimated that its
expansion nationwide would cost hslf a billion dollars. Instead,

under our MSD approach, the bilingual problem becomes a°more manageable
one: influence the use of existing resources (especially the billions
in supplemental funds for the disadvantaged under revenue sharing) to
bring about permanent changes in teaching staff and techniques to meet
the special needs of bilingual children.

Where necessary, assist the school with the necessary costs of
change--but in no cases fund, as an extra supplement, continuing
salary costs through s nominally developmental program, and do not
sllow school districts to expect automatic funding of thetr proposals
(the ones most likely to request help are often the ones most able
and willing to change on their own).

We estimate that $300 million annually, from FY 1974 through 1978,
without continuing service subsidy, would allow some expansion in
current approaches for developmental activities.

5. Health Services

We propose creation of a single. copgolidated authority for

Prolects to improve the gupply, accesa. utilization, efficiency, and a
quality of health services. More than in any other area, existing
programs for improving the health delivery syatem combine service
subsidies with truly developmental change costs. The bulk of the
existing budget in this area is for continuation grants to projects
vhich were supposed to become self-supporting but have not been

able to get direct or third party reimbursement for their services.
Our health insurance proposal will solve this problem; pending its
assumed effective date (FY 1976) we propose to refund these projects.
The table below provides rough estimates of the developuental portion
of these programs:
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TABLE IX
& HEALTH DEVELOPMENTAL TIES
(budget authority in mHHom;
1974 DiEW 1974 Developmentsl
It Budget Estimate Portion
Community Mental Health
Centers & Mental Health
of Children $ 151 $ 30
Drug Abuse Project Grants 1/ T 139 25
"""" Alcoholism Project ¢rant 1/ 56 16
Health Maintenance Organi-
zations 60 60
Hill-Burton 2/ (85) (0)

Comp shensive Health Services
project grants and migrant

health grants 139 28
Maternal and Child Health

grants to states 225 45
Family Planning Services 154 k)1
Commumity Environmental

Management (NEEDS) 1 1
Comprehensive Health Planning

(CHP) 59 54
Regionali Medical Programs

{including Emergency Medical

Services and other technology

demonstrations) 100 100

- TOTAL $1,084 $ 390

1/ Service funds revenue-shared rather than cashed out to health insurance
Non-add because already counted in facilities totals in section B. 1 sbove.

gl
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We expect the genersal mix and focua of the developmentsl portions
of theae activitiaas to remain roughly the same, with aomewhat more
emphaais given in tha lattar part of tha decads to improvements in
existing institutions ss the wava of "comprahensive'" projects sub-
sidas (i.e., HM's are to become s widely available alternative,
not s replacement). To & greate ' degree than at present we expect
to focus on undarserved areas in new projacta.

The highest priority will be given to the development of CHP agencies

as vahiclas to plan facilitias utilization and delivary improvements

in each community, primarily to control burgeoning medical costa relsted
- to inefficient and wasteful proliferation of coatly and duplicative

services. Exiating RMP agancias will bs radirected to serve:implementa-

tion aud technical assistance functions relsted to such plans.

The consolidsted legislation we propose to replace exiating suthorities
will taka effect in FY 1974, authorizing project activitiea under atrict
MSD criteria, as well as continuing support for planning and implementa-
tion sctivities. We propose & 1974 budget level of $350 million, exclu-
aive of the continuing coat of supporting existing projects during
tranaition. (By 1978, wa expect to transfer funding of CHP activities
to s uaer charge on private heslth insursnce or possibly to revenue
sharing).

6, Services Integration

One major clasa of delivery innovation that we want to see spread ia
that which relates to customer convenience of sccess, comprehenaive-
ness of treatment, and coat aavinga for aservicea and problems that
croas "functional” linea. The Allied Sarvices Act, budgeted for $20
million in 1974, ia currently proposad for easctment. We propose

that the urvi.cu i+tegration authority be rgw *tm to comply with
our MSD criteris and re~-submitted.

The new program would have s somewhat narrower focus than the exirsting
proposal, since many of the Ac*'s purposes would be accomplished by

other propossls. In other raspicts it would be broader, focusing on
private as well ss public service ° ~'verers and allowing, for exsmple,
projects related to cross~-cutting t. .ologies such as telecommunications.

Finally, w2 see functional and regional office staffs of DHEW performi-g
(much as they do now, but more focused) a technical sasistance and
implementation role for MSD projecta. In some cases this means working
with State sgencies, inothersworking directly with local or private
agencies. Whether or not this whole ares of activity should be
rationalized ss s "human services extension agency'" approach is a
subject for further analysis, slong with organizstionsl and ataffing
needs in general.
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IV. RESEARCH AND DEVELOPMENT

This part of the paper specifies the parameters of the
Research and Development (R&AD) component of capacity
building. R&D refers to activities whose purpose is to
produce '"nevw" knowledge. Included are research, ex-
perimentation, some evaluation and demonstration. These
activities are to be distinguished from more active

efforts to bring about change at sub-national levels

based on knowledge discovered by research. These "change
producing” activities are addressed in the previous section.

.. He_propose here that the Department's R&D activities be
pfnced under tight control by explicit inclusion in
five consolidated R&D authorizations, managed by research
organizations and traded off against other research pro-
grams in terms of their knowledge creating ability.
Biomedical research would be largely unaffected by our
proposed reforms.
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A. The Federal Role in R&D

The principles which demand & reduced Federal role in many HEW
activities do not suggest any similar ghift in the Federal role
with respect to research and development activities. The Federal
government ghould remain the primary funding source and resource
allocator for R&D activities for three reasons.

1. The product of research and development activities

usually is knowledge. The producer of knowledge
often cannot sell his product for what it ig worth.
Potential users of the knowladge product, unlike
most products, need only gee the product or hear of it

s to have it. Thus, while a new plece of knowledge may
have great value--the aggregate of small value to a
number of uaers--it may not have sufficient value to
any one user to justify that user's investment of the
resource necessary to produce it. Accordingly, there
will be too little investment in the development of
new knowledge unless all the potential investors in
knowledge can be made to act jointly. The Federal
government can bring about such joint investment by
simply using tax dollars. For this reason the Federal
government might invest in the development of an under-
standing of how the brain works although a private firm
would not, since this knowledge would ‘be likely to become
available to the firm's competitors for free. Similarly,
the Fedaral government might pay to find out about the
effectiveness of a new kind of education paraprofessional
although a single school gystem would not, since it
would be unable to charge other school systems which
night use the knowledge to ghare the cost of its dis-
covery.

2. Even if the aggregate invastment in research were
. established--for instance, by the distribution among

the States of Federal funds earmarked for research--these
resources might not be devoted to the most important R&D
unless the Federal government also specified the subjects
of R&D. Each State, for instance, would be biased toward
studying subjects of peculiar interest to it, gince study-
ing subjects of broader generalizability would simply bene-
fit other States which had not shared in the investment.
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3. Although it would be possible for a large number of
independent parties--for instance, States or private
firms--to coordinate with one another so that each
would not do thc same R&D, it may be convenient to
have the Federal government play this coordinating
function by assuming resource allocation responsibility
for all R&D.

B, Organization and Management of R&D

These considerations not only argue for a continued strong Federal
role in R6D, they indicate that the current Federal role should be
strengthened. High quality research, much of it in the form of
careful experimentation is the cornerstone of Federal capacity
building efforts. To this end, we propose several improvements in
R&D management.

When Federal resources are intended to be devoted to the creation

of new knowledge, it is important to define clearly both the sub-

ject to be studied and the method to be used. Where ambiguity exists,
recipients of Federal funds tend to use the funds to serve their own
needs at the expense of generalizable knowledge. Such ambiguity has
been allowed to exist in a number of the Department's programs. We
have proposed in other papers that some of these programs be converted
to revenue sharing--e.g., ESEA Title III. We propose here that a num-
ber of fragmented R&D programs be placed under tighter controls by
explicit inclusion in larger R&D authorities.

Such consolidation permits better coordination among projects, allows
a broader range of trade-offs among candidates for R&D funding, and
permits tighter management of R&D efforts by subjecting projects to
review and competition within an R&D organization. The concern about

- it linkages between R5D and operating programs disappear when the operat-
ing programs are revenue shared.

Table I below shows the six proposed R&D authorities.
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TABLE X
RESEARCH AND DEVELOPMENT PROGRAMS - - v o
Current FY 74
Funding Level
Mental Health R&D (willions)
1. General Mental Health § 175
2. Drug Abuse Research 11
3. Alcoholism Research _8
Subtotal - 194
Health Services R&D
1. Health Services R&D 70
2. Maternal and Child Health 6
3. Health Manpower 1838/
4. Family Planning 4
5. Disease Control 2
6. Community Environmental Management 2
7. Scientific Activities Overseas 7
8. Occupational Health 3
Subtotal 112
Biomedical R&D 1,487
Education R&D
1. Follow Through $ 41
2. Education of the Handicapped 14
3. Adult Education 2
4. Education Activities Overseas 3
5. National Institute of Education 156
Subtotal 216
Social Services R&D
1. Social and Rehabilitation Services $ 52
2. University Affiliated Facilities o T4
3. Research Overseas 8
4. Child Development 13
Subtotal 77
Income Maintenance R&D
1. Social and Health Insurance $ 21b/
2. Income Maintenance Experiments 11
Subtotal 32
Grand Total R&D $2,018

a/ Found in direct operations portion of the budget.
b/ Contained in OASDI and HI,
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Ac the table indicates. we combine the Maternal and Child Health,
Family Planning, =~ sease Control and Occupational Health R&D pro-
grams with the Health Servﬂces R&D program, since the operating
programs to which the former R&D programs attach will-be either
revenue shared or picked up by health insurance. We also place
Health Manpower R&D into this package on the assumption that our
health manpower program will probably be run by the same organi-
zation that would be responsible for managing market and services
development and revenue sharing programs; thus. the need for a
separate health manpower R&D program to assure linkages to NIH 15
not necessary.

Similarly, Follow Through, Education of the Handicapped Research
and Adult Education Research are put into the same authorization
and organization as NIE when their related operating programs ar:
revenue shared. Finally, with Head Start revenue shared, several
Child Development experimental programs and the Child Development
R&D program are to be combined w.th the current SRS R&D program.

We do not propose further comsolidation of the six R&D activities
shown in Table X--for instance, into a single authorization and
organization--because such a change would reduce the extent of
linkages to operating programs. But we think further possible
consolidations should be a subject for future HEW consolidation.

We also propose to improve planning and management within the six
RSD authorities/organizations by: (1) improving R&D planning;

(2) establishing procedures to maintain technical quality of pro-
jects; (3) designing procedures to disseminate project results to
State and local governments; and (4) eliminating R&D demonstrations
that are really service providing activities.

The Content of R&D

Despite the shifting of much of HEW's program management respon-
sibilities to State, local or private decision makers, and the
consolidation of R&D programs, we see no significant change in

the substance of HEW's research--assuming we are now doing the
research appropriate to our Current Program management roles. To
illustrate, a basic program design/management question for HEW in
its current roles might be whether to expand the useof work evalu-
ation services under the Vocational Rehabilitation program; Federal
research programs should now be addressing this question. If voca-
tional rehabilitation were simply an optional program which the’ States
could choose to support witn revenue-sharing funds, those States
making such a choice would need to know whether to expand their use
of work evaluation services; they would quite properly expect a
Federally-run research program to address this question.
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There are, however, some respects in which the substance of R&D
would change in line with the proposed new Federal program manage-
ment roles. First, research would be needed on the desirability

of the new roles and on ways to maxe them effective. If we move
toward maximum liability health insurance, for instance, we will need
research on the effectiveness of various inducements to families to
purchase preventive services. If we move toward the income assistance
and employment program, we will need to know what relative tax rates
encourage persons to take "regular" employment and what priorities
should be established for training. Thus a greater focus towards
consumer preferences.

One particular aspect of research substance might be strongly
affected under our health insurance proposals: the extent to
vwhich biomedical research works to develop very expensive treat-
ment techniques. Specific policies on this question will need care-
ful examination.

Second, there are some areas where the Federal role in R&D should

be reduced. Where it is possible for the producer of new knowledge
to capture most of the revenue from that pProject, there may be little
need for Federal support. For example, 1f curricula developed by a
private firm can be protected by copyright laws, it may be preferable
for the Federal government to cease supporting curriculum development.
HEW needs continually to examine its R&D efforts to identify those
vhere a single party might capture the returns from new krnowledge.
Where such situations exist, HEW will have to decide whether Federal
support should be withdrawn in view of the kind of monopoly pricing
a copyright or other form of protection for innovation would pormit.

Funding Levels
There is no major change proposed in funding levels for R&D. We
see no reason to expect the proposals we are making in other papers

to affect the determination of appropriate total R&D funding level
in any particular direction.
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lat of R&D to Othar C ty Building

R&D and market and sarvices development activities are difficult

to distinguish at the point vhere RSD results become ready for
dissemination. Sometimes it will be desirable to fund projects

for two purposes: (1) to test & particular way of providing ser-
vices in order to create new kmowledge; and (2) to create a model
vhich will be available for possible users of the new knowledge to
observe 1f the test indicates that such use is appropriate. In
these instances, responsibility for tha project might reside in
eithar the R&D or the market and services development area; the

two must be closely coordinated., Regardless, with greater reliance
on decision by individuals and State and local governments, a major
thrust in R&D must be on dissemination of results.

1578!158'«
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OTHER HEW ACTIVITIES: PLANNING
ADVOCACY, DATA SYSTEMS AND REGULATION

The previous papers have laid out the major initiatives which are part of
the comprehensive HEW reform and simplification. There are other functions
in the Department which will remain, albeit in somewhat new forms, once
refornm and simplification comes into being. These functions include:
planning,advocacy, data collection and classification, evaluation and
regulation. This paper briefly discusses each of these functions and their
associsted programs so that one has a complete picture of what happens to
all HEW programs and functions under the proposal for reform and simpli-

fication.
A. Planning

Currently this Department requires that States or institutions, as
& condition of receipt of Federal funds, develop plans for use of
these funds. DHEW also provides funds to stimulate planning, for
‘example, programs such as strengthening State Departments of Edu-
cation, Aging, etc. Several hundred million dollars of Federal
funds are used for planning activities such as these.

Our new strategy provides resources to State and local governments

with a min{mum of Federal restrictions. However, many States do not - -
now have a capacity to plan comprehensively for human resource

activities; others that do have such a capacity at the State level

do not have it at sub-State levels. Thus strengthening of the

planning capacity of State and local governments' planning continues

to be a requirement.

Current DHEW programs designed to Strengthen planning are shown in

Table XI below.

Table XI

Current DHEW Planning Prograas
and FY 74 Funding Levels (millions)

Program Planni

Emergency Health $9
Aging Planning and Operations 12

Comprehensive Planning

Strengthening State Departments of Education s/ 48
Comprehensive Health Planning 59

ey

a/ Revenue shared

1569a
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In addition to these programs, there are several special planning programs
designed to put in place a netwurk of sub-national planning mechanisms,
e.g., comprehensive Health Planning. These were addressed in the Market
and Services Development section of the Capacity Building paper.

Progras Planning

The Department's greatest emphasis now is on program planning, prin-
cipally because that is the interest of our program managers. Many of
the Department's current programs require that States or other insti-
tutionefyelop plans for use of program funds. These plans serve two
purposes¥ (1) stimulation of planning; and (2) {mprovement of
Federal monitoring.

In theory, requiring plans improves the effectiveness of DHEW resouices,

In practice, however, requirements for plans have become merely perfunctory
arrangements in the procurement of DHEW resources by the States. Addi-
tionally, the highly categorical nature of the plans probably is counter-
productive to good planning--100 mini-plans do not add up to a compre-
hensive plan, and their development diverts resources that might other-
wise be used to develop such a plan.

This situation has evolved in part because DHEW does not effectively
influence the local planning process. In most instances, the Department

is powerless to reject plans, unless they contain glaring procedural
errors, because doing so would seriously disrupt local govermment. Even
granting a willingness on the part of DHEW to act, a lack of substantive
knowledge and available manpower denies DHEW the influence necessary to
adequately review plans and monitor implementation. In short, the concept
that Federal program planning requirements, as they exist today, signifi-
cantly affects the incentives and abilities of States to plan is fallacious,

Accordingly, we believe DHEW should significantly decrease requirements
for plans in capacity building programs. With the larger authorities,
we see the need for few if any plans per se. Further, we see no
requirement for any separate monies to stimulate programmatic planning;
the States must and will do this regardless.
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Comprehensive Planning . -

Stimulating comprehensive planning is a more valid Federal role especially
in light of our capacity building initiatives. There is considerable evi-
dence that many State and local governments do not plan effectively.

Special revenue sharing makes these deficiencies more significant, adding
to the numerous reasons for improving State and local planning capabilities.

In many cases the mere addition of more Federal funds with less constraints
will stimulate better planning at State and local levels. But we believe
more 1is needed. We propose the following multi-faceted approach --

o Special revenue sharing authorities require that States
develop a comprehensive planning process (and plans) for
the use of the funds, and that this process include linkages
to local governments.

® Direct technical assistance is to be provided to States in
the form of diagnostic field teams to work on-site at the
request of States. For example, teams are to be able to
conduct an extensive review of the organization, staffing
planning and evaluation systems, budgeting process, etc.,
drawn on experiences in other States to identify successful
approaches.

e Financial assistance and incentives for improving planning
are to be provided through market and service development
activities, principally the Allied Services Act.
B. Advocac
There are a number of groups (e.g., the handicapped) that Federally
run categorical programs now serve. Many of these programs are to
be revenue shared or eliminated with increased financial assistance
to tndividuals. Although there remain protective devices such as
regulations and "strings" in special revenue sharing, we propose the
added safeguard of advocacy--protecting the interests of certain
special groups by "raising a fuss" in their behalf. We propose to
adopt a specific advocacy role for five major special groups:
e handicapped/disabled
o aged
e disadvantaged children and youth
e minorities and woman

e poor/welfare recipients and migrants.
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Advocacy for these groups is to consist principally of coordination
and communication among Federal agencies and among these agencies
and States and localities to assure that effective services are
delivered to the groups. Internal DHEW special offices for each
group are to pick up and oversee certain functions left over when

Federal management of programs targeted on the groups is phased out.
These functions include:

e collecting and dis;eminating information on needs, preferences
and problems of the tasget group;

e helping monitor and evaluate State and local activities to
ensure that effective services are being delivered to the
constituent populations;

e providing a communication link to and from members of the target
group, specifically providing information about availability
of human services and obtairing information about needs and
service delivery;

e coordinating Departmental or government-wide activities for
the target group.

C. Evaluation and Data Systems

The Federal leadership role in human resources development through
capacity building requires that this Department maintain a
significant diagnostic function: determining what human problems
are, vwhat currently is being done to resolve them, and what gaps
exist. Such information drives research and planning, 1is essential
for regulations, and can shape the nature of Federal assistance.

There are two principal mechanisms for performing the diagnostic
role: data systems and evaluation. Through :he first, we presently
collect three major categories of information:

e Program management information including output and
distributive data such as the number of grants administered,
sbnies dispensed; persons seqwed, etc.

e program effectiveness and impact data.

e general statistical data in the health, education, social
services and income maintenance areas.

As we reduce program operations, we propose kb place even greater
amphasis on collecting the latter two categories; of information.
At the sama Gime .we Wust continue to ‘collect management data -
that . widds ailf cin um «o determine whers: the hupan resource fumds

. are gting-+fowmeitaniand to whom.: Sukhw data are impertant to us .
both in the diagnostic role and to our regulatory activities
designed to assure accountgbility and responsibility.
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As part of special revenue sharing States will be required to provide
specific types of management data, jointly agreed upon. But we cannot
count upon State produced effectiveness and situational 4data to be ade-
quate. Rather, we must obtain data by a variety of means, for example:
(1) conducting separate evaluations and surveys; (2) using those of
other institutions (e.g., Census, Cummerce). —_ . L
We propose to help State and local governments build combined and
comprehensive data systems through market and services development and
technical sssistance. Clearly, development 0. integrated data systems,
with edch level of government obtaining information it needs, is both
expensive and time consuming. But a myriad of separate dats systems,
each with their own bits and pleces of information, is more so. Com-
parability of data is desirable both between States, within and across
various human resources functional areas, and among the various Federal
departments. P

Finally, to achieve a "critical mass" of timely and useful data, we
propose to sharpen and fosus our evaluation efforts and resources on a
few vital activities (particularly those where we have earmarked Federal
funds for a particular service or target group.) We propose to do

this by improving evaluation planning and targeting our evaluation and
audit resources om studies of the effectiveness of our initiatives once
they are in place, or prior to that, en potential problems or major
uncertainties inherent in the proposals.
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Regulation

It is clear that as we move to convert categorical programs to
financial assistance greater reliance will be placed upon private
and sub-national govermment decision making; we must consider

the extent to which those non-Federal decision making processes
must be controlled to assure that critical Federal objectives
are met.

We recognize also that as the Department places greater reliance
upon private and sub-natibonal decision making, there will be pressures
for expanded Federal control activity from special interest groups,
the Congress and the Federal bureaucracy. They will ask such
questions as: without categorical programs, how can national
priorities be asserted? How can Federal dollars be accounted for?
How can DHEW get through a layered bureaucracy and hold State and
local officials' "feet to the fire"?

A portion of the Depariment's activities now fall under the category
of regulation, either as direct regulatory activities such as those
of FDA, CDC, etc, or (2) regulation as a condition of acceptance of
Federal funds. We propose to continue to strengthen the . . . .
former category of regulatory activities. We also propose,
primarily because of special revenue sharing, to make some signi-
ficant changes in the second catecgory.

We believe that decentralization of decision-making to State and
local govermments requires that the Department develop effective
ways to control a limited number of essential activities, without
imposing a vast regulatory structure that contravenes flexibility
and simplicity inherent in HEW reform. We see three general
objectives for regulatory activity. These are to: j

e assure that opportunities for goals and services are
generally available to all equally

protect racial and ethnic minorities and Special concern
groups

assure that institutions are responsive, responsible and
accountable.

Because regulation by itself is not a particularly effective means

to influence behavior or produce change, we have attempted to weave
mechanisms for achieving these objectives throughout the various

HEW reform proposals. For example, there are certain earmarks and
strings in the special revenue sharing proposals; market and

service development and special manpower propresbs. cedtain sgpedbdl
devices to help minorities. We summarize here some of the regulatory
activities discussed in a substantive context elsewhere.
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Ixocederal Changes

Firsc, there are a number of improvemen: - and changes we propose
to maie in our regulatory practices. Theedosirdmportant are:

‘e Grecter use of civil suits by the Federal Government,
with equitable relief.

e Authorization of civil suits by nrivate parties.

o Deemphasizing use of administrative proceedings as a
regulatory mechanism, and Federal fund cut-off as a sanction.

o Use of graduated penalitiea for nou-spmplisnve.

® Greater use of non-coercive mechanisms such as influence
(demonstration, provision of model State-legislationend - - ——
regulation, negotiation and technical assistance) awd publicicy
(both public cducation and public disclosure of evaluation,
monitoring and audit results).

® Requirements for intra-state "comparability" of funding for
.. __.cextain services. o
o Use of citizen's groups to augment monitoring and to initiate
enforcement proceedings,

® Requirements for sub-nationsl governments and institutions to
keep records and reports on (1) how Pederal funds are used (2)
distribution of these funds down to the final beneficiary and
(3) changes in individusal or group performance or status
accruing from use of Federal funds,

¢ Requirements for States to establish their own monitoring end
regulatory mechaniems,

*  lequirements for States to sptiupoupenlandipamticpphtersy
nunltagplmuueﬁedctuc(uﬁg. spedishirevhavehabarad fpads.

T Rt | thage ftr -,
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Tavgat owp Activities . .

The foregoing are all general regula’ory mechanisms. In addition, we
propose some spacial regulatory activity for certain groups that now
enjoy categorical Federal programs, or which are of special Federal
concern.

First, we have built specisl requirements into the revenue sharing
packages that will continue to target services on certain groups--
the poor, the handicapped, minority groupa.

Second, advocacy offices will have communications links to groups
and to submetional governménts and institutions.

Third, equality of access and prohibition of discrimination in
general will continue to be mandated through Federal statute
(e.g., Title VI of the Civil Rights Act) reinforced by specific
anti-discrimination requirements in the various spe¢ial revenue
sharing packages.

Foirth, there are a number of positive mechanisms in HEW reform

prcvosals designed to help special groups and the poor, for example —
--gtuaent assistance, health insursace, income maintcnance,

special manpower programs, and scme special programs in market and

service development.

Finally, the facus of the HEW regulatory activity (other than
4 those of Ik, CDC, Stc:j.which coutinus to lak at consumer. Mualth and
safety) will be on protection of the poor and special groups. With
the elimination of a large number of categorical programs, evaluation
and audit resources c.u be focused on the most critical activities
affecting the poor, e.g., education for the disadvantagci.
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E. Federal Services

The basic thrust of HEW reform is to use broad-gauged functional
L0 programs to fulfill HEW responsibilities. Most of our existing
. programs have been discussed within the context of components of
this overall scheme. There rema’n a limited number of programe
that simply have not fallen into place elsewhere.

At any given point in time, we can be assured that some public
demand will arise that justifiasbly requires immediste HEW action,
but does not lend itself to resolution through one of our broad-
gsuged policy instruments. Where these demands cannot be met by
State and local governments because of lack of funds, or by

Federal capacity building, a Federsl service subsidy may be required.
When these demands become a national priority that we believe should
be met, and would not be met at the level we want, then that

Federal subsidy for services becomes a reality.

Most such subsidies would be transitory; howaver, Federal support
for some will last longer than others. Regsrdless, we would hope
to work out of the service subsidy business over time.

Programs nov in the Feccral 3-rvices Category are shown in the table
on the next page.
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10
Table' 11

Federal Services

Programs Which May Be Phased Out, But Will be Retaired for Now
FY 74 Funding (millions)

Indian Health $189
Rehabilitation of- Drug Abusers 14
Special Institutions 114
Programs Which Will Be Radically Changed or Phased-Out
St. Elizabeth's Hoapita} 38
Health Service Grants &
Maternal and Child Health 180
Family Planning ’ 123
Comprehensive Health Services 92
_ Gomunity Mental Health Centers Staffing 119
Mental Health of Children 10
Migrant Health 19
Emergency School Assistance b/ 811
Higher Education Imtituti?ml Assistance 138
Aging Nutrition Programs & 100
Assistance to Refugees &/ 9%

a/ Only service subsidies are shown, These are to be phased out
in FY 76 when Maximum Liability Insurance exists,
/ To expire at the end of FY 74,
/ To be picked up by Income Assistance.
d/ To be picked up in FY 76 by (1) Income Assistance, (2) Health
Insurance, (3) Student Assistance and (4) Special Revenue Sharing.

We expect the first group of programs shown in the table to remain a
Federal responsibility for the near future, because we do not have
readily available instruments to replace them.

Currently, Indians ‘'ice & complex set of problems. Health, Education oA
and social services are necessary, but residence on reservations and the

concentration of the Indian population in a limited number of States both

undercut the effectiveness of special revenue sharing, Market development

programs have long term implications for the Indian population but cannot

meet their immediate needs and may never be adequate because of the com-

poundir: of economic and social problems that generates these needs.
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Under the Narcotic Addict Rehabilitation Act, there is a commitment to
provide treatment to any addict who volunteers for rehabilitation.
Since we have, in effect, guaranteed treatment to these individuals, we
really cannot rely on providing financial inceniives to private and
local institutions to supply the required services. Therefore, we
propose to maintain the Rehabilitation of Drug Abusers program

until such time as it is feasible to reconsider the Narcotic Addict
Rehabilitation Act.

The Special Institutions are a set of five basically educational

organizations that are supported, through quirks of history and legis-
lation, directly through the HEW bidget, rather than indirectly —
through the grant-in-aid process. They are--

¢ American Printing House for the Blind (APHB) which produces
educational materials and apparatus for blind children. Each
State school system is given credit at AP5B for its share of
the appropriation, based on the number of blind children in
the State.

® National Technical Institute for the Deaf which provides a
residential facility for post-secondary technical education
for deaf persons, and conducts applied researcl in aspects
of deafness related to education and employment.

® Model Secondary School for the Deaf which provides an exemplary
secondary education program for deaf persons.

® Gallaudet College, a private n .n-profit educational institution
which provides an undergraduate higher education program for
the deaf and a graduate school in the field of deafness.

%

e Howard University.

For years, our budgetary relationships with the special institutions

have lacked a contemporary policy rationale. Annually we negotiate their
line item budgets on incrementalist principles, and then act in an

amicus curiase role before Congress. Their budgets and operations are
thus isolated from policy analysis and the mainstream of our programmatic
allocations. -
The vagaries of this process are frequently not helpful to the institu-

tions themselves. First of all, they compete for funds in an inappropriate -
arena, one where there are no comparable institutions/programs against '
which to judge them. Consequently they are subject to frequent and

erratic increases and decreases, which makes intelligent fiscal planning

difficult or impossible. In addition, when HEW funds are held up until

late in the fiscal year, as frequently happens, they suffer unnecessarily.
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We propose to find ways to end our special relationship with these
institutions, but we see no quick way this can be done. Thus, for
at least the next several years, support will continue. We do
propose, however, to drop them as specisl lines in the '@ W budget
in favor of a general subsidy, and to phase out their - pport over
a ten year period.

The programs in the second portion of the table are specifically
designated to phase out vhen instruments designed to replace them
come into being. It is not an all inclusive list. For many of these
programs we propose only to meet prior year obligations, For others,
such as the health service grants, we propose to retain service
subsidies until health insurance, student assistance or income
maintenance can pick up service costs.
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