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• THf1: WHITE HOUSE 

WASHINGTON 

February 16,1999 


SOCIAL SECURlTYIMEDICARE EV~;NT 


DATE: 
TIME: 

LOCATION: 

FROM: 

I. PUFtPOSE , 

February 17, 1999 
1:30·1 :SOpro (Pre·brief) 
I:SO·2:00pm (Meet and Greet) 
2:00-3:00pm (Event) 

Map Room (Pre·brief) 
Blue Room (Mee!& Greet) 
Event (East Room) 

Gene Sperling 
Mary Belh Cahill 

• To highlight how your plan to save Social Security and strengthen Medicare, while 
maintaining fiscal discipline, is the best approach for America's young people. 

II. BACKGROUND 

Some commentators have stated that your plan to allocate the surpluses would 
redistribute more money from younger Americans to older Americans" The goal orthi:; 
c:vcnt is to highlight how your plan benefits younger Americans, Rather than consuming 
the surplus for today, you propose to reserve nearly 90 percent of the projected budget 
surpluses ~- almost $4 trillion -- over the next 15 years for the future to help meet the 
lotlg~term retirement challenge. 

Tllere arc a number of reasons why this plan is good for young Americans. 

First, it ensures (hat Social Security benefits n'in be tbere for tOdafs young 
Americans. Your proposal extends the life oftne Trust Fund through 2055. By 
working with Congress in a bipartisan way. we are working to extend Social Security for 

• 
75 years, For a worker who is 20 years old today, he/she will be assured of a strong and 
stable benefit when he or she retires under this framework In addition, your framework 
reserves 12 percent of the projected surpluses to create new Universal Savings Accounts 
(USA:;) so that young people can begin saving and start building wealth to meet their 
future retirement needs. 



, 


• Second, by paying off the .ational debt, your plan lifts an enormous burden off 
future generations, As you know, during the 1980's and early 1990's, the federal debt 
quadrupled. As a share ofGOP, the publicly held debl increased from 26 percent in 1981 
to 50 percent in 1993. Today, as a result ofyour 1993 Economic Plan and the 1997 
Balanced Budget Agreement, the debt-to-GOP ratio is 44 percent, and your proposal 
would cut it by more than two thirds in doHar terms and lower it to 7,1 percent, as a share 
of the economy, by 2014 •• its lowest level since 1917 .. As DaVId Broder \\'T{)tc in the 
Washing/on Post [217199], this is "the greatesl gift to our children." Here's why: 

It Will Help Grow The Etcnomy For Our Children. Your framework will cuI the 
federa1 debt, thereby raising national savings, Higher national savings will mean lower 
interest rates. higher private·sector Investment. and thus, higher economic growth in the 
future, ' 

It Will Cut The Interest Paymenl •.Our Children Pay on tbe Federal Debt. When 
you took office, interest payments on the federal debt were'projected to eat up 27 cents of 
every budget dollar in 2014. Toda)\ interest payments on the debt take up about 13 cents 
of eVI!f)' tax dollar. Under your proposal, interest payments would shrink to just 2 cents 
on evelY dollar by 2014. 

• It Will Ensure That We Do N2t Leave a Legacy of Debt to Our Cbildren. Your 
proposal would cuI the debt held by Ihe public, as a share ofthe economy. to 7.1 percent 
in 2014. This would mean that instead ofleaving a'mountain ofdebt for our chlldren, we 
would completely eliminate the national debt by 2018. 

Finally, your proposal ensures 1ba1 Social Security wUl continue to belp young 
people today. By saying no to radical privatization. your plan promises that Social 
Security will continue to provide both disability and survivors insurance protection to 
workers and their families. For an average young family with two small children, Social 
Security provides benefits which are the equivalent to a payout of $600,000 from a 
disability and survivors insurance policy. By strengthening Social Security, your plan 
ensures that Social Security wi!! continue to provide our parents and grandparents with a 
stable benefit ~~ without which many would become dependent on their children for 
support. 

Sharon Btidgner 

You will be introduced by Sharon Bridgncr ofMcLean, Virginia. She is a 26~year old and works 
as a clinical research nurse ofneurolQgy at the National Institutes of Health (NIH). She formerly 
served as the President of the Student Nurses Association and is a member of the American 

• 
:-Jurses Association, She also works part time at the George Mason University, School of Public 
Policy. As a young nurse, she sees first hand every day the importance of Social Security and 

, Medicare h) current retirees and will discuss how essential these programs arc to her generation. 
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• A!ldlen<~ 
The audience will be filled with approximately 150 young people from all different groups, such 
as 2030 center, Economic Security 2000. local student groups. • 

III, 

• 
IV. 

PARTICIPANTS 

l're-brlcf 
John Podesta 
Sccre.tal)' Rubin 
Jack Lew 
Gene Sperling 
Ken Apfel 
Larry Stein 

lllillt ond Greet 
John Podesta 
Seeretal)' Rubin 
Jack Lew 
Gene Sperling 
Ken Apfel 
Larry Stein 
Sen. Charles Robb (0-VA) 
Rep. Tammy Baldwin (0-WI) 
Rep. Elijah Cummings (D-MOl 
Rep. Steny Hoyer (O·MOl 
Rep. Robert Matsui (D-MDl 

SEQUENCE OF EVENTS 

YOU receive briefing in the Map ROQm. 

ydu meet Members o[Congress in Blue Room. 

YOU aceompanied by .he the Firs. Lady, Secretary Rubin, Ken Apfel, 
Representative Tammy Baldwin, Senator Chuck Rohb. Sharon Bridgner (real 
person). and 10 youth from James MacGregor BUrns Academy of Leadership, 
University ofMaryland arc announced into the East ROQm, 

The First lady makes brief remarks and introduces Commissioner Apfel. 

• 
Commissioner Apfel makes brief remarks and introduces Secretary Rubin . 

Secretary Rubin makes bricfremarks and Introduces Representative Tammy 
Baldwin. 



• .
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• Representative Baldwin makes briefremarks and introduces Senator Chuck Robb. 

Senator Chuck Robb makes briefremarks and introduces Sharon Bridgner. 

Sharon Bridgner makes briefrem3rks and introduces YOU. 

YOU make remarks 

YOU depart. 

V. 	 PRESS COVERAGE 

Open 

VI. 	 REMARKS 


To be provided by speeohwriting. 


• 
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TH~ WHITE HOUS~ 

WASHINGTON 

February 12, 1999 

ENT 

FROM: GENE SPERLI};G 

SUBJECT:. .NEC WEEKLY REPORT 

cc: JOHN PODESTA 

USA Accounts: We held an NEC principals meeting on Thursday (lit i) to discuss details of 
the USA accounts. Among the issues discussed were how high up in the income distribution the 
nat contributions and matches should go, whether the accounts could be used for purposes other 
than retirement, how the accounts would be administered, and whether the proceeds from the 
accounts ~houJd be taxed at withdrawal. We anticipate additional principals meetings over the 
next week, and then hope to meet with you for final decisions, • 
Social Security Update: On Monday (2/8), Robert Rubin, Jack Lew, Larry Stein, Ken Apfel, 

.- .. David Wilcox. Chuck Brain and mysetf spoke with 130 Democratic members of Congress on 
your Social Security plan in Wintergreen, West Virginia. Robert Rubin addressed all i 30 
members and the others and myself were involved in 5 different breakout sessions with the 
members. These discussion were very substantive. we each gave a presentation to 30 members 
and had detailed discusslons on yoUr proposal for Social Security reform. The NEe hosted a 
principals meeting where we discussed creating legislation for your Social Security plan, On 
Tuesday (219), I met with Marshall Carter, Chairman and CEO o[Stale Street Corp out of Boston 
and some representatives from the company where wt? discussed investing a portion of the Social 
Security trust fund in equities. On Wednesday (2/10), Robert Rubin and I met wilh Phil Condit, 
President & CEO of Boeing. Dana Mead, Chairman & CEO of Tenneco, and William Steere, 
Chairman & CEO of Pfizer from the Business Roundtable. We discussed a number of issues. 
including Social Security and "corporate governance" issues related to investing the surplus in 
equities. On Thursday (2111). Robert Rubin, Larry Stein and I met with Senate Democrats and 
discussed Social Security refonn. Finally, on Friday (2112), I spoke at the CATO Institute and 
was on a panel discussing your Social seCurity ref am! proposal. Others on the panel included 
Henry Aaron of the Brookings Institute, Carol Cox Wait of the Committee for ResponSible 
Federal Budget, Carolyn Weaver of the American Enterprise Institute. and Michael Tanner of the 

ato Institute. You should also know that we are working on a letter of support from numerous 
\'" onomjsts. including 5 Nobel Prize winners, that is currently being circ.ulated. The letter mayr,\ e released at press conference sometime in the next two weeks. 

, 
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EU Aircr'rfi Noise Standard: The NEC is setting up an interagency process to deal with a 
looming dispute over a proposed EU noise regulation that would limit the use of "hushkitted" 
aircraft; hushkits are high-tech mufflers that allow older aircraft -- mostly Boeing planes, since 
Airbus aircraft are newer -- to meet Stage 3 noise requirements under the International Civil 
Aviation Organization (ICAO). Under the regulation, which the European Parliament approved 
this week, EU airlines would not be allowed to add hushkitted aircraft to their fleets after April 1, 
1999. And beginning April 2002, non-EU airlines would be allowed to fly these aircraft into the 
EU only if they were registered before April I, 1999 and were serving EU destinations between 
'1995 and 1999. We strongly oppose this regulation because it is inconsistent with internationally 
recognized noise standards and would undermine ICAO itself. In addition, the regulation would 
decrease the resale value of affected aircraft and reduce the market for hushkits themselves, a 
U.S. teclmology. Rep, Oberstar and others have introduced legislation that would prohibit the 
Concorde from landing here if the EU regulation takes effect. The interagency group will 
consider that and other possible policy options. 

18-Year Financing ofAirbus Aircraft: Through an NEC interagency process, we are also 
developing a strategy for challenging the EU on aircraft financing structures that undermine 
internationally agreed upon principles, OECD members agreed some years ago to limit export 
credit agencies (ECAs) to offering 12-year loans for commercial aircraft. However, the EU has 
found a way to offer I8-year financing terms for purchasers of Airbus aircraft --in flagrant a 
violation of the spirit, ifnot the letter, of the OECD agreement. These distortive terms may have t :. 
influenced the outcome of one or more large sales to developing countries, and we believe the 
EU will try to win a huge pending aircraft purchase ($3-5 billion) by Mexico by offering similar 
terms. (You have talking points for use with President Zedillo on the importance to the U.S. that 
Boeing win this sale.) We are prepared to match whatever terms the EU offers in Mexico, but 

/.. . we are trying to fin~ a way to get the EU to de-escalate instead. 

1'1~1It.~ Meeting with Navy Secretary on BRA c/Base Reuse: John Podesta and Dorothy Robyn on my 
r1X;;v'.'ft staff met with Navy Secretary Danzig on Monday (2/8) to try to resolve a number of problems

b that BRAe conununities face with the Navy in canying out their base reuse pl~s. Although th~", 
Navy has made progress since a similar meeting two years ago, Navy officials continue to be 

1t'iJ r unnecessarily slow, bureaucratic and penny-pinching in their dealings with communities (many 
: li.(I \ of them in California), which often delays economic redevelopment and job creation. ~ong 

• other things, Danzig proposed that Robyn meet monthly with a senior Navy official to review 
t.'tiJ outstanding problems; issues that cannot be resolved at that level.will be appealed directly 10 

.::....~ Navy Undersecretary Jerry Hultin. ~ 
Pensions: You should know on Thursday (2/11), Vice President Gore, accompanied by 
Secretaries Herman and Rubin, announced a legislative package to enhance retirement security 
by strengthening the private pension system. The event stressed that a secure and comfortable 
retirement depends on three things: social security, individual savings, and employer-sponsored 
pensions. At this event, we demonstrated that we continue to work to improve the private 
pension system, with particular emphasis on the pension needs otwomen. The package also 

. includes new initiatives to expand portability by allowing rollovers between various types of 
pension plans and to induce small business plan start-up by lowering PBGC premiums for new 
plans in the early years. 

\ 
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Financial Modernization: This year's debate on Financial Modernization began in earnest this 
week, as the House Banking Committee held a series of hearings featuring Chairman Greenspan 
and Secretary Rubin. House Banking Committee Chairman Leach reintroduced last year's bill, 
H.R. 10, with minor variations. Before the hearing, Representative LaFalce introduced his own 
bill. with key Republican co-sponsors -- House Rules Committee Chairman Drier and Rep. 
Baker. Secretary Rubin expressed great enthusiasm for the LaFalce bill, demonstrating a 
willingness to compromise on the key issue for Treasury last year -- whether banking institutions 
should have the choice to conduct new financial activities (like securities and insurance) inside 
the bank in operating subsidiaries (the Treasury view) or must use a wholly separate bank 
holding company affiliate to conduct those activities (the Fed view). The LaFalce bill authorizes 
some, but not all, activities to be performed in operating subsidiaries. Chairman Leach and 
Chairman Greenspan expressed their strong opposition to the Lafalce compromise, but for the 
first time on this issue it was the Fed, not Treasury, that was portrayed as inflexible in press 
accounts. 

International Labor Organization: The NEe (Lael Brainard, Sarah Rosen. and Rick Samans), 
Andrew Samet of Labor, and Harold Koh of State met with policy representatives of the AFL­
CIO to ddine further the objectives of the FY2000 budget initiative regarding the ILO. To I: 

facilitate our discussions with appropriators, we are drafting a more elaborate written t '. 

presentation of our objectives and expectations. 

Steel Update: On Friday, Secretary Daley announced high preliminary antidumping margins on 
hot-roll~d steel imports from Japan and Brazil that should have a significantly reduce imports 
from those countries. Margins ranged from 25% to 67% for Japan (trade weighted average of . 
35%), and from 50% to 71% (trade weighted average of 58%) for Brazil. Industry analysts 
believe margins over 20% will be prohibitive. Pending final determinations in June, U.S. 
importers of these products will be required to pay cash deposits or post a bond o"n imports of 
these products, for Japanese imports retroactive to November. Secretary Daley will announce the' 
preliminary dumping determination on Russia next week. We are seeking a broader agreement 
covering all steel products that may gain the support of the steelworkers, who, like industry, 
oppose a suspension agreement on just hot-rolled unless it is tied to self initiation of Section 201. 
Senators Roth and Moynihan wrote to Secretary Daley this week stating their opposition to any 
suspension agreement that does not provide the same relief that allowing the dumping case to 
conclude would yield, stressing that to do so would "preempt the operation of law" and our 
efforts to advance a "forward-looking" trade strategy. They may be more receptive to a broader 
agreement. Secretary Daley is conferring with them and otht;r members of the Steel Caucus. On 
February 24, Charlene Barshefsky, Secretary Daley, Larry Stein and I will meet with Speaker 
Hastert and other Republican members and then the very next day we will meet with Rep. 
Gephardt and other Democratic members of the Steel Caucus to continue discussions to deal with 
this issue. 

Clu'na WTO: The NEe coordinated USTR-led interagency efforts provided for Zhu Rongji's 
initial review a clear sense of what we need to reach agreement on China's accession to the 
WTO. We worked closely with the NSC on this. Intensified talks will continue up until Zhu's 

I, 
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visit, with Ambassador Barshefsky traveling to Beijing in the first week of March. There have 
been press reports that we are lowering the bar for accession. You should know that this is not 
true. We are sharpening our priorities through consultation with industry and Congress. but any 
deal has to be commercially viable, to both Our exporters and import sensitive industries, and for 
Congress to approve pennanent MFN for China, 

Japan: The NEe co~chaired this week with the ~SC a deputies meeting to plan for Prime 
Minister Obuchi 's visit in late Mayor early ApriL Japan has taken meaningful steps on the 
fiscal and banking side, but effective implementation is key, and Treasury is not prepared to say 
Japan has. turned the comer. Treasury, concerned that rising interest rates, a stronger yen and 
deilati~n pose a significant downside risk to the Japanese economy, is privately urging the Bank 
ofJapan to ease monetary policy. Deregulation and market opening have stalled absent 
Hashimoto and amid growing concerns about dislocation. We are prioritizing deregulation aud 
market aCcess issues, with an eye toward resolution of some sort before the Obuchi visit. 
Coincidentally! Super 30r detenninations must be made on April 30, just prior to the Obuchi 
visit. The NEe will chair an interagency subcabinet meeting with the Japanese to prepare for the 
summit. 

• 

1 
I 

4 



. , ,. , ' 


. . 

THE WHITE HOUSe: . 

WASH lNGiON 

. \ March 8,1999 

MEMORANt,ml FOR THE PQE\.GENT 

FROM, JOHN PODESTA 

SUBJItC'l': DAlLY ISSUES UPDATE 

This memo prt{vides updates On some Qfthe issues White House offices are tracking today,, 

DOMESTIC POLlS:Y COUNCIL 

• 	 Ed-Flex, S<nator LotI's motion to invoke clotUri on the Ed-Flex bill falled today, on a 
straight party-line vote. Another cloture vote on the bill is sch.duled fo, tomorrow; we 
expeer much the same vote. Immediately follOWing the dotur.e vote, we issued a statement 
from. you calling once again on the Republican Leadership to allow an up·or¥do~l1 vote on 
the elMS size amendment- (See attached.) The Vice P-resfdent delivered the S3me message 

'", ,'" at the top of his Hvability event and in radio intetviews. Odds now are that Senator L0~ will 
take down the bill after the failure of the second'cloture vote; th'¢l'C is still a chance. ' 
however, that he wilJ enter intO a time agreement allO\vinS a vote on class size and one or 
t\\'o other Democratic amendments. If Lon docs allow a vore on class size, we expect 
Republican. to arsue that Congress should fund no new initiatives until it fully funds specIal 
education. 

NAIIDISAL ECONOMIC COUNCIL 

Sodal Security, Today. Alicia Munnell. Robert Solow (Nobel Laureate). and Peter Dimond 
held a rteW$ conference to annoilltce the support of more than 100 of the nation!s leading 
economist! (including 5 Nobel Prize winnen) for your plan to pay down the debt. United 
under the banner ofEconomi:J'ti fur Increased National Savings, the econolnists issued a 
statement supporting your FY'OO budge, priority to ,ave the "'-'Pluses. and your plaa to 
direct the bulk of the $4.4 trlJlion of net budget surpluses away from additionaispending or 
tax cuts, toward a more productive, iong-term strategy ofsavins· 



" , ." 

UNCW\S$IFJ&O ' 

'.\11TH CONF!DENT:AL A,fACI"MENT 


• 	 Brazil. Today, IMF Director Camdessus re~omI!';ended that the IMF Board approve Brazil's 
revised economic program. Key elements of the program include a strengthened fiscal 
:ldjustment ~~ tnneazing t~e primary sarp!us target by ,5%, to a range of3,O-J.5% -~ 311e In 

inflation target anchor for m(>netary policy, The US. Treasury released a press statement at 
mrdday welcoming the agreement and expressing the belief that finn and Sl:st;liried 
implementation could lay the basts fer restored cQuiidenee artd renewed growth, 

LEGIS !.ATIYE AFFAIRS 

• 	 House of Rtpresentath..es. Today, the House met for a pro forma session. On \\iednesday 
the W.ys & Means Committee will mark up tbe Visclosky (D·IN) -Regula (R-OR) steel 
import. bill. The legislation imposes qUOtAS on the importatiOn of foreign ste.1. Due to tbe 
posSibility that the Koso"o ResolUtion, which authorizes the deplciyment of trOOP' for 
peacekeeping, will not be considered this week;'the steel impoIts legislation may move to the 
floor for consideration later this week. 

• 	 Senate. Today, the Senate continued debating S. 280. Li.e Administration-supported Education 
Flexibility Act (Ed-Flex). Deba,e on the bill will continue tomorrow. A ,""ond clornce 
motion vote on the measure is txpected tomorrow and two more are expected on Wednesday . 

.... . . 
COUNCil, OF ECONOMIC oWYISORS 

• 	 Productivity. Tomorrow, at 10:0() a.m., the Bureau of Labor Statistics will rele.s< revised 
estirr..ates ofproductivity grov.1h in the non~f'arm business sector (output per nom worked) and 
new ::oudy compensation figwes,. The estimated fourth quaner productivity is revised up from 
3.;% to 4.6%, Hourly compensation over the past four quarters increased 4%. compared to 
3.7% during Ille same period last year. (eBA release _.(tached.) 

YICE PgSIDE!IT'S OEEIeE 

• 	 Liveablihy Aacnda. Today, the Vice Preaidentjoined Sec. Slater, more than two dozen traffic 
repcrte" and nearly 150 stote anrllocal officials at an event to highlight elements of our 
Liveoliillty Agenda designed to ease traffic congestion. Specifically, the Vice President: I) 
called on the FCC to adopt a new, natiODnl three..digit telephone munber to' allow Americans 
imm.ediate access to transportation infonnation, such as: road eonditions and bus sche4ules; 2) 
launched a "commuter choke" initiative to all employers to offer their employees taxable cash 
or tax~exempt parking, transit or vanpooI benefits; and 3) a series of regional transportation 
livability summits over the next year. 

2 



THE WHITE HOUSE 

~WASH I NGTON 

March 11, [999 

MEMORANDUM FOR JOHN PODESTA 
DOUGSOSNIK 
STEVE R1CCHETTI 
MARIA ECHAVESTE 
KAREN TRAMONTANO 

FROM: 	 GENE SPERLING 

SUBJE:CT: NEe's Long..Term Policy Announ~ements and Message Ideas 

Per your request. we have structured this memorandum in the following manner. listing 
numerous policy announcements and message ideas for the President and Vice President: 

• 	 Strategic Plans 

• 	 Saving Social Securi,ty and Strengthening Medicare 
• 	 Promoting Greater Economic Opportwlity 
• 	 Building a New Consensus on international Trade 
• 	 Reforming the International Financial Architcdure 

• 	 Upcoming Challenges Requiring Administration Response 

-. Timing 
• 	 Resf(onses 
• 	 Presidential Action 

• 	 Executive and Other Non-Legislative Actions' . .' . 	 '" . 
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STRATEGIC PLANS, 


I. SAVING SOCIAL SECURm AND SIRENGTIIENING MEDICARE. Continuing to create an 
enviroMlcnt in which the President's Socia] Security and Medicare'reform proposals can be 
enacted this year . 

A,!::PeCifiC Agenda ilel1JS ' 

AnnQuncing Details oftbe President's USA Accounts ProPO&S'), We are announcIng 
shonly the details of the PresidenCs USA accounts proposal, As part of this ' 

. announcem~t. we win conduct a number: ofroUaut activities on the Hill, with the press, 
and with groups, Timing: March 18 

: CQirtintiing u-CisJative Process On our 'Social Securi1y and Medicare' Framework, In the 
near term, we will b.e working closely,with the DemocratS on amendment strategi~s 
focused on Medicare vs. tax cu~. We \\1.11 work longer tenn on a possible new 
""nfiguration of our budget to unify Democrats, 

Cre~te a Process for Bioaxti!ij!D Negotiations. Depending on several factors, such as (he 
unfolding ofthe budget process and the temperature on the Hill, we could pursue creating 
an environment in which a negotiation process could begin on the Hnl. 

,. "" 

B, Possible Presidential Actions 

J
!l&!~se lbe Social SeeurilY Trustees Report on MIlICh 30. The 1998 Trustees report will 
show that our strong eqonomy has helped improve S~ial Security's financial position, 
Last year, the report showed that economic growth had extended the life of the trust fund 
102032 -·Ihree years beyond the previous year's report. Importantly, the report .Iso 
highlights the long-term pressures facing the Social Security system and the need for 
reform. Timing: March 30 '.' . , . 

, &mdse of Second Pax- of Wbite.House Conference on SQ9iai Securi~. \Ve, could do a 
reprise (lfthe second day ofthe White House Conference on Social Security, Like the 
first" cOnference. there cotIld be two 1~ hour sessions. with bipartisan experts leading 
~ch.' )he day ""culd close with a plenary m~~ting with the President. We would need ~t 
least ten days leaiHime in order to allow the presenters to think through whal1hcy would 

"pr./lscnt; (We al"so want to 'discuss this further ~ith Larry Stein.) 

. ~e further Details on Widow Pot'eoy. In the coming weeks. we may be abl!! to 
'reJease further details on our an1iM widow poverty initiative within our overall Social 
Security reform framework. ' 

.... " . 
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Medicare Commissjon, The COmmission is trying to issue its report shortly. We are 
work,ing on developing our overall strategy, which will depend upon the Coml)lission's 
outcome. 

c. Republican Agenda and Likely Response 

As of now, it appears that the Hill RepubHcans will continue to push their overall 
budget/taX outline' in the weeks ahead, In addition. they are hitting hard on our Medicare 
agenda. as evidenced by Sen. Gramm's charge in the Senate Ftnance hearing on March 10 
tnat the Administration is "irresponsible" for proposing funding wi~~out rell.l reforms. 
(The Republicans want structural refonn first, then funding.) We will continue to 
n:spond pressing our positive message on our Social Security and Medicare framework 
and by showing how their outline fails to extend Social Security solvency, does-not. 
address Medicare's solvency, and optS for a Jarge tax: cut targeted away from the middle' 
class. Additionally, a related major decision is whether we propose our ~wn.overall 
Medicare plan, wnich would require' a very significant roHout. . 

D. Tt'ming andStrategy 

We will be unveiling the details of the USA Accounts on March 18, and will likely 
address Social Security and Medicate issues in other fora between now and the Easter 
recess, ihcluding through the release of the Social Security and Medicare Trustees Report 
on March 30, At the same time, hearings on both Social Security and Medicare wil~ 
c()ntinue on the Hill (they have been held thus far in Senate Finance. Budget, and Aging 
and in House Ways & Means, Budget, and Commerce) in the weeks leading up to the 
.Easter' recess, 

II. lROMQTING GREATER ECONOMIC QpPORTUNITY. Promoting economk 0ppor11Inity for all 
Americans by promoting development in underserved urban. and rural (;olumunities~ e>;pandi~g 
worker training, increasing mentoring opportunities for pre~coUege students, and pressing for. 
other initiatives for ~orkil1g families. 

A. Specific Agen.da Items' " 	 . . . 

H ,w'Markets I~itiatjy~ '4:gjslati~n, in the'next 4-6 ~eek's~ ~~ will'iil~cly h~v~' the three 
.. . bills drafted for the new markets initiative (tax, APlCs, and New Markets Venture G(JpJtal 

Firms) which the President laid out in New York in January, 'The delivery of this ' . ' 	legislation at ~ event with members who agree to, spon~or th~ .legislation would, be a . 
good chance to push our economic ernpowennent message and show growing support' for 
the initiative, Timing: April . . . '.' . . . . 	 . . .\J 

_.' " 
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:Workfqw Leeisla!ion. Over the next two months, we will hav. legislation ready to send 
to the HiII'on re-employment, literacy, and youth employment. This will provide anotber 
opportunity for a strong message event on these issues and will help our efforts on the, 
Hill to gain paSsage t~is year. Timing; April-May 

B. '. Possible Presidential Actions. 

Fow':Day Economic'Development Mission. Using a typical foreign trip as a model, the 
President and Vice President could tour both rural and urban areas across the United 
States that would benefit from the new markets initiative and other economic 
development initiatives that the Administration bas proposed. By focusing on tbis issue 
for a sustained period of three or four days, the President and Vice President could draw 
attention to the fact that the Administration beJieves we need to do more to bring 
economic gro\\"th to every part of the country. This will take a significant period of time 

. , to prepare' for and to do·correctly. Timing: June~July 

Addressing the SkHls Gnp and Trajning AmeriCAn Workers for Anu:rican Jobs, One 
recent survey found that over 60 percent ofcorporate' leaqers say that the number one 
barrier to sustained economic growth is the lack of skilled workforce, The President 
could meet with a number of CEOs to discuss the cummt skills gap and what needs to he 
done to'close it. This could obviously highlight the Administration's budget inttialivt!s 
addressing the problem, such as (l) the re-employment initiative, (2) the literacy 
initiative, and (3) the youth employment initiative, We could also chalh:ngt: high-tecn 
companies to make specific commitments to train more American workers, whkh the 
companies pledged to do during the debate on H1-B visas. Th\;"y could pro\'idc mofe 
coJlege scholarships for women and minorities. panner with community colleges to 
deve!op,cutting-edge curricula, and enco,urage their employees to serve as te:iemcntors fur 
middle school students to get them excited about math and scienc~, ll)~y couid also 
provide matching funds for our community technology centers - which could help train 
inner-city youth ~or high-tech jobs. Timing.' April-July 

Making CQllege AY~illlhl.Jo All Through the GEAR UP MenloOng Initiative, We need 
, to hold an event ~here the President wifl make several announcements regarding GEAR 

UP, including: the Ford F'oundation'.s partnership with' the Administrmion to provide 
technical'assistance to appHcants and grantees, doubling of the Ford Foundation's 

, .', .. funding to 'lhci~ own btfaOtees. the creatioll of ~he High Hopes· for College Leadership 
Group, the President's letter to all College Presidents urWng them to participate, and the 
unveiling,of ~he G~AR UP·applicati~~ package. Be will also obviously push for. his 
proposal to double funding for the GEAR UP mentoring program. Timing: March-April 

'rFQCUS'QU the'Minimum Wage, Obviously, this is an issu~ we ~~1 to coordinate clos~ly 
f ~ith the Hill., However. gi:ven that Speaker Hasten opened the doo.r slightly or: the , 
~minimul11 wage r~cc~ltIY. we may want to,highlight tl~, issue sOI;m. One possibility \\oldd 
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•'be to have the Labor Department write a short report on the impact of the 199611997 
" minimum wage increaSe 'on job growth, unernploymefl;t. an~ wages. Timing: TBD 

C. Rt!puh/ican Agenda and Likely Response 

11\e Republicans will have a limited training and economic development agenda. 
Nonethetess~ there have been some indications that key Republicans may \':rult to mmie 
on some ofqur legisiation, For example, Rep. Goodling made some very positive 
statements about OUf entire workforce initiative on the-day the President announced it in 
late January, We wilt continue to try to forge bipartisan support around as many of these 
initiatives as possible, 

D. Timing and Strategy 

We would like'io focus Ii great deal of attention On our worker trai~ing agenda and our 
community empowerment agenda.over the next six, months, .lfl partiFular, though it will 
take a fair amount of planning. a three or four day economic development "trade" misSion 
to underserved urban and rural are.as would attract huge attention and could se:rve as an 
important catalyst in mo'vin~ our relat~ legislation. . 

In some instanee.'l. our timing on these issues will be dictated by movement on the Hill 
(e.g., when Kennedy moves on minimum wage).. 

III. I!!J.~LDJm.! A NEW CONSENSUS.ON INIERNATIONALIRADE. Use Presidential leadership to 
build a new consensus on trade. delivering on'his commitment to put a human face on the global 
economy_ 

A. Specific Agenda Items 

Building a New Consensus' for Trade AuthoritY: We are exploring whether it is possible 
to work with Congressional Democrats to fashion a traditional {nlde authority bill that. 
many House Democrats could support and organized labor would not feel compelled to 
actively oppose. It would at minimum need to treat labor and environment in parity with 

'other ~rade negotiating ~bjectives sudi'~ intellec~a,t property and"Cbu!d be'bolstered by 
supplementary commitments on intematio~allabor an4.the.WTO negotiations, Our 
inWal soundings. suggest this wm be a tough chal1enge.:this year. 

LillJ.D.~hin~ a Nev.: WTO Round; The Pre;:"idcnt annoUnced the launch of a n~w Round ;\1 
tl{e Sca~de WIO tninisterial we will host in December. This wHl provide an OpportUH,lty 

. to' set aUibitious objectives: to op'cn foreign agricultural and services markets as well as to 
advance some of our "new consens~sH' issues; such as labor and the eiwironment 
HQV;'ever, many of our foreign partners will purs4c oQ!losing agendas and the ministerial 
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Will no doubt serve as a target for NGOs and others. ." 

~hina WID Accession/MEN: This issue is both an opportunity and a challenge. We 
have the opportunity to conclude a \\'1'0 accession" agreement with China in the run~up to 
Premier Zhu's visit to the United States on April 8. Such an agreement would he . 
applauded by the 'multinational segment of our business and agricultural communilje~ and 
would undoubtedly bolster our bilateral relati9nship. H.owever, the agre.emen! and the , 
associated need to pursue permanent ~FN will run into strong opposition from the right 
and the left on the Hill and organized labor has already Signaled strong concerns. 

f!Oj1osal for Enh~d eBJ Legislation: On March 4, we transmitted to Congress 
enhanced eBI legislation that ,,"'ould provide Caribbean and Central American counlries 

· with duty-'free and quota-free access for apparel made from US fabric. This Jegislation is 
likely to have greater support than in the past in the -wake of Hurrican·e Mitch. but 
nonetheless is regarded negatively by'organized labor and key House Democrats: as ' 
evidence of our Hsame.ol~H approach to trade. 

:eromotjng Africa Growth and QlwQrtunjty Act: This legislation is a centerpiece of the 
President's Africa Economic initiative and is a strong priority for ·Rep. RangeL 'rile bill 
would allow for duty-free and quota-free treatment of textile and apparel from African 
countries strongly committed to economic reform and respectful of human rights, 

· Although it pa."ised comfortably in the'House last year, it was opposed by the Textilcs 
Caucus, This year, Representative Jesse Jackson. k has proposed an alternative that wil: 
be preferred by Textile Caucus mem~ers. On the Senate side. the Africa bill will not 
move unless it is wrapped up in an Omnibus trade bill. 

.New Ann at tbe ILO t2 Strengthen Inlemati2nal Labor Standards; We are working with 
the AFL and others to design and fund a new program at the ILO that would'provide . 
assis,tance to developing countries t.o enforce core labor standards such as collective 
bargaining. We wi!! seek appropriations of$25 million for the ILO and $5 million ior 
DOL to'advance this initiative, In additio'n, we will attempt to get G~7j8 support for 'this " 
ini:iative at the Summit In Koln. ' 

B. Possible Presidential Actions 

", . 
White House CQoferenc'c Of Presjdco'tial Speech on the NCV.,'CQDserlsuS on Trode. The 

· .President could give a s·peech at a business where jobs are dependent on exports on,the 
"new ~onsensus." i.e,. impr9ving the connection between' trade negotiations and' broad 
based progr~ss in Hvhyg standards .. It could include: a framework of trade principles 

cdevelopedwith House Dems; international labor,initiatives in' the FY 2000 ~udget; any 
\VT9 accomplishments on trade and,tlie environment; and success as'n n:sult of the 
Uruguay Rmind•. NAFTA. and !997~8 fast tr.lck 90nsideration. Altcrn?tt!vely. we could 
bring together business lcade"rs, agricul.t'ural repfCSt!U!I.tivt..:s, labor and NGOs to m~et Wilh 
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the President and Vice-President 'to flesh out what it means to put. human face on trade 
, ,(i.e., improving the connection between trade negotiations and broad-based progress ill 

living standards), Timing: Early April before a trade oUlhorily bill is passed or taken up 
,by Senate Finance as parI ofaDmnibus trade hill. 

Il!leech at ILO' and'AdQllt;on of lW Child Labor Convention: The President could deliver 
a speech at the annual ILO ministerial'in Geneva to detail his agenda on international 
labor standards and child labor. He would be the first President to do SQ, At that time, he 
could express strong U,S. support -- or even promise to seek ratification of ~~ the new ILO 
convention on the most abusive forms of child labor. Whether or not he goes depends in 
large part on what the convention says. We are working in negotiations to make it 
consistent with U.s, taw, but we can not be sure because of some real problems exist. 
Timing,' June 17-- the day before the G-7/B Summit in Germany . 

. £ri;sidential Statement for Opening Qrwro High-Level MeelingOn trade .od· 
Environment. The President CQuld make a statement Ihat could be read by WTO DO 
Ruggiero at Lhe opening session of [his tirst~ever high-kvel meeting of trade and 
envirolUllOntal officials, which POTUS called for at Geneva, It would emphasize the' 
President's commitment to put in place a process that ensures suslahiable developmem, 
one of fundamental mandates ofWTO, becomes a priority; cite progress on . 
transparency/accountabHity agenda that the President laid out at- Geneva: announce our 
intention to include important new initiative in WTO Round negotiations fo eliminate 
er,vironmentaHy li:umful subsidies in agriculture and other indusrries, and annOUnce 

. U.S. coUUHiuuent to do environmental review of WTO Round & encourage other 
countries to do the same. Timing: Monday, March 15!! 

~ech at Africa Eartnershjp Forum: The President should highIight his commitment to 
passage of the Africa trade bill in his speech at the opening plenary of the.Africa 

, 

Partnership Porum. This would help garner suppOrt, which appeal's to be waning. 
Timing" March 16 

WTO Ministedil Meeting. The President shou"ld give a speech in advance of and/or at 
the ministerial announcing "early harvest" results on electronic commerce,.sectorai 
liberalization arid transparency/accountability and laying out US negotiating agenda. TIle 
timing 'and feasibility of such all ev~nt will depend on the success of our international 

" negotiations in·th~ lead.. up to the ministeria!. Timing: March Ihrvugh Apr.il, 4 

,<;, Republicall ~gelUla.tl1u(U/':ely lle"\p(JIl~e 

Hade AuthQrity: The Senate Finance Committee is pJllIUllng to take uP. an omnibus trade 
bill before l:touse Ways and Means acts, Possibly in April. Chairman Roth has ilH..Ecated 
a desire to:modify ·lnst year's. bill in order 10 make it more uHractive to Ilouse DC!n,)(;r:1ts: 
however, he is attempting" to buiid .f consti~Ue{lcy forstlch chailges in the business 
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community before he issues his proposal. Chairman Archer, on the other hand, has yet"to 
signal flexibility, 

, , 

Oil: To date, the Republicans have introduced alternative bills both in the Senate and in 
the House. Crane's bill endorsed by Rangel provides for similar benefits but includes a 
provision for including regional fabric and strict transhipment enforcement With respect 
to the Graham bill! the differenc~s lie in the time period of the benefits and !n the 
conditionality. 

/j (rica: At this time, the Administration and congressional sponsors have been unable to 
locate a Republican champion in the Senate, 

D., Timillg and Strategy 

Irade AuthQritY. Our strategy is to engage House Democrats and Labor before' 
attempting ~o enlist the support of Senate Finance Committee Democrats to influence the 
Roth .bilL Senator Moynihan and other Finance Democrats are strongly committed to fast 
track; however. they are more prepared than last Congress to help us move Committee, 
Republicans in oUf direction. OUf goal is to get'as 'much as we can 'auf of Sen. Finance at 
the same time that we build confidence among House Dems. in two stages --- I) issue in . ' 
April a framework of principles that embodies most of the concepts House Democrats are 
concerned about in the trade debate; and ii) develop specific new policy initiatives in 
these same areas for issuance in the run up to House consideration of the bilL These 
policy initiatives could include modifications 10 legislative language within the tast track 
bill as well as a series of complemenlary undertakings on labor. environment, deb! and 

'development, adjustment assistance, and the border economy in other areas of US 
, international economic polley, 

ll~. The Crane/Rangel bill has not been scheduled for House Ways and !v1c4lns full 
committee mark-up. Our strategy is to work to reach consensus On an acceptabJe Hou.:i<.! 
bJl if necessarYt but maintain public for the Rangel legislation. Subsequently. wc will 
then move to negotiate the controversial provi:sio.ns (, e.g,. textiles, eligibility,and 
transshipment) to shape a bill that will pass !yhen it gets wrapped up inlQ an Omnibus bill, 
,in the Senate, Timing: April.J tu May 31 . . 

IV. R£Ii'ORMING TuE INTERNATioNAL FmANCJAL ARCHrF'tCfUR{:. Continue to work with 

the G~7 and.others to advance a set of concrete, sensible reforms to the international financial 

architecture. 


, , 

A. Specific Agenda Items 

New Debt PQlic¥. Treasury is worki~)g u? a set ofp~posals \0 accelerate ~he timing and 

8 

http:provi:sio.ns


expand the scope of developing country deb! forgiveness. Other G· 7 member:;, such as 
Gennany. the UK and France', have already announced a series of general proposals. 
many of which track previous US suggestions. The goal is to have significant.new . 
initiatives for the leaders to announce at the Cologne summit in looC: The-proposal:; ure 
likely to focus on an !!Xpansion of debt rellef extended by' the international financial 
institutions; however; this will require identification of new ways to p~y for the debt relief 
- an issue that has not yet been resolved .. 

Ne.w Social Safety Net PQli~. OM7 countries are discussing \vays to encouru£~ the 
implementation of better social safety net policies in developing cOllntries, parti;::ularly 
tllose hit hard by the world financial crisis. ~n internationaUy accepted set of best, 
practices or principles would be established, to guide the policies of poor coumries and the 

, lending practices ofMDBs, In addition. the need for crisis-stricken countries to protect 
budgets for sOcial programs would be emphasized in IMF and World Bunk programs. 

, . , ' . 

'.Q.:1L8 Reform Agenda on JnternatiOnal£inancial ArcbjresztUre: We continue work with 
the O~7 and in other fora to 'advance a set of con~retet sensible refQl1l1s to :the 
international financial architecture. While the French <:Ind Germans have floated sl!\\!rat 
specific ideas in that cO~lcxt (enhan~ed role 'for the IFC Interim Comm{Uce and targ~'1 
zones for exchange rates, both of which we propOSf;). Treasury cOlltinues to uo \ht! real 
beavy lifting on systematic8;lly developing, analyzing and refining of'tions" While the G~7 
Finance Ministers did announce progress on ~ number of measures at their February 
meetings in Bonn, much work remains to be done. We are pushing to have made 
significant progress against. the overall architecture agenda for annOuncement by POTUS 
and other leaders at 0-7/8 Summit June 18 in Cologne. . . 

B. Possihle Presidential Acfions 

,S.peetb 'alllfriCc§ ECQDomic Conference to Roll Out New Debt Policv, There may bt.: an 
opportwlity to articulate US policy on enhanced debt rchefat the Africa forum. Treasury 
is working on a set of policy options, which wBl be reviewed by a ninlp group of .. ' 
Deputies on March 12, ~At a minimum, the we oughf.to be in a position to ,anieulate 
broad intentions as the UK and Germany hav~ already done this year.' Timing: March 16 . ,- '.. 

S,peecb on Archil~cture at "Semiri'ar" With EmercimrMarkets; A group of 33 industrifd 
,and cl;nerglngvmarket countrfes will tpeet in Oermany on Mar9h I! to d~scuss.{i'1d provide 

input on questions 'of exchange rate regimes. responding to financi~1 crises and 
strengthening'the·IMF a:1d'WorldBa'nk, Thcse same counlries will me~t again in , 
Washington in late April to'discuss financial supervision and regulation, rind ideas for 

,shoring up social ~rety nets. This.se.cond ~1ceting m.ay provide <l:n occasion Jor a 
P:csidential speech ,on the topic of architectural refonn, although this may'h',: premature: 
given the statc,ofprogress agains.t individual refoml'.inhiativ·es, W,e wi!! monito!' progress 
a~; the date gets 'nearer: Timil1g: April 25-26 ..<' 
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~b on Arcbitectllre at World BanklJMF meetings iu April: The semi-Annual" 
meetings of the· World Bank and IMF in April may provide a similar oPpor:tunity ror the 
President to address issues related to financial architecture reform, Again, much will 
depend on ~he state of progress against those refonns by that time: Timing: April 27-28 

Spec.;;b all FinanCi~1 Archjtecture at 0-7/8 Summit in ColQgne; The Summit will 
specifically take up the issue of financial architecture reform, and a Presidential speech at 
or around the time ofthc'Summit will serve to highlight his continued leadership in this 
area. President Chime is keen to claim some share of that leadership (although the' 
French have contributed little of substance). We may need to finesse the timing or any 
POTUS address to forestall that claim, Timing: June III 

, ~ech Preyjewing Social Safety Net QU!CQmes Of 0-,]. The President could choose t'o 
focus on social safety net issues in advance of the G~7 meeting. He could highlight the 
Fy'2000 budget proposal providing $9.5 million to the Department of Labor to assist tile 

. 	many countries that have-requested help in the design and implementation of 
unemployment, pension, heahh and ot~er benefit programs. And he could give a US 
imprimatur to the efforts of World Bank President Wolfens:J-0 ~o devote more resources to 
this proble~. Timing: mid May , . . 
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UPCOMING CHALLENGES REQUIRING ADMINISTRAIIQN RESPONSE ,.­

Ill' Day on April 15. The Hill Republicans will hit us in the week leading up to tax day. Th" 

patte:n has been played out in a similar patter for the -iast se~eral years. 


A. 	 Timing. As occurs each year.,the Hin Repubticans will unleash a misleading 
attack on the Administration's record on taxes on the days leading up to April j 5, . . 	 . 

B. 	 RespOlrses. We pi!!" to work with Treasury and others to develop n plan to 
address this shortly. 

C. -	 Presidentfa', Action. 11 is unlikely that any Presidential action will be required, 

Electricity ReslructUring, Under electri!;ity restructuring, State regulated utifities would no longer 
. have the e~clusive right to sell electricity in, their geographic territories. Instead, consumers 
could purchase el~ctridtY from any gener.ator· ~hat serveq their market. just [15 they' currently 
.choose theklong distance telephone carrier. The bill is expected to g.enerate ,$20 billion of 
savings 3:1d to provide important environmental benefits. . " 

. 	 . 
A, 	 Timillg. On Mar~h 18th the: Departm~nt of Energy plans to submit iJ revised 

electricity restructuring bilila Congress, 

R 	 Responses . .Current plans are for Secretary Richardson to host an event on the 
steps of the Capital at which he presents the bill to Conb\ress. 

'C, 	 Presidential Actioll. We will likely .not seek any Presidential or Vlc~ Presidential· 
action when we submit the rcyised legislation. . 

China MEN Reoewallpeananent MEN, We will face one or two MFN battles Ihis year with 
Congress: animal MFN rcnewnl and/or Co'ngressionai approval of pennanent MFN for China in 
qt~ wake uf a China wro deal. The first \yil1 be bruis,ing, the second, momunental. givcfl the' 
state ofbroader U.S,-China relations and the congressional and poHtical dimensions. U China is 
unable to conclude its: v.rrO'negoti3tions with all na'lions until later this 'summer, we could be 
forced to ~ote: ~il China:twi,ce this year because the annual MFN vote musnakc p!~cc by. the 
August recess" , ,. 

A. 	 Tjniing . .The President must notify Congress ofbis inlent to [,enew MF>-! uY'June 
3, Congress h~s 90 'da'ys .to pass ajoin: rcsol':.l1iQn ofdisapprovaL n' C1inn ...:iH<.:rs 
the ~,vTO, v,.'e !)lusLpass legisltuion graduating fhina from the. rmnual Jacks:;n~' 
Yanik requirement, or we :vill be out of compliance wi:h our WTO i:~bh;aljons. 

B, 	 Responses: NSC, NEe, cos, State .md C'STR .will·work ciosely t<,) tl;;\'¢~l)P a 



strategy for MFN renewal. If we get a WTO de& with China, Principals will need 
to decide whether we seek legislation to graduate China froIT), Jackson~Vanik 
llnnual review requirements. 

C. 	 Presidelftial Action. 'We will use Premier Zhu's visit to seek to conclude a WTO 
deal bilaterally with China. and to advance other aspects of relationship. We will 
leverage that toward MFN renewal and potentially permanent MFN. 

Stopping Unfairly Traded Steel and Strengthening . .Ou[ Trade Laws: Un1ess we convincingly 
address Ihe steel crisis. our overall trade agenda will be stymied this year. We have taken tough 
actions under our trade laws, which arc beginning to show result"', but many allege it took too 
long. A Visclosky quota bill is now moving'rapidly through the House witb biparti,san support. 

. We are working on an alternative approach with Sandy Levin that aims to strengthen our tr3de· 
laws but in a WTO~consistent manner. This or a similar appr,?ach may ultimately be . 
incorPorated in an Omnibus Trade Bill in the Senate, " . 

A 	 -Timing. The Visclosky quota bill will be voted on the :week of March 14: The 
timing of.S~n. Levin'5 bill is, unclc;lr.. Prospects in, the Set'!ate ~ al~? unciear. 

B. 	 Responses. We are active.ly working ""ith Levin and Gephardt"on the Levin 
proposal which may gain broader support in House or Senate. ­

c. 	 Prt!sidential Action. We should continue to issue stro!lg statementS about 
vigorous enforcement of our trade jaws and the need for our trading partners to 
play by the rules. 'Furthermore, at the right time, we should come out strongly and 
publicly til support of steel trade legislation we can live with thal includes WTO' 
c~risistent change to Section 201 injury standard. . 

Bankruptcv, The I'[ouse is starting from a bill over which wlM~U'eate~cd a veto last year. while 

the Senate is currently making some changes to gain bipartisan suppon·for the lcgi:shition. 

H\?wcvc:', even the Senate version·is likeJy to be inadequat'c': . 


A. 	 T.iming, There could be markup 11) ttJ:e Sena~e as soon as,next :~·e~k. 

B. 	 'RespoNses. We are currently working with' Legislative Affairs and the'First 
Laots office 'on our Hi)1 strategy. ' ' 

C .Presidential Action. We will rcitemteJhe major changes: we nced to see to 
support bankfuptcy legis.lation, Ir n~,ces~ary, we will i~s-ue veto threats agai~, 

'Y2K ' f1 iahi.li.n:. :fhe lndustry~developcd 1;onscnsus bill has staned in' the S~nate as of now with 
some rccognition'oo the Hill that it goes too far. SelL Hatch is SI:"cki11g cooperationin negotiating 
a,bipnrtisan approach." ' '. .. -. 
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A. 	 Timing. Nbgotiations are ongoIng, and the bit.! is scheduled to go to U)e St:nate'" 
floor on April 12. 
. . I . 	 . 

B. 	 'Re,ponses.! We remain unconvinced that a bipartisan approach ~s necessary. since, 
we would recommend a veto of tile bill in its current form. We are working with 
the Democ~ts'currently to move ahead. . " ' ' 

I. 
C. 	 Presidentr"al Actitiu. l\'othing foreseeable at this time, 

,, 
! 

Class Actioos. In additioo1to Y2K. this is the primary goal of tile tort reform coalition. Last 
year, we had Attorney General Reno issue a veto recommendation statement. . 

I 
A. 	 Timing, .l!,~certajn 

B, 	 Responses. ~We are working on more effective briefing-materials now to make 
clear that the bill does not do what its supporters advertise.. 

I . 	 . 

C: 	 PresidentialActioll. Nothin'" foreseeable at this lime. .. .. I 	 ~. . 

Financial Modernization. We ari:[ working to ensure 'that we 'can beat hack any effol'f by Sl.':n. 
Gramm and others to undetminc eRA in an)' Financial Modernization ie n isla1:on.I 	 . ~. 

A. 	 Timing. Thb Banking Committees will be marking this up soon, 
I 

B. 	 Responses. ,If Sen. Gramm's bill moves to the fiool' in its cunen! iomL we will" 
work with Treasury to reiterate the Presidentia1 veto threat and try to promoh: 8' 

product in Hie House that the President could enthusiastically SUppOTt. 
. I 	 '.. 

Presidentlol Action. We may again issue veto threat.c. 	 , 

I 

I 
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EXECUTIVE AND OTHER NON-LEGISLATIYF; ACTIONS ­
I. P~teeting Cons~mers 

~ .;umer Financial Riehl to Know. Tlli's is ready /(1 go, and we arc working on how 10 
package it together and which pieces 'to highiight. The thrust of1he initiative is that, while 
innovation a-nd t~chnology have created great new opportunities for COnsumers, Ihey also 
have created neW: challenges and opportunities for abuse. The plim contains both 
administ~ntive an:<J. legislative proposals focused in Hve areas: disclosurclright-hY-knO\v 
(in credit card. banking, and other services); protectiun againsl fraud; finnnL'ial priv3i;Y: 
expanding ac~ to linancial services; and consumer financial education, Timing: . 
Possibly March ~5 in Cincirmatl . 

., . 
Promotjng a "Passenger Bjll QfRiehts", We have been working witti DOT. to drnft the 
"Airline Consumer,Protection Plan Act," There is SigJlificant interest in this issue.on the 
Hill, as Se'n. McCain ruld 'Rep. Shuster, are both holding hearings,on the 5ubje~t during ~hc 
w~ek of March Sf The Vice P~sident ~il.I 'arinounc~ ~he ~d~inistrati?n 's ~1JPP.o11 of the 
Act in the short~term (on March 10) and then have the Pres:ident'conduct a larger event o'n 
the i~sue some tithe in the next severnl months. Timing: A1arch~May 

. 
II. Building the Nc);v Economy' and Advancing Technology 

:White ~Quse CQlferenc~ on the New Economv. We could bring together top economists 
to meet with the President and Vice President'on this issue, High profile panelists such as 
Alan Greenspan 'tnd a substantive discussion of major. cutting edge issues would ensure 

· significant press coverage.' Topics could include the impact of information technology on , 
productivity. the business cycle. and innation~ ~he changing relationship between 
unemployment arid inflation; and the changing relationship between regulation and 
international trad\!-. Timing: May-July 

·RSisearcb Funding in a Post-Cold War World., Although there is strong,suppOrt for bio­
medical research)there is little public or,cong~essional understanding of tile importunce 
of investing in other research areas, such as physical sciences fmd cngincc·r{ng. In the 
p~st. DOD coriduttcd much oftlw res~arch in this ~re3, bu't:h rutS be~n cutting back on 
long-tern) resparch fqr the last ten years., "rlw Admi,nislTution needs to dejine and thl'.d a 
sel of research cMl1engcs for the 2151 century (e.g.> sustainable devc!opment) and the 

·PresldciH could db so, just ,fiS he did at,the MIT commencement in June 1998 in the 
context 'of the information revolution,' 

iI . ' • '"'. . 
E-Socicw 1l1itiativc, In 1997, the Administration pulled together n $cfo(public policy 
~ctivitics under t~c umbn.:l1a of "e-comm,erce," .Wc,bdievc that there is a value to 
organizing ~ simiiar cffon on the liQ£.iill ben~fits'and ~!inensions of the In[ormali?!l 
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Revolution. By launching ill1"e~society" initiative, the President and Vice Presiden(c~n 
continue to reinforce the message that the Information Revolution is not just about' 
commerce, it is alstt about enabling Americans with disabilities to lead, more independent 
lives, 'improving the Wlly we educate our children. allowing adults tu aCijuirc new skills at 
a time, place and p~ce that is convenient for them. making government more open; 
efficient. and responsive, and expanding access to quality health care'in rural ' 
communities. ThelAdminislrntion's budget makes significant contributions in this , 
direction" We could potentially issue all Execmive Order ~~ like the cwcon:;nerce EO ~~ to 
.d~legate the Admil~istratjon's e~society agenda to the appropriate government agencies. 

. 
III. International Eco!lOmic Issues 

I 	 " . 
Child Labor, 11\e ~resident and Senator Harkin could hold an event 10 focus attention on 
internntional child labor, which would include: (I) a new executive order banning 
procurement ofgorids made with child labor (memo to Podesta for approval to be sent 
shortly; executive Jrder in final clearance); (2) the DoL annual report of child labor; (3) 
unveiling the Admi'nistralion's plan for tlSe of $}O m'iHion IPEC ChHd.Labor 'fund~ in FY 
99; (4) arguing for ?ontinuiug that leveloflPEC funding in FY 2000; and"(5) promoting 
[he Administration's new $10 million program through USAID on changes to educational 
systems to prevent Child Labor, 

" " 	 I 

i


Meet with Ex·JUl and OPIC to l?romQte Manufacturim: Exports. The President ul1d,Vice 
President could sit down with Jim Hannon at Export-Import Bank' and George Munoz of 
OPIC to discuss everything that the two agencies are doing to address the global 
c(:onomic situation ~nd to promote our initiative to boost manufacturing t!xpOr1:>_ 

I 
annour.qsUk.newnl of SlIger 30 J By Executiye Order. Super 301 enables us to take 
u:tilatcral action against a country engaging in unfair trade practices that harm our 
exporters. In Senat~ tcsti.mony last month, Barshcfsky announced our intention to renew 
this authority. The ,President could make a statement when be issues the executlve order 
asserting our cothm,itmcl'it to making sure countricsvlay by the futes of international 
tmde. We_could_try. to .time qur ~nnouncement to coincide with ~he initia1ion or 

. conclusion of a trade case. Timing: (cA) . 	 " .i " " 
E:u;cytivc Order on: Sanctiori.PQlicY. The President could announce an Ex~cutjvc Order 
promising self~rcstdlinl on the jmposition of economic S<lI)c.tio11S u:lder e~Cci.liiv~· . 
authority. This wOlil.d hI.! wl.'lcom;,;d by :Jic business an'd agriculture ccmrnw:ilics :md 
could be used in a b'ro(l{Jer dc~! for similar sci r·restraint by Congress. We nrc clIrr"(,.'llll\' 
w~::king ~it~ DOdd[und Lugar in Ihe S\!natc tmd \-vilh DO(1h:y ie. the Hocls\.:- on !'uch ,. 
lcgisllltion. Timing; (ex)

" I " 

p!Qn~~H'ing a SQ.uthJes~ Borctcr~.1nltiati"c. We could hold 3n event in 'I'd,,!, ur C~lil0roi;1 
10 at);lOLl\)CC i:litialih;s to improve :h:.:: economic hm\J!Jhips fac'cd hy the honier r..:gions 

15 
"" 
i , 



•• 
. I 


. 
and to fend offNAFTA criticism, Timing: late 1999 I . ­
A~rjcultural Trade Policy Presidential announcement 011 ele~ents of Agricultural trade 
p()lic'y (e,g., nego~hlting position for WTO. possible Sect¥on 301 for agricuhure), Timing: 

Summer _j' , ' ",,' 

a~ The Presidc'nt will give a speech at the APEC Leaders meeting on September 12~ 
IJ in Auckland. Ndw Zealand. announcing the results of APEC'g tariff eiirnination . , 
agreement a!ld US efforts on e~commerce and informntion technology tr'dde. Timing: 
September 12-13 I 

. , 
IV. Other Initiatiycs a'nd Announcements 

i 

, , 1.Jing-Term Care Stbdy, We are working with HHS on pulling (ogether infurmalion un 
st:ite-by-states and v.'omen and long-term care.' . . I . 

. - .' ; . . . . . . . 
lES Oversight Bna(d. The .~em~rs of the IRS Oversight Board are almost rcody to be 
ann.ounc~d (the President has ~he me~o). This could be a,good opport~nhy to highlight 
IRS reform" ~fforts ~nd showcase a solid board, while including members of Congrc!;s 
from both parties. Timing." mid March~Ap~il 

Domestic AgriCJJlmblLabor L.'tws. We may nave an announcement about new policy'oll 
domestic agricultural labor laws ~~ but we probably \vunl to spend a few months making 
the case that there i~ a problem. before we suggest the·so!ution. Labur is working on a ~ , 
plan. This wiil cert~inly not be rcady until at least May ~~ and could be laltr. Timing: 
May-July 

v. Upcoming Economic Releases that Mny I:rovidc MC!'isagc OpJlOrtunitics 

I 
March 5 Employment Situation 

March 1& 
 International Trade 

March 25 (ck) 
 ?lceJ lmppns 

March 19 
 Treasury Monthly Budget 

March 31 
 OOP (Q4--Rcv;scd) . 

April 'j 

April. 2 
 , Employment Situation' 

April 18 
 Inlerniuional Trade 

. April 21 Homt;o\'\'necship Numbers (0 I) 
Treasury Monthly Budget 


April 25 (ck) . Steel Im~rts 


April 29 Employtnent Cost Index 

April 30 ODP(QI). 
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March II, 1999 

TO: Gene 


FROM: Jeanne 


RE: MEDICARE COMMISSION: URGENT 

Attached is a draft document from Laura Tyson -- she described it as a draft recommendation 
that could gain the support ofthd Commission for a positive vote, She sent it to Chris and I with 
a request for comments. After a ~uick fead. it looks like it offers options -~ without a strong 
opinion -- on financing. and som~ of the other critical issues (e.g., prescription drugs, age 
eligibility increase). It reads mo~e like a Commission staff options paper. Chris and I wiU be 
working on a detailed set ofcom'ments tonight, but strongly recommend that you (a) read it 
yourself; (b) advise us how to prhceed strategically as well as substantively; and (c) let us know 
whether you want to be on a cali with Laura tomorrow to discuss this, 

Also, we got calls from Daschlc':s office urgently requesting a detailed briefing on the 
President's surplus proposal for ~edicare, In the wake of the Finance Committee hearing, there 
is a need for additional time I inforulation for the Democratic staff, Apparently, the Senate 
Budget Committee is planning a1hearing or mark-up on Thursday so that they want this briefing 
on Monday or Tuesday at the lat~s.t I got a similar call from the House Budget Committee -­
they, too, would really like help ion how to defend this proposaL Chris thinks that you should do 
these briefings, unless you want :to spend time with him so that he thoroughly understands the 
details of the transfer. Please advise. 

Finally. I am not sure that you g9t a chance: to review the agenda for the principals' meeting 
since we finished h late (attachcii). We would appreciate your comments i input. 

Thanks, 



Tyson Draft ofStatement by Medicare Commission ' . . . I 
t Commission Agreement on the Problems Confronting the: MedicaN Program 

I.. 
A majQrity of the Comrilis's.ion members agree that the: Medicare program has four distinct 

problems: 

Adequacy Qfbencfitll: .The benefits package for Medicate wa.~ designed in 1965 to realize . 
Med!cate'S basic S9ll1-namely to provide the elderly and later the disabled with health in~W'ance <;overage 
simlllU' in scope; quality and structUre to that availllble t\l'emp!o)'cd pen.ons and tnei: !'antilles. Consistent 
with this goall the Medicare package was structured as a indemnity. fee for service insumnce program 
covering payr):lent for a sped6ed li~t of benefits to any licensed provider choosing tQ providl'! them. Since 
1965, there have been dramatic cbanges in both lhe prsctice ofmedicine and in the insurance industry, as a 
result ofwbich there bave been growing gaps- between MediC8!¢- Wld the insurance programs available to 
the res'( o(the poopu1at.lon. Employer.spon!'lored plms and even individual ~ce products have Tal)idly 
moved from ft;o for service to capitated structute:s using closed panels ofproviders and management ()f 
cart. MorooVi::t. as a result ofch~es in the private msuratl« market, the avCtllge benefit packages 
providild by employcrs. by ¢rheT plfblie progtamS, inc1uding MedicaId. and by individual -jn~ufancc optiMS 
today include some prescription ~g coverage, &Orne catastrOphic coverage, and eveD some preventive 
oovcrage, noM ofwhicb are adequately provided by Medicare In addition, Medicare deduc-dbles and w· 
pays for inpatient hospital services ~ far hither than those for private l.ruuran~ plans. 

A m3J~ity (lithe c~Jsion members agree that the (Current Medicare benefits package is no 
kmger adequal.e to ,:ovtT the heaJthlcare needs of the elderly in ways that are consistent with the scope, 
quality and structure Qfinsunrnce a~ail-HbJe to th~ rest nftnt papulation. 

lnequlty: AS a result ofttl gaps in Medicare benefits, beneficiaries are eXJX'sed to larg.;; ol.<t-of·, 
p~ket expenses. Sut,b ¢Kp¢nsos impose a much greater burden on low·income individuals than Qfl high­
income individuals, The aCCfl$S of tnany elderly Americans to n~ss.a.."Y medical care is limited by tile:r 
income, and poorer bouseholds are11forced to devote It much larger fraction of their income to heatth 
spMding tban ate ricller ones, 

RecoJ;nitioo of tne fi.·umcj~ burden of the original Medica:r£ system on pOor-et beneficiaries is the 
reason behind the d~etopment ¢f~w.inwrn:c protection progrmns of Medice.id--QMBs and SLMBs--to 
help- such indlvidllab cover their Medicare premiums, c&-pays and deductlbles and to pn)vlde litniteo 
cover.lge fO'( p-re!erlptioo drugs. Pafuclpatloo in these programs has be¢tlli.m1ted to tbnse with Inct,mles 
below % ofp<lverty. and particiPadon by those eligible has been iocomple:te and va.riabl~ across stares. 
Thus, it is not surprising Ll)at a recent article in the New England Journal ofMedtclne found mar even with 
these protections. inadequate coverltge for costly drug prescriptions for low~in¢M:lc eiderl)' and disabled 
remains a seri.)US problem in our hUlth care system. In addition, even with these protectio:n.s, many k;.w 
ami moderate tncOtnc participants r;emain exposed to targe ()ut·()f~pocket expenses -as a re~:u!t of gaps in 
Medicare's benefits package, 

inefficiencies: (THIS SECTlON IS CURR.£t.;TL Y Wltl'n'EN iN OUTLINE fORJ-.1 ONLY­
MORE WORK IS NEEDED) 

The Medicare system has:several features which redu(:c the incentives for efficitncy by both 
beneficiarIes l.nd providers, Basic source QfinefficieDcy"~Medica.re controls oosts by setting pric!':~ of 
serVi.c¢s covered in its standards ~neflts. package. Several predictable results of thi::: prke--£ontrol 
approath: ue(~ to establJsh. and re*h:e huge I ist of allowable prices to keep up with practk:e ofmedkine; 
tendency ofproviders to encow'age .gre$er utiliwioD of benefits to make up (or tJu:ir controlled prices; nO' 
(lr weak 'lJ.cc[ltives on part of consumers to limit intensity ofU~; tendency to fraud in documentation of 
u!'lo.-providc( to be paid if se:rvlce is perfofrnw, so provide evidence of service even when It has not 
occurred. Evidence of inefficier.ci~s in system-from large regional differences that (:annot be expJained 
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by differences in cost of providing the services-but differences In pracUl;t\' t>f rnedicint: and jOknsity of 
s.erviceS-i1'lOrl~ providers. more e~ipinent. mort: u(iJh::ation and expense per beneficiAry by a factor or 
four, I 

Limitation;! on lieFA fle:v.:i'Pliity and reform; politics blocks competitive bidding; inability to 
reduce provider payments, to w<:~d lqut unscrupulous prQvidcu and ro re!itrlot provider patticipallon 
because of political pre,sUJ'I';S, I 

A majority of the Commission agrees tbat the efficiency (lfthe Mediall'e program -{".an and should 
hi:: improved and that enhanced eorripctition will foster thi! goal. At the same time, the majority of the 
Commission focognizes that the ~o~ 'Qfth!! saviog, tr()m greatCT dficiency is uncertain atJ.d that even 
under the mostoptimistic evidence Currently ava:Iable. realistic improvements in program efficiency by 
themselves wtll reduce but n¢t eliminate Medicate's foture f'mancio3 dlffieultles, ,,, 

financing N~s and ProgTam Solvency; Under wrrent law, in the year 2000, total Medicare 
spc1idin~ will iXiual $274 billion or 12% Qffcderal spending a."Id wltl be paid for by l>eneficiary premium$ 
($25 billion or 1094 ofthe rotaJ); payroll taxes ($130 bIllion or $3% of the total) and general n::V¢1l~e,s (S92 
bimon Qr 31% of the total), By 20.10. assuming no change in law and an annual erowU1 rate (If 1,6% (win) 
demographics accounting for llnnua;l growth of about 4%), ,Medicare spertding is proJeeted to rise: to S 
blUion Of !6% of total federaL spending. In that year, beneficiary premiums wJ11 accQunt for 13%, payroll 
taxes for 38% and general revenues' for 490/0 (lftotal Medk:are spending. Wimout change$ in CUrnlnt ia:w, 

Medicare spending will continue to:rise as a. share oftota1 federal spending and general revenues win 
continue to tis'! a.<; a share of Medicare's total financing needs tluoagh 20JQ, IDe year the Commission 
chose as the ¢T,ding point for its pr6jections. In 2030. Medkare. spending will hit % of total federal 
spending, and general reV¢rIues wip account for % of'M«Ikare's total financing needs. 

A majodry of the commis..§.ion agrees (hat the Med!care program as currently Structured f...ces 
sub~tantia! )orlg~telm financing difficulties, lndicated by the projtcted iNOlvetlcy of the Par! A Trust fUnd 
in (year) and by Increasing program reliance on general revenues for financing, 

1(. Commission Agreement on th~ Concept ofa Premium SuppOrt AiJpr08ch for Reirtmowring Medicare 
, 
I 

To th~ extern that Mediem"~ dollars can be Spmlf more efficiently, it will be easier to addrei'Js th~ 
other problem:: confronting Medic~e inadequacy of the Medicare b<Mfits pa<!~e, LO('lquities in the 
acccss of the elderly to necessary medical servi~ based oil irtcome, and Medicare'slontHerm financing 
neOOs, Savings from greater ()fflciency can be- used to expand benefits, to in<:r<:ase low~ine"me protections: 
and to cover proj~'1ed gaps lIt Medlc;arf! financing. SQ regardless of differenCC$ among CQmmission 
members on ooth th~ extent Oft.1~~ other problems and tm appropriate remedies for them.:II. majority of 
the Commission ~~ that Medicare should be: restructured in ways that will encoUl'aie more efficiency 
both in the HCFA fee for service program and in any other private plans th1l.t are allowed to compete with 
HCF A to provide ~iedicar¢ services. 

I 
After hearing from A vnrJety of -experts, D. majority of the Commission members: agro.: that mure 


are t:v.-o promilJing approaches for ehhanclng the efficiency of the ovt:Tali Medicare program: 


first, giving HCFA batt) Je responsibility and che statutory authority it needs to adopt 
management innovations develo~d in private- h.ealth plans mcluding flexible purchasins; au(bority. 
competitive bidding. ncgot~ated pri~jng authority. selecti;"'e contracting for prefe.md providers llnd disease 
and case ntanag.cment techniques. 1'0 return for granting greater disc.retion to fieFA in managing FFS 
Medicare, Congress should bold HCFA to a highl!f ;;tam.lard ofacc<>umabUity and reportin~ requirements 
for co:;t and quality outcome.s; 
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and seoond, a!1()Wing. Pd~ate plans to compete with. one anotbCJ end with lI:u!; FFS M~ieare 
program operated by HCFA for Medicare dollars. on the basis ofprice and quality ofservice. 

I
Sued on these findi:r:l;s. a rmJorky of the Commls:s:fon members recommend that both ofthese 

approaches be alioptM. In panieuJar. we ~mend that Modkatc be teSt1'UClUred to allow beneficiAric$ 
to choose between it modernized b-fm service program operated by HePA and a vMiety ofcomPl'ting 
prh/ate health care: plans. Th¢ Medicare program would make Ii contribution 10ward the payment of the 
premium Qf,U1e plan chosen by eaCh Medicare beneficiary, with the mm:inder of th~ premium paid by the 
b¢neficiary. This contrIbution woUld be CilcuJat«i as a c«taln: peret:lltage, estabUshed by law, of the 
weighted average of all of (h~ plw, 1n;;luding. the HCfA ffo"S plan, ¢ompedrtg for Medicate beneficiaries. 
The MoolCJ!t'C contribution WOi,lk! not b'e set in dollar amounts-that is, Medieore would nol QPe.rnte as 11 
defined contribution progmm-bu't would be sel as a percentage ofthe weighted average of the costs. oral! 
plans cenlfle4 to compete for Med'jcare beneficiaries. Increases in these costs over Ilme wouJd result in 
:ncrcases in bJ)th Medicare's premium wntrlbutions atJ.d the premiums paid by Medicare beneficiaries, 

i 
Under this formulation, Me<Ucare would continue to operate under an open~ended federal 

spending commitment, but the risk's and burdens of increases in the costs of services. covtred by Medicare 
would be aut()mlttically shared by ~ set percentage between .Mt:dican: end its beneficiaries, This pcn:enmge 
should be set 3.t It level wMeh provides., government contriblltion fhl.t is sufflcicndy large to assure that 1m 

adequate benefits package is available and affordable to all bc-oeficlarles regardless of inrome. health 
status, or geo&1apbic location. Over time. both the government's premium oonlribuuon and the 
beneficiaries' premium payment would be expected to In~ at about tht! same pace ti the costs of 
overall health setVices to the gen~t population. 

i 
All plans competill:i for Medicare boeuefidaries would be required to offer at least the $a.tne 

standard defined benefits: package as the HCFA fee-for-service plllll, and this package would be establish~d 
by law. In addition, both the: HCFA FFS plan and the competing private plans wou~d be required to offer a 
supplemental defined df\lg$ benefit package, also ~lish«i by law, The standardization of defined 
benefits across plans is ne<:essaty to euwurage plans to ~rnpcte on price and efficiency. rather than on 
benefits. and to reduce tb¢ JikelihoOd ofbiased sclcetlon whereby less genernul'l plans would compete to 
attraet the healthiest bcne:fielari~!l.. driving up the price of the plans available to the sjekest aud neediest 
ones. The dangers of risk selection are significant as evidenced by the ex.perience of the Federal 
Employees Health Benefits Plan and Medicare's experience with HMOs; moreover, such dangers au:: 
especially strong among the elderly because of dramatic differences: in the risk profiles of individuals a~ 
they age. The pt'edictable c<lSt!l oftTcating Medicare beneficiaries varic:; g.reatly-from., few hundred 
do!l~ pCT yeM for the healthiest bCnet1cituies to tens of thousands of dollars per year for those with 
c(:rtain chronic conditions. Although in theory effec~ivc risk adjust:m.eru techniques shooJd be able to 
control such risk selection prOblem's amMg plans, such teeimiques currently exist only in rudimentary 
fonn. lfand when such techniques 'develop, it would be possible to allow some limited variation to the 
standard btnc:lils and prescription drug$ packages required by law within specifIed actuatiaJ ranges. In 
addition. ;!;ll plo:uuo, including the HCPA !ee·for·servlce plan, -could be allowed to offer supplemental 
packages the purdu," ofwhich w~u14 no( be d~ in My way to the putchasc of the ttandard benefits 
packages requlre-d by law Md tbe fun price ofwhlch wlffild be paid by the: McdJCZfe beneficiary, 

'The approach !iJ restnlcJing me Medicare system recommended by llie majority ofComm!sslon 
membcrs hOl~ cOme: to be known nsta "premium support" approach in the health cat¢ litet<'ltute, and nU\rlY of 
its features be(iT:t $tron~ tesembllUl'ce to those of me Feder-,ll Employees Health Benefit Pro(;tam. A 
premium suppon approach is nOl a/defined contribution approach under which Medieate would provid~ to, 
each beneficiary a fixed do:lar am<:>\lnt dlat could be used to Qbtaiu coverage from aPPToved plans with no 
mandated benefits package. In contrast, under a premium support approach, each appToved plan would be 
mandatro to oITt:r a common st<tndaTth. benents package and a common prescription drug benefits package, 
and McdicllK would provlde to ClI.dt benefieiary:l contribution toward the premium of the approved plans, 
with the size ofilie premium: reflectlns the we!&bted average of the premiums bid by participating plans, 
including the HCFA fee for serv!c~plan, 



Recent mldies by h~ltb care experts alortg wldt the (C¢clit cxpQTiencc of some prtmium4upport 
type progi'Ml.s, like FEHP, su3sm th~t Ii premium suppOrt approoCh for Medicare could lead to a reduction 
in the projected int'X~ases lrl. the oost of the Medicart program for botll the government and beneficiaries. 
But it ill nctessary to be >CautiIJuS Ilbout projecting substantial COin sav~ from restrlidurlng MediciI1e into 
1\ premium support system, As the last five years cave mdicl'!too, rapid changes ill medical dellvery . 
$),s!ems and technology make it unwisc to predi~ precisely where health care costs will be in five years, let 
afoot jn the m(tre distant future. Although it is certaWy reasonable io expect that Oil avetl\ge Meojcru:-e 
spending per capita lIhould trnd; priv!Ue health care ~pl.'nding pet capita over the next thirty yelU'S as it has 
during the past tbirty years, thert is considerable uncertainty about the course of me taner. As a resu1t?f 
the conflO¢l'ice of~veral factors·-lnc1uding the aginS" ofthe population, eontinued technological progress 
in hcalth cafe, and growing per capita incomes (as people.become richer their spending. on health care 
lends 10 increase as a share of \h~ir inwme)-per capita ~nd..i~g on health care for both the elderly and the 
l'e$t of the population will almost <:ettalnty continue to grow considerably more: rapid\)' than the overell 
ee<momy-a tre:nd which <:80. at best be roodcmed but not tcvetSCd by greater cfficie.'\cy realized through 
enhanced competition in both tht; Mcdi;;arc system and the teSt of the health care $}'stem. 

Given reat uncertainties in future cosu. Medicare's restructuring; into a Premium support system 
requites that adt;quate safeguattiz be included to- !lS$Ure that unexp«ted developments do not have adverse 
consequences lor beneficiaries. row of whom suffer fTQm low incomes, chronic illnesses. and/or 
disahilities, Swch safeguards must include a government premium rate that IS bigh ellt;>ugh, alt;mg with 
approprlat¢ risk Adjusters, geographic adju~¢TS, low-income prot«':tions. and slrong ovtrsIgbt .authority by 
an independent Medicare Board (dc$cribed below), to guarantee: the availabllity and affordahility 'Of a 
(ommon s-tand.V? Medit'an: bencf.lts package to all bcrn:fidMi<:s fcgnr-dl~ ohheir income or googrnphic 
looation, Finally. be(ause no safeguards mechanism <:M be des:{gned wfort$Cc all eventualities, the 
M<;dieare Soard shouid be charged with the responsibility ofprovidin~ annual reports to (ht Congress and 
thi: Administnrtion, comp'aring Medicare's actual performance with its predicted perfonnance. and making 
re<;ommepoations 'bT changes in tilt! Medicare system. so that it continues to honor this guanuHee. 

HI., ParticuJW'$ ofa Premium Support Approach for Medicare.' 
NOTE, WE HAVB YET TO DETERMINE WHICH OF THESE PARTICULARS HAVE MAIORITY 

SUPPORT AND WHICH DO NOT-I DO NOT TIiJNK THAT ALL OF THEM WILL HAVE 

MAJOJUTV SUPPORT TN OUR FJNAL REPORT 


. 	The Medleate Board:' The prop¢S~d re:s~cturln.g of Medicare to 11 premium support approach would 
R'quire the establishment ofa new iustitution-a. so-called Medicare 'Board··cnarged with several 
responsibilities includi~: providIng. beneficIaries with infonnation aoou' appro .... ed pJans~ computing 
Medicate and beneficiary premiums to be paJd to approved.plans based on the weig.hted average of the bids 
n::Ct:ived from such plans; tmd approving and nc:gotiaring with plans about their service- artas and oendit$ 
packages design. The Board would opiCn1te' under strict fiducWy responsibilities and would be required to 
·submit 3 detal1ed annual relXirt on its opentlons to Congress and Ole Administraliolt. 11,e Board should be 
designtd il} such a way that It is composed ofhelllth care' professionals who serve for limited terms:, whose 
decisions are j;ulded by inde'pendc::l}t professIonal considerations and once approved cannot be removtd for 
poUtlc.'lI rel)SOO$, 

The Benefits Packagt:: (Sttving Medicare Today and Tomorrow Langunge to bt A£;fced Upun-Need 10 
Chock Consish:ncy with Language above on Drug Benefits) 

The rOJmuln f(lr Determining the 'Prem:um Contribution:!; of the Government and of Bendiclaries: Undo 
'CUrrent law. pn:mium payrne:nts by Medicare bencficiaries acCOUI'lt fot about 12"'/.. oflhe total costs of 

providing the sllmda:rd Medicare benents pac:k.ag~. with th~' remaining 880/¢ covered by government 

rcvcnU¢$. Under ft promitun suppmt model. the govonment would pay 3 specified perecntage of the 
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weigbtcd average price of the HCFA FFS plan ftnd the private plans authorized to bid to serve the 
Medicare population, with the ~mllinder paid by the beneficiary. In the premium support approach, actual 
p~mium payments of beneficiaries would vary depending on differences between this weighted average 
price and the price of the plan they seloc~. 

In the particular premium support approach estiron1oo by Commission staff and recommended by 
members of the Commission, the government would be responsible for 88% of the weighted average bid 
and average premium payments by beneficiaries would continue to account fOT about 12% oftetal progrAm 
costs. But beneficiaries would pay all of the Itdditional premiwn for plans whose price exceeded the 
weighted average price of aH plans and would pay no premium for plans whose price fell below the 
weighted average price of all plans. In this basic Commissio~ model, beneficiary premium rates would no! 
be income-related except for additional government support for beneficiaries under 135% ofpoverty (see 
below). 

NEED TO ADD DISCUSSION OF PREMIUM FORMULA FOR DRUGS BENEFITS PACKAGE, MY 
PROPOSAL IS THAT BOTH HCF A FFS AND PRIVATE PLANS BE REQUIRED TO OFFER A 
STANDARDS DRUGS BENEFITS PACKAGE. 11-lERE WOULD BE A PREMIUM BIDDING 
PROCESS fOR nus PACKAGE SIMILAR TO THE pREMIUM BIDDING PROCESS FOR THE 
STANDARD BENEFITS PLAN. TIlE ONl,..Y DIFFERENCE WOULD BE IN THE CONTRffiunON 
RATE FOR GOVERNMENT AND BENEFICIARY. VIE COULD NOTE TIlATTHE COMMISSION 
MAJOIUTY COULD NOT AGREE ON THE CONTRIBUTION RATE FOR OOVERNMENT AND 
EXPLAIN REASONS FOR DISAGREEMENT. STUART AND I WOULD RECOMMEND A SUBSIDY 
RATI: OF AT LEAST 50% FOR TWO REASONS: FRIST, A 50% SUBSiDY RATE WOULD BE 
SUFFICIENT TO iNDUCE THE VAST I\1AJORlTY OF BENEFICIARIES TO ENROLL FOR THE 
DRUC BENEFIT-AND THIS IS NECESSARY TO AVOlP RISK SELECTION PROBLEM-A 
LOWER SUBSIDY RATE WOULD WORSEN THE RISK POOL OF INDIVJDUALS OPTING FOR 
DRUG COVERAGE AND MAKE IT LESS EFFICIENT. AND SECOND, AT LEAST A 50%SUBSIDY 
RA,TE IS NECESSARY TO REALIZE THE GOAL OF MAKING TIIE DRU G BENEFIT 
AFFORDABLE FOR MEDICARE BENEFICIARIES, 

DISCUSSION OF DRUG BENEFIT IN HCFA FFS PLAN WOULD ALSO INCLUDE CAVEAT THA T 
HeFA CONTRACTS WOULD' BE BASED ON PRJCES AND FO'RM1.,Jl.ARIES AVAILABLE IN THE 
PRIVATE MARKET, WITHOUt RECO'URSE TO' PRICE CONTRO'LS O'R REBATES. 

Geographlc Adjusters to the FOlTllula for the Premium Contribution 

THIS DISCUSSION WOULD BEGIN BY NOTfNG TIlE VERY LARGE REGlONAL DIFFERENCES 
IN CURRENT COSTS OF PROVIDING MEDICARE PACKAGE-FO'UR TO ONE,DIFFERENCES, 
ONLY THREE -QUARTERS OF WHICH CAN BY DIFFERENCES IN INPUT PRICES, ONE 
QUARTER OF WHICH IS RESULT OF DTFFERENCES IN INTENSITY OF USE AND PATTERNS OF 
MEDICAL PRACTICE, SUCH REGIONAL DIFFERENCES ARE ONE REASON WHY PREMIUM 
SUPPORT MODEL WILL NEED GEOGRAPHIC ADJUSTERS IF MODEL IS BASED ON A 
NATIONAL BIDDING PROCESS. A SECOND REASON fOR GEOGRAPHIC ADJUSTERS IS 
REALlTY TIlAT THE EXTENT OF COMPETITION AMONG PROVIDERS IS NOT SAME ACROSS 
ALL REGIONS--JN PARTICULAR IN SOME RURAL COMMUNITIES THERE MA Y BE VERY 
FEW IF ANY CHOICES AVAILABLE TO BENEFICIARIES OTHER THAN THE HCFA FFS PLAN, 

THE MAJORITY OF THE COMf'.1]SSION RECOMM:EDNTNG PREMIUM SUPPORT AGREES THAT 
rNDlVIDUAL BENEFICIARlnS SHOULD NOT ItAVE'TO PAY MORE FOR THE SAME MEDICARE 
PACKAGE BASED ON THEiR GEOGRAPHIC LOGALlON. IN PARTICULAR BENEFlCIARES 
SHOULD NOT HAVE TO PAY MORE FOR THE SAME PACKAOE OF SERVICES BECAUSE THEY 
LIVE rN A HIGH-COST REGION OR BECAUSe OF THE MARKET POWER OF PROVTDERS 



AVAILABLE IN THEIR REGION. THEREFORE, THE PREMIUM SUPPORT MODEL WILL NEED 
A PROCESS TO ADJUST TIlE SIZE OF THIl GOVBRNMIlNT'S PREMIUM PAYM£N'rS FOR 

INDIVIDUAL BENEFIClARIl!S SO THEY ARB HELD lIARMLESS AQAINST HIGHER PRICES IN 

THEIR RE(1l0NS STEEMING FROM THESE TWO FActORS, THE DEVELOPMENT OF SUCH 

GEOORPAlllC ADJUSTERS FOR THE GOVERNMENT'S PREMIUM POSES A SERIOUS 

TECHNICAL CHALLIlNGE rnAT WILL HAVE TO BE ADDRESSED FOR THE PREMIUM 

SUPPORT MODEl. TO WORK FAlRL Y. INITIALLY FOLLOWING mE CURRENT FORMUAL 

FOR REIMBURSING MEDICARE H.I\10S. ADJUSTERS WHICH OFFseT 10()<>1o OF COUNTY· 

LEVEL VARIATIONS COULD BE SET TO FULLY REFLEct DfFFBRENCllS IN INPUT PRICES, 

MARKET POWER AND l.EVE(S OF CARE I'N EACH COUNTY. OVER TIME. THESE ADJUSTER.<;;: 
COULD BE MODIFIED 1'0 ALLOW iHAT PORTION OF THE DIFFERENCE IN COUNTY PRICES 

DUE TO DlFFERENC£S IN UTILIZATION AND PRACTICE TO BE SHARED BY THE 

GOVERNMENT AND nm BENEFIC1ARY ACCORDING TO THE OVEMLL fOR.MULA fOR 

DETERMINING THEIR PREMIUM CONTRIBUTIONS . 


. 	WHILE SOME REDUCTION IN GEOORAPHIC VARIATIONS OF MEDICARE PRICES WOULD BE 
EFflClllNT ANO EQUITABLE, THIS WOUL!) HAVE BE PHASED IN GRAOUALLY. FOR 
EXAMPLE TIlE PREMIUM SUPl'ORT SYSTEM MIGHT BEGIN WITH 100% ADJUSTMENT OF 
COUNTY-LEVEL OIFFERENCES IN PRICE MOVING GRADUALLY TO 7)% ADJUSTMENT OF 
SUCH DlFFERENCES ACCORDING TO AN AGREED UPON TIMS'tAaLB. 

Speciat Rural Adjustment Concerns 	 , 

UNDER A PREMIUM SUPPORT MODE1..IT IS POSSIBLE THAT AN INSUFFICIENT NUMBER OF 

PRIVATe PLAN~ WIl.L ENTER SOMe RURAL AREAS TO PROVIDE EFFECTIVE COMPETITiON 

FOR HCFA FFS MEDICARE, IF SO, ITl~ ALSO POSSIBLe mAT PREMlUMS WIL1.. RISE OR 

QUALITY WILL FALL AS THE TRADITIONAL PROGRAM USES HIGHER PROFITS IN 

NONCOMPETITIVE AREAS TO OFFSET LOWER PREMIUMS AND HIGHER CCSTS OF CARE IN 

MORE COMPBTlTIVE AREAs. GIVING TRADITIONAL MEDICARE FLEXIBLE MODERNIZED 

MANAGEMENT AUTHORITY AND TIlE DISCRETION TO SET PREMIUMS IN THESE AREAS 

COULD CREATE AN UNREGULATED MONOPOLY. mus IT MAY B£ APPROPRiATE TO 

RESTRlCT HCFA '$ DISCRETION AND TON CONTrNUE TO USE 'mE CURRENT 

ADMINISTERED PRICE SYSTEM UNDER CURRNET LAW IN NONCOMPETITIVE RURAL 

AREAS WITH NO OR FEW PRlVATE OPTIONS, BENEflCIAR Y PREMIUMS COULD BE BASED 

ON COSTS INCU RRED IN THE ADMINISTERED PruCES SYTE, WHICH ARE GBNERALL Y 

LOWER IN RURAL AREAS, so THAT BENEFIClARlERS IN THESE AREAS WOULD BE NO 

WORSE OFF THAN trnDER CURRENT LAW. 

Risk Adjusters to the f'-onnula for Premium Contributions 

THE PREDICTABLE COSTS OF TREA TINa MEDICARE BENEFICIARIES VARIES GREATLY 

ACROSS. INDIVIDUALS-_FRQM A FEW HUNDRED OOLLARS A YEAR FOR THE HEALTHIEST 

B8N8FICIARIES TO TENS OF THOUSANOS OF DOLLARS PER YEAR FOR. THOSE WITH 

CHRONIC CONDIT10NS, UNDeR mEsa CIRCUMSTANCES. PLANS WHICH WERE PAIT) THE. 

AVERAGE COST OF '1'Re.~TMENT WOULD HAVE STRONG INCENTIVES TO SHUN SICKER 

E}lROLLEES IN fAVOR OF HEALTHIER ONES. TO TIlE EXTENT THAT THIS OCCURRED. 

PLANS THAT MADE IT RELA 1'1 VEL Y EASY 'f0 OSTAlN SERVICES WOULD A TIRACT SlCKER 

BENEFICIAR1ES AND WOl:LD HAVE TO CHARGE HIGHER PREMIUM. DRIVING THEIR 

HEAL THlf$:ST BENEFfCTAR1ES TO LOWER~COST l'LANS. IF HIGH·RISK BENEFICIARIES ARE 

CONC'EN'TRATED IN HfGH~COST PLANS AS A RESULT OF THTS RISK SELECTION PROBLEM, 

TIlESS BENEFI<;IARlliS WlLL BE FORCEO TO PAY INAPPROPRIATELY HIGH PREMIUMS 

BECAUSE OF T\lE \lfQHeR LEVEL OF ruSK Of THe POPULArlON SERVeO BY THOSE pLANS, 

MOREOVER. TIlERE WOULD BE NO INCENTIVE FOR PLANS TO PROVIDE HlOH·QUALITY 




CARE TO THE CHRONICALLY ILL OR O'l'HEl\ BENEFlClARES SINCE SUCH A PLAN WOULD 
MERELY ATl'RACT MORll OF THEM. 

THE MAJORITY OF THE COMMISSION IU!COMMENDIN(l PI\EM!UM SUPPORT APPROACH 
RECOGNIZeS THAT THESE RISK SELSCTION PROBLEMS ARE SEVERE AND 1HAT TO AVOID 
THEM ADEQUATE RISK ADJUSTMBNT IS REQUIRED. A RISK ADJUSTMENT MECHANISM 
WOULD ADJUST THE (lOVERNMBN1"S pREMIUM CONTRIBUTION TO PARTICULAR PLANS 
ON TIlE BASIS OF THE RISK CHARACTERJSTlCS OF TH8 INDIVIDUALS THEY ENROLL, BUT 
WOULD NOT AFFECT THE BENIlFICIARY CONTRIBUTION. SPBCIFICALLY,A RISK 
ADJUSTMElo.'TFACTOR BASED ON BENEFICIARY CHARACTERISTICS WOULD ADJUST THE 
PREMIUM FOR. EACH PLAN BASED ON ITS TYPICAL BENEFICIARY-AND THE 
GOVERNM""T WOULD PAY TIlE DIFFERENCE BETWEEN THIS ADJUSTED PREMIUM AND 
THE BENEFICIARY PREMIUM, . 

UNFORTUNA TELY, Willi,S THE PRINCIPLE BEHIND RISK ADJUSTMENT IS WELL 
UNDERSTOOD, R1SK ADJUSTMENT MECHANISMS ARE STll.L RUDIMENTARY. MOST 
EXPERTS, FOR EXAMPLE. AGREE THAT ONLY ABOUT ONE-QUARTER OF HEALTH CARE 
EXPENDI'IURES BY A MEDICARE BENEFICIARY ARE PREDICTABLE AT TIlE TIME OF 
ENROLLMENT, THUS IT ISUNLIl<BLY THAT RISK ADJUSTMENT WILL ELIMINATE THE 
POSSmtI..ITY OF StONIFJCANT RTSK SELECTION PROBLEMS IN A PREMIUM SUPPOR.T 
MODEL IN THE FORR~RRABLE FlmJRE. HOWEVER, A NUMBER OF OTHER FEATURES OF 
THE PREMIUM SUPPORT APPROACH COUlD BE DESIGNED IN WAYS TO DlSCOURAGE RISK 
SELECTION. THESE INCLUDE: ADHERENCE TO STRONG STANDARDlZAnON OF THE 
BENEFITS P,\CKAGBS OFFERED BY PARTICIPATING PLANS; MAINTENANCE OF A HIGH 
GOVER."lMENT SHARING R.A1"B IN mE OVE.RALL PREMIUM so mAT BEN~'CIAR1ES HAVe.; 
A WEAKER INCENTIVE TO CHOOSE LOW-COST PLANS: ENCOURAGEMEl\'T OF POINT OF 
SERV(CE OPTIONS THAT ARE AiTRACTIVl! TO BOTH CHRONICALLY ILL AND WEALTHY 
BENEFICIARIES; AND U11trl.ATiON~BASE:D R1SK ADJUSTMENT TECHNIQUES BY WHlCH 
PREMIUM PA YMENTS ARE ADJUSTED II< PART BASED ON PAST OR CONCURRENT COSTS 
AND UTLlZATiON RATHBR mAN DIAGNOSES Al:ONE. 



Tyson. Draft: Solvency and Financing Language 

A$ numerous rcpom ftom the ~CfA ActUaries. the CongressioruU Budg.et Office:. and 
independeot experts indicate, even under optimism usumptions about the effieienl:), gains !hat might be 
fostered by 8. prcmium suppon model, Medicat'(f spending like health care spending in the pnvate set:tor is 
projected to grow substantially faster than the overall economy. As iltustratio1l$ of this conclustGn. 
separate estimates by the Commisll.iM staff and the HCFA aCtuaIies of the cffects of ti:c particular premium 
suppOrt model proposed by Senator Breaux. exdwi\·c of a prescription drug benefit, lndicate that even after 
anticipated eftlcieney savingli, Medicare spending will contmue to climb rnpldly, 

(Need Table showing predicted Medicate spending with Breaux premium 51Jpport model in 2050, 
2010.2015,2020. 2925.203O-not including other propos.ed changes-want estimate of pure efficiency 
effect alone-a!so for comparison need prOOicted Medicare spending) 

A OOtnpad$Oll bctw~D predicwd Med.icare spending under Breaux's premium support model 
without drugs and t'fcdicted nwcnue3 available to Medicare from both the payroll tax. and general revenue 
trao~fcrn under curren, Mediwt law indiC3.lC$ that even a restructwed Medjcare: progrnm ~ a 
subsuwiaJ and gzowin; finaocing gap in the nut Mln. GraduaHy adding the com ofa prescription drug 
benefit ofthe type $UppOI'1ed by the majority cfthe Commission members increases the $lu of this 
fmancing gap sib!)ificantly. (Table needed h«~-(!an us~ a "l1I.Dge Qh1rug 'COSt estimates to show the effect 
of djff~t gov0mttlent subsidy fateS,) 

The implicatkm o(thest: nUtt'lbus is that even with a premium suppwt approach Medicare wi!! 
have to n::ly im;;reasin~ly on general re:vcnucs. Additional changes in the Medicare program oou1iidered by 
the Comminion and supported by 500l;e "fiu members., although not a majority ofthem. eould rodu~ Ute 
fmancins gap. These ehMges include: income-relating the. premium contribution made by beneficiaries 
regardless of whether they chose to enrol! In HCFA FFS Medicare or one of the authorized privacc plans: 
gradually aclju5ting the "ie of eligibility fQT Medicare 50 it cOPforms with tncro<lSC"$ In th~ a&e ofeligibility 
for Social Security; and excluding direct graduate medical education charges fmPl Medicare spending, llu: 
Commission was unabJe to reach maJorlty apement O~ e<K:Q Qf tJ;te~e pmpm;als refll:i.11ng the reality that 
each of them has its own particular disadvantages, 

A<ljustiog the premium CQntributlon by ;ocorne is a relalively easy formulaic adjuttment in Il 
premium suppcrt approaeh, but would be difficult to administer in practice. In addition. .ttbougb there '¥as. 

,agreement among Commission members that high-income beneficiaries could and should pa)" mon: fOr 
their Medicare c(w"<rage. th<!re WIU di$3gn::cment about what Itwcl of lneom~ would place an elderly family 
in the "bjgh~lncome" hlgh~prtm!um category. The lower the level decided upon, the smaller the financing 
sap eontrouti.ng MedJcare, but the greater the risk that miMle ather than high income famitles would fact. 
higher p!t!:mium contributions, thereby threatening ihc'sodalinsumnu nature ()f Mc.dic.are and wenkening 
politicaJ support for the propn. FiiWly. a m~jority of the Commission agreed that any revenues earned 
f'n>m ineome--rt:lating the Medicare premium should be «!Cd to finatlce an -expansion of low~income 
protections, nO'i to reeuco overa]~ MeruC3,fe spmding, at least for the foreseeable future. 

Raisin& the ag.e ofeligibility to <:o»f011n with ,he age of eligibility for Social Sccm ity could reduce 
Medicare spending significantly in the future but it carries a rca! risk ofleavwg; mMy older Americans 
without health insurance. Almost I in S AmMeA."lS aged ~2-64 today have 00 health insurance, and the 
number uf uninsun::d Americans is growing most rapidly in the 5 ~S ase eOO<}rt. Lack of il'l$urance 
cove:rage ip tbe United States is a serious pnliC)' problem: rttising the 880 ofetl&lbHlty for Medicare wo"uld 
aggravate this problem unless this policy were accompanied by a fair buy~in program fut those who were 
no longer eligible for M~dieare~ 

Carvir g out funding fOf Direct Medical EducatiQn (DME) from the Medicate prog.rnm WQuld 
reduce pr!)je.cted spending. But this approach begs the question of how to guarantee teaching )lospitals with 
the suppOrt they net:d no! onl}' to. provide education and resea."Ch in mediclM but also to eov.er me cost of 
their tr~tment of difficult medical cases and uninsured patier-.ts,.. 

http:patier-.ts
http:eontrouti.ng
http:indiC3.lC
http:propos.ed
http:Commisll.iM


Finally. even if aU thr" of theK .pprqache$ to {&iucing Medicare spending wue adopted, 
Commi.uion st,aff e~t~ma!es of the Breaux premium support plan indicate that a substantial financing gap 
for Medicare would remain. Su~tiaI additicmal funds from generaJ revenues would be required. over 
and above those Gumntly projected under CUfTent Mediccre law, to, guarantee the premium contribution 
rates for beneficiaries proposed in the Bfi2llx plan (as noted above these rates are;---on average 
benefi<:iaries P.1Y 12% of the prtlmium e~ for a standard benefrts package. pay no premium for plans the 
cost ofwhich i~ less than &,$% of tbe national weighted average, and pay aU additional amounts for plans 
the coot ofwhich is greater than this average.) Withom the infusion ofsuch funds, either Ihe shares of the 
eotal premium paid by ber.eficiades would have to be Increased or other <:hanges in the proposed Breaux 
plan would have to be made to reducc Medicare's fmaoeiflg gap, Moreover, the inclusion ofa drug benefl! 
of the t)t~ rccommended by the majority of the Commission would require an even larger infusion (If 
cen¢ral fundS:.:i \arger increase in premiums paid hy beneficiaries, or some other offselling cl!nnge In Ihe 
pre'mfurn liUP{Xlrt plan. 

Even among tht'J majority ofCOmmission tnembtrs who recommend Ii premiwn suppon. approach, 
there " disagret'Jment on the best wny to address Medieut:'s project¢<! financing gap. 

TWQ members of this m&jority iuppM: the idea thaI the Pan A Trust fund of !.he current !vIedicare 
provam be replaced by a Unified Medicare Trust Fund consisting of the current Part A payroll tax plus the 
general revenu>:s commrltt:d to Medicare Ul'Idct C\UT¢flt l8w. This proposal recogr.izes that although the 
Pan A Trust Ftmd concept would no longer make sense In a: premium support approach. some kind of tmst 
fund atxX)unrio$, is probahly the mostoompteh.truible war 'to ilhntrate Medicare's huge future liabilities. A 
Uniflt'Jd Trust Fund approach. Jike a Part A Trust Fund approach, reveals that under curren; law Medicare 
would become insolvent as CMI)" as (date). To ad~ c.is impending in:iOlvency problem while allowing 
for a gradual transitiQn to a premium support approach that mdudes an affordable prescription drug 
package. these two members offhe majority support the President's proposal to commit 15% of the 
projected surpluSes in the ~enm\1 fund to Mooicare over the next years. Because the interest earned on 
tht! surplus funds committed to Medicare would accrue to f\.1eaiclUc QVCT tirn~, the total co~t ofcovering 
Medicate's projected financing gaps in this way would be considerably less than the lotal cost of (overul£­
the same gaps at the time they developed through general revenues. 

The remaining members of the majority of the Commission who re<:onunend a premium sapport 
appt(laeh recommend that Medicare solvett<:y b¢ assessed by I!lCamining the increasing ~hift of Medieare 
program costs to Ute general tI.lnd a.."Id the changin~ ratios of total Medi-care floaneing 'borne by the general 
fund, by bencficlanu, and by Ih-e p1l),roll.t.Bx. According to this proposal, wbeo ~~neral revenues exceed 
S()% oftota! program outlays wWU( furiherCongressional approval. thea.: should be a public debate and 
decision about the flmmeing of the Medi<:are progtam focw;ed on potential adjustments in the payroll tax, 
b¢ueficiary premiums. and rhe,percentage of general funds to be allocated to Medicare. 

http:p1l),roll.t.Bx
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MEDICARE COMMISSION PRINCIPALS' MEETING 
Agenda: March 10,1999 

I. UPDATE ON THE MEDICARE COMMISSION 

II. BASE MEDICARE POLICIES 

-
III. ADDITIONAL MEDICARE POLICIES 

• Drug Benefit 

• Income-Related Premium 

• Premium Support 



BASE MEDICARE POLICIES 

(Calendar Years, Dollars in Billions) 

POLICIES; 2000-04 2000"()9 
Modernizing Medicare Fee-for-Service -9 -22 

Balanced Budget Act Extenders -7 -57 

Cost Sharing Changes -1 +1 
Combined deductible of $350 
Removing preventive services coinsurance 
Adding 20% lab copay, limited 10% home heath copay 

Medigap: Prohibiting Deductible Coverage -5 -11 

Interactions ±1 +4 

TOTAL . -21 -85 

SURPLUS REVENUE +120 +343 

* These savings exclude the President's budget proposals whose savings are used for other purposes 



PRESCRIPTION DRUG BENEFIT 


OPTIONS: 

Back-End Coverage (No Cap on Benefit) 


High Option 
No cap on benefits, $3,000 stop-loss 
$300 deductible, 10% coinsurance 
Premium in 2002: $41.50 

Low Option . 
No cap on benefits, no stop-loss 
$500 deductible, 25% coinsurance 
Premium in 2002: $28.10 

Front-End Coverage (Cap on Benefit) 
High Option 

$2,000 cap on benefits, no stop-loss 
$250 deductible, 20% coinsurance 
Premium in 2002: $28.40 

Low Option 
$1,000 cap on benefits, no stop-loss 
$250 deductible, 10% coinsurance 
Premium in 2002: $20.30 

2000-04 2000-09 

+84 +253 


+58 +176 


+51 +141 


+37 +101 


For all: Voluntary, 50% premium subsidy, implemented in 2001; for all beneficiaries 




INCOME-RELATED PREMIUM 


OPTIONS: 

• 	 Health Security Act 
Singles: $90,000 with full payment at $100,000 
Couples: $110,000 with full payment at $125,000 

SE1neficiaries affected: About 2 million (5%) 

• 	 Chafee-Breaux I Senate 1997 
Singles $50,000 with full payment at $100,000 
Couples: $75,000 with full payment at $150,000 

Beneficiaries affected: About 4 million (11 %) 

• 	 Breaux I Commission Draft 1999' 
Single: $24,000 with full payment at $40,000 
Couples: $30,000 with full payment at $50,000 

Beneficiaries affected: About 13 million (33%) 

2000-04 2000-09 

-16 	 -42 

-23 	 -58 

-38 	 -95 

For all: Index income thresholds to inflation; No full phase-out of subsidy; Treasury run 
* Phases out at a higher subsidy level than the other options 



" 

PREMIUM SUPPORT 

OPTIONS: 2000-0.4 2000-09 

• Breaux Plan 
Assuming 2000 implementation 
Fee-for -service premium higher than current law 
Partial geographic adjustment; limited benefits flexibility 

-26 -75 

Assuming 2002 implementation -13 -62 

• Competitive Defined Benefit 
Assuming 2002 implementation 
Fee-for-service premium no higher than current law 
Full geographic adjustment; limited benefits flexibility 

-8 -30 

• Phased-In Competitive Defined Benefit 
Assuming 2004 implementation 
Fee-for-service premium no higher than current law 
Full geographic adjustment; limited benefits flexibility 

-1 -20 



SUMMARY OF PROPOSALS 

OPTIOt-lS: 2000-04 

' :2i~;'Base " ' ..?,' . ,':.' , 
..- . _. ,...,.---. 

~-.->' 
Income-Related Premium 

Health Security Act ($90 1110,000) -16 

Chafee-Breaux ($50/75,000) ·23 

Premium Support 
Competitive Defined Benefit -8 

Phased-In Competitive Defined Benefit -1 

DRUG OPTIONS 

High Uncapped Option ($250 deductible) +84 

Low Uncapped Option ($500 deductible) +58 

High Capped Option ($2,000 cap) +51 

Low Capped Option ($1,000 cap) +37 

2000-09 

>- >=:::J-85 ',~ ~ ... -, "-' 

-42 

-58 

-30 

-20 

+253 

+176 

+141 

+101 



ILLUSTRATIVE OPTIONS 


OPTIONS: 2000-04 2000-09 
Option 1: No Competitive Defined Benefit 

Base Plan -21 -85 
Income-Related Premium ($90/11 O,OOO) :16. -42 
Subtotal -37 -127 

Drug Benefit: Front-End, $1,000 Cap +37 +101 

Option 2: Phased-In Competitive Benefit I Lower Income-Related Premium 
Base Plan -21 -85 
Income-Related Premium ($50175,000) -23 -58 
Phased-In Competitive Defined Benefit -1 ~O 
Subtotal -45 -163 

Drug Benefit: Front-End, $1,000 Cap +37 +101 

Option 3: Competitive Defined Benefit I Lower Income-Related Premium 
Base Plan -21 -85 
Income-Related Premium ($50/75,000) -23 -58 
Competitive Defined Benefit c8 ::3.Q 
Subtotal -52 -173 

Drug Benefit Front-End, $2,000 Cap +51 +141 
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THE WHITE HOUSE 

WASHINGTON 

March 15, 1999 

TO: 	 Steve R., Gene S" Bruce R., Larry S.• Elena K., Jack L. Dan M< 

David B., Mclannc V., Sarah B., Necra '1'., Jane! M. 

FROM: 	 Chris J. and Jcarme L 

RE: 	 BREAUX-THOMAS MEDICARE PLAN 

Attached is. the finat Breaux~Thomas Medicare pian. '1l1C)' released it at a 5pm prC$~ conference, 
Highlights of the plan include: 

• 	 No specific plan for Mcdica~ financing: The plan contains no options for mising new 
revenue for Medicare -~ specifically it does not include the President's propm:;al to 
dedicate part of the surplus to Medicare., Instead, it stales that once Medicare appears to 
be close to becoming insolvent (using a new definition), Congress would be notified. 
This would result in a Congressional debate on legislation to authorize any addltionaf . 
fundjng. ' 

.. 	 No meaningful prescription drug benefit: The plan would require private managed care 
plans, ~1edigap, and possibly Medicare fee~for-servicc to offer a drug bencEt, hut only 
provides a subsidy for that coverage for people below 135 percent of poverty. This ill 
troubiing because it moves Medicare towards a means-tested, Medicaid~like program, and 
would probably result in large adverse selection in the unsubsidized Medicare [ec-for~ 
service option. 

• 	 Age eligibility increase without a viable insurance altct:natlve: Although there is a 
suggestion that vulnerable sick people ages 65 to 67 would get Medicare, the proposal 
explicitly states that the Medicare buy~in would be unsubsidized and would no! bcg:n nt 

62 (which is tmly conforming to Social Security). This plan would !ike:" kat! 10 nll 

increase in the uninsured. • 

• 	 ."'\0 income-related premium: This was dropped since the last draH -- rcpo:1cdly hecause 
some Repuhlicans considered it too similar to :1 lax (siner.: it is administered Ihrough 
Treasury), . 

Thr.:rc nrc probably other ISS\lr.:$ that wc have not yet noti<:cd; \.\'c will be \~'orking 011 a fUm\.' 
complete memo of the issues for tbe morning. 

Plense call or page with questions, 



SUMMARY OF BREAUXITHOMAS PROPOSAL 


Medicare Board~ 
The Board would provide information to beneficiaries, negotiate with plans, compute payments 
to plans (including risk, geographic, and other adjust,'nenIs), and compute beneficiaries premiums. 
Board would approve plan service a;c;)s and benefic package designs. ' 

Benefits Package: 
The standard" benefits package is specified in lay.' and would consist of all services covered under 
ihe existing Medicare statute. Plans could establish their own rules as to how the benefits woul<l 
be provided. Board approvarwould be reqmfc(] lor ult'benefit dcsign-orrc"rings and the Board 
wouWaTiOW'variation only with'in a:imited ra:lgc as the risk adjusters were proven over li,mc.' 

Prescription Drugs: 
Privme Plans 
All private plans would be required to offer a high option that ir.c1udcs at least the standa;d 
bcnefits package plus coverage for ,prescription drugs. 

Low-Income 
The proposal would immediately extend covcmgc'of prescription drugs for beneficiaries under 
135 percent of poverty ($ JO,568lindividual} under Mcdica'id w'ith full fcdcml funding of the 
addilionai cost Tha! coverage could be provided through high option plans wlt,;n the prcmium 
support system was Implemented. 

Fee~Fof~Service 

The go\'cmmentwf',m FFS plan could offer a high option plan which mc1udcs 1)(Cscripiion dmgs. 
The Medicare Board would approve the bcncfi: package as it docs for private plan offerings. 
HCFA would work with third~party contractors to offer its high option plan. Government 
contracls would be ba<:>ed on prices commonly available In the market, without recourse to price 
controls or rebates, 

Medigap 
AI! Medigap plans would include hasic. coveragt! for prescription drugs. One pla~ would be 

drug-only. Pltln~ would'vary regarding the degree.I\,1e9icarc coinsur~nce waS cov~red. 


Premium 'Formula Ibsics: 

Bcncficllu1cS would pay 12 percent of the premium [or the stamlnrd benefits package 0:1 avc(a~c, 


pay no premium for plans less than about 85 percent of national weighted average. and pay all 

of the additional premium for plan premiums above national weighted average. Only the cost of 

standard benefits (f\·1cdicare eovered services) would count toward the computation of the natiGllill . 

w-cigh~cd averagt: prem_lum, Plans with only :l. high option would b..: rcql;ircd to scp:ml!C out the' 

coS: of extra nClH;f:ts in thci:- submission to the Board. 


In area'> where only the government-run fcc- for-service plmi operated, {he benefiCiary obligation 
would be limited 10 the tower or 12 percent of. the -fee~fOf':>SefVice premium or t 2 percent of the 
national weighted average premium. 



\, 

Fee-for-Service Benefits~ 
The gO'/elnment»ron fee-for-service plan would have a $400 combined'deductible. Indexed to the 
grO\vth in Medicare costs. to percent coinsurance would be charged for home health, laboratory 
services, and certain other services not currently subject to coinsurance, t-Io coinsurance would 
be charged for inpatient hospital stays' and preventive care. 

Special Payments: 
Dtrcct Medical Education (DME) would be carveu OUt of MeLiicare. DME fundi:-.g wouid 
continue through either a mandatory entitlement or multi-year discretionary appropriation program 
separate Crom Medicare, Thl!" proposal would also recommend exploring funding Indirect Medical 
Educat:on (lME) and other non-insmancc -subsIdies 'outside of the Medicare program and 
fina:1cing those items through a mandatory or multi~year discretionary appropriation program. 
Any special payments remaining in .\tledlcare would not be included in the calculation of 
p'remiums for the goverlll'nent~flm f~e-for-servicc plan or private plans, 

Retirement Age: 
The normal age,of eligibility would be gr"adually raised rrom 65 to 67 to confonTI with that of 
Social Security. A non~subsidized buy-in would be available at age 65. Congress should develop' 
a specIal category of eligibility based on specific needs-based criteria (i.e: ADLs) for individuals 
between 65 and the tr.cn-current eligibility age. ' 

Long-Tcnll Care: 
Long-tenn care Issues shodd be separated trom Medicare (an acute core program), Hnd tong~tcnn 
carc iIT1prOvcmcnts should be n:adc 1hrough pe:1SIOH. Socia; Security, llOd investment reforms. 
The proposal would require ;~ SHldy or variDus lcll1g~tcrm care issues, 

Financing: 
Pan A ami Part B trusl fur.ds shQu:d be combined into a single ~1cdicare Trust Fund and a new 
conccp~ of solvency for Medicare should be developed. In a,ny year in which the general fund 
con~ributions are projected to exceed 40% of annual total MedIcare outlays; Congress would be 
rcquircc to authorize any additional c.omributions to the Medicare Tnlst Fund. This new lest (40% 
of outlays) would probably not be rcached until after 2005. Even if general revenue contributions 
WCtC limited to 4Q% of program outlays, this propos.~l would extend solvency to 2013 (2017 
under CBO's new baseline.) , . 

Budgdary Jmpact: 
Bctwl.:en 2000 and 2009. this proposul \Yo~lld save approxlfnatc;y $100 binion. Over the longer 
tcml. '.he prop'osa! would r'educe the growth of Medicare spending by approximately 1 percent 
a year, Although the savings would accun,,:IJ!c slowly over lime, i)y 2030 the annual budgetary 
:-o.<lvings would range from '$500 to $700 billion 

"- " 



Page I March 15, 1999 (4:09PM) 

BUILDING A BETTER MEDICARE 
1I0R TODA Y ANIl TOMORROW 

I. lNTRODVCTlO" 

This recommendation is in three parts: 
the design of a premium support system. 
improvements to the current Medicare program. and 
financing and solvency of the Medicare program. 

We believe it is important to address the cunenl program now because of the transition time 
necessary to implement thts premium support system. We tiS$umc the cnactn:cnt of thIS 
proposal in 1999 and that the premium support system would be fully operational in 2003, 

We believe a premium suppOrt system is necessary to enable Medicare beneficiaries to obtain 
secure, dependable, comprehensi ve h:gh quality health care coverage comparable. tn what most 
workers have today. We believe modeling a system on the one Members of Congn;ss usc to 
obtain health care cO~'erage: for themselves and their families IS appropriute. This p~opo$aL wblc 
based on that system, is different in several important ways in order to better mect the unique 
health care needs of seniors and individuals with disabilities. Our proposal would allow 
beneficiaries to choose from among competing comprehensive health pinus in a system based on 
a blend of existing government protections and market-based competition. Unhkc loday's 
Medicare progr:.lnl, our proposal ens~res that low income seniors would huvc comprehensive 
health care coverage. 

Because the implementation of a premium support system win take a number of years, we 
recommend immediate improvements to the current MedJcare program, In Section U we outline 
the incremental improvements to enhance the benefici&ics' security and quality of care now. We 
recommend immediate federal funding of pharmaceutical coverage through Medicaid for scmors 
up to l35% of ';Joverty ($10,568 for an individual and $l3,334 for a couple). Thi$ would also 
expand beneficiary participation in cUlTently available subsidies for prcmiun;s and cost~shanng. 

in reviewing the three parts uf this proposaL il is lmpo11an! to keep in mind t!lC different 
government roles in the premium support system unc in cUI1"Cnt law, We bc!wvc the guarantee 
our society makes to every senior is [0 ensure lhal they can obtain the highe~1 qua!ity health c;;re, 
and that their health care coverage not be allowed 10 fall behind that available to people in their 
working years, We believe that our society's commitment to seniors, the Medicare enlit'cffi;:jnt. 
can be made more secure only by focusing the government '5 powers on ensuring cumprehensive 
coverage at an affordable price rather than continuing the inefficiency, inequlty, and inadequacy 
of the current Medicare program. 
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I, 	 PREMIUM SUPPORT SYSTEM TO I'ROVIDE COMPREIiENSIVh: 
COVERAGE 

The Medicare Board 
A Medicare Board should be established to oversee and negotiate with private plans and the 
govemmenHun fce~for~service plan, Some examples of the Board's role are: direct nnd oversee 
periodic open enrollment periods; provide comparative information to beneficiaries regarding the 
plans in their areas; transmit informalion about beneficiaries' plan selections and corresponding 
premium obligations to the Social Security Administrulion to pennit premium collection as 
occurs today with Medicare Part B premiums; enforce financial and quality standards~ review and 
approve benefit packages and service areas 10 ensure against the adverse selection that could be 
creafed through benefit design, delineation of service areas or other techniques; negotiate 
premiums with all heahh plans~ and compute payments to plans (including risk and geographic 
adjustment). 

This Board would operate under a government charter that would describe its respof\sibili,ties and 
operating standards including the ability to hire without regard to ci vii service requircmenls and 
salary restrictions, 

Ensuring Plan l'crformancc and DcpendabHity 
All plans (ptivate plans am! the government-rull FrS plan) would compete in the premium 
support syslem: all plans would have Board-approved benefit designs and premiums. The Board 
would ensure that the benefits provided under all plans are sC\f~(unded and self-sustaining, 
determining whether plan premium submissions meet strict tests Cor actuarial soundness, 
assessing tbe adequacy of rCServes, and monitoring their perfomlance capacity. 

Management of Government-run Fee~for-scrvice in Premium Support 
,The government plan would have to be self~funded and self-sustaining and rlleet the same 
requirements applied to all privatc plans. including whether its premium submissions meet strict 
tests for actuarial soundness, the adequacy of reserves, and perfonnancc capacity. 

Cost containment measures would bc necessary, The provisions of the Balanced Budget Act of 
1997 should be extended, or comparable sowing!) achieved, In any region whcre the p;ice control 
structure of the government run plan is not compctltive, the government-run fecwfor-scrvice plan 
could operate on the basis (1r conlmcts negotiated with local providers on price and pcrformance, 
just as is Ihe case with private pians" The govemment plan would be run through contractors as 
it is today: contmclors in one region would be: able to bid in other regions; the Board should have 
powers to assure that the government-run plan wOllld not distort loc,,!! markets. 
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Benefits Package 
A standard benefits package would be specified in law. This benefits package would consist of 
all services covered under the existing Medicare statute, P\ans would be able to offer additional 

'benefits beyooQ!he core uack~e and plans would be abJetoVary cost sfwring. including copay 
land.~veIS, subject to Boardappro~al. HcncfiutwDuld be uJxlatcd through the anImal t negotiations process between plans and the Board, although the Board would not have the power 
to expand the standard benefit package without Congressional approval. Health plans would 
establish rules and procedures to assure delivery of benefits in a manner consistent with 
prevailing privatt) standards and procedures offered to employer groups and other major 
purchasers. 

The Medicare Board would approy.e4}C~fit offerings and could allow variation within a limited 
range. for example not more tha~( the actuarial value of the standard ~vided 
the Board was satisfied that the o-veraU y;juD.lion of the package would b;Zonsistent with 
statutory objectives and would not Jead to .. dvers-c or unfavorable risk sclection problems in the 
Medicare rnarkcL 

New benefit to be instituted in the premium support system: Oull)utient prcscril>tion 
dl'Uj! co\'~ragc und stop-loss protection 

In Private Plans: 
Private phlOs would be required to offer a high optlOn that includes HI IcaSi 
lvtedicarc covered services plus coverage for outpatient prescription drugs and 
slop-loss protection. Plans would be able to vary copay and dedu(tible structures. 
Minllnum dl1lg benefi;s for high option plnns would be bused on ao actuarial 
valuation, High option and standard option plans each would be required to be 
self-funded and sclf~sustaining. 

III Government-rufl Fee~For-Servjce Piall: 
The govcmmenHun fee-foNiervice plan would be required to offer high option 
(including outp'atient prescription dIUgs and slop.!oss) in nddition to standard 
op~ion plans. The Medicare Board approval process would be the same u.s: for 
private plans, High option and standard option plans would be required 10 be 
separale!y self-funded and sclf.susiaining. Govemment conlracts would be based 
on prices commonly available in the market. without recourse to price controls or 
rebUlC!\, 

CQmprehetlsiv~ coverugt: for low-ifH;01Ut: beni:fici(Jrie~': 
Coverage would be provided through high option plans. The federal government 
would pay 100% of the premiums of the high option plans llt or below 85% of the 
Il<llionul weighted average premium or all high option plans for all eligihle 
individuals up to l35% of poverty ($10,568 for an individual and $13,334 for a 
couple) 00 a fully federally funded basi",. This financinl support docs Ilotlimit 
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th(~se b,eneficiarics' choice of plans nor restrict plans' design with regard to cosl­
sharing or other flexibility authorized by the Board. State would maintain their 
current level of efrort, but the federal government would pay iOO%of additional 
costs for these individunill. In this context, Congress should review DSH 
payments to ensure that dO!.lblc payments do not o;;cur, 

Premium Formula Basics 
On average, beneficiaries would be expected to pay 12 percent 'of the total cost of standard 
option plans, For plans that -cost at or less than 85 percent of the natiomll weighted average plan 
price, there would be no beneflci.ary premium. For plans with prices above the national weighted 
average, beneficiaries' premiums would include alt costs above the national weighted average. 

Only the cost of the standard package would count toward the computation of the national 
weighted liverage premium. Plans with a high option, whether private ptans or government-run, 
would separately identify the incfcmenwl costs of benef:ts beyond the standard package in their 
submissions to the Board, and the governmem contribution would be ;.:alculated without regard to 
the costs of these additional benefits. 

Premium for government-run fcc-ror-service plans 

The government-lUn fce-for-service plan would be treated the same as privufe plans. 


Government-run plan premium excludes costs of sped~,l subsidies iu 

premium cnlculation 

All non-insurance functions and special payments now in MeJlcl1rc would not be 

included in calculation of premiums for the govenunent·run rFS pl:m or private plans_ 


Guarnntecd premium levels where (;ompetitlon develol)S more slowly 

in areas >""here no competition to the govemment~run fcc~for-servicc plan exists, 

benefichlries' obligatjons would he no greater than 12 percent of the FrS premium or the 

national weighted average, whichever is tower, The Medicare Board should periodically 

review those areas with· a fixed percentage 'premium to ensure that the fixed percentage 

premium is not anti-competitive, 


Mt.'ftkure's Special Payments in u Premium Support System 
Congress should examine all non~insurance functions. special payment:; and subsidies 10 
determine whether they should be funded through the Tnlst fund or from ~Hlo(hcr source. For 
example, payments' for Direct Medical Education (DtvfE) would be financed and distributed 
independent of a Medicare premium support system. Since the Pati A and Pmt B tlUS! funds 
would be combined and the traditionally separulc funding sources of payroJltaxes and gecen:1 
revenues would be blurred, Congress should proVide a separate mechanism for continued funding 
through either a mandatory entitlement or multi~year discretionary appropriation program. On the 
other h.md, Indirect Medical Education (lME) presents a unique problem since it is difficult to 
identify the actual statis-tical difference in COS!S between teaching and non~teaching hospitals. 
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Therefore, for now Congress should continue to fund lME from the 'trust Fund as an adjustment 
to hospital payments. " . 

11. 	 IMMEDIATE IMPROVEMENTS TO THE CURRENT MEDICARE !'ROGRAM 
ANn OTHER "SI'ECTS OF SENIORS HEALTH CARE SI'ENIlING 

Provide Outpalient ('rescription Drug Coverage for 3 million more low-income 
beneficiaries 
Immediately provide federal funding for coverage of prescription drugs under Medicaid for 
beneficiaries up [0 135 percent of poverty ($10.568 for an individual and $13.334 for a couple). 
This would also expand beneficiary participation in currently available subsidies for premiums 
and Cost-sharing. All funding obligations related (0 the coverage under this provision would be 
federal. 

Improve access to outpatient prescription drug covcrnge for seniors 
Revise federal directives to National Association of Insurance Commissioner;,,; (I\AIC) to 

develop new Mcdigap state modcllegisiation immediately. All priviitc suppleme!it:!l plHl1s 
would include haslc coverage for prescription drugs, One plan would be a pr(:scnpuon dJUg~cnly 
plnn. 

Combine Parts A and n 
Health care delivery changes have blurred the distinctions original! y contemplated when Pans A 
and B of Medicare wcre cnacted, Parts A and B should be combined in a singlc Medicare Trust 
Fund. (See Section III on Financing and Solvency.) 

Lower dcductib&e for 8 million beneficiarlcs 
The current Medicare program subjects beneficiaries entering the hospiwl to extremely 
high costs just at a time when they face the many other expenscs associated with serious 
illness. Virtuallx no private health plan imposes such costs. We propose to combine the 
current Part A ($768) deductible and B ($lOO} deducti~le> and replace it with a single 
deductible of $400, which should be indexed to growth in Medicare cOSts, 

Impro\'c utilization of health care services 
A fcc-for-service plan is best maintuHlcd by financial incentives, witliolJl which CO!'lS 

spirnl out of control or freedom of choicc must be restricted. To protect against 
unnc~cssary riscs in beneficiary Parl B premiums, 10% coinsuran...:c \vuuld be est~th!i:;h(;d 
for all 3crvice5 except inpatient hospital stay and prcventlye care, and except where 
higher capays exist under current law. . 

Revise federal directives to NAIC to develop new stale model tcgi:;lallon [0 confo:-m to 
the changes propol>cd for Medicare cost-sharing These directives should niso be 
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designed to achieve more affordable and more efficient supplemental insurance and to 
minimize Medicare outlays. The new single Medicare deductible and coinsurance 
schedule would be insurable in part or in whQle, 

Eligihility Age 

'Medicare eligibility age should be confomlcd to tbat of Social Security, A non~subsjdizcd bUy­

in should be avuil'l.ble at age 65. In addition, Congrcs!i should develop a special c~ltcgory of 

eligibility based on spccific needs-based criteria. for example selected activities of daily living. 

for individuals between age 65 nod then-current eligibility age.' 


Ill. FINANCING AJ\'D SOLVENCY 

The changes proposed in this document arc intended 10 pUI Medicare on surer financial footing 
by creating savHlgs due to competition, efflcicncy and other factors, and by slowing the growth in 
Medicare spending, In addition, these reforms would result in Medicare offering a benefit 
package that is more comparable to health care benefits offered io the private sector and would 
enhance our abitity to meet our commilment to today's and future beneficiaries. Without these 
changes. quality of care could suffer, and significantly greater revenues and/or beneficiary 
sacrifices would be reqUired. ilcoefici.anes tlnd the taxp~tyers would nol receive the greatest value 
forthe total health dollars spenl on seniQrs' behalf. 

Medicare's financing needs would be dictated by the Medicare growth rate achieved under the 
premium suppon system. By moving to it prclmum SUppOlt system, Medicare"s growth rate 
would be reduced by I to !.5 percentage points per year from the cum~nt long~teffi1 annual 
growth rate of 7,6 pereent (fruslees Intermediate) or 8.6 (CommiSSion's No Slowdown 
Baseline) If this reduction in growth rate can be achieved, the fiscal integrity and Medicare 
would be signific.mtly improved. 

Even if the estimated reduction in growth rate is achieved, Medicare will require additional 
resources as the percent of population that is eligIble for Medicare increases. As revenue is 
needed, how much should be fundcd through the payroll tax, through general revenue, and 
through beneficiary premiums'} 

The ~mswcr to this qucstion is difficult because it would require knowing today the health care 
system of the future. We do nol know wlwt the future holds in terms of the evolution of the 
health care delivery system, or the impact [h;)t technology will have on health care costs. 

A! the Commis5ion's first meeting, Pederal Reserve Chairman AI:m Greenspan s:.ud that "the 
trajectory of health spending in coming years will depend importantly on the course of 
technology which has been a key driver of per~pcrson health costs" Yet he went on to underscore 
what could be the absurdity of attempting now to determine funding levels necessary decades 
into the future "technology cuts both ways with respcct to both saving medical expenditures and 
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potentially expanding the-possibilities in such a manner that even thoJ.1gh unit costs may be 
falling, the absolute dollar amounts could be expanding at a very rapid pace. One of the major 
problems that everyone has had wilh tcchnology--and I could (Illude to all sorts ofJorecasts over 
the most recent generations-"onc of the largest difficuhies is in forecasting the pattern of 
Icchno[ogy.'1t is an extremely difficult activity." 

Notwithstanding the magnitude of uncertainty contained in the task. the statute esrabllshing the 
Commission directed us to recommend measures to attain the long-tem1 "solvency" of the 
Medicare program. Because of recent history the meaning of "solvency" has come under 
question. We be-Heve a new measure of solvency must be developed that couples the uncertainty 
inherent in the task with the real need for the public to evaluate thc cost of Medicare and how we 
should choose to fund this program over time, 

11.c solvency test that has been applied to Socia! Security is not an apt model for Medicare, 
Socinl SecUlity Trust Funds arc funded exclusi vely through payroll taxes~ Medicare is paid for by 
a combination of payroll laxes, general revenue and beneficiary premiums. These ratios have 
Changed over time such that a gretHer portion of program expenses is now paid by general 
revenues and a relatively smaller portion is paid by payroll taxes and beneficiary premiums. 

III addition. the payroll tax supporting the OASDI Trust Funds is limited both by its rate and the 
wage basc on which that rate is applied. No portion of Medicarc's funding contains these 
limitations, In Mcdic~rc, therc is no c~p on the wage base; the Pal1 A Trust Fund is funded by a 
payroll tax of 2.9% on DI! ean!ings, and pays only for the Part A benefits of Mccicarc, 
Medicare's Part B benefits arc paid 75% by general revenucs and 25% by beneficiaries. 

Consequently, the histonc concept of Medicare's SOlvency is one that has been partially and 
inappropriately bOtTOWcd from Social Security and has never fully reOected the fiscal integrity, 
or lack thereof. of the Medicare program. In Medicare, "solvency" has meant only whether the 
Part A Trust Fund outlays were poised to exceed Part A reserves and collections. That is all. 

Recently evcn this partial pro{)f of fiscal integrity has been shauered. The notion of PaJt A 
"solvency" or rather "insolvency" has \:)een used t9 shift more program costs to the geneml fund. 
An act of Congress shifted major home health expenditures from Part A to Part B in 1997, thus 
eXiending the fiction of the P~l.rt A Trust Fund "solvency" from 2002 through 2008 by shifting 
obligntions 10 the general fund. The generul fund, in great part, became the source of P~1I1 A 
"solvency", . 

The ever increasing cs~imalcs of general fund exposure should be P:'U1 of any definition of 
solvency. Absent reform. gencra) fund exposure jumps from 37% of program funding in FY2000 
to 43% jn FY2005 and 49% in FY2010. General fund demand will increase fmm $92 billion in 
FY2000 10 $156 billion in FY2005 to $26! btllion in !'Y201O. 
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Consequently, the "solvency" of the Part A Trust Fund is not useful as a guide to policy making 

or even as a tool to educate the public on the security and financial condition of the Medicare 

program. 


Therefore, Part A and Part B Trus! Funds should be combined into d single Medicare Trust Fund 

and a new concept of sol Vericy for Medicare should be developed, This concept should more 

accurately reflect the implidltions of the program's financing SUllcturc, Lc., the ratio of relattve 

financing burdens on the general fund, the Hospital [nsurance payroll tax. and the premiums 

beneficiaries pay. Because beneficiary premiums nnd the payroll tax rate cnn only be amended 

by law. and have proved very difficult to modify over time, !he only meaningful solvency test of 

this entitlement program is one bnsed on the amount of general revenues needed to fund program 

outlays. This could be referred to as. a programmatic solvency lest. . 


Congrcss should enact this revised definition of Medicare solvency so that decisions can be 

made in the conlexl of competing demands for general revenue. Congress should require the 

Trustces to publish annual projections regarding the ratio in program financing. In any year in 

WhiCh the general fund contributions arc projected to exceed 40% of annual total Medicare 

program outiays. the Trustees would be required to nOlify the Congress lhnt the Medicare 

program is in danger of becoming programmatically insolvent. The Trustees Report should 

provide for necessary and important public debate leading to potcmial adjustmems to the payroll 

tax and/or the lx:neficjary premium <lS well as any adjustment of the gCtlcn~1 fund devoted to 

Medicare. Congressional approvn! would be required to authorize any additional contributions 10 


the Medicare Trust Fund. 


With the reforms contemplated under Ihis proposal, that new tcSI would probably not activated 

until after 2005, Even jf we limit general revenue contributions 10 40% of program outlays, 

however, this proposal would extend the solvency of Medicare to 2013, This calculation, based 

on Ihe most rece:nt CEO baseline, would indicate that solvency under this test would extend to 

2017 or beyond. 


Long-term cart~ 


The Commission recognizes thai its proposal is focused on acute care, and does not address the 

issue of long-term care. In 1995. Americans spent an estimated $91 billion on long-tenn care, 

with 60 percent coming from public sources. Despite these lurge public expenditures, the elderly 

face significantuncQvercd liabilities. The Commission recommends thut the Institute of 

Medicine conduct a study (0 I) estimate futurc demands for 10ng~tcnn care; and 2) analyl.c the 
long-ternl Care financing options available!o ~eniors, including long~tcnn cure insurance, tax 
policy and community-based, S(a{C t\1\d federal government programs. 

, 
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FROM: Natasha Biiimoria 

SUBJECT: 	 SSA releases Actuarial Memo on the Social Security Guarantee Plan 
(ArcilerfShaw Plan) 

This afternoon. Chairman Archer held a press conference releasing the Social Security Actuarial Memo 
Slating that the Social Security Guarantee Plan (SSGP) would be expected to eliminate the estimated 
long-tenn aCtuarial deficit of2.07 percent oftaxable payroll. The followi is a summary of this 

memo. 	 10-(> '), 0" 
-r,Assumptions 

• 	 All estimates assume the elimhiation of the earnings test gradually from 2001 to 2006 (this has a very 
small effect on the overall financial status ofthe program.) ­

• 	 Memo assumes a 5,35 rate ofreturn, net ofadministrative expenses (An administrative cost of 2S basis 
.points is assumed). 

Key Points ofSSA Actuaries Mern~ 
, 

t",'":\", . , • The Archer/Shaw plan would produce a net drain on the unified budget unu12054, 
., .... 

• 	 SSGP does reach 7S-year solvency. 

• 	 Transfers from the SSGP accounts to the Social Security trust funds are sufficient to aUow a reduction 
in the payroll tax rate from ~Q.9 percent during 2050 to 2059. In 2060. payroll tax can be 
reduced by another I percent, making it 8.9 percent

, 

• 	 With reductions in the payroll tax rate, the trust fund ratio is expected to stay stable at about 240 
percent of annual outgo at the end of the 75 years. (Without the reductions in payroll tax, the trust 
fund ratio would be expected to rise to over 10 times annual outgo by the end of75 years), 

• 	 The OASDI actuarial balance is improved by 2.15 percent of taxable payroll, leaving a balance of 
"0.09 percent oftaxable payroll after 75 years-:without reducing the payroll tax, the deficit is 
improved by 2.71, leaving a balance of+O.65. 

• 	 The Social Security trust fund outgo as compared to what it takes in is expected to remain positive 
throughout the 75 year time period. Timely benefits made in fult can be expected through 2073 and 
beyond. 

Effect of the SSGP on F!nancial Status ofOASDI DC2ends Greatly on the f\ctual I_nvestm~!!!. 
Return to the Accou~ 

\ 



--------
"• 

,-r'""" Goss provides two examples, , .. ·1 , 	 . , 

The first example assumes a net yield of 1 percentage point higher, 6.35 percent 

• 	 With this higher rate of return, the payroll tax can be reduced to 4.4 percent by 2060 and the trust fund 
ratio would be at 300 percent after 75 years (balance of +0,07 percent of taxable payroll). 

• 	 Wi1hout,reduced payroll tax, the trust fund ratiQ would be expected to rise to more than 50 times 
annual Social Security net costs after 75 years (balance of+1.69 percent of taxable payroll), 

The second examp'Ie assumes a net yield of 1 percentage point lower~ 4,35 percent. 

" 	 With the lower rate, the Social Security trust funds would be exhausted by 2048 (leaving a ·0.08 
percent payroll deficit) 

\ 
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Harry C. Ballantyne
Cnief Actuary 

Stephen C. Goss 
Deputy Chief Actuary 

Long-Range OASDI Financial Effects of the Social Security
GuaranteePlan--INFORMATION 

This memorandum provides long-range estimates'of the 
financial effeot& on the Sooial Security (OASDl) program for 
enactment of the Social Security Guarantee (SSG) Plan 
proposed by Representatives Archer and Shaw. This plan
would provide for an annual contribution from the General 
Fund of tne Treasury to SSG individual accounts equal to 
2 percent of each worker'S OABDI taxable earnings beginning
with earnings in 1999. 

Proceeds from these accounts would, commencing at the 
worker'S retirement (or disability), be transferred 
entirely to the OASDl trust funds on a gradual basi.. For 
workers who die before OABOI benefit entitlement without 
potentially eligible survivors. the account balance would go 
to the worker's eetate l tax free. Benefits paid by the 
OASDI program would be the higher of benefits scheduled 
under -current law or the scheduled SSG withdrawal rate based 
on .. life-annui.ty calculat.10n. 

The combined CASDl payroll.tax of 12.4 percent (6.2 percent 
for employees andemployera, each) is assumed to be reduced 
in future years under the intermediate assumptions of the 
1999 Trustees Report and expected investment yields. The 
proposal would also include the.gradual elimination of the 
social Security retirement earnings test between 2001 and 
2006. 

En...ctment of this proposal, as specified. would be expected 
to eliminate the estimated long-range OABDI actuarial 
deficit (2.07 percent of taxable payroll under present law).
Under assumptions described belOW, revenue transferred from 
the SSG account. to the trust funds would be SUfficient to 
allc)w reductions in the COmbined OASDI payroll tax rate of 
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2.5 percentage points in 2050 (from 12.4 to 9.9 percent) and· 
1 percentage point in 2060 (to B.9 percent) . 

Estimates are provided for the SSG plan with and without the 
specified payroll tax reductions. Estimates are also 
provided to illustrate the sensitivity of the plan to 
pc>ssible variation in the yield on SSG accounts. 

All estimates assume elimination of the OASDI retirement 
~ earnings teat for ages 62 and older t gradually between 2001 

and 2005. (This change has a very small effect on the long­
range financial status of the OASOt program.) All estimates 
in this memorandum are based on the intermediate assumptions
of the 1999 Trustees Report, except aa indicated below. 

The Proposal 

Contributions and Investment Qp.To Benefit Entitlement 

The proposal would provide Social Security covered worker. 
with refundable tax credits equivalent to 2 percent of their 
OABOI taxsble earnings for calendar years starting 1999. 
Credits would be increased with interest from July 1 of the 
year of taxable earnings, at the market yield on publicly­
held Federal debt, until paid. Credits would be paid fro~ 
the General F~~d of the Treasury on October 15 (December 1 
for self-employment earnings) in the following calendar year 
for the sole purpose of deposit in a SSG account. Credits 
for earnings in 1~99 would be delayed one additional year.
and paid in 2001. 

Accounts would be managed by mutual funds, qualified and 
supervised by the Social Security Guarantee (SSG) Board. 
The Board would consist of the six individuals appointed by
the Social Security (OABDI) Trustees. 

Individuals would be required to hold all SSG· assets in a 
single fund and could change funda at moet once per year.
Annual SSG credits would be pooled and transmitted to the 
mutual fund managers by a central agency. Account holders 
would receive annual notice of assets in their Social 
Security ~ersQnal Earnings and Benefit Statements. 

The proposal requires that all account balances be invested 
in qualified mutual funds maintained with a portfolio
allocation of 60 percent stocK index funds and 40 percent 
corporate bonds. The charge for annual administrative 
expenses would be limited to 25 basis points {excess 
expense, if any would be made up from the General Fund of 
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the Treasury), Withdrawals prior to reaching retirement (or 
disability) would not be permitted. . 

Earnings Test Elimination at Age 62+ 

The Social· Security retirement earnings test annual exempt 
amounts would be raised according to a -specified schedule 
through 2005, an~ the test would be eliminated starting 
2006, for all beneficiaries age 62 or older. For 
beneficiaries under age 62, the current test would remain 
unchanged. The exempt amounts would be specified for the 
test applicable at ages NRA through 69 as $35,000 for 2003, 
$40,000 for 2004, and $45;000 for 2005. For the teet 
applicable at agee 62 up to NRA, the exempt amounts for 
years 2001 through 2005 would be set at $15,000, $20,000, 
$25,000, $30,000, and $35,000, respectively. This provision
alone would have a negligible effect (between 0.005 and 
-0.005 percent of taxable payroll) on the OASDI actuarial 
balance. 

SSG Account Distributions 

Under the'plan, the SSG account balance of workers who 
become entitled to OASDI retirement or disability benefite 
would ultimately be transferred entirely to the DASDI trust 
funds. Upon ~~titlement for Social Security retirement or 

".'", disability benefits J the Social security Administration 
{ wculd compute the monthly paYment that could be provided
'. . . 

", 4~ from a life annuity purchased with the holdings in the SSG 
account. The annuity calculation would reflect the 
anticipated yield on the SSG account {60 percent stock and 
40 percent corporate bonds, lesa 25 basis points for 
administration} and indexing of annuity payments for price 
inflation (as for the Social security COLA). The annuity 

. calculation would also reflect the expected payment of aged 
spouse and aged survivor benefits if the worker has a . 
current spouse and/or a qualifying divorced spouse (marriage
lasted lO years or longer). 

If the computed monthly-annuity amount exceeds the level of 
curren~ law scheduled OASDI benefits, then the Social 
Security Administration would guarantee payment from the, 
trust funds of the computed annuity amount for life. If the 
computed ~~nuity amount is less than the level of the OASDI 
benefit"then the OASDI benefit would be payable for life. 
Each month after benefit entitlement the computed ann'.lity 
amount based on entitlement of the worker and any aged
spouse(s) would be transferred from the SSG account to the 
OASDI trust fund•• 
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Because the computed annuity amount is based on a life 
ar~uity calculation, the SSG account would be expected to be 
depleted at the point where the beneficiary(ies) reach their 
life expectancy, as estimated at the time of benefit 
entitlement. Thus, for about half of the SSG accounts, 
benefits will be payable after exhaustion of the SSG account 
entirely at the expense of the OASOI trust funds. For the 
other half, death before life expectancy will leave 
remaining SSG balances for the payment of benefits to those 

.' 	 who lived beyond life expectancy. For workers who die . 
prior to exhausting their SSG account, but after becoming 
erLtitled to OASOI retirement or disability benefits. the 
r.,maining balance in the SSG account will be transferred to 
the account of any surviving spouse potentially eligible for 
benefits payable by OASOI (as a surviving spouse 0" ,~ 
surviving divorced spouse). At the point at which a worker 
has died, and each spouse or qualifying divorced spouse has 
also died, any remaining SSG account balance will be 
transferred to the OASDI trust funds. 

For workers who die before becoming entitled to OASOI 
retirement or. disability benefits. the balance in the SSG 
account will be transferred to the acc~~t of any surviving 
spouse potentially eligible for benefits payable by OASOI 
(as a surviving spouse or surviving divorced spouse). If 
children of the worker who are eligible for survivor 
benefits surVive the worker and any spouse, the SSG account 
will be maintained to cover these benefits. At the pOint at 
which a worker has died (prior to entitlement to any OASDI 
benefitl, and each spouse or qualifying divorced spouse has 
also died {prior to entitlement to any OASOI benefit), and 
there ,are no eligible children, any remaining SSG account 
balance will go to the estate of the deceased, tax free. 

OASDI Payroll Tax Rate Reduction 

The plan calls for a reduction in the OABDI combined payroll 
tax rate from 12.4 percent to 9.9 percent in 2050 and to 8.9 
percent in 2060. These reductions reflect the specified SSG 
portfolio allocation with the assumed asset yieldS described 
below. Payroll tax rate reductions are assumed to be 
implemented if transfers from the SSG accounts to the trust 
funds are large enough to raise the OASOI trust, fund ratio 
above 200 percent, with continued increase thereafter. 
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SSG Account Accumulation 

SSG account portfolios are required to be invested, both 
prior to retirement (or disability) benefit entitlement and 
after benefit entitlement in qualified SSG f~~ds that are 
must be maintained at 60 percent stock and 40 percent 
corporate bonds, witn an annual administrative expense

'charge of 25 basis points. The long-term ultimate average
real yield on stocks is assumed to be 7 percent, as assumed 
by the 1994-96 Advisory Council. (It should be noted that 
while the real yield on stocks has averaged 7 percent so far 
this century. many speculate that future yield may average
less.) The ultimate real yield on long-term corporate bondS 
is assumed to average 3.5 percent. or 0.5 percentage point
higher than the 3.0 percent real yield for U.S. Government 
long-term securities, as assumed for the 1999 Trustees 
Report. This spread between corporate and u.s~ Government 
bond yields is consistent with the spread experienced over 
the past 40 or 70 years, on average. It should be noted, 
however. the spread has been much smaller over the past 20 
years. The expected ultimate real portfolio yield for the 
base projection (alternative 1) would thus be 5.35 percent, 
net of administratltve expenae l 

(0.6*7% + 0.4*3.5% ~ 0.25% = 5.35). 

A rL~ge of administrative expense factors was assumed for 
individual accounts proposed by the 1994-96 Advisory Council 
on Social Security. For the Individual Account (IA) plan,
individual contributions were assumed to be collected and 
recorded by central institution. invested in large blocks 
with financial institutions. and invested in a limited 
number of indexed funds. Based on experience of TIAA and 
the Federal Employee Thrift.Savings Plan (TSP) it'was 
assumed that the IA plan could be administered with an 
expense of 10.5 basis points per year. For the Personal 
Security Accounts {PSAs}, individual accounts were assumed 
to be invested on an individual basis. resulting in an 
annual administrative expense of 100 basis pOints. Because 
the description of SSG individual accounts is far closer to 
the' individual account. for the IA plan than to the 
individual accounts for the PSA plan, the specified 

administrative expense factor of 25 basis points for SSG 

accounts'appears to be reasonable. 




i 

6 
: 
~ 

-.. 
{.." ". 

\.. , 
" 

/".. ..., 

-. 

Distribution of SSG Accounts 

Life annuity calculations for the purpose of determining the 
size of monthly transfers from SSG balances to the OASDI 
trust funds aSsume a real yield equal to the net, expected
real yield on SSG accounts, as specified. Mortality
estimates for these calculations are based on the 

intermediate projections of the 19~9 trustees report.
..' ,Annuity calculations are assumed to be made on a unisex 

basis for workers with no spouse or qualified divorced 

spouse (marriage lasting at least 10 years). For those with 
a spouse, annuity calculations would be on a joint and 
survivor basis intended to roughly match the expected 

payment of OASDI benefit.. For the purpose of these 

calculations, a joint and 2/3 survivor annuity is assumed. 
Thus, the amounts transferred to OASDI from the SSG account 
of a married beneficiary would be reduced by 1/3 upon the 

death of either the worker or the spouse. 


Under the SSG account yields assumed for these estimates, 

expected transfers from SSG accounts after benefit 

entitlement would be less than expected OASDI benefits for 
virtually all future beneficiaries. However, single workers 
with very high earnings, close to or above the OASDI maximum 
taxable amount throughout their careers would have transfers 
from their SSG accounts greater than curre~t law benefits if 
the investment return during their working years exceeded 
the assumed long-range average return used for these 
estimates. High·earning married workers would be far less 
likely to have transfers that exceed current-law benefits 
because the joint~and-survivor annuity calculation ~~uld 
provide lower transfers than for single workers, and current 
law OASOI benefits for married workers would tend to be 
higher. 

~imated Effect On OASDI Financing 

The table below provides the estimated OASDI'actuarial 
balance I the change in the actuarial balance I and the 
estimated year of combined OASDI trust fund ~~austion for 
the SSG Plan as described above. To illustrate the full 
extent of the expected value of transfers from the SSG 
accounts to the OABDl truSt funds; the estimated financial 
effects of the SSG Plan without the specified reductions. in 
the OABDI payroll tax rate are also included in the table 
below. . 
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Under the SSG Plan, the OABOl actuarial balance would be 
improved by 2.15 percent of effective taxable payroll, from 
a balanc~ of -2.07 percent under current law to a positive
balance of 0.09 percent of payroll under the plan. The 
OASOl trust fund "s" percent of annual OASOl outgo (~he 
tJ:ust fund ratio) would be expected to remain 'positive 
throughout the long-range 75-year projection period, thus 
allowing timely payment of benefits in full through 2073, 
and beyond. The trust fund ratio would be expected to ' 
decline to about 132 percent at the beginning of 2041, and 
to increase thereafter. The combined OASOl payroll tax rate 
would be reduced from 12.4 percent to 9.9 percent for the 
period 2050 through 2059 and to 8.9 percent for 2060 and 
later. Even with these reductions in the 'payroll tax rate, 
the trust fund ratio would be expected to be stable at about 
240 percent of ar~ual outgo at the end of the long-range 75­
year projection period. See table la·attached for details. 

Estimated Effects on OASDI F1nancial Status of 
the Social Security Guerantee (SSG) Plan 

Estimated Year 
Estimated 

OASDI 
Change in 

OASDI 
Exnaust 

OASDI 
Actuarial Actuarial Trust' 

Balance Balance Funds 

!percent of taxable payroll) 

Present Law (No SSG) -2.07 2034 

SSG Plan 1£ 
60% Stock, 40% Corp Bond 
Assess only .25% Admin Cost +0.09 2.15 . NA 

+0.65 2.71 NA 

1/ Payroll tax rate would be reduced from 12.4 to 9.9 in 

Aam~:n Cost 

2050 and B.9 in 2060. 

Based on intermediate assumptions of the 1999 Trustees 
Report and other assumptions described in the text, 

\ 
\ 
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The table above also includes an illustration of the 
potential financial effect of the SSG Plan on Social 
Security if the specified reductions in the OASDI payroll 
tax rate were not included. 7his provides an indication of 
the full effect on OASDI of the expected transfers from SSG 
accounts to CASDl trust funds under the plan. Without the 
'specified payroll tax rate reduction j the OASDr actuarial 
balance would be improved by 2.71 percent,of taxable 
payroll# from a balance of -2.07 percent under current law 
to a positive balance of 0,65 percent of payroll under the 
plan without specified payroll tax rate reduction. Without, 
the payroll tax rate reduction, the CASDl trust fund ratio 
would be expected to rise to over 10 times annual outgo by
the end of the long-range period due to the magnitude of 
transfers from the SSG accounts. 

Sensitivity to SSG Account Investment Yields 

The effect of the SSG Plan on the financial status of the 
OASDI program depends greatly on the actual yield that is 
achieved for investments in the SSG accounts, Returns on 
all investments are uncertain, and returns on stocks are 
particularly variable over time. For this reason it is 
important to consider the sensitivity of the financial 
status of the OASDI program to possible variation in 
expected investment yield. Note that the'1999 Trustees 
Report provides this sensitivity analysis for the OASDl 

.,' , 

. .,' program ~~der current law on page 138. 

The table below provides the estimated OASDI actuarial 
balance, the change in the actuarial balance t and the 
estimated year of combined OASDI trust fund exhaustion for 
the SSG Plan with two different SSG yield assumptions in 
order to illustrate the sensitivity of the proposal to 
possible variation in the ultimate average returns on stock 
and corporate bonds. 

Under sensitivity illustration 2, the average yield on SSG 
accounts is assumed to be l percentage point higher than 
expected for the accounts invested in 60 percent Btock and 
40 percent corporate banda, Under this illustration, the 
OASDI trust fund ratio would be expected to decline to about 
215 percent at the begi~~ing of 2036, and to increase 
thereafter. The actuarial deficit would be eliminated under 
the SSG plan, and the combined OASDI pa}roll tax rate could 
be reduced from 12.4 percent to 9.4 percent for "2040 to2049,
6.4 percent for 2050 to 2059. and 4.4 percent for 2060 and 
later. Even with these reductions in the payroll tax 

'. 
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sensitivity Analysis. Effect of variation in Expecte4 SSG 
Investment Yield Rates on OASDI Financial Status 

Estimated Year 
Estimated 

OASDI 
Change in 

OASDI ' 
Exhaust 

OASDI 
Actuarial Actuarial Trust 

Balance " Balance Funds 
. 
(percent of taxable payroll) 

Present Law INO SSG) -2.07 2034 

2, SSG Plan with 1\ Hi her 
Than E ecte Y e 2 

6.35\ average net y e14 +0.07 2.13 NA 

+1.69 3.76 !'Ill 

3A: SSG Plan with 1% Lower 
Than Expected yield ;~ 

4",35% average net yiel -0.08 1. 98 2048 

1/ Payroll tax rate reduced to 9.4 in 2040 , 6.4 in 2050, 
and 4.4 in 2060. ' 

2/ No payroll tax rate reduction. 

Based on intermediate assumptions of the'1999 Trustees 
Report and other assumptions described in the text. 

rate, the trust fund ratio would be expected to be stable at 
about':OO percent at the end of tbe long-range 75-year 
pt'oj ection period and the actuarial balance would be 
estimate positive 0.07 percent of payroll. Without the 
reduced payroll tax rate, illustration 2A, the OASDI trust 
fund ratio would be expected to rise to mere than SO times 
annual OASD! net cost (net of SSG transfers) by the end of 
the long-range period and the actuarial balance would be a 
positive 1.G~ percent of payroll. 

Under senSitivity illustration 3A, the average yield on SSG 
accounts is assumed to be 1 percentage point lower than 
expected for the accounts invested in 60 percent stock and 
40 percent corporate bonds. Under this illustration. the 
O~SDI truet fund ratio would be expected to become exhausted 
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ill 2049. However, the OASDI actuarial balance would be 
improved by about 1.98 percent of taxable-payroll under this 
assumption, leaving an actuarial deficit of only 
o.oa percent of payroll. 

Annual Estima-,es of SSG FUnd operations and Estimated 
Effects on the Unified Budget Balance 

Tables 111, attached, provides estimates of aggregate SSG 
account balances, total contributions to and transfers from 
SSG accounts,_ and rough estimates of the effects of other 
changes to ~he OASDI program (earnings test elimination).
A very rough estimate of the effects of the SSG Plan on the 
annual Federal unified budget balance for calendar years
2000 and later is also provided. 

These estimates are based completely on the intermediate 
assumptions of the 1999 Trustees Report, including the 
trust-fund interest assumption, and thus are not consistent 
with projections made by CEO and OMB (which use different 
assumptions. aowever, differences in payroll and benefit 
estimates are not large during the first lO projection years 
so these valueB can be viewed as very rough approximations
of the magnitude of effects on the unified budget balances 
through this period. 

. Under the SSG plan with the expected yield on the specified, account portfolio, amounts transferred from the SSG accounts 
to the OA9DI trust funds would at first be small, but would 
exceed credits to the SSG accounts from the General Fund of 
the Treasury by about 2031. Including the relatively small 
effects of the elimination of the earnings test at ages 62 
and above, the estimated change in the unified budget • cash 
flow' (excluding interest effects) would also be negative 
until 2031. Including the cumulative effects of interest 
and the_change in the OASDI payroll tax rate, the year in 
which the effect of the SSG plan on the unified budget 
annual balance would be expected to become permanently
positive is 2054. 

• 
Stephen C_ GOss 
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THE: WHITE: HOUSE 


WASHINGTON 


.:CONOMIC TEAM MEETING 
April 29, 1999 

The Cahinet Room: /O:50am 

\, Deht Reduction Endgames: What Would Be a Victory? 
A. Debt reduction without extending Social Security? 
B. Debt reduction and Medicare reform'! 
C. Only debt reduction that extends Social Security? 

II. Extending the Trust Fund by 75 Years Within the State of tile Union Framework 

III. Plans that Combine Trust Fund Investments with Progressive Individual Accounts 
A. SOTU phm with add-{)n individual accounts 
B. Mirror account approach to trust fund investments 

IV. Archer-Shaw Plan 

V. Process Options for Moving Forward 



" 

A. 	 Could Claim Victory for Debt Reduction Even Without Extending the Sodal 
Security Trust Fund 

• 	 Announce that we agree that Social Security should be taken out of the budget, and that 
the Social Security surplus should be used only for debt redtlction. 

Adyantages: 

• 	 Huge win for fiscal discipline ~. especially wben compared with the large tax cuts the 
Republicans were proposing last year using the unified surpluscs. 

• 	 \ This could be seen as the next, most impressive, step by a fiscally responsible President 
who not only eliminated the unified budget deficit, but is now taking a historic step to 
pay off the national debt and make the Social Security trust funds "real," 

Disadvantages: 

• 	 Ifwe embrace this now, we may lose our leverage for obtaining bond transfers to extend 
the Social Security trust fund. 

• 	 Reaching a budget deal without surplus transfers for Social Security would increase the 
chance that any future ~ociat Security re-fonn will rely more heavily on benefit cuts, tax 
increases, or carve~out style individual accounts . 

., 	 Cutting a deal at the end of the year to allocate the on~budget surplus to discretionary 
spending and tax cuts could be seen as abandoning commitment to "Save Social Security 
first." 

TWQKeyJIi~ 

• 	 GeUin2 Credit [Qr. Debt Reduction Vich1rYI Ifat the end ofthe year the main 
accomplishment is dramatic debt reduction, it will clearly be a Clinton accomplishment 
spu-rred primarily by the President's Save Social Security agenda. Yot if we are seen as 
repeatedly attacking Republican lockbox proposals, this outcome could ironicuHy be seen 
as a Republican win and a White House loss, 

• 	 USA AccQunts without Social Security Reform. Would we still be in favor QfUSA 
accounts in the absence ofextending the Social Security trust fund? This outcome could 
be :;een as giving individual accounts (and a tax cut) to Republicans without rt.'Ceiving 
anything for Social Security in exchange, 
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B. 	 Claim Victory if We Get Debt Reduction and Extend Medicare Even Without an 
Extension of Social Security. 

• 	 If we can reach an agreement to commit substantial new resources to the Medicare trust 
fund, it may be worth cutting a deal to allocate the rest of the on-budget surplus -- even 
without extending the Social Security tmst fund. 

AdVilnta~es: 

• 	 Strengthening Medicare and putting the country on a path to eliminating the national debt 
would be a major accomplishment even in the absence ofa Social Security deal. 

DisadvantaEes: 

• 	 Would violate "Save Social Security First" commitment. 

Key Issues: 

• 	 Would this be enough ofa win to let Republicans have some tax cuts? 

• 	 Would we be in favor of USA accounts in this context, or would we be giving the 
Republicans individual accounts without getting a stronger traditional Social Security 
system in return? 

C. 	 Require That Debt Reduction Be Combined With Crediting The Benefits of Debt 
Reduction to Social Security. 

• 	 If comprehensive Social Security reform falters, this could be a partial victory in a larger 
end-of-the-year budget negotiation. 

Advantages~ 

• 	 Would lock in debt reduction, show partial progress on Social Security, and make 
irresponsible tax cuts and radical privatization less likely in the future. 

• 	 Provides a way to get a partial Social Security victory at the end of the year if the process 
has broken down. 

Pisadvantages: 

• 	 Would extend the trust fund by less than under any full reform plan and by significantly 
less than the 2055 we initially described as a partial victory in our SOTU package. 

• 	 Could let Republicans off the hook on tax cuts, without ensuring u long tcnn fix for 

Social Security. 
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Key lssucs: 


,. Would partial extension of the trust fund be enough ofa Social Security victory to relax 

our Social Security first requirement and allow for tax cuts or (;SA accounts? 

We could offer Republicans n deal such as $1 oftnx cuts for every $4 of 
bonds given to the Social Security and Medicare truSt fund, 

Mechanisms to Strengthen the Case for Using Debt Reduction to Extend Social Security 

Solvency: 

1" Justify annual transfers based on the interest savings from debt reduction. 

2. 	 Make large transfers equal to the total amount of debt reduction accomplished only 

after the fact and only ifdebt reduction actually occurs. 

Key Challenge: 
• 	 Under conventional budget accounting, the transfers (and the interest on past transfers) 

will reduce the on-budget surplus available for other purposes. 
• 	 We will need to postponc most or aU of the actual transfers umil after 2014 ifwe want 

to afford the rest of your SOTU package using only the on-budget surpluses. 

New Options; 
• 	 One time transfer of bonds. Record every year the amount ofdebt reduction that 

occurs. At the end of lS~years, make a one time transfer of bonds to Social Security in 
the amount of the total debt reduction achieved. (Will cause a large on-budget deficit 
in the year fifthe transfer). Will extend solvency until around 204{;. 

• 	 Transfer interest savings starting in 2015. Record every year the amount of debt 
reduction that occurs. At the end of the IS-year period, begin transferring the interest 
savings from the debt reduction that occurred in the first 15 years, (All0ther option 
would be to simply call for general revenue transfers after 2015 unlinked to debt 
reduction). Will extend sOlvency until 2043 or 2044. 

• 	 Accumulate annual interest savings, then transfer starting in 2015. For the first 
IS-years, record the interest savings: that occur from paying down debt In the 15th 
year, make a one-time transfer of the total interest savings, From that year on, make 
additional transfers of the annual interest savings from the debt reduction that has 
occurred. Will extend solvency until around 2046. However, the interest owed to the 
trust fund will lead to on-budget deficits betwecn 2027 and 2037, 

Note: All of these options improve the 7S-year actuarial balance by roughly one-third ~ from 
: -2.07 to around.! ,40. 
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• 	 Do tmst fund transfers and equity investments as in the President's State of the Union 
plan (extends truSt fund to 2060 with 7 percent real return on equities). 

• 	 Include new widow benefit at 75 percent of the combined benefits the married couple 
received when both spouses were alive (capped at the average worker-only benefit), 
repeal cumings test, and do traditional refonus (0 extend trust fund to 2075 

~.s11C:; 

• 	 This approach requires us to Will on bOlh equily investments and bond transfers. 

Current 75-year OASDI balance - 2.07 
Change from surplus transfer and equity investment +1.52 

: Remaining Balance -0.56 
Without balance would be -1.05. 

Enhanced \Vidow Benefit 	 - 0.07 
• Will lessen poverty for this group, 

Repeal Earnings Test 0.00 

• Has some short tenn revenue impact. 

Maintaiu Share or All Earnings Taxed at 85.65 Percent of Payroll +0.11 

.. A tax increase ofS645 for someone making $78,000 or morc. 

Change Formula for Calculating Benefils So That Benefits Grow +0.15 

Slightly Slower than Wages (But Still More th.n Innation) 

• A benefit Cllt of3 percent by 2045. 

Eliminate tbe biatus in tbe normal retirement age +0.15 

• 	 Raises the retirement age by a year for someone retiring between 


2011 and 2017, 


; Remaining Balance 	 - 0.30 

,.\"""" 

Further Raise Share of Earnings Taxed to 87.5 Percent of Payroll +0.19 
• A further tax increase of$1847 for those earning over $92,700. 

Progressive Benefit Cut ror Those with Average Earnings Above $36,000 +0.19 

• Would cut benefits by about 5 percent for the top third of eamCTS. 

Cover New State and Local Hircs Starting in 2020 +0,16 

Increase Number of Years Used in Calculating Benefits from 35 to 38 +0.17 

• 	 workers and women. 
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Description: 

• 	 Legislate the benefit reductions or revenue increases in out years that would be 
required to achieve 75-year actuarial balance, but allow such cuts or revenue increases 
to be nullified or "triggered off' if stronger economic perfonnance or improved 
demographics make the measures unnecessary. 

Possible Justifications: 

• 	 SignifLcant uncertainty conceming future rcquires prudcnt assumptions but nlso 
recognition that one should not impose needless sacrifice ifassumptions proye 
pessimistic. 

• 	 Clinton plan caUs for significant increase in national savings, without building growth 
dividend into assumptions, 

• 	 ,gome feel long term assumptions do not recognize improved productivity trends due to 
technological advances, 

Adyantages: 

• 	 Reasonable policy response to long tenn policy making under uncertainty. 

• 	 Possibility that measures requiring sacrifice will not happen may dampen inlensity of 
opposition to measures, 

• 	 Not taken seriously. Elite media could see as way to duck the need to tell people that 
sacrifiee is required. 

, • 	 Taken too seriQusly. "Trigger ofr' provisions ignored and mechanism attacked as 
benefit cuts and tax increases. 



• 	 Our message would be thnt we are strengthening the traditional Social Sceudty system in 
the way that Ball and others have urged, 

• 	 Could insist that any individual accounts make the overall system more progressive, 
individual accounts could look a lot like USA accounts. 

• 	 Could let description of individual accounts be ambiguous enough that Republicans could 
claim that they got individual accounts within Social Security, while we claimed we 
protected the entire 12.4 percent payroll tax for the traditional benefit and set up USAs 
outside of Social Security. 

Change in Benefits in 2045 

(as percentage of current law benefits) 


Low Earner Moderate Earner High Earner 
($13,000) ($30,000) ($48,000) 

Approximate Benefit 
Cuts in 75~year version 3 to 7 percent 3 to 6 percent 3 to 8 percent 
ofSOTUpl.n 

Impact of 1 percent +9 percent +12 percent -14.5 percent 
individual account 

Impac. "r$300 per +17 peteen! +12 percent +9 percent 

worker individual 
account 

Impact of maximum +56 percent +40 percent +30 percent 
CSA account 

Impact of automatic +17 percent +6 percent + 0 percent 
portion "rUSA 
accotmts, 
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, 	 Our goal is 10 take resources from the surplus and to Invest them for higher rctIJnlS 011 

behalf of the Social SecIJrity Trust Fund so as to strengthen the traditional Social Security 
guaranteed benefit. However. as we had feared, the collective approach to investing has 
run into significant political opposition. 

, 	 We need a mechanism for investing on behalf orlhe trust fund while providing more 
individual choice over the investments. 

• 	 With an aoCceptable mechanism, it might he possible to co even more equity investment 
than occurs in your State of the Union plan. For example, the Archer-Shaw plan rea\;hes 
75-year actuarial balance because it relics more heavily on equity investments than your 
plan does (and because it receives general fund transfers for a longer period of time). 

Possible Mechanisms.: 

• 	 Have Trust Fund Investments ~irror the Investments in Individual Accounts or 
USA,. 

For example; if there were 10 authorized private sector mutual funds in 
which the individual accounts could be invested. the trusl fund couid 
invest with the same managers in proportion to how the individual 
accounts were allocated, 

Might be more acceptable foml of investment for trust fund because: 

.. 	 Would create perception ofequity investments arising from 
aggregation of individual choices as opposed to from central 
government controL 

.. Could be Jess potential for political interference because individual 
~ investors would resist attempts to restrict the portfolios in which 

their individual accounts were invested. 

• 	 There are likely to be other similar mechanisms: that would allow the Social Security· 
trust fund in invest in equities while providing the perception of individual cholce. 

• 	 Same transfers from surplus to the trust fund as in the State ofttic Union plan. 
• 	 Equity investments occur in same stock index fund that will be used for USAs, 
• 	 With half of the trust fllnd invested like individual accounts, we would have around 25 

percent of the trust fund in stocks rather than 14.6 percent, 
The Social Security trust fund would he extended until 2068 and the 
remaining actuarial balance would be -0.22 percent of payroll. 

Investments in the market would constitute up to 11 percent of the stock 
market 
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• 	 Refundable tax credit equal to 2 percent of payroll coming out of Social Security 
surpluses and general revenues nnd directed into individual accounts. 

The plan description says that the tax credits wiH be financed out of the Social 
Security surpluses (without reducing the amount of bonds given to the trust fund). 
There is some ambiguity about what this means. HO\.vcver, conventional scoring 
would say that the financing is coming out of general revenues. 

• 	 Social Security Trust Fund Buffers Individual Accounts to Guarantee Current Law 
Benefit Levels 

IVIost individuals will receive exactly the same Social Security benefit the}' would 
receive under current law. The individual account will be annuitizcd and provide 
part of the Social Security benefit. The Social Security tntst fund will make up 
the rest using financing from the 12.4 percent payroll tax. 

In the occasional case in which the income from the individual account is greater 
than the current taw Social Security benefit, the individual receives the income 
from the individual account and therefore receives more than their current-law 
benefit 

• 	 Individuals will be able to pick fund managers, but not investment mix, All accounts 
will be required to be invested in index fund portfolios providing a 60-40 split between 
stocks and bonds. This mandated investment portfolio was necessary to get the 5.3 
percent rate of return required to extend the trust fund for 75 years. 

• 	 Plan will Require Mandatory Anuuitization at Retirement. No withdrawal will be 
permitted for any purpose other than retirement income. In the event of death before age 
65, the accounts could be bequeathed so long as the individual has not prevIously 
received Socia) Security benefits (including disability benefits). 

Adyaotage.>;. 

• 	 Sots aside large portions ofbudget surplus to strengthen the traditional Social Security 
benefit 

• 	 Obtains higher returns to help strengthen the traditional Social Security benefit. 

• 	 The entire 12.4 percent of the payroll tax continues (0 go to fund the traditional benefit. 

• 	 Retains progressivily of the traditional benefIt. General revenue financing adds more 
progressive financing to the system, 
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.. 	 Serious attempt to deal with corporate governance and political interference issues that 
arise from investing on behalf of the trust fund. 

, 	 Pro~savings plan which locks up surpluses to pay for existing Social Security 
commitments. By pre funding now, reduces the need to isslie debt to finance benefits 
later. 

Disadyantages: 

• 	 May create the appearance ihat tlie individuai account is providing most afthc Social 
S<..'Curity benefit using revenue equal to only 2 percent of payroll , compared to the l2,4 
percent ofpayroJl which funds the balance of the benefit. This could create pressure [or 
later privatization ofSociaf Security. 

• 	 The relatively small fraction of people who will receive benefits 30 or 40 years down the 
road that are greater than current law Social Security benefits will be concentrated among 
higher income beneficiaries, In contrast, our USA account concentrates its benefits on 
low~income households. 

• 	 Unnecessarily spends billions of dollars on administrative costs to create the perception 
of individual accounts when the investments could be done far more efficiently through 
collective investment with protectiollS against political interference. 

• 	 Heavy reliance on equity financing of traditional benefit creates stock market risk for the 
government -- though !lome would say the tmst fund is unlikely to be worse oITthan from 
investing in bonds. 

• 	 Relies completely on general revenues and higher returns, instead of seeking tougher 
choices that would free more resources for other priorities, 

• 	 By taking 2 percent in perpetuity regardless of surpluses, it could force deficits down the 
road that would lead to,reductions in investments in'other key priorities. 
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Option I: 	 Announce Marginal Adjustments within SOTU Plan 

l,A 	 Release details on how to achieve 7S~ycar halance within the som framework, 

1.13 	 Show new approaches to transferring bonds based upon lhc gains from debt reduction, 

I.e 	 Embrace taking Social Security out~ofMthe-blldgcl, and show how to fit the SaTU 
program within the out-of-the-budgct fnlmC\vork. 

Option 2: 	 Make Offer to Pass Legislation on USA-type lndividual Accounts and Social 
Security Solvency at the Same Time. 

• 	 Would still require that individual USA accounts be outside of Social Security, but by 
linking passage ofSocial Security solvency legislation and USAs, it would allow 
Republicans to claim a win on individual accounts and Democrats to claim a win on 
protJ..."Cting Social Security without any privatization, 

OptIon 3: 	 Seek to Work to Get Some Democrats to Float Possible Common Ground 
Proposals That tbe President Could Send Encouraging Signals about. 

• 	 Potential people could include Conrad, Liebcnmm, Cardin. and Pomeroy, 

Optlon 4: 	 Cardin Suggestion: Announce that we would accept a USA-type account as n 
supplementary Socia1 Security account if 12.4 percent is protected for 
defined benefits and we can make an equivalent collective equity investment. 



THE WHITE HOUSE 


WASHINGTON 


May 5,1999 

MEMORANDUM FOR JOHN PODESTA 

STEPHANIE STltEETT 
KAREN TRAMONTANO 

FROM: 	 GENE SPERLING 

SUBJECT: Social SecuritylMedicare Meetings Request 

I would like to propose a list of four upcoming meetings we need to have with the President on 
two of our more pressing economic issues - Social Security and Medicare. 

I appreciate the scheduling burden all of you are under with respect to Kosovo, Columbine, 
Oklahoma, and other pressing matters, but delaying these meetings will soon begin to have a 
seriously negative impact on our strategy for these two issues. 

The four me,ctings I would propose for the period of May 10-21 are: 

• 	 Social Security Strategy Meeting. We need to sit down with the President and further 
discuss several strategic and tactical options for moving ahead. 

• 	 House Ways & Means Democrats on Social Security. We need to schedule a meeting­
following the strategy meeting discussed above -- with the President and Democratic 
members of the Ways & Means Committee. We could consider adding some Senate 
Democrats, but we need to ensure that we allow Rangel and Matsui the same time we will 
give to Chairman Archer and Representative Shaw. 

• 	 Meeting or Call with Archer, Shaw. Following the President's meeting with Ways & 
Means Democrats, he will need to meet with or call two critical Republicans on Social 
Security -- Chairman Archer and Rep. Shaw. 

• 	 Medicare Meeting. We need to hold a one and a half hour meeting with the President and 
his eeonomiclbudget advisors to discuss preliminary options for the President's Medicare 
proposal and our basic choiccs over premium support, prescription drugs, and savings. We 
need to get guidance from the President so we can proceed expeditiously on final choices for 
a plan. We have prepared a briefing book for him that we can send to him a few days prior to 
the meeting. 

I appreciate your attention to this, and would be happy to discuss it further with any or all of you. 
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THE WHITE HOUSE 

WASHINGTON 

ECONOMIC TEA:\t :\tEETING 
May 12, 1999 

Tire Cabinet Room; 1:OO·3:00pm 

I' AGENDA. 

1. POSSIBLE GOALS 

II. OPTIONS: 

lao 75· Year Solvency Plus USAs 

lb. Varialion with Adjustments to the SOTU Plan 


2a. Incremental Plans To Lock in Debt Reduction and Partially Extend Solvency 

2b. Variation with Equity Investment 

2c. Variation with Scaled·Back Program 


3a. An Incremental Plan 

3b. Incremental Plan Compromise 
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• 	 To extend Social Security solvency for 75 years:. 

Ifrcal refonn is possible, this is the prize. 

• To extend Social Security solvency enough to allow use orlhe ~urplus. 

"Saving Social Security first" will provide nexibitity for other goals: seeking adequate 
funding ofcore government, advancing USAs, using surplus for Medicare refonn and 
prescription drugs. 

• To demonstrate leadership. 

Proposing Social Security refonn would show that you are moving forward. setting the 
agenda, 

• To avoid being tarred as the ones who killed Social Security reform. 

Democrats need to avoid being seen as the ones who stood in the way ofrefonn that 
people see as needed. 

• To maintain tbe roadbJock to t(){)<-Iarge tax cuts. 

Allowing use of the surplus without effectively reserving or di_spladng it could pave the 
way for tax cuts so large that they create deficits wen into the future, 

• To keep Democrats togetber. 
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• 	 SOTU Plan. Do tmst fund transfers and equity investments as in the State ofthe Union plan -­
extends Trust Fund solvency to 2060 if one assumes a 7 percent return on equities. 

• 	 Additional reforms.. Do traditional refonns to extend Trust Fund solvency to 2075, include a new 
widow benefit at 75 percent of the combined benefits the maIi'ied couple received when both 
spouses were alive (capped at the average worker-()nly benefit), and repeal the earnings test. 

.. 	 Offer to pass a Social Sc<:urity solvency plan at the same time with USA·type accounts to give 
both sides a win, Individual USAs would still be outside of Social Security. Republicans could 
claim a win on individual accounts and Democrats could claim a win on protecting Social Security 
without privatization, We must be willing to work with Republicans on the exact design of the 
accounts and solvency plan. 

, , •••• ,~ r' " 

:'The SOTU Pia .. ':;", 
~ ~ . 

Current 75-:;oar OASDI bal.nce 
Transfer surplus and invest in equities 
Remaining balance 

·2.07 
+1.52 
-0.56 

~~~~l~~ii~~lr·+i{~Ad~iifot;al\Refo~~ 
., I .~.. f,' ~ ... ~":~ • '." 1 • .~... , ;'~: • < - _ ~ :;." > _ ' 

-0.07 

Repeal earnings test (a short~teml revenue loss) 

Enhance widow benefit (lessens poverty in this group) 

0 

Maintain share ofeamings: taxed at 85.65 percent ofpayroH 
 +0.11 

-~ a $645 tax increase for workers making $78.000 or more 
, Change fonnula for calculating benefits so that benefits go up faster than 
• prices but Slightly slower than wages +0.19 


- a 3 percent benefit cut by 2045 

Eliminate the hiatus in the nonnal retirement age 
 +0.15 


~~ raises retirement age by as much as a year for workers retiring 

between 20 II and 2017 


Remaining balance 
 -0.21 

Further raise the share of earnings taxed to 87,5 percent of payroll 
~- a further tax increase ofSl847 for workers eaming over $92.700 

Progressive benefit cut for those with camings above $36,000 
*~ about a 5 percent benefit cut for the top third of earners 

: Increase number of years used in calculating benefits from 35 to 38 
-- disproportionately affects Jow~wage workers and women 

Fill the remaining gap or avoid any revenue measures by progressive 

benefit cuts that would be walved ifsolvency strengthens due to 

economic or demographic improvement 


+0.19 

+0.19 

+0.17 

Components do nOllldd 10 total because of interactive effects, 
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• We couJd change tbe mixes of additional reforms to one of the follo~'ing: 

Eliminate 1he hiatus in the nornlal retirement age +0.15 
_M raises retirement age by as much as a year for workers retiring 


between 2011 and 2017 

Reduce growth in benefits for new retjrees by 0,33 percent a year starting 

in 2012 and later. +0.61 
-- a 9.1 percent benefit cut by 2045 I 

',,-~, . ."{'~j "'1!- ;;jI:'''7_' ,.r"'f/l;'7'~~ , <~.' ,,",'.7."; • - .'~ ".,. ~. ~'" .... "<'" *', ,·· .... r..:.,.,.,..t; ',' •.( ....j 

~ :l~'-~~~{t#4~·; ::',~(..~4~ttJ~~~}:n.~fgrm·~.~ttjt~j! C~!tiges .!~ N~r"!a,~!t~t~re~,~,~$.1:~fM.~:~, ·;:t;'::·~~) 
Maintain share of earnings taxed at 85.65 percent ofpayroll I +0.11 

-- a $645 tax increase for workers making $78,000 or more , 
Reduce growth in benefits for new retirees by 0.33 a year starting in 2012 

and later. +0,61 
--" 9.7 percent benefit cut by 2045 

..•~···rf'··.f"": ..... "1{. """".' '"'''I<~"., ......... ~-c ',I .... ' . -. " - "-. ' ~. ,
;, '.,"",'~'!;.~";';; ') .-c~(,,~.~'t~" ,; CL:Additi(}nal~~eior.:ns ',\\'ith Greater Progressivity .~':~;. ,~ , " 

" ~·.L';j'~:.'!"~':;; ::!:': ",' .~-.: '-.'/-,.'>~1·' -­ -l·~' .. ":-:"" .' ,"'...\.: '. ,.,"'.!, 

:.:­.: ,'-~ ., 
..1' '. 

Maintain share of earnings taxed at 85.65 percent ofpayroll 
-- a $645 tax increase for workers making $78,000 or more 

Progressive benefit cut for those with earnings above $29,000 and 
Reduce the indexing of the second bend point by 2 per<;ent a year starting 

2012 through 2021 

+O.ll 

+0.61 
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• Leaves almost everyone better off: 

Approximate changes in 
75-year solvency plan +2 to -7 percent 

USA benefit* 

0 to ~4 percent ~3 to -6 percent 
+26 to +87 percent +9 to ....58 percent o to +47 percent 

.. assummg USA parameters grow at the mle of the Gross DomeStlc Proouct, benefit for a couple 

• 	 Achieves 7S~ycar soh'ency. 

• 	 Creates progressive individual accounts, outside of Social Security. 

• 	 Demonstrates leadership. 

• 	 Makes it easier to do Medicare reform. Putting forward a 7S*year solvency plan will make it 
easier to use some surplus for prescription drugs while maintaining Social Security first pledge. 

, " -.~, . 

<'4, Disadvantages'" 

• 	 Some Congressional Democrats may argue that it neutralizes a potential advantage in protecting 
the existing Social Security program against benefit cuts, and exposes Members to a potential 
attack for supporting Social Security benefits cuts. 

• 	 Despite costs, could result in no real reform enacted. 

Senator Lott may not want reform, and Speaker Hastert may not have the power to 
negotiate it. 

• 	 Linking individual accounts to Social Security risks unfavorable comparisons of the two rates 
of returns. 

• 	 Linking individual accounts to Social Security will look more like an add--on. Some 
Democrats will fear the slippery slope. It may highlight USA administrative problems. 
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· .'C .~ ·'.J:OPTION l(B): VARIATION WITH ADJUSTMENTS'TO,THE SOTU:PLAN 
., ,,'" '" ... , .;, ~~~,~ ., "., ,,' "". , ...•- ... ,,_.' .-

• Same as above, only adjust some features of the SOTU plan that received criticism. 

.' '" ;( -'l'" ." 	 " .' ',', • . .,".', 

Possible Adjustment 1: Alleviate corporate governance concerns about cen'tralized Investment: 
.. 	 .' , , " • ," - r • • 

• 	 Have trust fund investments mirror the investments in US As. 

• 	 For example. if there were 10 authorized private sector mutual funds in which the USAs could be 
invested. the trust fund could invest with the same managers in proportion to how the USAs were 
allocated. 

• 	 Might be more acceptable fonn of investment for trust fund because: 

Would create perception ofequity investments arising from aggregation ofindividual 
chokes as opposed to from central government control. 

Could be less potential for political interference because individual investors wDuld 
resist attempts to restrict the pDrtfolios in which their individual accounts were invested. 

• 	 There arc likely to be other similar mechanisms that would alJow the Social Security trust fund in 
invest in equities while providing the perception of individual choice, 

• For every dol1ar put into USAs by individuals, the government could invest 50 cents in the same 
stock index fund as used by the USAs, 

• 	 Offer to work witb Republicans to develop means to achieve- debt reduction in a way that 
avoids perception of double-counting • 

. Do debt reduction as in the State of the Union plan. but make trust fund transfers after 
15 years of paying down the debt. 

Shows transfers only after debt reduction has been achieved from off-budget surplus 
and may help combat the perception ofdouble-counting, 

Will require additional rCromls to make up for savings lost by delaying transfers from 
lhe liming in lhe SOTU plan. 
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• 	 You could embrace the goal of achieving on-budget balance after a limited transition 
period. 

• 	 Devote on-budget surpluses for next 15 years to needed discretionary spending~ phased­
in USA!, and delayed Medicare transfers. 

Under current projections. we would run'on-budget deficits averaging $20 bilUon 
during the first 6 years, but would then achieve on-budget balance with full USAs 
and the same cumulative Medicare transfers as under the SOTU plan. 

• 	 Begin transfers to Socia) Security in 20)5 ifan only if debt has been paid down. 

If we transferred each year an amount equal to the interest savings from paying 
down debt, we would extend Social Security solvency unlil 2043. 

. 	 ",-. 

' ...... I '" ~1 
", ",- . '" 

• 	 It would block overly large tax cuts by taking resources off the table. 

• 	 It would ensure that benefit cuts and revenue increases actually add to national savings and 
thereby enhance our ability to pay Social Security benefits down the road. 

• 	 It would reinforce your reputation for fiscal discipline and responsibility. 

• 	 It would address criticisms of the SOTl! plan and show movement toward the Republican 
budget resolution without giving up die key features of the SOTU plan. 

• 	 It would gamer support from fiscal conservatives, elite media. and a variety o[validators. 

• 	 It could move us toward an endgame like option 3. 

. . . \..,' 	 , '.' " , ,
_.~"i>"'_.'~ 

• 	 It would make it harder to put forward a plan with 75~year solvency, 

• 	 It would leave less money for making transfers to Social Security and Medicare and for other 
priorities because the on-budget surpluses are smaller than the unified surpluses for many 
years, 

• 	 We would show an on-budget deficit during the first 6 years under OMB numbers, 
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• 	 Do the same as in option 2, only ba\'e tbe Trus1 fund make equity investments. 

We may have to employ the means in Option l(B) to alleviate corporate 
governance concerns about centralized investment. 

If we invested IS percent of the trust fund in equities. we would extend solvency 
further into the 2040$, 

". ~~;. 	 c '.," 	,. " , , ". ,'. ' " OPTI<!"rt2(C):. V ARI;l.TION WITH S,CALED-BACK PR09RM!:' 

• 	 Do th(: same as in option 2, only scale back discretionary spending and L'SAs by one­
third eacb to allow some Social Security transfers within the 15~year "vindow. Use 
equity investment as necessary. 
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• ' '";., ' '\ c .:: ,OPTIOII! 3:"'AN INC'REMENTAL PLAN, \. ;,­

• 	 Seek some amount of general-revenue transfers to the trust fund to extend solvency in 
exchange for Jocking in the entire Social Security surplus for debt reduction. 

You say that you will embrace the off-budget treatment of Social Security and the 
Republican point-of-order lock box (not the debt limit lock box) ifwe can agree 
on some method for extending solvency at least 15 years, 

., 
7 .,. • 

• 	 It is achievable. 

• 	 It would allow you to claim a clear victory for a result you more than any other have brought 
about - elimination of the on-budget deficit. 

• 	 It would be a huge win for fiscal responsibility. It would preserve a large fraction of the 
surpluses for debt reduction. 

• 	 It potentially sets up a Medicare-vs.-tax cut fight 

" • _'I ',V,: ; '" '.. , .?:," 
, ,1 .1.-. '.!>,',. Disadvantages'. 	 : ..... '., "'.'_, ... .t... 	 • 

• 	 It does not address long~tcrm solvency issues presented by the retirement of the baby boom 
generation, 

• 	 It could be criticized by fiscal conservatives as avoiding hard choices and failing to lead, 

• 	 It may not be enough to unblock access to the surpluses; that is. it may not meet the test of 
"saving Social Security first:' 

• 	 We may not be able to get to this result simply by seeking it directly. 
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• 	 In order to get a final deal, in exchange for some amount of general-revenue transfers to 
the trust fund to extend solvency, we may have to allow both locking in the entire Social 
Security surplus Cor debt reduction plus some amount of tax cuts (perhaps in 
combination with some amount of Medicare and discretionary funding). 

IO 



