OVERVIEW

Translating the Administration’s Social Security proposal into concrete, specific language will
require working through numerous policy and mechanical details, Some of these details should
be addressed in authorizing legislation, others are better lefl to regulation. The description below
aims o provide as comprehensive a deseription as possible of how the proposal would work in
practice. It also identifics unresalved guestions in need of further discussion,

CURRENT LAW

The Treasury is required te appropriate from the general fund (o the Trust Funds amounts equal
to estimated payroll tax revenue and other revenne sources dedicated to Social Security. The
amounts appropriated shall be transferred “from time to time” from the general fund to the Trust
Funds, based on estimated revenues, with adjustments made m subsequent transfers {o correct {or
overs or underestimates,  All amounts transferred and not needed for cumrent withdrawals shall be
invested by the Managing Trustee {Secretary of the Treasury) i interest-bearing obligations of
the U8, or obligations guarantesd by the ULS.

PROPOSAL
/. The surplus transfer,

In addition to the amounis appropeiated 1o the Trust Funds under current law, the legisiation
would reguire Treasury (o make additional transfers from the general fund to the Social Secunity
Trust Funds. The amounts of these transfers would be equivalent to specified percentages of
anpual payroll subject to Social Seourity taxes, based on OMB FY Q0 estimates, in cach of the
next 15 fiscal vears (see Table A).

The annual percentage figure would be hard-wired into the aathorizing legislation. The eventual
transfers would (ollow established budget conventions with regard to estmates and actuals, That
is 1o say, the Trust Funds would receive transfors cquivalent o the speciliod pereentage ol actual
taxable payroll. The objective here is to reat these transfers identically (0 the way we trear
FICAISECH transfers under current law.

Fssues: When (and/or how eften during the year) would the trsasfers to the Trust Funds
ocear?

Treasury and 85A need te provide o detailed deseription of how the tax-transfer
suechanism warks gndor carvent nw,

The porcentages (0 apply to table payroll in cach vear are a funciion of OMB FY 00 cstimates



of the unified budget surplus and taxable payroll over the next 18 years. The percentages are
calculated to be equivalent to 62 percent, on average, of the cumulative net 15-vear unified
surplus. The share of the annual net unified surplus transferred under this provision will vary
each year, from 50 to 72 percent {see Table A). However, for purposes of Part |, the legislative
language itself need not address this. 1t need only include a table showing the percent of taxable
payroll applicable in each year.

These transfers would be split proportionally between the OAST and DI Trust Funds, based on
the ratic of their payroll tax rates,

An Example

The transfer proposed for 2002 15 2.19 percent of taxable payroll, Under FY00 Budget
projections, that equals $31.6 billion, or 50 percent of the unified surplus projected for 2002,
The mechanism of converting current estimated surplus transfers info 2 percent of future payvroll
is necessary for the Social Secunity actuzries (0 score the transfers as inproving the soivency of
the system. Before the beginning of FY 2002, the Administration would estimate taxable payroli
for that year. Treasury would make transfers 1o the Trust Funds equivalent to 2.19 percent of
that estimale of taxable payroil. The transfers could ocour at the same interval now used for
FICA/SECA wansfers, with adjustiments made in subsequent transfers to correct for over- or
underestimates of taxable payroll. The ultimate result is that the Trust Funds would be eredited
with amonnts equivalent 10 2,19 perecent of acnaed taxable payroll, so the final amount may end
up being more or less than $91.6 biflien,



TABLE A.

Year Percent of Taxable Estimated Transfers Share of Net Unified

Payroll Transferred to Under Current Budget Surplus
Trust Funds Assumptions
(SPECIFIED IN LAW} Rillions of dollars
2000 £.20 84.5 1%
2001 1.74 69.7 33%
2002 2.19 91.3 50%
2003 207 a0.1 52%
2004 2.40 108.6 53%
2005 2.54 1203 55%
2006 3.06 1533 57%
2007 343 176.7 39%
2008 3.7¢ 2042 62%
2009 4.12 2318 4%
240 432 2532 64%
2011 4.49 2741 65%
2012 4.58 291.0 5%
2013 4.60 3037 05%
2014 451 8.6 65%
2. Splitting transfer between Treasury securitivs and private equities.

Language should specify that 21 percent of each year’s fransfer is o be invested oy slocks wntil
Trust Fund assets held in stocks veach 14.6 percent of total combined Trust Fund assets.
Dividends and realizations from stocks are to be remvested i stocks untib the 14.6 pereent
thresheld iz reached, Once equities ascount for 14.6 percent of Trest Fund holdings, the
combined Trust Fuuds are to remain ol 14,6 porcont equilies, and the requrament toinvest 21
nercent of cach year's transfer ceases (o exist




3 Irvestment in Equities.
A. Scheduling Investment and Disinvestment in Equities

Investment and disinvestment in equities would occur during three phases: 1) an accumulation
phase {estimated from 2000-2014} during which Trust Funds' equity holdings increase until the
Trust Funds contain stocks equal to 14.6% of the Trust Funds’ total holdings; 2) a period in
which the Trusi Funds® holdings remain balanced at 14.6% in equities with only limited
disinvestment; and 3} a period in which the size of the Trust Funds is shrinking and equity
holdings are being disinvested.  As the policy moves through these phases, the equily invesiment
decisions moeve from 1ssues regarding scheduling purchases of assets {0 managing o
comparatively stable portfolio 1o managing the disinvesiment of the portfolio.

Scheduling Cash Transfers
Language would specify how the cash flow would work between the Social Securily Trugt Funds
and the private sector managers. "

Issues: Would the transfers he done on 2 daily or monthly basis?

Is language needed that would explicitly fay out the role of the Seeretary of the
Treasury in making this transfer? {(Treasury input aceded.)

Scheduling Invesimcnts

One goal of legislation goveming the private fimd manager mechanism s {0 creste 4 ransparent
process where the managers are making stock purchases in a clear and predictable manner. To
prevent timing the market, language could require the private seclor managers to buy set amounts
of stock on specific dates. For example, the legislation could reguire fund managers (o purchase
equal amounts of stock on each trading day during the year. Gther oplions that would give
private sector managers more flexibility include setling periods of time (i.c. a week or month)
during which the private sector managers would be required 1o buy a speeificd amount. There is
a tradeofT between total transparency and fund manager flexibility,

Issucs: H legislation mandates that steck purchases have (o he mmde an a specific date,
would the moarket be Hguid enough for managers to buy the amownt of stock
necessary ta meet these requircments? ‘

H egislatien gives priviate fuad puanagers more {lexibility {.o, mere Bme 1o make a
specified amount of stock purchasess, would that he perceived us allowing fund
meaagers to time the market?

i Jegistation requires both the amoant of stock purchases and the exsct dayvs when
these purchases shonid be made, how sl thiv affeet the murket (e will the
government pay arificially high orices for its stock purchiases, as stock traders
would knos both the type of stock that the gavernment sants (o buy apd the
amount that it wants to huy)?



Langzzagc shau}(i speczfy i:ty how nwi:i; ﬁmd mmagem can deviate from the 14.6% amount
invested in stocks before they are required to rebalance the Trust Funds® holdings, as well as the
time frame allowed for rebalancing. For example, language could specify that whenever the
portiolio balunce fluctuated by more than one percent {or one half or one tenth of a percent), the
fund managers would have a month to rebalance the equity/stock split to the 85.4714.6
perecniages.

Issues: Similar to the “scheduling fnvestments” section, there would be timing issues where
transparency would be {raded off against flexibility far the fund managers.

iy ent

In addition to the transactions necessary 10 keep the portfolic balanced, additional concerns arise
from the requirement (o divest stacks 1o meet benefit obligsiions, “To maintain transparency,
fund managers need to state on a regular basis, such as annually, a schedule for selling shares
during the upcoming vear. This schedule would rely upon predictions of future market
performance (based upon some neutral measure, such as 2 30-year average rate of return), in that
the portfolic both pre- and post divestiture needs to maintain the 85.4/14.6 bond/stock ratio. As
market porformance diveris from earlicr predictions, the schedule of share selhing could adjust to
maintain the portfohio balance., This would require additional market pronouncements to
maintain market ransparcncy. Altematively, a preseribed schedule could be followed with any
differences between projeeted and aclual sale prices addressed in U sanic manner as other

' rebalancing requirements addressed in the previous paragraph,

. B, Administrative Structure for Trust Fund Investment in Equitics
he administratve structure for invesiment jn eguities should achieve the following abjectives:

Privae sector managers selected by competitive bidding
Independent and non-political management

Broad-based, neutral and non-diseretionary selection of assets
Low cost adnunistrative structurs

Issue: Creating this administrative structure requires o host of decisions, Should the
legislative requirements for the Thrift Savings Bourd be used as an initial reference
point for creating this administrative structare?

4. Insestinent i Bonds,
The portion of the transfers not used to purchase equitics uader Section 3 are 10 be invested i
U S.-backed scouritics, as is l!mcm under current faw. Bxistiug language in the Social Scocurity

Act governing iveshiuent of excess Trast Fand revenues £42 18,0, §401) should suffice.

The Congressional findings/mtent scation of the bilf should include language emphasizing that
reducing e publie debtis a major ohjective of tis legislation. and (ut the portion of the



transfers not used to purchase equities should be invested in such 2 way as to ensble Trca&ury to
reduce publicly held debt. This point should address “reducing” debt, avoiding language related
to “buying back™ debt. ’

With respect to the objective of using these transfers to reduce publicly held debt, there is no
technical nced to add any further specification to existing language. (Treasury will verify). At
most, the legisiative language should state that all portions of these transfers not used (o buy
equities are (o be invested consistent with current statute. Any further specification may reduce
the Treasury's or the Trust Fund’s flexibility in undesirable ways.

Issue: Does including language on debt reduction in the Congressional findings section
give sufficient atiention to this objective? The statutory language could include an
explicit directive to Treasury. However, this could create debt financing problems
for Treasury.



THE CASE FOR INVESTING
PART OF THE UNIFIED SURPLUSES IN EQUITIES

In his State of the Union Address, the President proposed that 62 percent of the unified budget
surpluses over the next 15 years be transferred to the Social Security Trust Fund, in order to
increase the ability of that Fund to meet promised Social Security benefit obligations. The
President further proposed that sbout a fifth of the wansferred surpluses be invested in equities io
achieve higher returns for Social Security, helping to extend the life of the Social Security trust
fund to 2055, This action does, however, raise undersiandable concems about the possible
extension of political influcnce on investment decisions and the risks that this might pose (o the
economy and the Trust Fund. Any system of coliective investment can and must address these
concerns. That is why we will work with Congress to design a system that observes {ive core

principles:

1. I'rivate Sector Manager ed by Competitive Bidding, Social Security
beneficiaries deserve the same efficient management and market returns that people
roceive in their private pensions and personal savings. The actual invesiments should be
managed by private sector money-managers selected by competitive bidding.

inaged and Nea-Political, There would necd to be wholly
mdcpcndmi overszg,hl of investment that was insulated from pelitical influence. The
choice of investment managers should be done by an independent board whose sole
responsibility would be to pick fund managers so as to maximize the performance Qf he
investments. This would ensure that the investment of funds was carried out with ze
government involvement.

3. limited. The share of Trust Fund assets invesied in squities ought 1o be kept at g very
modest level -~ both to limit rigk to the Fund and to enswre that zallcctve invesiments
never account for more than a small feaciion of the stock market as 3 whoele.

4, Broad-based, Neutral, and Non-Discrefionrary, Assets should be invested
proportionately in the broadest array of publicly listed equities, with no room for
discretion in adding or deleting companies and no room for active involvement in
corporate decisions.  Neither the goverament nor the private sector managers it selects o
undertake investment on its bebalf should be involved in “stock picking.” Assa
sharcholder the Funds should be entirely passive; one way 10 accomplish this would be to
mandate that proxies be voted in the same proporiipns as other sharcholders,
Alternatively, if the investments were spread among a number of managers 36 that no one
raanager had a large share of the totat market, the managers could vote the shares in the
interests of the share holders, just as mutual fund managers <o {oday,

hd No Market Timing or Stock Picking. T esaenee, the managers should b on
autopilot in investing the funds. They should have hittie or no discretion m the
investment of Trust Fund assets -- ¢ they cannot “time e market” o piek
mdividual stocks,

5 Lowest-Cust, Colleative pvesiment needs o be administeatively simpic and achievad o
the lowest available cost -- both 1o obiain the highest possible returns and o Turther

e¢nhance the system's gansparency and independence.

i




Wy INVEST PART OF THE SURPLUSES IN EQUITIES?

1. Investing Part of the Surpluses in Equities Would Raise the Rate of Return That
Workers Would Experience on Their Contributions inte the Social Security System.

Historically, the Trust Fund has been invested exclusively in government bonds,
While these bonds have the upside that they are essentially risk-free, they have the
downside that they pay a relatively low rate of return on gverage. Adding equities
to the Trust Fund portiolio would allow the Social Security system (o enjoy a
higher rate of retum, on average. Between 1959 and 1594, the difference betweer
the average annual rate of retumn eamed on stocks and the rate earned on bonds
held by the Trust Fund -- the “equity premium”™ - was 3.84 percent.

Raising the rate of retum on the Trust Fund would mean that the Social Security
system could be brought inte long-term actuarial balance with smaller reductions
in benefits, or smaller increases in revenue, or both.

Investing part of the transferred surpluses i equities accounts for about one-third
of the improvement in the actuarial balance achieved under the President’s
framework.

Investing Part of the Trust Fund in Equities Would Bring Social Secarity fnto Line

with the “Best Practice” of Both Privates and Public-8cctor Peasion Plans.

The overwhelming oumber of private-sector defined-benefit pension plans invest
part of their reserves in cquitics. Among large private-sector deflined benefit plans
{those with more than 100 participants}), more than 40 pereent of total assets of
were invested in equities,

Similarly, 65 percent of the portfolic backing the defined-benefit pension plan of
the Federal Reserve System is invested in equities,

In aggregate, state and local pension plang hold fully 10 percent of the overalt
stock market.,

WHY IS EQUITY INVESTMENT BETTER UNDERTAKEN

THROUGH THE TRUST FUND THAN THROUGH INDIVIDUAL ACCOUNTSY

Administeative Costs Assariated with Trust Fund Tovestipent Would e Much

[Lower,

For example, ihe cquity-fund component of the Federal Thrift Savings Plan (1758)
ineurs annual nvestinent-manzgement costs of only about one basts powns {one
one-hundredih of o percentage pointy, Thus, for every $100 in cquisy assets under
mnangument, e TSP pays only aboud one ¢ent per year in prumgernent {ees.



. By contrast, asset management fees for individual accounts such as IRAs typically
tun in the neighborhood of 100 basts points or more -- or about §1 per year for
every $100 under management.

. The asset management fres associated with IRAs are thus typically at leasi
100 times larger than the fees associated with centralized investment,

* Management fees are extremely important in determining the buildup of assets. A '
fee of onc basis point paid every year for 40 years would reduce the accumnlated
balance by only about 0.2 percent. By contrast, a fex of 100 basis points would
reduce the accumulated balance by about 20 percent.

Finaucial Risk Can Be Spread Much More Effectively If Equity Invesiment Is
Undertaken Through the Trust Fund than Threugh Individual Accounts.
i

° Financial risk that arises through equity-investment of the Trust Fund can be
spread both across the entire population paritcipating in the system al any given
point in time, and over time, Indeed, provided equity investment is undertaken
through the Trust Fund, the consequences of market fluctuations can potentially
be spread aver many generations, '

’ By contrast, in & system of individual accounts, the consequences of market
fluctuations must -- by definition - be bome by cach individual, I the market
happens to do well during 2 certain individual's lifetime, that individual can enjoy
a relatively prosperous retirement, If the market does poorly, that individual's
financial security in retirement may be jeopardized.

Wiy CAN WE BE CONFIDENT THAT TRUST FUNI2
INVESTMENT IN EQUITIES WON T DISRUPT THE MARKET?

This Is Not Direct Government Investment — s Investment UnderiaRen by
Private-Sector Mansgers Selected by Competitive Bidding,

‘9 A bedrock principle of the Presidents program is that the governnent uself
should not be a participant in the market. Al fransactions will be exccuted by
privaie-secior Managers.

. The Thrift Savings Plan selects managers i a similar way, placing us portiolio
with nianagers that bid the lowest cosl. These managers also vole the shares of
stock they control,



fmd
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[nstitutional Rules Can Be Establishied to Create Very Strong “Fire Walls™ Against
Political Interference. '

The experience of state and Iocal pension funds points o several ¢lements of
institutional design that have been essential in that context in helping prevent
political interference.

investments can be made in a broad-based, neutral, and non-discretionary way.
Through passive investing in an index, private-seclor managers will not be
invoived in “stock picking.”

History shows that political influence can be avoided. The overwhelming bulk of
assets In siate and local plans are invested wisely - not in politzally motivated
Ways.

For example, the Federal Thrift Savings Plan (TSP) wvesis 377 billion in stocks
and bonds, with more than half in stocks. Francis Cavanaugh, the first executive
director of the Board responsible for TSP investments, says that investments have
been made without political imerference. Specificaliy, 1n a recent news article,
Cavanaugh said, “Can ir be done? Jt's been dong... We did it

The Equity Holdings of the Social Security System under the Presidents Program
Would Be Madest Relative to the Heldings of Other Major Players in the Market,

Under the President’s program, the Social Security systens would hoid an avamge
of about 4 percent of the aggregate U5, stock market.

The top 10 largest private-sector portfolio managers alt have more than one
percent of the market under management. Fidelity, the largest such private-sector
mangger, has 2boul 4 percent of the market under its management.

By contrast, state and local governments in aggregate abready hold about
10 pereent of the market. :

+



Portiolio Rebalancing and Risk

The simple (but incorrect) story:

Because 73% of benefits will be financed from payroll taxes, and 83% of the other 25% of benefits
will be {inanced from trust fund bonds, 906% of benefits could be paid even if stock prices fall 1o zero.

Hoewever: :

This stery is correct if stock prices fall 1o zero overnight, Batif they {all to zero gradually, and the
partfolio is rebalanced frequently, then:
stock prices fall -> trnst fund sells bonds 1o buy stock o restare §5:15 balance »>
srock prices fall again --> trust fund sells more bonds 16 buy more stock «-> ctc
At the end, the fund has no stocks and no bonds.

ng ;:mna;g‘gyz*

This t5 anly a problem for huge, protracted declines in stock prices.

Examples:

. 1. Start with $100 and maintain an 85:15 stock/bond split, {Bond relurn equals @ for simpliciiy.)
Daily stock  Total stock relum —mevwee Value of portfolio ~m-reesne -
return afior 25 days o rehulancing daily rebalancing
- 01 -22 $96.57 $96.32 ‘

-2 - 40 94,03 92.76
-03 ~33 92.00 85.34
~.04 - 64 48.41 86,03
-5 -72 89,16 82.84
- 10 -53 86.08 68.53
-.20 996 83.06 : 46.70

. Swue sctup with total market decline of 273 but different daily patterns:

No rebalancing Daily rebalancing
1 drop of 67% 89.95 8995
3 drops totaling 67% £5.01 86.6%
9 drops totaling 68% AT 84.92

3. Start with 3100 invested 83% in bonds saming 5.8% and [ 3% mthe Nikker 225 at the end of
1989, Over the fellowing (hree vears, the Nikkei Jost 37% Gannual pattern: -40%, -4%, -26%).
No rebaigreing 107.19
Anmnil rebalancing 134.48
. ronthly rc?xz’z;mcilng 10386



STRENGTHENING seCIAL SECURITY AND MEDICARE
.. l BY PRESERVING FISCAL L DISCIPLINE __

e m—

BEFORE 31993: &MML{MMW in Poor Fiscal Shape to

Before President Clinton took office, CBO projected that the budget deficit would increase from
$290 billion in 1952 to over 3600 billion in 2003 and would keep growing afier that, Publicly-
held debt had jumped from 26 percent of GDP in 1981 o 50 percent in 1993, and it was expected
to rise much: further. At the same time, the country had a commitment to pay future Social
Security benefits so that people could enjoy secure retirements,  Yet, with persisient, massive
deficits, there were serious doubts about how the country could meet that commitment without
boosting taxes, cutting benefits, or raising debt to levels that would threaten our economic health,

»

1993 TG 1998: Tough Choices and Fiscal Responsibility Put Governnent on Course

to Meet Social Security Obligations And Still Rue Surpluses,

The President’s 1993 cconomic plan and the bipartisan balanced budget agreement of 1997 put
the country on o path of prosperity and fiscal responsibility, Tn 1998 the surplus was §70 billion,
. and the nud-session outiook fron: both OME and CBO projected substantial surpluses for
- decades to come. By tumning the government’s budget situation around, we have now created the
financial capacity (0 mect our oblizations {o Secial Secunity. In contrast {o the outlook before
1993, we will be able to pay back bonds in the Social Secunty trust fund and stiil run surpluses.

%

BEYOND 1664 President Clinion Proposes 1o Pav Down 7.9 Trillion Dallars of Debt
and AHacate Most of the Savings {06 Secial Securify snd Modicare,

We {ace o fundamental ehoice about how to sllocate the 34.5 trillion in projected surpluses over
the next 15 years among spending, 1ax cuts, and debt reductioh. The President’s plan focuses on
debt reduction while givi% S{:xziai Secunty an{é &fiz‘:éicarﬂ a “firgt cali” on ’.h{‘: gains from
reducing debt -- cssentially, the plan creates o *debtreduction lockbox™ for these programs.

The dramatie decline o patonal debUswould increase private capiial investment, rasse future
national ingome, and free op goversment resources by reducing debyt servicing costs. Same of
the gaing fron this fseal disciplive would he losked in o {innnce cur axisiong commitment to
pay future Social Sccarity and Mudicare benefits. 1y not inereasing that compmment -- but
seiting aside the resources (o meat it - we extend the solvency of the Sesial Scourity trust fimd
until 2053 aud the Medicare trust fund anti! 2020, Beeause o7 the proposal’s fiscal diseipling,
the government could meet all of our obligntions 1o ticse programs while rumining surpluses. for

. decades 1o come. On the other hand, ifwe devered these surpliges o @ax cws or spending, we
watld not reap the economic benehis of deht yeduction or extend the solveney of the trust Tunds,
and we would endanger our shifity 10 megt our existing abligations 1o the funds,


http:Obligath).ns

WHY DEBT REDUCTION IS IMPORTANT

Between 1981 and 1993 our publicly-held debt rose from 26 percent to 530 percent of GDP, That
trend has now been reversed, and debt has dropped to 44 percent of GDP. Under President
Clinton's plan the runup in the debt-10-GDP ratio during the 1980s will be completely reversed
by 2006, and by 2014 the publicly-held debt will oaly be 7 percent of GDP. This will be the

of GDP when President Clinton took office to 6.7 percent teday. By setting aside the surpluses
rather than spending them, the extra government saving will raise national saving by about 2
percent of GDP over the next 15 years (Jeaving aside any private sector response). The USA
accounis will add even further 1o national saving.

Paying off debt means that the government owes less money 10 private individuals, Thus, it
improves the government’s financial position.

L Paying OFf Debt Generates New Capital Formation, Paying off debt allows privaie
savings 10 go into productive private investments rather than into govermuent borrowing,
The resulting increase in the capital stock raises workers’ productivity and national
imcome, These additional real resources will increase Amerteans’ future standard of
Jiving, and make 1{ casier to pay back the trust funds when they redeem bonds.

L Paving Gff Debt Reduces Deb vicing Costs. Paving off debt increases future
budget surpluses and frees up additiona! resources for other uses, including meeting the
obligations of Social Sccurity and Medicare.

. Paving O4f Debt Gives the Government the Flexibility to Respond 1o Fulure
Congditians, Paving off debt now allows the government o issue new debt if necessary --
for example, if there was a transition period before Social Security’s revenues and
benefits were in Tine -- without threatening future economic performance, and while
keeping the debit-io-GDP ratio below s currens level.

The Bext of the President’s Proposal Tnvests inthe Fuiure As Well,

[N

hy addition o streagthening Sociad Sceurity and Medicare, the President’s proposal provides
LISA accounts ©© help Amcericans buikd the woalih they will need 1o finance longer Iifespans.
The plan niso makes mmportant investments in mulitary readiness and pressing national prioritics
that will enuble the country (o coutinueg to be strong and prosperous.




ALTERNATIVES TO THE PRESIDENT’S APPROACH

Cut Taxes,

If we allocated most of the unified budget surplus to tax culs, we would not lower our debt,
increase our saving, or extend the life of the Social Securtly or Medicare trust funds. Moreover,
we would jeopardize our abilily to meet our obligations 1o Social Sceurity between now and
2032, While the President commits the surplus for only 15 years, any allotment for {ax cuts
would be permanent, making it even harder for future lawmakers to meet the coming
demographic challenges.

Increase Snendins,

Some smart, targeted spending can improve the nation's productivily and ereale more resources
in the fiture when the time comes to meot the obligations of Social Sesurity and Medicare. But
spending the entire surptuses would bave similar consequences to reckless tax cuts - we would
not lower our debi, increase our saving, or extend the life of the trust funds, and we would
eopardize sur ability to meet our existing obligations to Social Security.

Take Socia!l Security Out of the Bude ivide the Remaining Surplus Among Tax
Cuts, Military Spending, and Individual Aceounts,

Seme people would simply take Social Security out of the budget and pay down §2.7 tnilion of
debt. Then they would battle over only how much of the remaining surplus would go fo tax cuts,
i fitary spending, and individual accounts. This approach would not ¢xiend the 5ife of the Social
Security or Medicare trust funds by a single year, because it would not allscate any of the
benefits of debt reduction to these programs, Social Security wounld then be able to pay only 72
conts per dollar of promised benefits after 2032, This approach would put the country in a betler
fiscal situation, just as the President’™s plan doces, but it would leave open the allocation of the
large futurg surpluses for various forms of spending and large tax cuts. [n conlrast, the President
proposes 10 leck in much of the benefits of an improved fiscal cutlook for Sociat Sceunty and
Medicare.




PRAISE FOR THE PRESIDENT'S DEBT-REDUCTION PLAN

The President’s basic approach of paying down the debt to strengthen Soctal Security and

Medicare has drawn support from experts including Alan Greenspan, Robert Reischauer, Henry
Aaron, and Robert Greenstein, )

Need to add quotes here ...



_ MEMORANDUM TO GENE SPERLING :
@ " Natasha Bilimoria
SUBIECT: . SSA releases Actuarial Memo on the Social Security Guarantee Plan
' (Archer/Shaw Plan)

This afternoon, Chairman Archer held a press confercnce releasing the Social Security Actuarial Memo
stating that the Social Security Guaranice Plan (SSGP) would be expected to eliminate the estimated
long-term actuarial deficit of 2.07 percent of taxable payroll. The following is a summary of (his
ISy,

Assumptions

All egtimiates assume the elimination of the eamings test gradually from 2001 1o 2006 (this has a very
small effect on the overall financial status of the program.)

Moemo agsumes a 5.35 rate of retum, net of admnistrative expenses {An administrative cost of 25 basis
poinits is assumed).

Kev Points of SSA Actuaries Memo

The Archer/Shaw plan would produce a net drain on the unificd budget until 2054,
S8GP does reach 75-year sclveney.

Transfors from the SSGP accounts Lo the Social Secusity trust funds are sufficient o allow a reduction
in the payroll tux rale from 12.4 16 9.9 percent duriug 2050 0 2659, In 2060, payroll tax can be
reduced by another ] percent, making # 8.2 percent.

With reductions in the payroll tax rate, the trust fund ratio s cxpected Lo stay stable at aboul 240
percend of annual outgo al the end of the 75 years. (Withowt the reductions in payroll {ax, the trust
fimd ratio would be expected to rise to over 10 times annual euigo by the end of 75 voars),

The OASDI actuarial balanece is nproved by 2,15 percent of Laxable payroll, leaving a balance of
+0,09 percent ol taxable payroll after 75 vears. Without reducing the payroll tax, the deficitis
improved by 2.71, leaviny a balange of 10.65.

The Social Scourity trust Nl ontgo as compared to what it takes in is cxpected o remuin positive
throughout the 75 vear thng period. Timely benefits nuwde in full can be expected through 2073 and
bevond.

Effect of the SSGE en Financial Status of OASDI Depends Grestly on the Actual Tnvestment

Return to the Acconnts




April 16,1999

MEMORANDUM FOR GENE SPERLING
FROM: BILL DAUSTER

RE: HOUSE LOCK BOX BILL

Eartice this week, House Republican Leadership ordered that the Herger-Shaw lock-box
bill bypass the Budget and Ways and Means Committees and head directly to the floor next
week, Republican Leadership may nonetheless postpone House consideration, both because of
conflicts internal to the Republican Caucus, as well as the prospect of the nearly simultancous
consideration of a large Kosovo supplemental bill that would violate the terms of the lock box
bill.

Consideration of the Herger-Shaw lock box presents the Administration with a
fundamental decision that may warrant discussion at a Budget Principals meeting: Should we
sharply criticize the Herger-Shaw lock box on the grounds that it fails to extend Social Security
solvency, when we may find curselves endorsing a lock box solution at the end of the year to
have a Social Secunty victory? Or do we embrace the Herger-Shaw lock box {subject to
modification of some failings} as the opportunity to move toward protecting Sacial Security and
embracing on-budget aceounting, when such a move might further dim prospects for moving on
substantive Social Security reform?

The Herger-Shaw bill presents an opportunity for division in the Republican Caucus,
Among iis cosponsors are Chairman Archer and Congressmen Crane, Thomas, Houghton,
MeCrery, Ramstad, Nussle, Sam Johnson of Texas, Dunn, Portman, English, Watkins,
Hayworth, Weller, Hulshof, Meinnis, Lewis of Kentucky, and Rilbray. On the other side,
Chairman Kasich has reportedly promised 16 offer his version of the Domenici-Abraham debt
Hmit lock bax. The Kasich-Domenici-Abraham version of the fock box (which would threaten
default) makes the Herger-Shaw lock box (wh;ch mosily would add redundant points of erdm“)
look better by comparison,

As you know, House Republican Leaders hope with the lock box debate to inoculate
themselves against the Social Security issue, and they have achicved some success. Majority
Leader Lott has said that he hopes that House passage of the lock box would increase pressure on
Democrats to drop what he calls their filibuster of the Domenici-Abraham bill, which he hopes to
revive in June.

House Democrats will fry to offer an amendment to eliminate the exception in the
Herger-Shaw lock box for whatever legislation contains the magic words, “For purposes of the
Social Security and Medicare Safe Deposit Box Act of 1999, this Act constitutes social security
reform legislation.” House Democrats will berate this *trap door™ 1 the lock box, bemoan how



the lock box dees nothing to extend Social Security solvency, and stake out a stance more
protective of Social Security. Having said that and having tried to improve it, most Democrats
will probably vote for the Herger-Shaw bill in the end.

NEC, OMB, and Treasury staff met this morning to coerdinate our strategy in response 10
the Herger-Shaw bill. Alan Cohen, with the assistance of OMB’s Art Stigile, is preparing an
analysis of the bill. Natasha Bilimornia and OMB’s Jack Smalligan are rescarching what
Democratic alternatives have been offered in the past. Based on our discussions this moming,
the analysis will likely point out the following shortcomings to Herger-Shaw:

e It fails to extend Social Security selvency.
» It adds nothing to existing law that is not harmful.

« Because it does not provide an exception for cap adjustments {as for IMF funding and
gmergencies), it would create a pomnt of order against bills (like the Kosovo supp.) that took
advantage of them,

s Simply extending the pay-as-you-go process and appropriations caps would better protect
Social Scourity, as those existing mechanisms prevent spending the on-budget surplus, while
Herger-Shaw dogs not. ‘

» It seeks to restrain the President’s and others® use of unified budget data in ways that
probably violates the State of the Union clause (not to mention First Amendment) power of
the President “from time to time give to the Congress information of the state of the union,.
and recommend to their consideration such measures as he shall judge necessary and
expedient.”

So far, our guidance for Joe Lockhart has been along the lines of)

The President is committed to piotecting Social Seourity and strengthening that
vital program for the 215! Century. Although we have some concemns about the
bill, the latest House “Social Security and Medicare Safe Deposit Box™ does not
share some of the worst features of the debt-limit lock-box that the Senate debated
a while hack.



OPTION 1: OPTION 2: OPTION 3:
No Additienal Financing Additionsl Tobaceo Tax Surplus
Base: Base: Base:
Competition -16 | Competition -10 | Competition -10
Madernize Medicare -14 | Modemize Medicare -14 | Modernize Medicute 14
Income-Related Income-Related Income-Related '
Premium ($380/100)  -25 Premum {8846/100) ~25 Premium ($80/100) 225
Cost Sharing Cost Sharing Cost Sharing
Preventive buy-down +3 Preventive buy-down +3 Preventive buy-down +3
Lab 20% coinsutance .9 Lab 20% coinsurance -0 Lab 20% coimsurance -8
MNursing home 20% R Nursing home 20% .5 Nursing ome 20% .5
Indexing Dieductible . Indexing Deductible .l Indexing Deductibie .1
Provider Savings .4q | Provider Savings .4g  Provider Savings 40
Subtofal: 100 Subtotal; 160 Subtotal: .100
Additions: Additiens: Additions:
Income-Related Tobacco Tax -45 Surplus -G8
Preminm (360/50} .7 1 Income-Related
Mare Provider Cuty -7 Premius {360/50) -7
Raise Deductible 10 -
3156 and index .10
Subtotal: ~14 | Subtetal: 53
Drug Benefil: Drug Benefic Drug Bencfit:
$5,000 Limit +123 1 35,000 Limit +164 | $5,600 Limit +164
0% Promiom: §24/848* 67% Premiom: $16:332% 7% Premiugm: $16/832¢
$10,000 Limit . $14,008 Limit
50% Premivo: $31/855% 42 67% Premium: $21/838¢ +189
No Dollar Lirmit +135 | No Dollar Limit +180
30% Premium: $24/358 67% Premiuny 316/819%
State MOE 5 | State MOE & | State MOE .5
TOTAL* & | TOTAL ** +7.22 | TOTAL ** -6-31

*Monthly premiums in 2002 and 2009, Part B premium is $37 7 395 in 2002 / 2009
** This amount 1s.a necessary “cushion” pending final cost estimates.
Drug estimates assume about 35 billion in savings from state mainténance of effort.
NOTE: The policy with the $10,000 cap is more expensive than the catastrophic option ouly because it

offers more gensrous coverage in the early years (00 10 06); the catastyophic option is mare expensive in the

aut-years.
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THE WHITE HOUSE _
WASHINGTON 15'!03—9 q&mw sanll §

May 29, 1999 _ — Hrwy Misae ko Ze
— Q Wl oy, %.u-x**
MEMORANDUM TO THENPRESIDENT ".%q& o
FROM: Gene Sperling and Chris Jennings b E%
L3n0 |

SUBIECT: Briefing Memorandum for Medicare Mecting

On Tuesday, you will have a Medicare meeting in which we will review key elements and -
several packages of reforms, seeking vour guidance as we develop a plark QOur goals for this plan
include: (1) significant dedication of the surplus for Medicare, which will extend the life of the
Medicare Trust Fund as well as reduce debt; (2) serious modemnization of Medicare, including
making it more competitive; (3) substantial prescription drug benefit; and (4) sufficient savings
to make our prescription drug benefit fiscally responsible. These goals conform 1o your
principles for reform articulated at the AARP in February.

Below, we describe the major elements of reforms, key parameters of s prescription drug benefit,
and illustrative packages. Ultimately, your primary decisions about the Medicare plan will hinge
on how the preseription drug benefit is designed and financed. Packages showing options for
drug benrefits and financing options are shown at the end of the memo.

Key ELEMERTS

Moderpizing Traditional Medicare, One of the positive contributions of the Medicare
Commission was to unamimously support making the traditional Medicare program more
competitive (e.g., allow for more competitive pricing; greater ability to contract out for services;
high-coet case management),  Your Medicare advisors also unanimously agree that these
policies are worth including in the plan. They save an estimated 314 billion over 10 vears,

Competitive Managed Care Pavments. A more controversial issue is whether 1o allow

competition to determine Medicare premiums and government payment rates. Premium support,

the centerpiece of the Bregux-Thomas proposal, would set all Medicare premiuins competitively,
inchuding that of the traditional program. Because it would result in a lower government

contribution for traditional Medicare, the actuary projects that the traditional program premiums

would rise by 10 to 20 percent, effectively driving people into managed care. Your advisors arg
recommendin g an opzzon that is fuzzc%amm{aiiy dlf femnz becanse L would protect the traditiopal \z%

3 ; ansholce . notfinancial coercion.

Ahhough this option does not pmduce as mach sawngs as does the Breaux-Thomas premium @~

support model ($10 versus $50 billion over 10 years), it would be considered structural reform z‘\c}f&f
siisglpives ncentivestosncousage bensficiaries to choose low-cost plans. There is a risk, *

however, that base Democrats will view it as a “voucher™ or something skin to Breaux-Thomas
and conservauve Democrats and many Republicans may think that it does not go far enough.
Regardless. all of your advisors are in favor of including this proposal, )

{
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. Income-Related Preminm.  An income-related premium is a progressive form of increasing

beneficiary contributions. ”z’mz %zave sapgemd this pf}izcy in zhe past ( 2992 1993, and %99?) 50
iong 831t 15 éeszgmd weii Adlvorbas 54 ; vin at SRO 0 e

txagfmm Sezm: are wziimg to g{; lower 1o avoid the use of surplus funding to help finance the A &g
drug package. %

Cost Sharing. Changes can both make Medicare™s cost sharing more rational and help fund zhe
preseription drug benefit. The following s the list of options under review:

» Eliminate preventive cost sharing: Cost sharing can inhibit beneficiaries frém using their new
Medicare preventive benefits. Eliminate all cost sharing would cost £3 billion over 10 years and
is unanimously recommended by your advisors.

s Add lab 20% copay: Only lab and home ?zéa%th services do not have any ccrpz'i's and most
experts agree thaz a ia‘b copay cauld decrease excess use (the typical 20% copay would be about
$5-10)3. Rawvould.sane al : 21 19 years and is supported by your advisors,

o Change nursing home copay to 20% coinsurance: The nursing home benefit’s current cost
sharing structure 1s not rational. Beneficiaries pay nothing for the first 20 days, but then pay
nearly $100 per day (abowt 33%) for days 21-100. This proposal would apply a 20% copay
(about $60 per day) for all covered days. This helps sicker beneficiaries, but applies a new
copay to short-term nursing home residents, While we aimed to make this cost neutral, it

agtually.saves 34 hillion. over 10 vears. It is possible to lower the copayment to make it budgel

neutral,

o Index the Part B deductible 1o inflation: The $100 Part B deductible has not been updated since

the 1980s, and is lower than most private fee-for-service insurance plans. This proposal would
simply index the current deductibie 10 penera! inflation (by 2010, it would be $138) and save
about$2. billion over 10 years. Most advisors recommend this, particularly if it eliminates the
need for a home health copay. Some are willing to increase the deductible {to $150) if it wouid
avoid the need for surplus spending,

» Add 5§ home health copav. Most experts agree that a carefully designed home health copay
can reduc; EXCess use wzihm.zz hazmzng beneficiaries. At the same time, home health users are
ALLG 4 _ er.sigker); increasing this benefit’s cost sharing has the

appes.z‘am:e ef bemg zncz}nSistenr with your long-term care initiative; and the new prospective

pavment eysiem will reduce use withount copays. Although a number of vour advisors agree that
this is good policy. they believe that it is not necessary in the context of the other beneficiary
cost sharing proposals outlined above (saves §7 billion over 10 years).

%]
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Provider Payment Reductions. Provider savings are difficult to find given (a) our FY 2000
budget used the limitec options for the next few years; (b) the BBA of 1997 package relied heavily
on providers savings; and (c) all major provider groups have launched a campaign not just against
additional savings but in support of increased spending to offset the Balanced Budget Act in the
near term. Even conservative Democrats like Senators Conrad, Moynihan, and Bingaman are
considering “fixing” or undoing BBA *97 reductions, especially for academic health centers, rural
hospitals, nursing homes, and other providers. Our goal is t0 have some fixes where clearly well
justified while still getting some moderate new savings. As such, we are proactively seeking
administrative interventions that could moderate the effects of the BBA. 1f we conclude that
administrative actions are inadequate, targeted legislative fixes could help avoid a negative response -
to your proposal. However, because of the limited availability of on budget surplus dollars in 2000,
finding early-vear savings to offset these costs would be extremely difficult. Your advisors believe
that a credible Medicare reform plan, taking into account provider constraints, could achieve about
'$40 billion over 10 years (more or less depending on the degree of fixes).

PRESCRIPTION DRUG BENEFIT. The part of your Medicare plan that will receive the most attention
is its prescription drug benefit. The base Democrats will judge your plan in large part by how
generous this benefit is. Many of them have signed onto the Kennedy-Rockefeller plan, which’
provides for 20 percent coinsurance up to a cap, and then provides 100 percent coverage after the
beneficiary has spent $4,200 on drugs. This bill costs over $300 billion over 10 years. On the other
hand, conservative Democrats are interested in the least costly benefit that can be validated, even
minimally, as meaningful. The following table shows our major options.

PRESCRIPTION DRUG BENEFIT OPTIONS {$ BILLIONS - Prelimlnary ~ Excludes State Maintenance of Effort)
. 2001 2002 2003 2004 2005 2006 2007 2008 2009 00-09
$6,000 LIMIT Cap; $2.000  $2.000 $3.000 | 84,000 $5000 jndexed
50% Premium 0 56 10.7 12.5 150 17.3 191 208 223 123.0
Premiums 524 $25 b)) $36 541 $43 $45 | §48
67% Premlum 0 74 14,3 16.7 19.9 23.0 254 275 297 164.1
Pramiums 316 517 21 $24 527 3528 $30 $32
T $10,000 LiMIT * Cap: $4,000 34000 $6.000 | $5.000 $8.000 58000 S$1D.000 indexed |!
* 50% Premium 0 7.2 13.8 158 7.2 18.0 20.8 229 251 141.6
Promiums 531 $33 338 $40 45 347 551 $£55
7% Premium 0 9.6 164, 208 22.9 254 27.8 w05 KKR 188.8
Prgmiums 21 522 $25 $27 $30 331 334 $36
KO LIMIT: Cap: §2.000 §3.000 33,000 | $4.000 $5,000  None
50% Premium 0 56 12.0 13.3 15.1 17.3 21.0 241 265 134.8
Premiums $24 330 31 $36 341 $51 $54 $58
67% Premium 0 7.4 159 17.7 202 23.1 28.0 321 354 179.9
Pramiums 316 s20 3521 524 $27 534 336 $39
“ Note: The policy with tre §10,000 cap is more expansive than the catastrophic option only because it offers more
generous coverage in the early years of its design (00 to 06); the catastrohpic option is more expensive in the oul-years
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All of vour advisors support 2 policy.in which we cover 50 percent of the costs of prescription drugs
up 10 at least $5,000. We believe that this will have a simple, clear message: if you choose to pay a
meodest premium, we will pay half of your prescription drug costs up to $5,000. Another reason that
your advisors support this is that every year, every beneficiary will sec a benefit every time that they
buy a prescription drug because there is no deductible. The two issues of difference among your
advisors are how much the premium (and overall benefit) should be subsidized and whether or not
there should be catastrophic coverage.

On the subszdy issue, the ‘viedzcare acwary has c:mzcladed iha! Sﬂnmnmmmlw

: 2, ik 1 A v ; lgction. Some of
your advzsors zizmk zhaz a 5{} pewem pwmmm is the mest tfzat we shouid do bm:ausc anything
higher will create too large of an entitlement that will be too hard to restrain in the future, Other
advisors feel, however, that unless the premium subsidy is closer to 67 percent {and under $20 to
start}, the premium will be 100 high and the overall attractiveness of the plauy could be hampered,

A second, major issue is whether the benefit is capped or covers camstrophic costs. Most policy
gxperts believe that “true insurance™ should not have caps and are concermned about capped options
that leave the sickest beneficiaries unprotecied. The Kennedy-Rockefeller bill, for this reason,
includes catastrophic coverage. However, capped drug benefits have the advantage of constraining
costs because the government’s maximurn spending growth is limited while the catastrophic
coverage has the potenfial for more unconstrained growth in the out years,

FINANCING GaP. If ali of the advisors' recommendations on key elements were adopted, there

- would be Medicare savings of about 3100 billion over 10 vears. This 18 about $30-50 hallion below
the cost of the drug benefits being considered. Options to fund this shortfall include one or more of
the following:

» Making the drug benefit less generous. The Jevel of the subsidy could be reduced from 67 16 50
percent, raising the premium by roughiy $10 per month.  One could also reduce the benefits,
but most of your advisors believe that further diminishment of the base drug coverage package
would be unappealing to beneficiaries and their advocates,

additional provider and/or beneficiary savings for fear that it would undermine the political
support for the package. However, some would argue that it might be advisable, at [east as an
- initial positioning straiegy, to increase these savings (primarily by maximizing the BBA
extenders and minimizing the BBA fixes) to avoid using the surplus.

+ Increasing provider and/or beneficiary savingﬁ: Mast of your advisors are toathe to consider é

» Including an additional tebacco tax: Because the tobacco tax in our budget is unlikely to be
used by the Congress, an additional tobacco tax may not be viewed as a credible financing
source. It is also unpopular with the House Democratic leadership. However, the Senate
Finance Committee may be more supportive of the tobacco tax than the surplus as a source of
funding, A $0.50 tax {on top of your budget’s $0.55 tax) would generate about $45 billion in

_revenue from 2000-09.
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o Using the surplus: Using a portion of the surplus dedicated to Medicare solvency for
prescription drugs could be justified given the tremendous drop in the Medicare baseline ($240
billion over 10 years from 1998 to 1999). While there are credible arguments for using the
surplus, it clearly has to be considered in the broader Social Security / surplus context. Some
fear that without more progress on Social Security solvency, tapping any portion of the surplus 4/
for prescription drugs before the solvency of Social Security and Medicare has been addressed ‘Q‘r
could strengthen the Republicans’ argument for using the surplus to finance a large tax cut. &

\
[LLUSTRATIVE PACKAGES. On the following page, you will find illustrative options that show )“Qﬂ
combinations of drug benefits and additional offsets. Every option includes our recommended \

“base policy™ which reflects the preliminary recommendations of your advisors. It assumes that

. each drug benefit design has a zero deductible and a 50 percent copayment. The elements of the

drug benefit options that affect its cost are: (1) the degree to which it is subsidized (and therefore
what the premium would be) and (2} the level to which the benefit is capped or alternatively,
whether it provides for any catastrophic protection. It is likely that we will use some version of
these options to help focus our discussion with you during the Tuesday Medicare reform meeting.
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OPTION 2:

OPTION 1: OPTION 3:
No Additional Financing Additional Tobacco Tax Surplus
Base: Base: Base:
Competition -10 | Competition -10 | Competition -10
Modernize Medicare -14 | Modemize Medicare -14 | Modernize Medicare -14
Income-Related . Income-Related | Income-Related '
Premium ($80/100)  -25 Premium ($80/100) -25 Premium ($80/100) -25
Cost Sharing Cost Sharing " | Cost Sharing
Preventive buy-down  +3 Preventive buy-down +3 Preventive buy-down +3
Lab 20% coinsurance -9 Lab 20% coinsurance -9 Lab 20% coinsurance -9
Nursing home 20% -5 Nursing home 20% -5 Nursing home 20% -5
Indexing Deductible -] Indexing Deductible -1 Indexing Deductible -1
Provider Savings .4 | Provider Savings 40 Provider Savings 40
- - Aot /C 3- -
Subtotal; -100 Subtotal: 100 Subtotal; -100
Additions: Additions: Additions:
Income-Related Tobacco Tax -45 Surplus -90
Premium ($60/90) -7- | Income-Related
More Provider Cuts .7 Premium ($60/90) -7
Raise Deductible to -
$150 and index _10
Subtotal: 34 | Subtotal: 52
Drug Benefit: Drug Benefit: Drug Benefit: w7 /5
$5,000 Limit +123 | $5,000 Limit +164 | $5,000 Limit +164
50% Premium: $24/$48* 67% Premium: $16/832* 67% Premium: $16/832*
$10,000 Limit - $10,000 Limit
50% Premium: $31/$55* +142 67% Premium: $21/836* +189
No Dollar Limit +135 | No Dollar Limit +180
50% Premium: $24/858* 67% Premium: $16/$39*
State MOE -5 | State MOE .5 | State MOE 5
TOTAL** 6 | TOTAL ** +7-22 | TOTAL ** -6-31

*Monthty premiums in 2002 and 2009. Part B premium is $57 / $95 in 2002 / 2009.
** This amount i5 a necessary “cushion” pending final cost estimates.
Drug estimates assume about $5 billion in savings from state maintenance of effort:

NOTE: The policy with the $10.000 cap is more expensive than the catastrophic opticn only because it

offers more generous coverage in the early years (00 to 06); the catastrophic option is more expensive in the

out-years.
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THE WHITE HOUSE
WAGHINGTON

June 7, 1999

MEMORANDUM TO JOHN PODESTA

FROM: GENE B. SPERLING
CHRISTOPHER JENNINGS

SUBJECT: MEDICARE PLAN ROLL-OUT

We have listed below the schedule of actions necessary for 2 June 15 announcement, We want
to make clear that everyone involved is committed to going the extra mile to make this timeline
work if that is the decision. Buat, we also want to advise vou of the concerms and risks that people
have expressed.

The first is the very short time period between final decisions and the announcement. With luck,
we can resolve all of the major issues by Friday (see attachment). This is the latest possible date
to get the changes to the actuaries for final scoring of the savings/costs, 30-year projections and
trust fund effects. Unfortunately, if we do not like the results of the scoring of the final package
for any reason, there is no time to change the plan. While it is not vncommon to gather papers
and briefing material in a short span over the weekend, in light of the large number of details
here, this task would be significantly more complex both in terms of production and thunking
through anticipated problems and questions.

While we plan only to give out the full details of our plan the night before the announcement at
the earliest, Larry Stein still feels that i would be helpful for us to have another round of
consultation with some of the key players in Congress so that we could make (hem feel as
involved in our process and presentation as possible. Chris feels that it is also important that we
meet with provider groups and, while not giving them the overall plan, vet some of the specific
issues relative to provider fixes with the aim of securing their explicit support or, at a minimuim,
assuring that they do not oppose it. This will take significant time from the people who would be
finalizing the plan.

While delaying by a week enhances the chances that we have a more controlled and polished
~ roll-out, it also increases the pessibility of leaks. So far, we have done well, but we would have
to try to hold tight and minimize any circulation of paper, -



Wednesday, June 9:

Thursday, June 10:

Friday, June 11:

Weekend:

Morday, June 14:

Tuesday, hune 15:

DRAFT SCHEDULE

Principals’ Meeting:

Get recommendations on outstanding issues, described below,
Prepare for memo/mesting w/ POTUS, review roll-out plan
Qutstanding issues:

®  Drug benefit: premium/ catastropiuc ar not

°  Surplus financing: how much, if any, toward drug benefit

°  Provider savings / fixes

®  Sign-off on beneficiary proposals (¢.g., level of income-related
premiun, lab copay, change in nursing home copay, indexing
the Part B deductible).

Submtit memo to POTUS:
Includes all policies with recommendations

Begin issue-specific roli-out with provider groups

®  American Hospital Association

American Health Care Association (nursing homes)
American Association of Medical Colleges (academics)
National Association for Home Care (home health)
Pharmaceutical interest groups (mamfacturcrs phanmacists,
PBMs, generics)

®  American Medical Agsociation {fo get support for drugs}

2 ¥ 2 O

POTUS sign.off on plan
Last day to submit policies to actuaries for scoring belore June 13

Finalize Paper:

©  Press paper

¢ Detailed policy descriptions

® . Improvements for beneficiaries paper
*  Competition paper

°  Trust Fund / surplus paper

®  Drug benefit paper

¢ Comparison to Breaux-Thomas

*  and a {interpal)

Begin validator roil-out

Congressional Democratic leadership
AARP, trusted validators outreach

Morning: Congressional briefings
Validators, press, other advocates briefings
EVENT
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MEMORANDUM FOR THE PRESADENT W
: EN
FROM GENE SPERLING ‘ 57 S
SUBJECT: NEC WEEKLY REPORTS

eel ' JOHN PODESTA

Appropriations: You should know that Speaker Hastert and Chairman Young negotiated this past week
over how to allocate $5-7 billion to the non-defense bills from reductions to the Delense, Agriculture,
Legislative Branch, and Treasury bills. In a similar exercise, Senators Stevens and Byrd have been
allocating funds from a “deficiencies” pot - this week $1.2 billion for the Commerce/Justice/State bill as
it went to subcommittee Wednesday (6793 On Tuesday (6/8) the Senate passed the Defense bill 93-4,
ard the House passed the Agriculture bill 246-183. The Senate will take up the Energy & Water bili
Monday (6/14), and may take up the Transponaticn bill as well. No matter how the Leadership allocates
the $5-7 billion, however, big problems remain for the Labor/HHS and VWU D bills at the end of the
day. .

Social Securiry: You should know on Wednesday {6/9) Congressman John Kasich held a press
conference w introduce bis Social Security reform plan. The key points are: (13 Initial Social Seourity
benefit would no longer be indexed to real wage growth but to prices; and (2} The plan would allow for
voluntary carve-out accounts with a progressive confribution. For each year of contnbution to the
account, the iraditional Social Security benefit would be cut by 6.33 percent with a lifetime cap of 15
percent. The proposal does not affect anyone 55 or older. On Wednesday (§/9) and Thursday (6711} the
Ways and Means Committes held two days of hearings where Members testified on their Social Security
reform plans, Only plans that have been scored by the Social Security Actuaries as extending solvency
for 78 years were invited to testify. A number of plans were discussed, including Breaux/Gregg, Gramm,
Moynihan/Kerrey, Kolbe/ Stenholm, Nadler, and Archer/Shaw. Also Monday (6/7), Jack Lew, Larry
Stein, and [ met with Senators Daschle, Conrad, Lautenberg, and BMoynihan 10 discuss strategy on both
the House-passed version and the Senate version {Abraham-Dotnenict) of the Sacial Security look box.

Alpdate on Medicare Reform: After some preliminary consultations with the Democratic leadership and

other key Democrats, it appears that the general positioning of your Medicare reform package appears to
split the different prionitics of conservative and base Democrats. Congressman Gephardt and Senator
Daschle seemn generally comfortable with the parameters of the drug benefit design we have discussed,
However, since we have not briefed them fully on the plan’s offsers, it remains unclear whether their
support for the drug benefit would be at alt affected when they fully understood the details. Senator
Kennedy and his office, after leaming of sorne of the general parameters from Senator Daschle, is
indicating that drug benefit is too modest: he believes that we are being 0o miserty on the use of the

+ surplus. In contrast, Senstor Conrad has indicated his concern about tapping too much into the surplus

for any drug benefit, (Having said this, he has also indicated his desire for the premium to be as low as
possible.) We are notifying the Congress, the interest groups, and the media thay you have made ne {inal
decisions oty your reform initistive and will not until after you return from next week’s trip. This wi

give us the opporiunity to hotd meetings with the Congress and the groups in order (o solicit their
feedback and atiempt to get them more invested without relaying the details of the plan. The shight delay
i announcement will also serve to allow us to better choreograph a much muore {zrgazzzzeé rollout for your
plan.



i -

b-23-99

Compurer Export Conerols: John Podesta, Jim Steinberg, and [ met with the major computer company
CEOs on Friday (6/11) to discuss computer export controls, They are arguing that our current definition
of a supercomputer is obsolete, and will scon be shipping widely available, inexpensive computers that
exceed the current definition of a supercomputer. This issue has obviously become more sensitive in the
wake of the Cox Report -~ but we made a commitment 1o have an Administration position on this by June
30th, .

Higir-tech CEQs: Iohn Podesta and | also met with Jobhn Doerr and other Silicon Valley CEQs to discuss
accounting standards, the R&D tax credit, the need 10 increase R&ID funding, and Y2K lHability reform. 1
ar also working to get thens more involved in your “new rrarkets™ imitiative and addressing the "skills
gap” for-high<tech workers.

Aviation Priarities: John Podesta and Dorathy Robyn of my staff met on Thursday {6/10} with 20 CEQOs
of airlines and related unions {pitots, machinists and flight attendants). The CEOs urged us not to tssue in
final form DOT s proposed competition guidelines, which they believe are unnecessary, especially given
the recent antitrust suit against American Airlines, and would chill competition, giving {non-unton} low-
¢ost carriers a free ride at the expense of {unionized) dominant carriers. They expressed support for Rep.,
Shuster's proposal t6 take the aviation wust fund off budget, which they see as a way o increase spending
an FAA operations. We have threstened to veio Shuster’s bill over the off-budget provision, on the
grounds that (combined with limits on general fund spending on the FAA} it could result in reduced
spending on FAA operations relative to airport infrastructure.  Finally, the CEOs said they had reached
agreevnent on a voluntary program to address passenger complaints, and they may be ciose (0 getting key
Members on board. Although we have not seen the details, the proposai appears to stop shert of the
comparable Admunistration proposal. Dorothy met on Friday {6711 with lowa’s sttorney general and
represeatatives from five other state AG offices to discuss aviation competition. The stage attorneys
general, who have become increasingly vocal about airline competition problems, urged us to issue the -
guidetines. They believe the guidelines, by curbing predation against the all-important Jow-cost camiers,
represent the best Gpportunity we have 1o enhance competition.

GMO Meeting: The NEC held a Deputies Meeting on Monday, June 7 to discuss the Administration’s )
current strategy on genetically modified organisms ("GMOs™) and on gaining access for US agricuitural
products coatammg GMOS inte Euz‘apcan markezs 'I”he Dcpmzes decad&d.nnmaxﬁs&.fqumlusmn of t@n}
Surmmﬁ_gncwork The I‘I)cpuzms aiso mcmmendcd f{zrmatmn of an mtcmatmnal “bluc nbbon panel

10 bolster the already considerable body of science around the safety of GMOs, The Deputics will meet
again in several weeks to review strategy for consideration of GMOs in the WTO Ministerial context.

Steel Update: You should know that the Quota bill is set for next Tuesday (6/15). We are whipping
Democrats, and will arrange Cabinet member (specifically Secretary Rubin) meetings with undecided
members in advance of vote. It is still not clear if we have the votes to dzfcat a clumm mutmn Althiough

communications campal 2

steel industry membership, but agncultum cxpomrs and stecl consumm manufacwrcrs e bclaicdly
stepping Up activity. SEenator ROth 18 allempling to put together a steel package that wavéring members

could say they support in liew of the quota bill.  He hopes to bring Moynihan and Baucus on board and

mark it up on Wednesday (6/16} in Finance Commintee, but does not plan to seek a fioor vote. The Roth

package would likely include Section 201 reform, sirengthened import monitoring, ending international

financial mnstitution funding of additional stes! capucity, and possibly requiring USTR to initiate 2 Section
01 to address global steel over capacity. We baxe difficulty with the Section 307 prozaosal and are
orking wxzh his staff to figure out options. g
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' Bipartisan Social Security Agreement _ |

THE-PRPRIDENT HAS SEER
6~ %47

Senator Judd Gregg - Zenator john Breaux
(R-NH) , (D4A)

Seﬁatar Bob Kerrey Senator Chuck Grassley
- (D-NE) (R1A)

Senator Fred Theh}psbn * Senator Chuck Robb
oL RN | (DVA) " gy

Senator Craig Thomas L Sty
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TEN TH]NGS TO KNOW ABOUT THE BIPARTISAN
SOCIAL SECUR!TY REFORM PLAN

* (reates owrzarshlp of personal savmgs accounts for all working
Americans. %% =

*  Uses surplus to boost contributions for low income Amerzcaas,

» Increases traditional Social Security benefit for low income earners

*  Gives every child a chance to create retirement wealth by opening a
savings account at birth (KidSave).

* - Eliminates the earnngs test so that Social Security beneficiaries can
continue to work.

«  Saves taxpayer dollars by correcting cost of living méexes Holds
current senjors harmless from changes to the Social Security
program, including reforms to the Consumer Price Index (CPL.)

»  Keeps the Social Security trust fund-solvent.

*  Maintains woinen’s Social Security benefits.

* Creates a life expectancy index for use in benefit calculation. -

« There is no tax increase. Period. : !
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TEN THINGS TO KNOW ABOUT

THE BIPARTISAN SOCIAL SECURITY REFORM PLAN

. Allows all workers to divert 2 percentage ;;mmts of their payro L (FICA) tax
" into individual retirement savings accczz.zn%s

. Supplements the worker's traditional Somal Security check at retirement.
The accounts will be modelled after the Federal Employees” Thrift Savings
Plan: the accounts will be administered by the government, ntanaged by
- private fund managers, and cwned and controlled by individual workers.

. Stipulates that individuals own all proceeds from their personal accounts
and can “pass on” their accounts to their heirs.

. Offsets the monthly benefit 2 worker is entitled to from Social Security by the
amount the worker’'s account would have accumulated if it was annuitized
arxi grew at the T-Bill rate.

. Includes a progressive matching fund program o ircrease the value of
voluntary savings contributions made by low-income waorkers.

T Provides all workers an oppertunity to contribute (at a minimum) an
amount equal to 1% of the taxable wage base in their individual account (1%
of this year's taxable wage base is 5726 based on the 1899 base of $72,600).
Specifically, wage-earners whose 2% contribution is less than 1% of the
taxable wage base wilk

- Receive a 3100 contribution by the federal gavefrmam when they
make their first dollar of voluntary contribution.

o Receive a dollar-“or-doilar match by the federal government on
voluntary contributions, up to a total account cr;zmrz%muon limst of 1%
of the wage cap.

In sum, the total contributions made from the payroll tax comrzbuzwm plus
the added $100 federal government contribution, plus the 1:1 government
match is limited to 1% of the current wage base annually.

. Allows all workers to contribute up to-$2000 of additional savings to their
individual accounts each year.



- «  Includes a-provision which will add an 2dditional “bend point” to the Social
Security benefit formula to boost the traditional Social Security benefit
replacement rate for low income workers. :

acgount at birth,

. Qualifies all children with a Social Security number and born after 1995 for 3
51,000 savings account at birth,

. Adds $500 to the KidSave account for gach of the first five years of life, for a
" total contribution of $3,500. ‘

's - Provides for individuals to roll KidSave accounts into the Social Security
individual account to serve as a nest ¢gg for each worker's retirement.

Lr

. Elisninates tha sarnings for all beneficiaries age 62 and older so that retirees
may continue to contribute to the American economy without being :
.penalized. Under the current earnings test, benefits are reduced for over one
million beneficiaries because their wages exceed the sarnings limit (currently
‘ the earnings limit is 39,120 for those aged 62 1o 64 and §13,500 for those aged
‘ £5 and Qlder) Tre Social Security Administration has estimated that the
long-run cost of eliminating the earnings test is zero.

. Rewards wark by correcting the actuarial adjustment for early and late
*retirement. Under current law; individuals do not receive back the value of
* extra payroll taxes contributed if they delay retirement. This proposal
increases both the early and delayed retirement adjustments ‘o the level
appropriate to recognize additional tax coniributions.

. Makes an adjustment of .5 % to maintain more accurate cost-of-living
indexes.

. Applies corrections to all indexed programs (both revenues-and
outlays) except Supplemental Security Income.  Increases in revenues that
oceur due to CPI adjustments on the tax side will be credited to and
“recaptured” for the Social Security Trust Funds.

’ (uarantees that all'persons currently age 62 and older will not be alffeeted by
the adjustments to the cost-of-living indexes.



9.

the ia urity Trust Fund ly

« - Restores the Social Security Trust Funds to actuarial solvency over a ?5 -year -
period.
. Ensures that there will not be a s&ostanmai fzznf:zng shortfall beycmd the 75-

year window,

. Recapfures Social Security revenues currently diverted to the Hospital
Insurance Trust Fund and redirects them back to-the Social Security Trust

~ Funds {phased in betweent 2010 and 2019} .
: 5
o 0 o
« © Credits all years of earnings in calculating benefits. Under current ltaw, only
o~ .anindividual’s top 35 years are used to determine one’s Sodial Secunty

benefit. Under this proposal, every year of earnings, no matter how small,
would be included in the Social Security benefit formula. (The denominator
of the AIME formula would gradually be phased to 40).

. Provides five “dropout years” to the individual with lower earnings from
every two-earner couple, in recognition of the likelihood that a spouse may
have taken time away from work to raise children.

MJW@E&

" Aiiews workers to continue to receive early dld-age béneﬁt& at age 62.

. Continues to gradually phase in an increase in full eligibility for old-age
benefits to 67 by 2011

- Applies a life expectancy index to the Social Security benefit formula after the

current-law eligibility age increase is fully phased in. If projections of life
expectancy or other factors cause a significant change in projected solvency,
for better or worse, the Social Security Trustees will be required to present
Congress with a proposal to alter the life expectancy factors, upon which
Congress must act or take an alternate action o restore the system to balance.

» Includes NQ increases in the payroll {(FICA) tax rate.

. Maintairs the taxable wage base at B6% of total wages.

—r
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John asked me to forward the attached memo o give you the
lay of the land on the “lock box” issue on the Hill - but wants
you to know the issue is essentially how we can improve the
Herger/Shaw legislation while we continue to oppose cloture

on the Abraham/Dominici proposal.

The mermo presents three thvionsz {1} oppose clotureon .

~ Abraham/Dominici and try to fix Herger/Shaw; (2) allow

f_';;;;‘?za:: )
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cloture on Abraham/Dominict and work o fix it in conference
or veto ity and (3) oppose cloture on Abraham/Dominict and
aceept Hergarz’Shaw John believes Option 2 is not feasible at
this point, given where the Senate Dems ar¢, and wants to
focus on preparing for Herger/Shaw.

$ Sean Zx’ialcneyrg—‘
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THE WHITE HOUSE
WASHINGTON

‘ June 11, 1999 | |
BRI A B ff[
MEMORANDUM FOR THE PRESIDENT
FROM: | Jacob J. Lew )
(Gene Sperling
' Larry Stein
SUBJECT: Legislative Strategy on Social Security Lockbox Proposals

This memorandum presents options for dealing with the Jockbox proposals under
consideration in the Congress and seeks your decision on the strategy we should pursue in the
context of the Socinl Security and budger debates this vear.

The lockbox debate in Conyress has solidified around two proposals, the Herger-Shaw
bill, and the Abraham-Domenici bill. The Herger-Shaw proposal would establish a 60-vote point
of order in the Senate against any bill that causes or contributes to an on-budget deficit (with the
exception of Medicare). The Abraham-Domenigi bill would establish a new limit on debt held
by the public that would decline over time, resulting in a breach of the debt limit provision if
currently projected on-budget surpluses do not matenialize,

The Herger-Shaw proposal passed the House 416-12. In def: ererice to House Democrats,
we did not provide Administration views on the bill, though we do have concerns with the 60-
vote poiiit of order in the event of a recession. A cloture motion on the Abraham-Domenici bl
was defeated by a vote of 54.45. We have indicated that your senior advisers would recommend
veto of the bill.

Tuesday aflernoon, following the policy luncheons, the Senate is scheduled to votg on
cloture on the Abraham-Dotnenict hill. Absent a change in strategy from us, the Democratic
feadership is expecting a repeat of the 55-45 vote. We see essentially three strategic options, |
which are discussed below,’ '

Option 1: Qppose clsture on Abraham-Domenic, work to fix Herger-Shaw.

Lnder this option, we would continue (o oppose clofure on Abraham-Domenici. Inthe
event we are successful, the Senate majority leadership will likely turn to the Herger-Shaw bill.
We would work in the Senate, particularly with Senators Conrad and Domenicl, to fix the most
" problematic aspect of the Herger-Shaw bill, the anticyclical nature of the strict on-budget
balance that it would require. The bill could force tax increases or spending cuts absent sixty
votes on a budget resolution that assumed an on budget deficit resulting from & recession. Our
position would be that, if fixed in this respect, the bill would do no good, but aiso fittle harm.

We would therefore sign the bill. '
i



The majority weuld no doubt claim that they had achieved some sort of victory and
"fixed” the Social Secunity problem; however, the bill in reality would support neither
proposition. One potential problem with even this modified Herger-Shaw hill would be that 60
voles would be required for an end-game omnibus appropriations bill. However, it is unlikely
that the bill would seriously hamper our overall budget objectives.

The difficulty with this option is that it would be an uphill battle to achisve any
amendmem of the bill. It passed with 416 votes in the House. The Senate Republican leadership
has little incentive to fix the bill to our [iking, though some Members may agree with us that the
bill as currently drafled unwisely constrains future fiscal policies in the event of a recession or
low growth. For example, Chairman Stevens has urged Chairman Domenici to fix the recession
problem with Herger-Shaw. 1t should also be noted that Chairman Domenici is considering
oifering an amendment to strike the Medicare exception from bill which, as writlen would aliow
the use of the Social Security surplus for Medicare reform.

Option 2: Allow a vote on Abraham-Domenticl, and Fix in Conference or Veto

The second option is 1o not oppose the cloture vote on Abraham-Domenici but continue
10 oppose the bill. I we pursued this option, the bill would then probably pass the Senate. There
would be a conference on the House passed Herger-Shaw bill and the Senate Abzham-Domenic
biil. We believe that this conference would be extremely contentious. We could well succeed in -~
developing an acceptable tockbox. However, if the result of the conference were unfavorable,
and the Abraham-Domenici lockbox passed both Houses, you would be presented with the
decision of whether to veto the bill. We believe that an essential part of this option is that you
would be prepared to make it clear that you would veto the Abraham-Domenici bill,

Allowing s conference debate to proceed on ¢ lockbox proposal that you have indicated
you would veto, could easily precipitate calls for an early budget summil. The inherent pressures
of the key Sccial Secunty and budget issues presented in such a conference would not be
resalvable without st jeast some influential Members calling for 2 summit.  There is also the
danger that the conference could also be used for enacting other budget process reform changes,
under the cover of Sgcial Security protection, such as gxempling tax culs from pay-go
requiremments. However, this option could also result in delayed action on the bill if Republicans
can not reconcile the significant differences between the two bills.

Senate Democrats would be surprised by this option (given their previous clofure vote
and our veto statements) so if it is selected, one of us would need to meel with Senator Daschle
prior to the Tuesday policy luncheons. It might well be that Democrats are unwzlimg, or unable,
to pivot as quzck Iy as this option would reguire, :



Option 3: Continue to Oppose Cloture on Abrahaﬁ»l)emenici, Accept Herger-Shaw

Under this option, we would continue to oppose cloture on Abraham-Domenici, and
accept the Herger-Shaw bill if we are unsuccessful in modifiing it to remove the anticyelical
feature. This option, then, assumes we fallow the course of option | hut are unsuccessful in
modifying the bill.

In this option, the majority would be able o claim a substantial victory, and it would
arguably allow them to claim to have "fixed” Social Security to the extent that they, and perhaps
others, ‘would ne longer view Social Security as an immovable osbjest bloeking 2 large tax cut.
We would be in a weaker position if they tried 1o pass a large tax cut or if we later engage in
semmit talks. We would alse have to live with an extra hurdle in ti”;& appropriations debate this
year ar}d bad fiscal policy in future years.

Recommendation
Option 3 i¢ actually the likely outcome. Republicans have little incentive to incorporate
countercyclical protections in Herger/Shaw since changing the House bill in anyway would
probably force a protracted conference. Because it is, therefore, not in our power to guarantee
Option 1, we are concerned that without a creative solution we will get jammed by Herger/Shaw. .
We strongly recommend that we further explore the potential benefits and costs of Option 2 with
Senator Daschle and with House Democrats.
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e DRAFT MAJORITY RECOMMENDATION FOR MEDICARE REFORM PLAN

The majonty of your sdvisars have agreed on the Medicare refarm plan outlined below, Tt would make
N Medicare more competitive and efficiens; modemize the program’s benefity, incleding the provision of 3
: lzzztgm erdue prescription drug benefit and dedicaw 15 percent of the zw;zizzs te strangthen Medicare, By

i constraining Medicare growth and dedicating a portion of the nation’s surphs 1o help finance i3
! demographus chalenges, the proposal sxtends the ftfe of the Trust Fund fhrough at least 3627,

REFORM PROPOSALS
s Smoothing Qut Provider Savings in the Balanced Budget Act: The plan would imglement
administrative actions and dedicate 2 10-year, $7.5 billion set-aside to moderate the BBA provider .
. policies, This would aot be aliocated to speeific providers; rather it would ssrve as a pleceholder far d
policies developed in consultation with Congress and a3 svidence of problems is strengthened, COP“:

»  Mannged Care Competition and Private Sector Purchasing Touls for Traditionsl Medicare: Qﬁ CS‘\‘a
The proposal would injact rue price competition berween monaged sars plans and the traditional fes. . '
for-service pragram. Both options souid offer s definied and updated benefit package ~ inclding Spev \ mq
prescription drug coverage - and compete over cost and quality. However, unlike the premium
suppost proposal recommended by Senatar Bresux. beneficiaries staying in the traditional fee-for-
service program could do so without an increase in premiums.

+  Reducing Out-Year Growth in Provider Spending. Beginning in 2003, the Medicars actuary and
CBO project Medicare growth to return to high rates as mést of the policies in the BBA expire. This
plan would extend it moderate some of the BBA policies; it would not extend growth rate
reductions in home hexlth, dispropertisnate share hospitel {DSH) and nursing home payments,

¢  Ratlonalizing Cost Sharing: This proposal would eliminote sost sharing for all preventive services,
removing an important basrier to Uying these important services, It would also 0dd 20 prrvent
: : coinsurance to clinical Inboratory services, one of the few Part B services without cost sharing, This
g wotld help cut dovn on unnscesssry use and fraud, ‘

+  Income-Related Premium: The plan would reduce from 75 to 50 parcent the Medizare premium
subsidy to beneficiaries with insome of $100,000 or more ($120,000 for 2 couple). This would

% . zﬁ'ect approximately | million beneficiaries (lesa than 3 percent of il beneficiaries),
’ : .

o TR ?askzge‘ Mg deductible, 30% copay up to SQQG@ Hmit: Medicare would provide an
e B /%puami drug bencfit that would cover half of all drug costs wp to $4,000 when fully phased in. The
A " policy would assure that beneficiaries choosing this eption would benefit Hom the esthmated 13
percent discous obtained through bulk purchasing of prescription drugs by private secter pharmacy
managers. This premivm wouid cost sbout $24 per month in 2002, $36 in 2006 when Rilly
implemented. Low-income beneficiaries would not pay premiums and cost z%urm& 18 toder
current Medicaid protections

+  Catastrophic Optien: Any and all fnds produced from the Justice Department hladicare kaw suit
would be explicitly allowted to providing coverage for expenses above the $4.000 limit.

SURPLUS
/\ s The plan would dedicate 15 ;smm of the unified surplus fo Medicare, Tt would lock away at least
\ the same amount that was dedieated for solvency in the President’s budget. Less than [0 percent of

' this amours (about 533 billion of tse over S350 billion gver 10 yoars) would help offset the cost of
\ the prescription deug bensfit. $33 billion is less than haif of the drop in Medicam baseline spending
\ | benween January and June slone, indicative of the major contribution that Medicare hus made

t towards no defieit and increasing prosperity, The temaining surplus, in combination with ths
? savingy. will guarsniee that the Medicare trust fund is solvency through at least 2027,

SN B-1988 28158 202 285~3686 - - -]
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SUMMARY TABLE: DRAFT RECOMMENDATION

POLICIES SAVINGS/SPENDING
Savines:
Managed Care Conspetition -1
Modemize Tradittona! Medicars 36t . ‘ ‘
Provider Savings <7
- Ser-aside for BBA moderations +7.5
Eliminate Praventive Copays +3
Add 20% Lab Copay 10
[pcome-Related Bramivm; _ -3
$100/120,000 phased down to 3% subsidy
In}:erzz‘s:tionsz’?remium offset +7
Subigtal: | -$75 biftlon
. Drug Benefit:*
No deductible, 50% cost sharingup to +3110 billlon
$4,060 limit in 2006
Premiuras: S24/sw0 f 2002; $36/mo in 2006
Surplus; 834 hiltion

TN-15-1599 08:56

* Rough estimates/ waiting for offieial scoring.
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r, policy, even if it does not preéua: much savings, because the unions, Federal retirees, and
"V husiness community want incentives 1o keep their current coverage.

OPTIONS TO SUPPLEMENT THE MAJORITY RECOMMENDATION

The majority recommendation is a solid, defensible policy. Its primary shortcoming may be that
1ts drug coverage policy will be viewed ag excessively modest, Because of the fiscal constraiats

we are rightly imposing on ourselves, there are not many more dollars available to liberafize the
benefit. However, for 3 relatively modest $13 biilion over 10 vewrs, it would be possible to raise
the coverage limit fom $4,000 to $5,000. About 300,000 people have more than 54,000 in drug
costs. Raising the limit does, however, raise the premium ifthe subsidy is held at 30 percent,

Tt may be possible te pay for tht.{ 513 billion needed to raise the limit to $5,000 trough: (T
seoring of an employer maintenance of sffort for prescription drugs; (2) re-scoring of the
traditional program modernization policies; (3} adjusting the income-related premiuny; andfor (‘ff)
adding the Part B deductible adjustment. We asstme that we are carrying the first two policies
regardiess. The latter two, while recommended, would require additional guidapee from the
President and you. As a note, we think that it is dnportant to carry the nsintenayes of effort

1

INCOME-RELATED PREMIUM. Savings from this policy could be increased by pﬁasizzg
down the subsidy at a faster rate and lowering the incoms thresholds for the payment

Beging Subsidy Fudl Subsidy © Number of Savings
Phase-Down Phase-Down Heneficlaries Affected  2000-04  2001.09

$90,000 for Singles $100,060 Pmillion $8 billion / $22 billion
5113,000 for Counles* $135.006 :
380,000 for Singles $100,000 2 million $9 bllion / 825 ballionr_ ], Aomwn
$100,000 for Couples $125.000 0%
330,000 for Singles $150,000 4 nuilion . 313 billion 7 340 billion
$78.000 for Couples** $130.000 :

FN-19-1938 o157 R £86-2508

*Health Security Act; ** BBA

sttory of catastrophic vavernge. This benefit, imp mmad in 1989 and mpealcd inthe same

. vear, had & deductible betwaan $600-T00, indexed 50 that 16 percent of beneficiaries would

always have access {0 coverage. This baneﬁa plus the calasteuphic cost shaning protections,
were funded in part throngh an income-reldted premium. This premium was based ontax
Hability — for svery $150 in tax Haklity, benefiviaries would pay an extra $22.50 per year, with z
maximun payment of $800. 1fthis $800 svere trended 10 1995, it would be equivalent to about
$1,110 per vear, or $92 per month. This is roughly equivalest to reducing the Pt B premivm
subsidy from 75 to 50 percent, as is proposed in this policy.

PART B DEDUCTIBLE. The Part B deductible is set at $100 a year. It is less than miost
private indemuaity insurance plans, The deductible hias been increased only three times since
Medicare began in 1966, when 1t was set at $50, In relation to average annual per capita charges
under the SMI program, the deductible has fallen from 45 percent in 1967 to about 3 percent
(projected) for 1999, according to CBQ. Indexing the deductible to inflation does not really
increase i, but maintaing ifs current vahee of $100 tn future years, It would rise by about $3 per
beneficiary per year (8135 in 2010). Relative to other cost sharing propasals, it 13 the most -
evenly spraad change since virtually of] Medicurs beneficinriss mest their Pan B deductibieina
vesr. It hos been supportad by organizations like the Congressional Budget Office and analysts

like Marilyn Moon. 2
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THE PRESICENT HAS SEEN
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THE WHITE HOUSE iu\
WASMINGTON P; %

\d June 23, 1999
MEMORANDUM FOR THE PRESIDENT
SUBJECT:  Release of FY 2000 Mid-Session Review {MSR)

FROM: SEAN MALONEY P9
.. DAVID GOODFRIEND

The attached Lew/Sperling memo asks you to approve a new budget framework and prcseniatie?z
of discretionary spending priorities in light of improved budget surplus forecasts in the MSK.
Jack and Gene ask for your guidance as soon as possibie because they would like to refease the

- MSR this Monday, June 28, in anticipation of CBO's July 1 release of revised estimates.

MSR projections. The MSR projects the following increases over the February estimates in the
unified budget surplus: $20 billion in 1999; $25 billion in 2000; $112 billion in 2014; $1.061
trillion total over 15 years. About % of this Increase comes from the on-budget (nen-Social
Security} surplus, but the on-budget surplus remains relatively small in the early years (35 billion
in 2000 and $25 billion in 2001), leaving little maneuvering room in the next two years,

New budget framework. The on-budget surplus estimates present an opportunity to frame the
current budget debate; Congress only supports the onfoff-budget construct and Jack and Gene
say that the MSR’s estimated on-budget surplus therefore allows you 1o move the debate
forward. Their proposed framework would maintain your current commiiment to targeted tax
relief thfcmgh USA accounts, rather than beginning a tax-cut bidding war with Congress, and stili

thy 2013, Your advisers all agree on the foflomng framework (and
seek guidance from you on how to present the discreticnary spending, in #4 below):

1. Social Security off-budget. The revised surplus estimate allows you to do this while
still funding your discretionary spending, USA Accounts, and Medicare reform at strong
levels. On the other hand, using most of the improved surplus this way will prohibit
significant additional funds for tax cuts, Medicare, or discretionary spending over the
next 510 years. .

2. New Social Security “lock-box.” Taking Social Security off-budget would allow
putting the Social Security surplus in a lock-box for debt reduction and then, starting in
2010, transferring from on-budget the resulting interest. Unlike the current proposal (i ¢.,
fnck-box to pay down debt, then give additional bond to trust fund to increase solvency),
this would be easier to describe and would avoid transferring general revenues to Social
Security, among other things.

3. Medicare. Increase proposed Medicare transfers over 15 years by about $150 billion,
with a new prescription drug benefit. Jack and Gene say that this still would provide the
same measure of solvency as did the February framewotk %%ﬁii among other :hzngs
presents the best way to block a dangerously large tax cut.

4, Discretionary spending. Increase discretionary spending by §33 billion over 15 years,
Jack and Gene suggest that, in presenting this increase, you could emphasize funding for



education programs and children, but caution that allocating specific arcas could invite
requests for funding in others. They ask whether you would like to (1) stay with the
current approach of not allocating discretionary funds to specific programs; (2) highli ght
‘military readiness and education; or (3} highlight a longer list of priorities (e.g..
readiness, education, veterans, biomedical research, agriculture). Please see antuched

. Tabie 4 for more details.
Action \
Approve budget framework Disapprove ’ Discuss

Ifyou 3;};}%&5‘6 budget framework, present increased diseretionary spending by
Maintaining czmént éppreach of not spectfying allocations
Highlighting military readiness %nti education _ or
Highlighting a fonger list of ;;}riaziﬁgs {e.g, readiness, education, agnculture)

R

! Discuss
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MEMORANDUM FOR THE PRESIDENT

FROM: . Jacob I Lew
; . Gene Sperling.
SUBJECT: © Release of FY 2000 Mid-Session Review ~ DECISIONAL _

We are currently preparing the Mid-Session Review (MSR) of the fiscal year 2000 budget
in advance of the July 15 statutory deadline. The revised budget projections suggest a substantial
increase in the surplus from our February budget estimate. The size of the surplus projections
suggests g need to update your budget program (o control the policy debate, because with these
new estimates the Congress could easily drafl & popular package that meets some of our goals
and still provides a large and irresponsible tax cut. 'We believe that by acting aggressively, we
can increase the likelihood of achieving your Social Security, Mcdtcarc, debt reduction, tax cut,
and discretionary goals. This memorandum presents for your consideration a recommendation
for a new budget framework, and a rollout strategy for this framework and your Medicare policy
in the context of the MSR. The only decision we need quickly is whether to adopt the new
budget framework deseribed below.

The Mid-Session Budget Projections

The MSR projects increases over owr February estimates in the unified budget surplus of
$20 billion in 1999 and 325 billion in 2000, rising to $112 billion in 2014 (see Table 1), The
MSR. projects a total increase of $1.061 trillion over the full 15 years. About three-quariers of
this increase comes from the on-budget (non-Social Security) surplus. The ten-year on-budget
improvement is $336 billion - almost equal to the $350 billion that your February framework
transferred to Medicare over the same period. When CBO issues its new estimates on or near
Juty 1, we expect CBO to increase its estimated surpluses, though probably by a smaller margin
than we did because their estimates were already higher. : v

Even with the large increases described above, the on-budget surplus remains relatively
small in the early years (85 billion in 2000 and 325 billion 1n 2001) leaving Livtle budgetary
maneuvering room in the next twe years (see Table 2}, Further, while the recent improvements in
our fiscal condition are undentable, large surpluses remain only 8 projection, and less desirable
outcomes are certainly possible, {‘



The Need to Shape the Debate, and the Opportunity to Address Concerns

Although the basic construct of our budget framework (i.e., allocate all of the surplus
among key priorities including Social Security, Medicare, Universal Savings Accounts, and
discretionary program needs) is sound, we recorumend several changes in light of the larger
projected surpluses.

Under the new Mid-Session estimates, as noted earlier, the ten-year improvement in the
on-budget surplus is $336 billion. The total on-budget surplus over ten vears is $1.086 wrillion.
Thus, it would be possible for Congress to accommodate your $350 biilion Medicare proposal
from just the improvement 1o the on-budget outlook, and pay for an extremely large tax cut that
creates substantial risk to the economy if we have any decline in the forecast -- while doing
nothing to save Social Security, provide for USAs, or meet discretionary needs. Furthermore, at
that point, the on-budgst surplus would be fully allocated, and any subsequent bad news would
likely fall fully on the core functions of government.

New Budget Framework

The current on-budget surplus estimates present a crucial opportunity with regard to
framing the current budget debate. As you know, there is no support from Congress for anything
but an on/off construct, and the fact that the MSR estimates an orr-budget surplus (even though
small in the early years) gives us the chance v move the overall debate forward. Within the new
budget framework we are recommending, we would stress the dramatic tunaround in the
Nation's fiscal situation over the last six years and the fact that not only are we going torun a
budget surplus - the first in 30 years - but also that we will run an on-budget surplus. Thisis
the only issue that we need your immediate guidance on to finalize the MSR (see Table 3). We
can work out the remainder of the details at the end of the week. 1t is our recommendation that
this new framework incarporate the following: :

» Moving To Take Sceial Security Off-Budget. When doing our initial budget - many
of us, including yourself - saw a significant political attraction in taking Socisl Security
off-budget. The problem was that, at that time, taking Social Security off-budget would
have had the following two downsides: (1) it would have left significant or-budget
deficits for years to come taking away the notion of a balanced budget and probably
forcing more cuts of discretionary spending; and (2) it wouid not have allowed for funds
for military readiness, Medicare, and USA Accounts. As you will recall, when the
Republicans sought to go off-budget with 2 large tax cuts they could only do so if they
allocated zero funds for Medicare and submitted a draconian discretionary budget.

The increase of the surplus in the MSR offers us the opgortunity to take Social Security
off-budget, while still being able to fund our discretionary spending, USA Accountsend
Medicare reform at strong levels. Indeed, as you will see below, with the MSR
improvement we will be able to move social Security off-budget and still maintain or.
even increase our commitments o discretionary spendin g, Medicare and USA tax cuts

‘gver a ten to fifteen year period. :



On the other hand, it is important to understand that because most of the mprz}vemmt
will be used to take Social Security off-budget and continue to make it so we are sble to
afford our existing priotities, the MSR "bump up” will not allow us significant additional

* funds to increase tax cuts, Medicare or discretionary spending over the first five to ten

YEArs,

New Social Security Lock-Box. As we take Social Security off-budget, we would
recommend proposing a new Social Security "lockbox.” In the State ifthe Union
proposal, as you know, we essentially had a lock-box that paid down the debt and then

' gave an additional bond 1o the Secial Security Trust Fund to increasé solvency. In our

new budget framework, we would present a cleaner, ¢risper, presentwwmng
Social Security debt reduction lock-box would increase solvency. Under the new Sogial
Segurity "lockbox,” we would put the Social Secunty surplus in a "lockbox” for debt

redugtion and then starting in 2010 we woulg transfer o on-budgel the interest savings

. geaerated from the Social Secunity debt reduction "lockbox." The advantages of this

lock-box are the following: (1) easier to describe that debt reduction creates izzwresz%
savings and that only those interest savings are going to Social Security solvency; (2}
takes away the confusion created by the transferring of two bonds for each portion of the
surplus; (3) all transfers are going from on-budget {when it would be afforded) 50 there i3
less of an appearance of double counting; and (4} for those who deon’t like transferring
general revenues to Social Security, this is an "cat what you sow” approach; the only
general revenues being transferred are those that are created by the interest savings from
the debt reduction-in the Social Secunty "lock-box". We can describe our Social Security
"lockbox™ as providing double srotection against diverting social security payrol] taxes,
First, if protects Social Security taxes by locking them up for debt reduction, then it
ensures that interest savings from the "lockbox™ go to Social Security solvency zzzszea{i of

‘being diverted to other uses.

Medicare. Our new budget framework wouid increase our proposed Medicare transfers
over fifteen years by nearly $150 billion compared to the original framework, and would
provide a new prescription drug benefit that would modemize Medicare, increase
efficiency in our overall healtheare system, and relieve a significant out-of-pocket burden
on much of our senior population. Our new budget famework would provide essentially
the same measure of selvency as under the Februaty framework, We believe that
Medicare is the most sffective way 1o block a large tax cut and is 8 proxy for debt
reduction which is the best way to protect against the possibility of an ecofomie
downturn. Under this recommendation, Meadicare transfers would represent 13 percent of
the on-budger surplus, as was the case in the February plan. Becanse of the increased
surplus available, a lower percentage of the surplus could be dedicate to Medicare
transfers while continuing to increase the dollars available for Medicare over the
February plan.

L
.



Discretionary Speading. Finally, our new budget framework would provide for an .
additional §53 billion over fifteen years for discretionary spending. Combined with our .
original discretionary proposals, this would bring the total to §534 billion, 10 percent of
the surplus. There is a strong argument to present much of our discretionary spending as
funding for priority education programs and children, .

As a block 1o a tax cut, education would be more effective than "funding for critical
priorities.” In February, however, we decided not to allocate these funds to specific

. purposes (o avoid having to indicate what specifically would not be provided for in the

outyears. We would be called upon 1o explain why we singled out education and not
ag__zzlmre veterans, research, or other nonular nrograms, If we specify too many
pricrities, it will make clear that "core” government, such as international funding, will be
unacceptably tight. We will need your decision on whether to stay with the approach in
our February budget or add education and other specific commitments. Attached are
three possible presentations {(sce Table 4},

Tax Cuats. Qur new framework would maintain your current commitment to larget tax

refief through a new USA account that will make retirement savings universal. We
anticipate USA transfers that fully implement the SOTU policy, but cost somewhat less
in the early years because of a slower phase-in. We have argued that the USA accounts
are our tax cuts done the right way. Also, as you remember, yf:»zzr F e:i}z“zzary budget
g n;gmed an additional $76 billion of mx cuts over ten years for ¢ arg. making health
and r programs. Some would
argue that we should factor into our framework a reasanabiy srmii tax cut in addition to
USAs and these tax proposals. However, such a proposal would likely begin an upward
bidding cycle with Congress and would make it impossible to maintain or increase
funding in other areas. Since there is no room in the early yvears (o increase the tax cut,
the only option for a larger tax cut would msembie what we have criticized as {iscally
dangerous "expleding" tax cuts,

Debt Reduction. Under the new budget framework, debt held by the public would be
eliminated in 2013, This is roughly the same time period projected in our original
framework. Taking Social Security off-budget and atlocating the on-budget surptus for a
targeted tax cut, Medicare, debt reduction, and important discretionary tnvestments will
give us the opportunity to shape the budget debate and maintain the fiscal discipiine and
investments in our fature that have helped create the surplus we now enjoy.

The Mid-Session Review Rollout

We plan © release the MSR before the scheduled CBO midyear update of July 1. We

beleve that this is essential, because Congressional critics will seize on any news of larger
surpluses to press their case for a tax cut without regard to the impact on discretionary priorities
or Medicare. If we present our projections first, we can frame the debate to highlight both our

fiseal policy and our priorities, €.8., Medicare and education.

{
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We have tentatively concluded that the best rollout would have the release of the MSR on
Monday, June 28, This release would include the new budget numbers, the budgetary transfers
for Social Security and their implications for solvency, and the budget transfer amount for
Medicare. This means reaching final decisions on our Medicare proposal in the next few days is
crucial.

The coincidence of the completion of the MSR and the Medicare policy also raises -
communications 1ssues. The MSR document and rollout materials would make reference to our
Mexlicare principles, and would state that our Medicare program savings and our prescription
drug ;Soii-cy would be announced on the next day, Tuesday, June 29. In that rollout, we would
reveal the specific Medicare policies, and explain their interaction with the new budge! numbers
in detail, I it was deemed appropriate, we would have a further Social Security event later in the
week, perhaps to discuss and explain cur approach to a lockbox for the cff-badg&t surpluses as
part of our new on-budget/off-budget framework.



Decision

®

Budget Framework:

Approve New Framework

Let’s Discuss
Discretionary Spending:
| Cption 1.

Option 3,.

Let's Discuss

Retain Original Framework

Option 2.

Retain Original Framework
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Tabla I
) 15.YEAR BUDGEY TOTALS PENDING SOCIAL SECURITY AND MEDICARE REFORM
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Table II

FRAMEWORK FOR SOCIAL SECURITY AND MEDICARE REFORM
' {Dollars amounts in biflions}

Reserve pending Social Security and

Medicars tEI0NMT..cui rrcoresnmarvesomasses
Off-budgel.. i ereannes
On-budgel. o, .

Alocation fof Soclal Security solvency
and debt reduction:
Off-budget surplus....

On-budget transfers ta ex{end Se::zaf
Security solvengy and reduce debl..........
Total allocation. .o icm .

Alocation of remaining on-budget éurplus:
Transfers to strengthen Medicare
and reduce debt...

" Universal Savings Ax:counts

Discretionary invesiments:

Military readinesS..n e
Investmerts for a secure RRUMG. ..o vveeans

Children First fund. ..

Totaldi scretlon ary mvesunenis ...............

Financing costs...
Total a:toc;atiorz...,.,... .

Total aflocation of SUrplus.... v,

,
Offi-budgel. v
On-bisdget

Wemorandum, folal dett reduction

13BASD\BASILOTUSWMSRSS
0B/24/99
07:30 P

Subtotal Bubtotal Total
2000.2004  2000-2008  2000-2014
1.008 2,528 £3818
178 1,843 3,028
233 1,086 2,887
778 1.843 3,028
0 2 03
178 1,843 3,532
53 363 833
25 263 544
85 127 183
&5 127 183
28 8 jss -
‘138 328 534
A8 132 472
232 1.086 . 2,383
1,008 2,828 5,814
7758 1.843 3,028
232 1,088 2885
8190 2,156 4,353



) Table LI
CHANGE IN RESOQURCES, 2000 THRQi}GZ—f 2014

B (Doliar armounts in bilkons}
February Budget . Mid-Session Review
Surplus Percent Surplus Pergent
Amount of {otal Amount of total
Armnount of surplus available: C .
Of-budget....cs e 2,701 3,028
Onebudget...oolivainninons 2183 . . 2,887
Toia]vxtli cccc LFIITIERR R L EL LR E ) 1¥ 4*8&4 ' . 5(9?5
Allocation for Social Security solvency
and debt reduction:
fo“budgezo’ﬂ:»««n".uuuvwnu.w;uut» 2;?&1 3‘628
On-BUdget. v ceinsienninnn 83 503 .
R L= € | R NUIION 2,764 62% ) 3.532 65%

Aliocation of remaining on-budget surplus:
Transfers to strengthen Medicare

. and reduce debt...ov oo 688 15% 833 16%
. Universal Savings Accounts...... 836 12% 544 10%
"Uiserstionary investments......... 481 1% 534 0%
21| ORI . 1,703 ’ 1,911
Total sliccation of surplus excluding
financing costs: ( ‘
OH-budgst....oe v s tecesearen 2,701 3,028
Or-budgel...... oo 1.766 2414
Totahurveecrcrrrnriseemrercnsesaens 4 487 -100% 5442 100%
FInancing CosiS. v veoin i 287 472

Tota! aliocation of surplus including
financing ¢osts:

Offbudgal ... e, 2,701 3,028
L Onehudget.. e 2,153 2.886
TOE e mrimrirss s s insias 4,854 T 5814
IBASDIBABULR _CREW\ssinsreschy
06/215%
07.54 PM



Table IV

ALTERNATIVE PRESENTATIONS OF DISCRETIONARY RESOURCES
CONTINGENT ON SOCIAL SECURITY AND MEDICARE REFORM

{Doltars in billiong)

1. February Budget Structure { With Additional Funding)

Discrefionary investments:
Department of Defenss...
Non-DOD { maintains a i{eeze ai 2%300 !eyezs)

Reserve for Priority Initiatives {;zius added fur;dzng) ...... X

Total discretionary investmaeants....
Z, Highlight MHitary Readiness and Education

Discrafionary investments:
Military readiness...

Investmenis fora $acura 'Fufture (equals defense} ............
Education HUSt fUnGa . e ceesn mrssvsmeccass e srns sneerans

Total discretionary investments......cive e
3. Highlight a Longer List of Protected Priorities

Discretionary investments:

Military readingss. ... v et
Education trust Nt ..o
VEIEIaNS CAI. .o viine et et s csesssboms s s
Biomedical reSearth. ... i oo e
Fund for American Agriculture. ...

Investments for a Secwre Fu’izzm (reduced by gmontzes}....

Total diseretionary investmentds, .,

C o BUDGET\Z000msrsschg
08722199
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Subiotal
2000-2004

55
50
23

138

55
55
28
138

55

28
10
10
10
25

138 -

Subiatal
2000-2008

127

105

98

328

127
127

74

328

127
74

- 20

20
20

87

326

2000-2014

183
139
212
534

183
183

1g8

534

183
168
30
30
30
93
534



