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THE WHITE HOUSE
WASHINGTON

February 16, 1999
SOCIAL SECURITY/MEDICARE EVENT
DATE: February 17, 1999
TIME: 1:30-1:50pm (Pre-brief)
1:50-2:00pm {Meet and Greet)
2:00-3:00pm (Event)
LOCATION: Map Room (Pre-brief)
“ Blue Room (Meet& Greet)
Event (East Room)

FROM: Gene Sperling
Mary Beth Cahill

PURPOSE

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.

BACUKGROUND

Some commentators have stated that your plan to allocate the surpluses would
redistribute more money from younger Americans to older Americans. The goal of this
event 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 (o help mest the
long-term retirement challenge.

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

First, it ensures that Social Security benefits will be there for foday’s young
Americans, Your proposal extends the life of the Trust Fund through 2055, By
working wilh Congress in a bipartisan way, we are working to extend Social Sceurity for
73 years, For a worker who i5 20 years old today, he/she will be assured of a strong and
stable benelit when he or she retires under this framework.  In addition, your framework
reserves 12 percent of the projected sumpluses to create new Liniversal Savings Accounts
{USAs) so that young people can begin saving and start building wealth to meet their
future retirement needs.
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Second, by paying off the national debt, your plan lifis an enormous burden off
future generations, As you know, during the 1980's and carly 1990's, the federal debt
quadrupled. As a share of GDP, the publicly held debt increased from 26 percent in 1981
o 50 percent in 1993, Today, as a resait of your 1993 Economic Plan and the 1697
Balanced Budget Agreement, the debi-10-GDP ratic is 44 percent, and your propogal
would cut it by more than two thirds in dollar terms and lower it to 7.1 percent, as a share
of the economy, by 2014 -- its lowest level since 1917, - As David Broder wrote in the
Washington Post [2/7/99], this is "the greatest gift to our children,” Here’s why:

It Will Help Grow The Economy For Qur Children. Your framework will cut the
federal debt, thereby raising national savings, Higher national savings will mean lower
interest rates, higher private-gector investmend, and thus, higher economic growth in the
future, '

1t Will Cut The Interest Paymenis Our Childyen Pay on the Federal Debt. When
you took office, interest payments on the federal debt were projected 16 eat up 27 cents of
every budget dollar in 2614, Today, interest payments on the debt take up about 13 cents
of every tax dollar. Under your proposal, interest payments would shrink to just 2 cents
on every doilar by 2014, :

It Will Ensure That We Do Not Leave a Legacey of Debt to Our Children. Your
proposal would eut the debt held by the public, as a share of the economy, to 7.1 percent |
in 2614, This would mean that instead of leaving a'mountain of debt for our children, we
would completely eliminate the national debi by 2018.

Finally, your proposal ensures that Social Security will continue to help young
people today. By saying no to radical privatization, your plan promises that Social
Security will continue 1o 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 3 payout of $§600,000 from a
disability and survivors msurance policy. By strengthening Social Security, your plan
ensures that Social Security will continue to provide our parents and grandparents with a
stable benefit « without which many would become dependent on their children for
support,

n Briden

You will be introduced by Sharon Bridgner of McLean, Virginia, She 15 a 26-year old and works
as a clinical rescarch nurse of neurclogy at the National Institutes of Health {NIH). She formerly
served as the President of the Student Nurses Association and is & member of the American
Murses Associalion. 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 to current retirees and will discuss how essential these programs are to her generation.



Audiencg

The audience will be filled with approximately 150 young people from all different groups, such
as 2030 center, Economic Security 2600, local student groups. .

i1,  PARTICIPANTS

Pre-bricf

John Podesta
Secretary Rubin
Jack Lew

Gene Sperling
Ken Apfel
Larty Stein

Meetand Greet

John Podesta

Secretary Rubin

fack Lew

Gene Sperling

Ken Apfel

Larry Stein

Sen, Charles Robb (D-VA)
Rep, Tammy Baldwin (D-WI
Rep. Elijah Cummings {I-MD)
Rep. Steny Hoyer (D-MD)
Rep. Robert Matsui (D-MD)

V. SEQUENCE OF EVENTS

w YOU receive briefing in the Map Room.

- YOU meet Members of Congress 1a Blug Room,

- YOU aceompanied by the the First Lady, Secretary Rubin, Ken Apfel,
Representative Tammy Baldwin, Sepator Chuek Robb, Sharon Bridgner (real
person), and 10 youth from James MacGregor Bums Academy of Leadership,
University of Maryland are ansiounced into the East Room

- The First lady makes brief remarks and introduces Commissioner Apfel.

- Commissioner Apfel makes brief remarks and miroduces Scoretary Rubin,

- Secretary Rubin makes bricf remarks and introduces Representative Tammy
Baldwin,



VI.

; Representative Baldwin makes brief remarks and introduces Senator Chuck Robb,
- Senator Chuck Robb makes brief remarks and intreduces Sharon Bridgner.

- Sharon Bridgner makes brief remarks and introduces YOU.

- YOU make remarks

YOU depart,

¥

PRESS COVERAGE
Open
REMARKS

To be provided by speechwriting.

.



LF L

- THE WHITE HOUSE

WASHINGTON e R T N S

February 12, 1999

MEMORANDUM FOR THE PRESIDENT ) _
FROM: GENE SPERLING Portos
SUBJECT:. 'NEC WEEKLY REPORT

e JOHN PODESTA

USA Accounts: Weheld an NEC principals meeting on Thursday (2/11} to discuss details of

the USA accounts. Among the issues discussed were how high up in the income distribution the
flat 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 should 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 myself spoke with 130 Democratic members of Congress on
your Social Security plan in Wintergreen, West Virginia. Robert Rubin addregsed all 130
members and the others and myself were involved 1n 5 different breakout sessions with the
members. These discussion were very substantive, we ach gave a presenfation to 30 members
and had detailed discussions on your proposal for Social Security reform. The NEC hosted a
principals mesting where we discussed creating legislation for your Social Security plan. On
Tuesday (2/9), I met with Marshall Carter, Chairman and CEOQ of Staie Street Corp out of Boston
and some representatives from {he company where we discussed investing a portion of the Social
Security trust fund in equities. On Wednesday {2/10), Robert Rubin and I met with Phil Condit,
President & CEO of Boeing, Dana Mead, Chairman & CEQ 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 (2/11), Robert Rubin, Larry Stein and I met with Senate Democrats and
discussed Sacial Security reform. Finally, on Friday {2/12), 1 spoke at the CATO Institute and
was on a pane! discussing your Social Security reform proposal. Othiers 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 Instituie, and Michae! Tanner of the

ato Institute. You should also know that we are working on a letter of support from numerous

onomjsts, fncluding 5 Nobel Prize winners, that is currently being circulated. The letter may

t released al press conference sometime in the next two weeks, '

w w
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EU Aircraft 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 ar€ 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 (ICAQ). 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 1, 1999 and were serving EU destinations between
1995 and 1999. We strongly oppose this regulation because it is inconsistent with intemmationally
recognized noise standards and would undermine ICAQ itself. In addition, the regulation would
decrease the resale value of affected aircraft and reduce the market for hushkits themselves, a
U.S. technology. 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 of Airbus 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 18-year financing terms for purchasers of Airbus aircraft --in flagrant .
violation of the spint, if not 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 find a way to get the EU to de-escalate instead.

Meeting with Navy Secretary on BRAC/Base Reuse: John Podesta and Dorothy Robyn on my
staff met with Navy Secretary Danzig on Monday (2/8) to try to resolve a number of problems
that BRAC communities face with the Navy in carrying out their base reuse plans. Although the
Navy has made progress since a similar meeting two years ago, Navy officials continue to be
unnecessarly slow, bureaucratic and penny- pinching in their dealings with communities {many
of them in California), which often delays economic redevelopment and job creation. Among
other things, Danzig proposed that Robyn meet monthly with a senior Navy official to review
outstanding problems; issues that cannot be resolved at that level.will be appealed directly to
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 of women. 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 eamnest 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 vanations. 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 NEC (L.ael Brainard, Sarah Rosen, and Rick Samans),
Andrew Samet of Labor, and Harold Koh of State met with policy representatives of the AFL-
CIO to define further the objectives of the FY2000 budget initiative regarding the ILO. To s
facilitate our discussions with appropriators, we are drafting a more elaborate written r
presentation of our objectives and expectations.

Steel Update: On Friday, Secretary Daley announced high preliminary antidumping margins on
hot-rolled 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 on 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
suspensicn 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 other 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.

China WTO: The NEC 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

{\
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visit, with Ambassador Barshefsky traveling 1o 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 tot
true. We are sharpening our priontes through consultation with industry and Congress, but any
deal has 1o be commercially viable, to both our exporters and import sensitive industries, and for
Congress to approve permanent MFN for China.

Japan: The NEC co-chaired this week with the NSC a deputies meeting to plan for Prime
Minister Qbuchi’s visit in late May or early April.  Japan has taken meaningful steps on the
fiscal and banking side, bt effective implementation is key, and Treasury is not prepared 10 say
Japan has turned the comer. Treasury, concerned that rising interest rates, a stronger yen arxl
deflation pose a significant downside risk 1o the Japanese economy, is privalely urging the Bank
of Japan to ease monetary policy. Deregulation and market opening have stalled absent
Hashimoto and amid growing concerns about dislocation. We are prioritizing deregulation and
market access issues, with an eye toward resolution of some sort before the Obuchi visit,
Coincidentally, Super 301 determinations must be made on Apnl 30, just prior to the Obuchi
visit. The NEC will chair an mteragency subcabinet meeting with the fapanese to prepare for the
summit.

P
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* MEMORANDUM FOR THE PRESMIDENT

FROM:  JOHNPODESTA

*

SUBJECT: ,  DAILY ISSUES UPDATE

This memo provides updates on some of the issues White House offices are tracking roday,

¥

DROMESTIC RPOLICY COUNCIL

. Ed-Flex. Sznator Lott’s motion to invoke clonure on the Ed-Flex bill failed woday, ona
steaight party-Line vote. Another cloture vote an the bill is scheduled for tomomow,; we
expect much the same vote. Immediately following the cloture vote, we issued a statement
from vou calling once again on the Republican Leadership 1o allow an up-or-down vote on
the class size amendment. {See attached.) The Vice President defivered the same messags
at the top of his livability event and in radio interviews. Qdds now are that Senator Lost will -
take down ine bill after the failure of the second cloture vore; there is stilf 4 chance, ‘
however, that he will enter inte a time agreement allowing a vote on class size and one or
wo other Demeocratic amendments. If Lott does allow a voie on class size, we 2xpect
Republicans to argus that Congress should fond no new initiatives until it fully funds special
sducation. , ‘

Social Security, Today, Alisia Munnell, Robert Solow (Mobel Laureate), and Pater Dimond

held a riews conference to annotnce the support of more than 100 of the nation's leading

sconomisty {inchuding § Nobel Prize winners) for your plan to pay down the debt. United

- under the banner of Economists for Increased National Savings, the economists issued a

staternent supperting your FY'00 budger prierity to save the surphises, and your plan to

direct the buik of the 34.4 trillion of net budget swpluses away from additional spending or
tax cuts, toward a more productive, long-term strategy of saving.




UNCLASSIFIED ~
WITH {ZC}NFIB%Y&L ATTACHMENT

Brazil, ’I‘nciay, IMF Director Camdessus recommended that the IMF Board appeove Brazil's
revised economic program. Key elemeuts of the program include a strengthened #seal
adjustment -~ increasing the primary surplus target by .$% 10 2 range 6£ 3.0-2.5% -- and an
inflation target anchor for monetary policy. The U.S. Treasury released a press statement at
midday welcoming the agreement and expressing the belief that firm 2nd sustairied
implementation cou d lay the basis for restored confidence and renewed growth.

LEGISLATIVE AFFAIRS
House of Representatives. Today, the House met for a pre forma session. On Wednesday
the Ways & Means Commitiee will mark up the Visclosky (D-IN} -Regula (R-OH) steel
imperts bill. The legislation imposes quotas on the importation of foreign steet. Due (o the
possibility that the Kosavo Resetution, which authorizes the deplovmaent of traops for

peacekeeping, will not be considered this week, the steel imports legzsiatzrm may move to the
floot *or consideration later this week.

Senate. Today, the Senate continued debating S. 280, the Administration-supported Education
Flexibility Act (E¢-Flex). Debate on the bill will continue womorrow. A second cloftre
motion vote on the measure is expected tomorrow and (wo more are sxpected on Wednesday.

Productivity. Tomorrow, at 10:00 a.m., the Bureau of Labor Statistics will release revised
estimates of productivity growth in the non-farm business sector {output per howr worked) and
new Bourly compensation figures. The estimated founth guarter productivity is revised up from
3.7% t6 4,6%. Hourly compensation over the past four quarters increaged 4%, compared 0
3.7% during the sanie period Jast year, (CEA release sttached.)

YICE PRESIDENTS QFFICE

Liveability Agenda. Today, the Vice Pregident joined Sec. Siater, more than two dozen traffic
reporters and nearly 150 state and local officials at an event to highlight elements of our
Liveability Agenda designed to case yaffic congestion. Specifically, the Vice President: 1)
called on the FCC to adopt a new, nationa! three-digit telephane number 1o allow Amencans
immaediate access to transportation information, such as road eonditions and bas schedules; 3}
launched a “commuter choice” initiative to all employers 1o offer their employees taxable cash
or tax-exempt parking, twansit or vanpool benefits; and 3) a series of regional tansportation
livability summits over the next year,
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March 11, 10%9

MEMORANDUM FOR JOHN PODESTA
DOUG SOSNIK
STEVE RICCHETTI
MARIA ECHAVESTE
KAREN TRAMONTANO

FROM: GENE SPERLING

'SUBJEZCT : NEC's Long-Term Policy Aancunceménts 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:

b Strategic Plans
* Saving Social Security and Strengthening Medicare
. Promoting Greater Economic Opportunity
. Building a New Consensus on International Trade
. Reforming the International Financial Architecture
* Uncoming Challenges Requiring Administration Response
«  Timing
s Kesponses

+ . Presidential Action

e Executive and Other Non-Legislative Actions -



: ECURITY STR N CARE. Comznumg to create an
environment in whlch the Pra51dcnt & Soctal Secumy arzé Méciicare reform proposals can be
enacted this year :

pecific A génda Itezzzs

} . o gsal, We are announcing
shorﬁy iize deta:ls of ﬁw ?rcsxdem 5 USA accounts pm;;asai As part of this
- anpouncement, we will conduct 2 number of rollout activities on the Hill, mzh the press,
and with groups. Timing: Marcfr 18

near tcrm,m will ba worlung ciescly with thc i}cmocrazs on amandmenz si:azegzcs
focused on Mﬁdlcme vs. tax cuts. We will work longer term on a possible new
configuration of our bxzégei to unify Democrats.

ate a Proce artisgn dve tisns. Depending on several factors, such as the
nnfolémg Qf the bud get pmccss and the terperature on the Hill, we could pursue creazmg
an grvironment in wﬁz{;}: a neg{ztzaizen process eould begin on the i{zﬂ

B. Possible Presidential Actions

. The 1998 Trustees report widl

show that mzr sz:mng emnamy has heip&d zmpmve Smxai Security’s financia! position.
Lust year, the report showed that economic growth had extended the life of the trust fund
to 2032 - three years beyond the previcus year’s report. Importanily, the report also
highlights the long-term pressures facing the Social Security system and the need for
reform. Timing: March 30

, yhite House ferencs ezl Secur chaaddoa
/. rcpnse af ti*ze smt:md day of the Wtute Heusc Canfercnca on Sac:al Securzzy Like the
" first conference, there could be two 14 hour sessions, with bipartisan experts leading
each. The day would close with a plenary meeting with the President, We would need at
- lzast ten days lead-time in order (o allow the presenters 1o think through what zhuy would
“prp,scnt {We siso want to ézscu*;s this further w1th Larry Stein.) :

. Release er g iy, In the coming weeks, we may be able 10
reieasc f‘ur‘:kcz éemzls on our art’ﬁ-wndﬁw poverty initiative within our overall Social
Security reform framework.,

- e
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mmmm The Comm;sslon is frying to issue its report shortly, We are |
working on éeveiopmg our overall strategy, which will d&peﬁd upon the Commzssmn 5

outcome.
. Hgg}gb!ican Agetzda and Likely Response

As of now, it appears that the Hill Republicans will continue to push their overall
budget/tax putline in the weeks ahead, In addition, they are hitting hard on our Medicare
agenda, as evidenced by Sen. Gramm'’s charge in the Senate Finance hearing on March 10
that the Administration is “irresponsible™ for proposing funding withiout real reforms.
{The Republicans want structural reform first, then funding.) - We will continue to -
respond pressing our positive message on our Social Security and Medicare framework
and by showing how their cutline fails to extend Social Security solvency, doesnot
address Medicare’s solvency, and opts for a large tax cut targeted away from the middle
class. Additionally, a related major decision is whether we propose cur own overall
Medicare plan, which would rcquzrc & very significant rollout. Co

o Timing and Strategy

We will be unveiling the details of the USA Accounts on March 18, and will likely
address Social Security and Medicare issues in other fora between now and the Easter
recess, thcluding 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 will
continue on the Hill (they have been held thus {ar in Senate Finance, Budpet, and Aging
and in House Ways & Means, Budget, and Commerce) in the weeks leading up o the
Easter recess, :

I1. EROMOTING GREATER ECONOMIC OPPORTUNITY. Promoting econoniic opporiunity for all
Americans by ;}mmezmg development 1o underserved urban and rural comumonities, cxparzdm;,
worker training, increasing mentoring opportunities for pre- co%lcge students, and pressing for,

pther initiatives for working families.

A, Spécfﬂc Apenda Items

ets In : shation. In 1%zc next 4-6 wecks‘ we mli I:kciy have Liw three
“bills érafzed for lhe new markcts initiative (tax, APICs, and New Markets Venture Capital
Firms) which the President laid out in New York in January. ‘The delivery of this
legislation at an event with members who agree 1o sponsor the legislation would be a
geod chance to push our economic empowernment message and show growing supgxm for
the Initiative, ?"zmmg April

4 TR
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Work{orce Legisiation. Over the next two months, we will have legislation ready 10 send
10 the Hill on re~employment, htcracy, and youth employment. This will provide ancther
opponamty for a strong message event on these issues and wzll help our efforts on the.
Hill to gain passage this year, ?‘zmmg Apm’»-Mzzy :

; Pass:bfé Presidential Actious

M&E&QMMQR@LMLM Uszzzg a typical forr:zgn irip 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 markelts initiative and other economic

development initiatives that the Administration has proposed. By focusing on this issue

for a sustained period of three or four days, the President and Vice President could draw

attention 1o the fact that the Admimstration believes we need to do more 1o bring

eCONOMIC grewih to every part of the country, This will take a significant perind of time
" to prepare for and to do ccr‘zectly Timing: June-July :

recent survr:y f{mnd that wcr 6{) percent of corpz}m‘tc ‘leaders 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 current skills gap and what needs to be
done to-¢lose it. This conld obviously highlight the Administration’s budget initiatives
addressing the problem, such as {1) the re-employment initlative, (2) the literacy
initiative, and (3} the youth employment initiative. We could also challenge high-tech
companies (o make specific commitments to frain more American workers, which the
companies pledged to do during the debate on HI1-B visas, They could provide moie
college scholarships for women and minorities, pariner with conununity colleges to
develop cutting-edge curricula, and encourage their employees to scrve as telementors for
middie school studenis to get them ex¢ited about math and science. Thev could alse
provide matching funds for our community technology centers -~ which could help train
inner-city youth for high-tech jobs. Tinzing: Aprit-duly

" to hold an event where the Premdm{ will make sevarai armouncemems mgardmg GE&R
UP, including: the Ford F ouncizzziez} s partnership with the Administration to provide
‘technical ashistance to applicants and grantees, doubling of the Ford Foundation’s
.. fundlng to 1hczr own grantees, the creation of the High Hap@s for Col l%{: Leadership )
Groug, the President’s letter (o all College Presidents urging them 1o participate, and the
unveiling of the GEAR UP application package. He will also obviously push for his
" proposal to double funding for the GEAR UP mentoring pr{}gmm Timing: March-April

fFQ ;gs o the' Minimyum W age, Obvzouﬁy this is an issue we want 1o coordinate closely
Lwlzh the Hill.. However, given that Speaker Hastert a;}ened the door slightly on the

minimum wage recently, we may want 10 highlight the Issuc soon. One pogsibility would -
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be to have the Labor Department write a short report on the }mpact of the 1996/1997 -

e

minimum wage increase on job growth, mampie}fmem, and wages. ?}mmg 78D
Republican Agenda and Likely Response o

The Republicans will have a limited training and economic development agenda,
Nonetheless, there have been some indications that key Republicans may want to move
on some of our legislation, For example, Rep. Goodling made some very positive
statements about our entire workforce initiative on the-day the President announced it in
late January, We will continue o try to forge bz;zaz‘txsan support around as many of these
initiatives as possible. :

Timing and Strategy

We would like (o focus a great deal of attention on our worker training apenda and our
community empowerment agenda. over the next six months, In particular, though it will
take a fair amount of planning, a three ot four day economic écvelopmexzi “trade” mission
to underserved urban and rural areas would attract huge attention and could serve asan
important ca‘talyst in moving our re!a{ed fegislation. -

frs some instances, our timing on these issues will be dictated by movement on the Hill
{e.g., when Kennedy moves on minimum wage). . »

BUILDING A NEW CONSENSUS ON INTERNATIONAL TRADE. 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 ltems

; ; anse _ & A ity; We are exploring whether it is possible
10 work with Coz&mgsmnal {}cmocrats to fashion a traditional trade authority bill that,
many House Democrats could support and organized labor would not fesl compelled o
actively oppose. It would at minimurm need 1o treat labor and environment in parity with

“other trade negotiating objectives Such as intellectual property and‘could be bolstered by -

supplementary commitments on international labor and the WTQ negotiations. QOur
zmzzai mundmgs sz;ggasz thls will be a tough chal §wge this yea:

@q@;}} g &gw S‘VTQ Kg};;g - The President annousicesd the launch of g new Round 1t

the Seattle WTO ministerial we will host in December. This wiil provide an opportunity

"to set ambitious obJ ectives to open {wczgn agrlcuiwrai and services markets as well as 1o

advance some of cur “new consensus” issues, such as labor and the environment.
However, many of our foreign partners will pursye opposing agendas and the ministerial


http:CONSENSUS.ON

will no doubt serve as a target for NGOs and others, | : -~

‘ WM This issue is both an opportunity and a challenge. We

. have the opportunity to conclude a WTO accession agreement with China in the run-up 10

Premier Zhu's visit to the United States on April 8. Such an agreement would be
applauded by the multinational segment of our business and agricultural communities and
would undoubtedly bolster our bilateral relationship, However, the agreement and the
associated need to pursue permanent MEN will run into strong opposition from the right
and the left on the Hill and organized labor has already signaled strong concerns.

isigtion: On March 4, we transmitted to Congress

enhance{f CBE Et:gzsiatwa thaz wouié provide Caribbean and Central American countries

. with duty-free and quota-free access for apparel made from US fabric. This legislation is
likely to have greater support than in the past in the wake of Hurricane Mitch, but
nonetheless is regarded negatively by organized labor and key House Democrats as
evidence of our “same-old” approach to trade.

: This legislation is a centerpiece of the

?mgzdcm 5 Afmca ficemmzc nnzzative and is a strong priority for Rep. Rangel, The 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 passed comforiably in the House last year, it was apposed by the Textiles
Caucus. This year, Representative Jesse Jacksaon, Jr. has proposed an aliernative that wili
be preferred by Textile Caucus members. On the Senate side, the Africa bill will not
move unless it is wrapped up in an Omnibus trade bill.

. We are working with

the AFL and others to dcszgnand fund a new program at that would provide

assistance to developing countries 1o enforce core labor standards such as collective -
bargaining. We will seek appropriations of $25 million for the ILO and $5 million for ’
DOL to advance this initiative. In addition, we wzl% atternpt 1o get G-7/8 support for this *

. lediistive at the Sumzm{ in Kz}izz

: Passibfe Presidential Acfians

. President could g g,we a speech ata busmess whcrc jObS are dcpcndem on mp(}rts onthe

“new consensus,” Le., improving the connection between trade negotiations and broad

" based progress in living standards. It could include: a framework of trade principles
.developed with House Dems; wzema{zemi labor initatives in the FY 2000 budget; any

WTO accomplishments on trade and the environment; and success as a result of the
Uruguay Round, KAFTA, and 1997-8 fast truck consideration.” Aliernatively, we could
bring together business leaders, agricultural represemanives, labor and NGOs o mueet with



the President and Vice-President to flesh out what it means to put a human face on tradé

. .{i.e., improving the connection between trade negotiations and broad-based progress in

living standards), Timing: Early April before a trade awthority bil] is passed or taken up
xéy Senate Fi inance as ;;ar{ of a Omnibus trade bill.

ion: The President could deliver

a speech at the amlual ILC} ministerial in Gcneva w zieza;% his agenda on international
labor standards and child labor. He would be the first President to do so. At that time, he
could express sirong U.S. support -- or even promise to seck ratification of - the new ILO
canvention 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 1.8, law, but we can not be sure because of some real problenss exist.
Timing: June 17 - the day before the &-7/8 Summit in Germany..

Eummgm The Pt‘&bldf‘:ﬁi cou d ma};e a s{a‘temfmt zhaz couid be: read by W’?{} DG
Ruggiero at the opening session of this first-cver high-tevel meeting of trade and
environmental officials, which POTUS calied for at Geneva. It would emphasize the’
President’s commitment 1o put in place a process that ensures sustainable development,
one of fundamental mandates of WTQ, becomes a priority; cite progress on
transparency/accountability agenda that the President laid out at Geneva; announce our
intention to include important sew initiative in WTO Round negotiations 1o eliminate
environmentafly harmful subsidies in agriculture and other indusiries, and announce

U8, commitment to do environmental review of WTO Round & azzmzzzage other

countries 1o do the same. Timing: Monday, March 5!

Speech at Africa Partnership Forum; The President should highlight E‘ns commitment to

passage of the Africa trade bill in his speech at the opening plenary of the Africa
Partnership Forum. This would help gamer suppen which appears to be WRnNing.
Timing: March 16

nisterial Meeting, The ?resxéem should give a spéech in advance of and/or at
th*" m:mstcna& annmncmg “early harvest” resulls on slectronic commeree, sectoral
liberalization and traxigparency/accountability and laying out US negotinting agenda. The
tirning and feasibifity of such an event will depend on the success of our international

. ncgonaimns in-the tead-up to the mltus:t.riaL Timing: March through Aprit 4

, Rz,pm‘;izcrm ,tigtmda mad Lrﬂ.g{; Response

Z"&é_&mzzgmy The Senate Finance {Zcmrm%lcc is planning to take up an onnibus uade

* bill before House Ways and Mcans acts, possibly in April. Chairman Roth has indidated

a desire to-modify last year's bill in order 1o muke it more atiractive to House Democrats:

. however, he is attempting to build & constitueacy forSuch changes in the business



LI

community before he issues his proposal. Chaitman Archer, on zhe other hand, has yetto
signal flexibility.

CBL To date, the Republicans have intraduced alternative bills both in the Senate and in
the House. Craneg's bill endorsed by Rangel provides for similar benefits but includes a
provision for including regional fabric and strict transhipment enfarcement. With respect
ter the Graham bill, the differences lie in the time period of the benefits and in the
conditionality. ‘

Afdica; At this time, the Administration and congressional sponsors have been unable to
locate a Republican champion in the Senate,

D. . Timing and Strategy

Trade Authority. Our strategy is to engage House Democrats and Labor before
attempting to enlist the support of Senate Finance Commitiee Democrats to influence the
Roth bill. Senator Moynihan and other Finance Democrats are strongly commitied 1o {ast
track; however, they are more prepared than last Congress to help us move Commitice,
Republicans in our direction. Qur goal is to get as much as we can ont of Sen. Finance at
the same time that we build confidence among House Dems. in two stages —- [} issue in |
Apri! a framework of principles that embodies most of the concepts House Democrats are
concerned about in the trade debate; and 1) develop specific new policy initiatives in
these same areas for issuance in the run up 1o House considerstion of the bidl, These
policy imitiatives could include modifications to legislative Janguage within the fust track
bill as well as a series of complementary undertakings on labor, environment, debt and
‘development, adjustment assistance, and the border economy in other areas of US

' zrztcmazmnal economic pohicy. -

Africa. The Crane/Rangel bill has not been scheduled for House Ways and Means full
commitice mark-up. Our strategy is to work to reach consensus on an acceptable House
bifl if necessary, but maintain public for the Rangel legistation. Subsequently. we will
then move to negotiate the controversial provisions { e.4., textiles, cligibility and
transshipment) 1o shape a bil} that will pass when if geis wrapped up inme an Onnibus bill
in the Senalc Timing: April 410 May 37

iv. sl. ?R&A’IZ\” ‘Mmmgggﬁ C,Gnimue to work wllh

ihe G-7 and oii‘zers tca atiwance a set of goncrete, sensible reforms o tﬁe international financial
architecture.

A Specific Agenda Items

New 2ebt Policy. Treasury is working up a set of proposals 1o accelerate the timing and
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expand the scope of developing country debt forgiveness. Other G-7 members, such as
Germany, the UK and France, have already announced a series of general proposals,

many of which track previous US suggestions. The goal is 1o have significant new
initiatives for the leaders to announce at the Cologne summit in June: Thé proposals are
likely to focus on an expansion of debt relief extended by the international financial
institutions; however, this will require zdemzﬁcatmn of new ways (0 pay for the debt relief

§ —an issue that has not yet been resolved.

w Social Safety Net Policy. -7 countries are discussing ways to encourage the

, tmpiemematmn of better social safety net policies in developing countries, particularly

those hit hard by the world financial enisis.. An internationalily accepted set of best,
practices or principles would be established to guide the policies of poor countries and the

lending practices of MDBs. In addition, the need for crisis-stricken countries to protect

budgets for social programs would be emphasizeé in IMF and World Bank programs,

_ A on Jntern | hitegture: We continue work with
the G-7 and in other fora to advance a sez ef conarc{e, sensabh, reforms to the
international financial architecture. While the French and Germans have floated several
specific ideas in that context {enhanced role for the IFC Interim Commiltes and targus
zones for exchange rates, both of which we propose), Treasury continues to do the real
heavy lifling on systematically developing, analyzing and refining options. While the G-7
Finance Ministers did announce progress on a number of measures at their February
mestings 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 2t G-7/8 Summit June 18 in Colegne. .

FPossible Presidential Actons

Speech at Africa Egonomic Conference to Roll Out New Deby Palicy, There may be an

opportunity to articulate US policy on enhanced debt relief at the Africa forum. Tmasuzy
is working on a set of policy opt;ons which will be reviewed by a rump group of
Deputies on March 12, At a minimvum, the we ought' to be in a position 1o aniculate ‘
broad intemionﬁ as the UK and Germany have already done this year.. ?’fim:'ng: Muarch 16

els: A group of 33 industrial

_and emerging-market {:Qumrlcs mii meet in C‘ u‘mazzy on March 11 to i scuss and provide

input on guestions of €xchange rate regimes, responding to financial crises and
stz‘en&,themzzg s the IMF and World Bank. These same countries will meet again in -
Washingtén in late Aprit 1o discuss financial supervision and regulation, and ideas for

.shoring up social safety nets. This second miceting may provide an occasion lor a

Presidential speech on the topic of architectural reform, aizlzoagh this mdy be premature:
given the state of progress against individual reform jniti atives, We will monior progress
as the date gets nearer. 7hming: Aprif 25-26 .« ~ .
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n A ULe 4 { ¥ e April; The semi-Annus! -
mec{mgs of the Worl d Bank and FMF in April may ;}rowde 2 similar opportunity for the
President to address issues related to financial archhieciure reform.  Again, such will
depend on the state of progress against those reforms by that time. Timing: April 27-28

"Awﬁ_ﬁummw The Summit will

sp{:czficaily taka up the issue of financial architecture reform, and a Presidential speech at
. or around the time of the Summit will serve to highlight his contihued leadership in this

ares. President Chirnc is keen to claim some share of that leadership (although the
French have contributed little of substance). We may need to finesse the timing of any
POTUS address to forestall that claim. Fimirg: June 18

VIE : afery Ne ol -7 The President could c:boose to .
focus on soc;ai safezy rset issues in a{ivance of the G-7 meeting. He could highlight the
FY¥ 2000 budget proposal providing $9.5 million to the Department of Laber to assist the
. many countries that have requested help in the design and implementation of
unemployment, pension, health and other benefit programs. And he could give a us
imprimatur to the efforts of World Bank President Wc%ﬁ:nson to devote more resources 1o .
this problem. Timing: mid May
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Mww The Hill Repubtlicans will hit us in the week l&admg up to tax day This
pattern has becrz played outina sxmilaz patier for the last several years.

Al Timing.- As oceurs each year, thé Hill Republicans will unleash a misleading
attack on the Administration’s record on taxes on the days leading up 1o April 13,

B. f?espousef;‘ We plan o work with Treasury and others o develop a plan o
" address this shortly.

C. -  Presidential Action. His unlikely that any Presidential action will be reguired.

lectricity Ke wing. Under electricity réstructuring, state reguiated utilities would no longer
. _have ﬁ’za f’*XCIUSlVC rzghi za sell electricity in their geographic territories, Instead, consumers
could purchase electricity from any gmemwr that served their market, just as they currently
choose their long distance telephone carrier. The bill is expectezi to generate £20 billion of
" savings and 1o provide important environmcnzai benefits. h

A Tum::g Qtz March 18th the Departmt:n{ of ]“nerg}' {}1&8& to submil # revised
eleczrzczz}* restructiring 2}1&1 to Congress.

B.  Responses. Current plans are for Secretary Richardson to host an event on il
steps of the Capital at which he ;}rescms the bill to Conygress.

g o Presidential Action. We will likely not seck any Prﬁszdﬁntza] or Vice Presidential
" action when we submit the rcvzsgé temslation.

‘_ newal/Permanent MEN. We will face one or two MFN battles this vear with
Congrcss azmuai MFN renewal and/or Congressional approval of perimanent MFN for China in
the wake of a China WTO deal. The first wiil be bruising, the second monuwmental, given the
state of broader U.S,-China relations and the congressional and political diménsions. I China is
unable to conclude its WTO negotiations with all nations untif later this summer, we could be

" forced to vote ¢n China twice this year because the annual MEN vote must taksz prace by the -
August recess,

A Tmng The I"r{,suicrzi rzzugt nmlfy {lozlgress of hls m;z:z‘i‘{ 01 tcncw MEN hy Juuf:
3. Congréss has 90 days to pass a joint resolution of disapproval. IF China enters
the WTO, we must.pass legislation graduating Ching from the annual Jackson
Vanik reguirement, or we will be out of compliance with our W”}"‘O obligations.

3. Responses: I‘HC NEC, €08, ‘\tﬂzt. a{}d US: i R wz § w&*‘i( CIOSL]V e g}av clop a

11



strategy for MFN renewal. If we get a WTO deal with Ching, Principals will seed
ta decide whether we seek legislation to graduate China from Jackson-Vanik
annual review requirements. :

{. Presidential 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
i{:vcrage: that toward MFN renewal and potentially pcrmaneni MFN.

ing.Our Trade Laws: Unless we convincingly

addrﬁ% he stcel cnsxs, our ovcrall tr&dfz agenda will be styraied this year., We have taken wugh '
actions under our trade laws, which are beginning to show results, but many allege it took too
long. A Visclosky quota bill is now moving rapidly through the House with bipartisan support.

- We are working on an alternative approach with Sandy Levin that aims to strengthen our trade -
faws but in & WTO-consistent manner. This or a sinular appwach ma} u umzzzeijf 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 Sen. Levin's bill is unclear.. Prospecis in the Senate are also unclear.

3. Ruesponses. We are aci:ve?y working with Levin and G&’:;}h&rdi on the Levm
proposal which may gain broader support in House or Senate.

C. Presidential Action. We should continue to issue sirong statements about
vigorous enforcement of our trade laws and the need for our trading partners to
play by the rules. Furthermore, at the right time, we should come out strongly and
pubhci} in support of steel trade legislation we can live with that includes WTO-
conszswﬁt change 1o Section 201 injury standard.

Bankruptcy. The House is stmiﬁg from a bili aver whiéh we.threatened a velo last year. whike
the Senate s currently making some changes to gain bxpamszm support-for the Ia,g,mlaurm
Howwc,, even the Senate verswn is ilkeiy o be madequazc

A. Tim:‘:zg‘ ”i‘hcre cozsld %}6 mark up irz the Scmatc 83 5001 85 Next week.

' .B..r ii'espenses W¢ are clirrently wwkmg wlth Legzsiaf:ve Affairs :.ii?ii the’ hrqz
Lady's office on our Hill strategy.

S0 Presidential Acrian. We will rciteraie}.he major changes we need to see o
support Bankruptey legislation. If necessary, we will issue veto threats again,

7K iability. The industry-developed consensus bill has stalled in the Senate as of now with
same recogrition on the Mill that it poes too far. Sm Hateh is seeking cooperation in negotiating
~ a bipartisan apprmch _ R ‘

-
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AL Timing. Ncg@%xaﬁaﬁs are ongoing, and the bzli is saheduied to go to thc Senate™
ﬁoer on A;}gz‘zi 12.

B. Respaasex.i We remain unconvinced that a bipartisan approach 18 necessary. sinee |
we would mcommcfzd a veto of the bill in its current fmm We are working with
the Democrats currently to move ahead. ' L

C. Presider:tfaf Actz‘wz. Nothing foreseenble at this time,

ng;s_&gugn,s In addmonito Y2K, thls is the primary goal of the fort reform coalition. Last
year, we had Attorney General Reno issue a veto recommendation statement.

A. Timing. ,U:éccmain

B.  Responses. We uré working on more effective briefing materials now to make
clear that the bill does not do whal its supporters advertise, |

. C. . Presidential Aétion. Nothing forescenble at this time.
?zgggczai Moderni §§;§§} Wz: arg working to ensure zhat we can beal back any effort’ t;}f sen.
Gramm and others to undermine {3% in azzy Financial Modernization fegislation.
A Timing, I”%z;s Bankmg Coramittees will be marking zhzs up SO0,
B. Responses, tIfﬁ“ Sen, Gramm's bill moves 1o the floor in its current form. we will -

work with Treasury to reiterate the Presidential veto threat and try to promole &
product in the House that the President could enthusiastically support.

-C. Presidential Action, 'We may again issue veto threat.




H.

Protecting Consumers

QQ_& MMMKM This is ready to go, and we arc workmg on how o

packape it wg,cziwr and which pieces to highlight. The thrust of the initiative is that, while
innovation and Zechnoiogy have created greal new opportunities for consumers, they also
have created ne\n«j chalienges and opportunities for abuse. The plan contains both
administrative and legisiative proposals focused in five areas: disclosure/right-tu-know
{in credit card, banking, and other services); protection against fraud; financial privacy:
expanding aizceszf to financial services; and consumer financiad educauun Timing:
Possibly March 25 in Emcmﬁaﬁ

MMM{ Bill of Rights”. We have been working with DOT . to dm%z the

“Airline Consumer Protection Plan Act.” There is significant interest in this issue.on the
Mill, as Sen. McCain and Rep. Shuster are both holding hearings an the subject during the
week of March gf The Vice President will announce thé Administration’s support of the
Actin the shen«t?rm {on March 10) and then have the President conduct a larger ¢vent on
the issue some time in the next several months. Timing: March-May

Building the New Economy snd Advancing Technology

onomy. We could bring together top economists

to mca,z wzth the Pmszéezxt and Vice President on this issee, High profile panclzsts such as
Alan Greenspan gné a substantive discussion of major, cutting edge issues would ensure
_significant press coverage. Topics could include the impact of informalion wechnology on
prochuctivity, the busmcss cyele, and inflation; the changing relationship belween
unemployment and inflation; and the changing relationship between regulation and
international trade. Timing: May-July

Alihough there is strong support for bio-

madlcal rescamh zhere is mie publlc or, coxgresszonal undersianding of the importance

of investing in mhcr ruscarc}z areas, such as physical sciences and engincering, In the
past, DOD ccnduczed much of the research in this ares, but it has begn cutting back on

- loag-term rt.sc:arc%z for the last ten years. The Adzmms;mtmn needs (o define and fund a

set of fesearch cé‘;a Henges for the 21st century (€.g., sustainable development) and the

'?remdcm could «:’ie 50, just as he did at the MIT commencement i June 29‘:’?3 inthe

cemc\;l of zhe mforma{m revalution,
|

E-Sr)g;';ggg im‘;igtii’g fn 1997, Ihe Aém%n%slmtim pulled togzether a set’of public policy
gotivities under the umbrella of “e-commerce.” We believe that there is a value to
otganizing & simitar effort on the goglal benefits-and dimensions of the [nformation

14
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Bevolution. By iannchmg an “e-society” Initiative, the President and Vice President cua
continue 1o femi‘orce the message that the Information Revolution is not just about
commerce, itis alsz‘} ahout enabling Americans with disabilities to jead more independent
jives, improving the way we educate our children, allowing adulfs to acquire new skills at
a time, place and pace that is convenient for them, making government more open,
efficient, and responsive, and expanding access 1o quality health care’in rural
communities. The%dmzmﬁmzzon s budget makes significant contributions in this
direction. We could potentiaily issue an Executive Order - like the e-canuneree EO - o

delegate the A{imzzgzszratuon s e-society apenda to the appropriate government agencies.

< | .
International Economic Issues |

Child Labgr, The President and Senator Harkin could hold an event to focus atiention on
international child ai}er‘ which would include: {1} anew executive order banning
procurement of gcaés made with child labor (memo to Podesta for approval to be sent
shortly; executive order in final clearaucz:} {2) the Dol anmual report of child labor;, (3)
unveiling the Admznzstmz:on s plan for use of $30 million IPEC Child Labor funds in FY
99; (4) arguing for contmuzng that fevel of IPEC funding in ¥ Y 2000; and (3} promoting
the Adminssiration’s new 310 million prograin through {IQEID on changes 0 educational
systems to prevent Cizz id Labor.

. The President and Vice

© President could sit down with Eami I’irmonat Fx;}mivimpon Sank and George Munoz of

OPC to diseuss cvcryihmg that the two agencies are doing to address the global
cconomic siuation arz(.i 10 p:‘f‘)moie our intiative to boost manuf‘actwmg £#XPOrts.

Announce Renew ai of S; sner 307, IEMMQQ&.Q{Q&L Super 30] enables us to takc

uniateral action agamsi a country engaging in uniair tcade practices that hann our
exporters. In Senafe testimony last month, Barshefsky announsed our iNtention 10 renew
this authority, The Pmszdem could make a statement when he issues the executive order
dsserling our comm:zmcm to making sure countries play by the rules of international
trade. We gould, iry to lime gur announcement o coincide with the initiation or

.conclusion of a trade case. }":m.ng {ck}

|
W{QQ{ on §g;3cnozz?g3§wv The President could : rmmmnce an I‘xeca%zvn Ordz,r
promlszz‘w self- rmtraz:}i on the 1:111}03;1;{}2} ol ceconomie sanctions uader excmtlvc
authority, This wazxié be welcomed by the busingss anic agriculture communities sl
could beused ina broader deal for similar seif-restraint by Congress, We are currently
WOrKing wzlh Poddland Lu gar in the Senate and w az}z Dooley in the House on such

Jegislation, T:mmg k)

P;anzzm, a ‘iouihwcsi Dorders Initiative. We could iw%d an event in Texas or Califoraio
te ansounce indtiatives 1o improve the ceonomic hards I.lps faced by the border regions
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and to fend off N&%"E‘A eriticism. Timing: late 1999 | L -

Wm%hgy Presidential announcement on elements of Agricultural trade
policy (¢.8.. negonatmg pasition for W{} possible Seisizon 301 for agricutiure). Timing.
Summer :

APREC The I’resif,ic}lt will give a 3peech at the APEC lLeaders z‘zz%:cting, on September 12-
13 in Auckl and, N&w Zealand, announcing the results of APEC s tariff elimination
agreement and US efforts on e-commerce and information echnolopy wade, Timing:

St ptemi;er 12-13

{)iher [mtmtn €8 :md Annnumzements
i

mz !’gm} Care Sludx We are workmg with HHS on pulling [oguhgr zniurmalmn on
state-by~sza2cs and women and long-mm care.

3 Lve Board. The mf:mb{:rs of the IRS Oversight Board are almost z*cf}ii} o be
a&zmunced (zhe ?maldcm has the memo). This could be a good opportunity o highlight
IRS reform efforts and showcase a solid board, while including mcmbzfrs of Cf:mb: Cy8
from both parties. T:mzﬁg arid March-April

M&ﬁg&c‘glggzml'{,abor Laws. We may have an announcement about new policy on
domestic agricul wréi fabor laws - but we probably want to spend a few months making
the cage that there | zs a problem, before we suggest the-solution. Labor is working on a
plan. This will cenamly f}{;t be ready until ot least May am} could be later. Timinyg:
May -July

Upcoming Ecman;ic Releases that May Provide Message Opportunitics

March5 - - Employment Situation

March 18 ' International Trade
March 23 (ck) Steel Imporis _
March i9 T reasury Monthly Budbei
March 31 GDP {in-»ﬁcv;seé)
Apnlt .| Personal Incomes
April 2 , . Employment Situation’
Aprit 18 _ International Trade N
CApri} 2] ~ 1 Fomeownership Numbers {Q 1)
. I Treasury Monthly Buadget
April 25 ¢k} .| | Steel Imperts -
April 29 ! Employment Cost Index
C April 30 CL GDPON
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March 11, 1999
TO: Gene
FROM: Jeanne aoyv\,g_
RE: MEDICARE COMMISSION: URGENT

T——riirbs

-Attached is a drafl document fwm Laura Tyson -- she described # as 2 drafl recommendation

that could gain the support of the Commission for a positive vote, She sent it to Chris and [ with
a request for comments. After a quick read, i looks like 1t offers options - without a strong
opinion -~ on financing, and some of the other crifical issues {e.g., prescription drugs, age
eligibility increase). H reads more like a Commpussion staff options paper. Chrisand T will be
working on a detailed set of comments tonight, but strongly recommend that vou {8} read it
yourself; (b) advise us how to proceed strategically as well as substantively; and ( ¢} let us know
whether you want to be on a calfwith Laura tomorrow to discuss this.

Also, we got calls from Daschle’s office urgently requesting a detailed briefing on the
President’s surplus proposal for Medicare. In the wake of the Finance Committes hearing, there
is a need for addittional time / miormation for the Democratic stafl. Apparently, the Senale
Budget Committee is planaing a%hczzrirzg or mark-up on Thursday so that they want this briefing
on Monday or Tuesday at the fatest. | got a similar call from the House Budget Committec --
they, 100, would really like help | in 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, 1 am not sure that you got 4 chance 1o review the agenda for the principals’ meeting
since we finished it late (attached), We would appreciate your comments / input.

Thanks,

?»S ’s{:z)‘ﬁmi‘s-d;‘bn Mtr's[\‘) » frtc,m-“qt ] C/l‘\(a{:“;ii“'"} -lf&f‘
{ .
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Tyson Draft of Statement by Medicare Corimission

. Comunission Agreement on the Froblems Confronting the Madicare Program

A ma;m*y of the Commission members agree that the Medicare program has four distinct
problems:

Adequacy of benefity: The benefits package Tor Medicare was designed in 1965 1o reaiize
Medicee's basic goal—namely to fsm\ide the elderly and later the disabled with health insurance coverage
gimilnr in scope, quality and structure to that available to-employed persons and their familles. Consistent
with this goal, the Medicare packagc was structured a3 a indempity, fee for servics insurancs program
covering payment for a specifiad hst of benefits 1o auy licensed provider choosing to provide them. Since
1965, there have been dramatic chan ges in both the practice of medicing and in the insurance industry, as 2
result of which there have been gmwtng gaps between Medicars snd the inserance programs avaiiable to
the rasi of the population, E.mptayer sponsored plans and even individual Insurance products have rapidly
moved from foe for service to capitated structures using closed panels of providers and management of
care. Moreoves, s & result of changes In the private insuranoe market, the average benefit packages
provided by employers, by other public prograns, including Medicald, and by individual insurance options
today include some proscription drug coverage, some tatastrophic voverage, and Tven some preventive .
soverage, nont of which are adcqaa:ciy provided by Medicare  In addition, Medicare deductibies and co-
pays for inpatient haspital services are far higher than those for private Insurance plaps.

A maority of the Cmﬁmmswn members agree that the currant Medicare benefits package is no
fonger adequaie to Sovey the htaﬁh care noeds of the slderly in ways that ave sensistent with the scope,
quality and struciure of Insurance svai ilable to the rest of the population.

Inoquity: As aresalt of the gaps in Medicare benefits, beneficiaries are exposed to large cut-ofs
pocket expenses. Such cxponses imposc a much greater burden ont low-ingome individuals than on high-
income individuals. The access of 1lnany elderly Americans 1o ascessary medical care is limsited by thiely -
income, and poorer households are forced to devote a ruuch larger fraction of their income to heatth
sperding than are richor ones.

Recognition of the financial burden of the original Medicare system on poorer beneficiaries is the
reason behind the development of low«meome pretectwn programs of Medicsld(MBs and SLMBs—t0
help such individualy cover thelr Mbd;carc premiums, co-pays zmnd deductibles and to provide lynited
coverags for preseciption drags. P’arxicipawm in these programs has beey hmited to those with Incomes
below % of poverty, and participation by thoas eligibis has bees incomplele and variable across states,
Thaus, H iz not surprising st a ywmz anticle in the New England Journs! of Medioine found rhat even with
these protections, inadaqunte wwrage: for costly drug preseriptions for low-income slderly and disabled
remaing a serfous problerm inour %zmzz; care systemn, In addition, even with these profections, many low
and moderare incoms panticipants mmam s¥posed o large oul-of-pocker expenses a5 a rasult of gaps in
Medicare™s bonefits package.

Insfficiencics: {THIS SE(:'Z‘iON ISCURRENTLY WRITTEN IN QUTLINE FORM ONLY—
- MORE WORK 18 NEEDED)

The Madioare system has several features which rediice the incentives far efficiency by both
beneficiaries and providers. Basic source of inefficiency-—Medicare controls costs by setting prices of
servites coverad in its standards banefits package. Several predictable results of this price-control
approach: need to establish and revise huge list of allowable prices to keep up with practice of roedicine;
tendency of providers to encourage greater utilization of bepefits to make vp for their controlied rices;, no
or weak ncentives op part of consumers to limit intensity of use; tenienoy to fraud in dosumeniation of
uss-—provider to be paid if service s performed, so provide evldence of service even when i has not
occurred. Bvidence of ineffictoncies in system—from large regional differonces fhat cannat be ax;:%amcd
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by differences in cost of providiag :he setvices—but differences {n practive of medicine and intensity of
services--mors providers, more equlpmcnt, more ulilization and expense por beneficiary by a fastor or
four,

Limitations on HCFA flexibility and mfom politics blocks sompetitive bidding; nability to
reduce provider payments, to weed ‘ut unscrupulons providers snd 10 resteict provider participation
because nf political pressures.

A majority of the Cemm;ssxorz agrees that the efficisncy of the Mudicers program can and shouid
b improved and that enhanced compwzzm will foster this goal. Al the smmne fime, the majority of the
Commission recognizes that the magnitude of the savings from greater effiviency is uncergaln and that even
ander the most optimistic evidence currantly avaiiable, realistic iroprovenents in program efficiency by
themmseives will reduce but oot ei:mmaze Medicare's future finuncing difficulties,

Financing Meads and Pregram Solvency; Under current law, in the year 2000, total Medicare
speading will equal 8274 billien or 12% of federal spending and will be paid for by beneficiary premiums
{825 Gillion or 10% of the to1al); payroll taxes (8130 blilion or 53% of the total) and genere! revenues ($52
bithon ov 37% of the total). By 2010, assuming no change in law and an annual growth rate of 7.6% (with
demeographics avcounting for anmml growth of about 4%), Medicars speading is projested to rise to §
bilfion or 16% of total federal Spcnding In that year, beneficiary premivms will acoount for 13%, payroll
taxes for 38% and general revcnu::s for 49% of wotal Medicare spercting. Without changes in current law,
Medicare spending will vontinue to'rise as a share of total foderal spending snd general revenues will
gontinue to rise as a share of Medlcare s total financing needs throagh 20346, the year the Commission
chose as the ending point for its projections. Tn 2030, Medicare spending will hit % of total federal
spending, and general revenues will account for % of Madicare’s totat financing nesds.

A majoddty of the Commission agrees that the Medicare propram a8 currently structured faces
subgtantial borg.term & nam,mg zhfF cultfes, indicated by the projected insohventy of the Part A Trust Fund
in (year) and by increasing pwg;rm reliance on general revenues for Huanciog,

1L Commission Agresment on th Concept of & Premiton Support Approsch for Restroctaring Medicare

Ty the extent that Medmar%e doliars can be spent more efficiently, it will be casier to address the
other problems confronting Mcéicwe inadequacy of the Medicare benefits package. inequities in the
access of the elderly 10 necessary medicai services based oh Income, and Medicare's long-term financing
needs, Savings from greater &ﬁetwcy can be used o expand hencfits, to inerease low-income protections;
and 1o cover projected gaps in Medmaxe financing. 8o reganiless of differences among Commission
memberg on buth the extent of i}ze.s{z other problems and the appropriate remedies for them, a2 majority of
the Commission apress that Meéma:c shouid be restruchured in ways that will encourage more efficiency
beoth in the HOFA Tee Jor service pragram and in any other private plans that are allowed to compets with
HUFA o provide Madicare aervices.

After hcarmg, from a vmegy of experts, 8 majority of the Commizgion members ageos that thare
ar2 two promising approaches for e“nhancing the efficiency of the oversll Medicare program:

firgt, gpiving HCFA both the responsibility and the staiutory autharity it nesds to adopt
management innovations devcloped in private heakth plans including Bexible purchasing anthority,
campetitive bidding, negotiated pricing suthority, selective contracting for preferred providears and dissase
and case management technigues. In return for pranting greater disererion 1w HOFA jo managing FFS
Medicare, Congress should held HCFEA 1o a higher standard of sccountability and reporting requirements
for cagr and quality outcomes,
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and secand, atiowing private plans to compete with one another snd with the FFS Medicare
program operated by WCFA for Medicare dollars on the basis of prive aad quality of service,

Based on these fndings, a maiorky of the Commission members rpeormend that both of these
epproaches be adopred. In pardioular, we recomemend that Medicare be restructured to allow benoficiarics
to choose between a modernized foe-for service progran operaied by HCFA and a variety of competing
private healih care plans, The Medicare progmm would make 8 sontribution toward the pryment of the
premium of the plan chesan by eath Madicare beneficiary, with the remainder of the premium paid by the
henefiviary, This contribution wwié be calouluted as a cortaln pereentags, sstablished by law, of the
weighted aversge of all of the pim, including the HCFA FES plan, competing for Medicars benefictaries,
The Medicare contribution would m’a be ¢t in dollar amounts—that is, Medicare would not operate as a
gafined contributicn pmgmmmbut woild be sei as 2 percentage of the weighted average of the costs of all
plans certified to compete for Medicare beneficlaries. Increases in these costs over time would result in
increases in bath Medicare's premium contributions and the premiums paid by Medicars beneficiaries,

Under this formulation, Medscare wauld continue to oparata under an open-ended foderal
spending commitment, but the rlsks and burdens of increases in the costs of services covered by Medicare
would be automatically shared by a set parceriage between Medicare and its beneficiaries, This prrcentage
should be set at a level which provsdes 2 government contribution that is sufficlently large to 2ssure that an
adequate henefits package is avallable and affordable to all bencficiaries regardioss of income, heahl
status, or geopraphic locstion, {I}vcr time, both the govermment’s premium contribution and the
beneficiaries” premium payment would be expected 1o increase at about the same gt 63 the tosts of
overall health services to the gmmt pogalation.

All plans competing for Mc{izcm eueficiaries would be réquired to offer af Jeast the same
sizndard defined bonelits puckage as the HOFA fee-for-service plan, and this package wonli be esteblished
by law. in addition, both the 86?;& FFE plan and the competing private plans would be required to offera
supplements! defined drugs tsam:ﬁi package, alse established by law, The standardization of defined
benefits across plans is necessary to encourage plans (o compete on price and efficiency, rather than on
benefits, and to reducs the Jikelihood of biased selection whereby less gencrous plans would compets to
ettract the healihiest bonefiaiarien, ﬁr;vmg up the price of the plans available Lo the sickest and neediest
ones. The dangers of rigk s&lwilon are significant as evidencéd by the experience of the Federal
Employess Heaith Benefits Plan and Medicare's experience with HMOs; moreover, such dangers arc
especially strong among the oldcriy beoause of dramatie differences in the risk profiles of individuals as
they age. The predictable costs of twatm & Medicare beneficiaries varies greatly—irom a fow hundred
dollars per year for the healthiost bencﬁcmrics to tens of thousands of doliars per year for those with
certain chronic conditions, Alt.houg,h in theory effective risk adjustment technigues should be able s
control such risk selection problams fmong plans, such techmqucs autrrently exist only in rudimentary
form. If and when such techniques develap, #t would be possible to aliow sorne Bmited variation i the
standard benefits and prescription drugs packages raquired by law within specified actuaeial ranges. In
addition, all plans, including the HCPA fes-for-servics plan, could be allowed 1o offer supplomental
packages the purchase of which would not be tied in any way to the purchase of the standard benefity
puckapes required by law and the full price of which would be paid by the Medicare beneficiary.

The spproach w fesmﬁmzmg the Mediare system recommended by the majority of Commission
members has come 1 be Enown 58 a ‘presmium support” approach in the health care literature, and many of
itz features bear 2 girgng :esam?;imce to those of the Pederal Employess Health Benefit Program. A
premiunt support approsch ket o dé:fizzcé gontribution approech under wiuch Medicare woald provide to
each bansficlary a fixed doling ammmi that could be used to obtain coverage from approved plans with no
mandated benefits package. In Sontrast, under a premivm support approach, each approved plan would be
nizndated to offer a cormon swandirds benefiis package and a common prescription drug benefits package,
and Medicare would provide to each beneficiasy a contribution toward the premium of the appreved plans,
with the size of the premium reflecting the welghted average of the premiums bid by participating plans,
including the HCFA fes for service plan.
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Recent studies by health care experts along with the recent exparicnce of some premism.support
type prigrams, like FEHP, suggest that & premjum support approsch for Medicare could 1ead to a reduction
i the projected inoreases in the cost of the Medicare program for both the govermment and beneficlaries.
Bt #t 1 nocessary fo ba cautious about projecting substantiel coit savings from restructuriog Medicars into
A preminm support system. As the last five years bave indicated, rapid changes In medica) delivery
sysiemz and technotopy make it unwise to prcdict precisely whem health care costs will be in five years, let
alone in the more distant fituee, Although it is certainly reasonable 1o expect that ou average Medicare
spending per capita shonld track prwate health care apending per capits over the nexy thirty years as it has
during the past thirty years, there is considerable uncertainty about the course of the lanter. As a result of
the conflpence of several factors--including the aging of the population, continued technological progress
in health care, and growing pec capita incomes (as peopls.become richer their spending on health care
1ends 1o increase as a share of their income)-per capita spending on health care for both the etderly and the
rest of the popnation will almost certainty continge to grow considerably more rapidly than the oversll
veonomy--a trend which can ut best be moderated but not reversed by greaser efficiency realized through
suhanced compotition in bath the Medicars system and the rest of the health care system.

Civen real uncertainties In future costs, Medicare™s rostructuriang intn 3 ;::rmz’um 3upno system
requires that adequate safeguatds be included to assure that unexpected dovelopments do not have adverse
consequeanzes for beneficiaries, many of whom suffer from low incomes, chronic {linesses, andfor
disebifities, Such safeguards must Include 3 government premium rate that is high enough, along with
appropriste risk adjusters, poographic adiumters, low-income protections, and strong oversizht authority by
an independent Medicare Board (doseribed below), to guarantec the availability and affordability of 2
common standard Medivare benefits package to alf beneficiarios rogardiess of their income or geographic
jocation. Fixzaiiy,ﬁ because no safeguards mechanism can be designed to foresee all pventualities, the
wcdicare Board shonld be chazgcd with the responsibllity of providing anmual reports to the Congress and
the Administration, compuring Medicare’s actoal performance with its predicied performance, and making
recommendations 1oy changes in the Medicare system, so that it contimags to honor this guarantec.

1., Particulars of a Premium Support Approach for Medicars

NROTE: WE HAVE YET TO DETERMINE WHICH OF THESE PARTICULARS HAVE MAIORITY
SUPPORT AN WHICH DO NOT—] DO NOT THINK THAT ALL OF THEM WILL HAVE
MAJQRITY SUPPORT IN QUR FINAL REPORT

_The Medicare Board: The proposed restructuring of Medicare to o premiure support approach would
reguire the establishment of a new institution—a sc-cajted Medicare Boardwcharged with several
responsibllifes including: providing beneficlaries with informaation about approved plans; computing
Medicare and beneficiary prominims to be paid to approved plans based on the weiphted averape of the bids
eccxived from such plang, and approving and negotiating with plans shout their servics areas and benefis
 packages design, The Board wouid operate under strict fiduciary responsibilities and would be required o
-zubinit 3 detailed anhual report on its operations to Conpgrass and e Adminisiration. The Board should be
designed in such a way that itis composed of health care professionals who serve for Hmitad terms, whose
decisions are guided by indepandent profassionnl considerations and sace approved cannot be reinoved for
political ressons,

The Benelils Packaga { Eiav%i;g Medizare Today and Tomorrow Language to b Agreed Upsne-Nead o
Check Consistonny with Langosge above on Drug Benelus)

The Foarmals fir Dotormining the Pranium Conributions of the Government and of Benciicinries: Under
* gurrent lew, gremiun payments by Medicare bencficiaries accoun for sbont 12% of the 1018 costs of

providing the standard Medicare bennfits packare, with the remaining 88% coveoved by governmen;

revenuss, Under » promiogs support model, the govornment would pay 3 spacified porcontage of fie
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welghted average price of the HCFA FFS plan and the private plans authorized to bid to serve the
Medicare populaton, with the remainder paid by the beneficiary, In the premium support approach, actual
premium payments of beneficiaries would vary depending on differences between this weighted average
price and the price of the plan they selected. i

in the particular premium support approach estimated by Commission staff’ and recommended by
members of the Commission, the government would be responsible for 88% of the weighted average bid
and average preminm payments by beneficiaries would continue to account for about 12% of total program
costs. But beneficiaries would pay all of the edditional premium for plans whose price excceded the
weighted averuge price of all plans and would pay no premium for plans whose price fell below the
weighted average price of all plans. In this basic Commission model, beneficiary premium rates would not
be income-related except for additional government support for beneficiaries under 135% of poverty (see
below).

NEED TO ADD DISCUSSION OF PREMIUM FORMULA FOR DRUGS BENEFITS PACKAGE: MY
PROPOSAL IS THAT BOTH HCFA FFS AND PRIVATE PLANS BE REQUIRED TO OFFER A
STANDARDS DRUGS BENEFITS PACKAGE. THERE WOULD BE A PREMIUM BIDDING
PROCESS FOR THIS PACKAGE STMILAR TO THE PREMIUM BIDDING PROCESS FOR THE
STANDARD BENEFITS PLAN. THE ONLY DIFFERENCE WOULD BE [N THE CONTRTBUTION
RATE FOR GOVERNMENT AND BENEBFICIARY. WE COULD NOTE THAT THE COMMISSION
MAJORITY COULD NOT AGREE ON THE CONTRIBUTION RATE FOR GOVERNMENT AND
EXPLAIN REASONS FOR IMSAGREEMENT. STUART AND I WOULD RECOMMEND A SUBSIDY
RATE OF AT LEAST 50% FOR TWO REASONS: FRIST, A 50% SUBSLIDY RATE WOULD BE
SUFFICIENT TO INDUCE THE VAST MAJORITY OF BENEFICIARIES TO ENROLL FOR THE
DRUG BENEFIT—AND THIS IS NECESSARY TO AVOID RISK SELECTION PROBLEM—A
LOWER SUBSIDY RATE WOULD WORSEN THE RISK POOL OF INDIVIDUALS OPTING FOR
DRUG COVERAGE AND MAKE IT LESS EFFICIENT. AND SECOND, AT LEAST A 50%SUBSIDY
RATE IS NECESSARY TO REALIZE THE GOAL OF MAKING THE DRUG BENEFIT
AFFORDABLE FOR MEDICARE BENEFICIARIES.

DISCUSSION OF DRUG BENEFIT IN HCFA FFS PLAN WOULD ALSO INCLUDE CAVEAT THAT

HCFA CONTRACTS WOULD BE BASED ON PRICES AND FORMULARIES AVAILABLE IN THE
PRIVATE MARKET, WITHOUT RECOURSE TO PRICE CONTROLS OR REBATES.

Geographic Adjusters to the Formula for the Premium Contribution

THIS DISCUSSION WOULD BEGIN BY NOTING THE VERY LARGE REGIONAL DIFFERENCES
IN CURRENT COSTS OF PROVIDING MEDICARE PACKAGE—FOUR TO ONE.DIFFERENCES,
ONLY THREE —QUARTERS OF WHICH CAN BY DIFFERENCES IN INPUT PRICES, ONE
QUARTER OF WHICH IS RESULT OF DIFFERENCES TN INTENSITY OF USE AND PATTERNS OF
MEDICAL PRACTICE. SUCH REGIONAL DIFFERENCES ARE ONE REASON WHY PREMIUM
SUPPORT MODEL WILL NEED GECGRAPHIC ADJUSTERS IF MODEL IS BASED ON A
NATIONAL RIDDING PROCESS. A SECOND REASON FOR GEOGRAPHIC ADJUSTERS IS
REALITY THAT THE EXTENT OF COMPETITION AMONG PROVIDERS IS NOT SAME ACROSS
ALL REGIONS --IN PARTICULAR IN SOME RURAL COMMUNITIES THERE MAY BE VERY
FEW IF ANY CHOICES AVAILABLE TO BENEFICIARIES OTHER THAN THE HCFA FFS PLAN.,

THE MAJORITY OF THE COMMISSION RECOMMEDNING PREMIUM SUPPORT AGREES THAT
INDIVIDUAL BENEFICIARIES SHOULD NOT HAVE TO PAY MORE FOR THE SAME MEDICARE
PACKAGE BASED ON THEIR GEOGRAPHIC LOCATION. IN PARTICULAR BENEFICIARES
SHOULD NOT HAVE TO PAY MORE FOR THE SAME PACKAGE OF SERVICES BECAUSE THEY
LIVE IN A HIGH-COST REGION OR BECAUSE OF THE MARKET POWER OF PROVIDERS
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AVAILABLE IN THEIR REGION., THEREFORE, THE PREMIUM SUPPORT MODEL WILL NEED
A PROCESS TO ADJUST THE SIZE OF THE GOVERNMENT'S PREMIUM PAYMENTS FOR
INDIVIDUAL BENEFICIARIES 5O THEY ARE HELD HARMLESS AGATNST HIGHER PRICES IN
THEIR REGIONS STEEMING FROM THESE TWO FACTORS. THE DEVELOPMENT OF SUCH
GEOGRPAHIC ADJYSTERS FOR THE GOVERNMENT'S PREMIUM POSES A SERIOUS
TECHNICAL CHALLENGE THAT WILL HAVE TO BE ADDRESSED FOR THE PREMIUM
SUPPORT MODEL TO WORK FAIKLY. INITIALLY FOLLOWING THE CURRENT FORMU AL,
FOR REIMBURSING MEDICARE HMOS, ADIJSTERS WHICH OFFSET 100% OF COUNTY-
LEVEL VARIATIONS COULD BE SET TO FULLY REFLECT DIFFBRENCES IN INPUT PRICES,
MARKET POWER AND LEVELS OF CARE IN BACH COUNTY, OVER TIME, THESE ADJUSTERS
COULD BE MODIFIED TO ALLOW THAT PORTION OF THE DIFFERENCE IN COUNTY PRICES
DUE TO DIFFERENCES IN UTILIZATION AND PRACTICE T0O BE S8HARED BY THE
GOVERNMENT AND THE BENBFICIARY ACCORINNG TO THE OVERALL PORMULA FOR
DETERMINING THEIR PREMIUM CONTRIBUTIONS,

. WHILE SOME REDUCTION N GEOGRAPHIC VARIATIONS OF MEDICARE PRICES WOULD BE
EFFICIENT AND EQUITABLE THIS WOLRID HAVE BE PHASED IN GRADUALLY. FOR
EXAMPLE THE PREMIUM SUPPORT SYSTEM MIGHT BEQIN WITH 100% ADIUSTMENT OF
COUNTY-LEVEL DIFFERENCES IN PRICE MOVING GRADUALLY TO 75% ADJUSTMENT OF
SUCH DIFFERERNCER ACCORDING TO AN AGREBED UIPON TIMETABLE.

Special Rural Adjustmsnt Concems

UNDER A PREMIUM SUPPORT MODEL 1T 15 POSSIBLE THAT AN INSUFPFICIERT RUMBER OF
PRIVATE PLANS WILL EHTER SOME RURAL AREAS TO PROVIDE BFFECTIVE COMPETITION
FOR HCFA FFE MEDICARE, {F SO, IT I8 ALSO MOSBIBLE THAT PREMIUMS WILL RISEOR
QUALITY WILL FALL A3 THE TRADITIONAL PROGRAM USES HIGHER PROFITS IN
NONCOMPETITIVE AREAS T OFFSET LOWER PREMIUMS ARD HIGHER COSTS OF CARE IN
MORE COMPETITIVE AREAS. GIVING TRADITIONAL MEDICARE FLEXIBLE MODERNIZED
MANAGEMENT AUTHORITY ARD THE DISCRETION TQ SET PREMIUMS IK THESE AREAS
COULD CREATE AN UNREGULATER MONOPOLY, THUSIT MAY RE APPROPRIATETO
RESTRICT HCFA'S DISCRETION AND TON CONTINUE TO USE THE CURRENT
ADMINISTERED PRICE SYSTEM UNDER CURRRKET LAW IN NONCOMPETITIVE RURAL
AREAS WITH NQ OR FEW PRIVATE OPTIONS, BENEFICIARY PREMIUMS COULD BE BASED
O COSTS INCURRED IN THE ADMINISTEREDR PRICES SYTE, WHICH ARE GENERALLY
LOWER IN BURAL AREAS, SO THAT BENEFICIARIERS IN THESE AREAS WOULD BE NO
WQRSE OFF THAN UINDER CURRENT 1AW,

Risk Adjusters w the Formula for Premivm Contributions

THE PREIMCTABLE COSTS QF TREATING MEDICARE BENEFICIARIES VARIES GREATLY
ACROSS INDIVIDUALS-FROM A FEW HUNDRED DOLLARS A YEAR FOR THE HEALTHIEST
BENEFICIARIES TO TENS QF THOUSANDS OF DOLLARS PER YEAR FOR THOSE WITH
CHROMIC CONDITIONS. UNDER THESE CTRCUMSTANCES, PLANS WHICH WERE PAID THE
AVERAGE COST OF TREATMENT WOULD HAVE STROMNG INCENTIVES TO SHUN SICKER
ENROLLEES IN FAVOR OF HEALTHIER ONES, TO THE EXTENT THAT THIS OCCURRED,
PLANS THAT MADE [T RELATIVELY EASY TO OBTAIN SERVICES WOULD ATTRACT SICKER
BENEFICIARIES AND WOULD HAVE TO CHARGE HIGHER PREMIUM, DRIVING THEIR
HEALTHIEST BENEFICIARIES TO LOWERLCOST PLANS. 1F HIGH.RISK BENEFICIARIES ARE
CONCENTRATED IN HIGH-COST PLANS AS A RESULT OF THIS RISK SELECTION PROBLEM,
THESE BENEFICIARIES WILL BE FORCED TO PAY INAPPROPRIATELY HIGH PREMIUMS
BECAUSE OF THE HIGHER LEVEL OF RISK OF THE POPULATION SERVED BY THOSE PLANS,
MOREQVER, TRERE WOULD BE NO INCENTIVE FOR PLANS TO PROVIDE HIGH-QUALITY

*
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CARE TO THE CHRONICALLY HLL OR OTHER BENEFICIARES SINCE SUCH A PLAN WOULD
.MBRELY ATTRACT MORE OF THEM.

THE MAIOQRITY OF THE COMMISSION RECOMMENDING PREMIM SUPPORT APPROACH
RECOOGNIZES THAT THESE RISK SELECTION PROBLEMS ARE SEVERE AND THAT TO AVOID
THEM ADEQUATE RISK ADJUSTMENT IS REQUEEED, A RISK ADJUSTMENT MECHANISM
WOULD ADITUST THE GOVERNMENT'S PREMIUM CONTRIBUTION TO PARTICIULAR PLANS
ON THE BARIS OF THE RISK CHARACTERISTICS OF THE INDIVIDUALS THEY EXNROLL, BUY
WOULD NOT AFFECT THE BENEFICIARY CONTRIBUTION. SPECIFICALLY, A RISK
ADJUSTMENT FACTOR BASED ON BENSFICIARY CHARACTERISTICS WOULD ADJUST THE
PREMIUM FOR EACH PLAN BASED ON ITS TYPICAL BENEFICIARY »-AND THE
GOVERNMENT WOULE PAY THE DIFFERENCE BETWEEN THIS ADIUSTED PREMIUM ANE
THE BENEFITIARY PREMILM,

UNFORTUNATELY, WHILE THE PRINCIPLE BEHIND RISK ADJUSTMENT IS WELL
UNDERSTOOD, RIEK ADJUSTMENT MECHANISMS ARE STILL RUDIMENTARY. MQST
EXPERTS, FOR EXAMPLE, AGREL THAT ONLY ABOUT ONE-QUARTER OF HEALTH CARE
EXPENDITURES BY A MEDICARE BENEFICIARY ARE PREDICTABLE AT THE TIME OF
ENROLLMENT. THUS IT ISUNLIKBLY THAT RISK ADJUSTMENT WILL ELIMINATE THE
POSSIBILITY OF SIGNIFICANT RISK SELECTION PRUBLEMS IN A PREMIUM SUPPORT
MODEL IN THE FORESERABLE FIITURE. HOWEVER, A NUMBER OF OTHER FEATURES QF
THE PREMIUM SUPPORT APPROACH COULD BE DESIGNED IN WAYS TQ DISCOURAGE RISK
SELECTION. THESE INCLUDE: ADHERENCE TO STRONG STANDARDIZATION OF THE
BENEFITS PACKAGES OFFERED BY PARTICIPATING PLANS; MAINTENANCE OF A HIGH

, GOVERNMENT SHARING RATE IN THE OVERALL PREMIUM SO THAT BENEFICIARIER HAVE
A WEAKER INCENTIVE TO CHOOSE LOW-COST PLANS; ENCOURAGEMENT GF POINT OF
SERVICE OPTIONS THAT ARE ATYRACYIVE TO BOTH CHRONICALLY ILL AND WEALTHY
BENEFICIARIES; AND UTTLIZATION.BARED RISK ADIUSTMENT TECHNIQUES BY WHICH
PREMIUM PAYMENTS ARE ADIUSTED IN PART BASED ON PAST OR CORCURRENT COSTS
AND UTLIZATION RATHER THAN DIAGNOSES ALONE.
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As numerous reports from the HCFA Actuaries, the Congressions! Budget Office, and
independent experts indicate, even under optimistic assumptions about the efficiency galns that might be
fostered by a premium support model, Medicare spending like health care spending in the private sestor is
projected to grow substantially faster thun the oversl sconomy.  As ilfustiations of this conclusion,
separate estirnates by the Commission staff and the HCFA actraries of the effects of the particuler premium
suppént model proposed by Senator Breaux, exclusive of & prescription drug bensfit, indicate that sven after
antizipated efficiency savings, Medicare spending will contiiue to climbd rapidly.

{Need Table showing predictied Medicare spending with Breaux premivns support model in 20510,
20140, 2013, 2020, 2025200000t cluding other proposed changes—want estimate of pure efficiency
effect alone—alisa for comsparison need predicted Medicare spending)

A cotnparison bevwesn predicted Medicars spending ander Breaux's premium support model
without drugs and predicied revenues avaiiable 1o Medicare from both the payrell tax and genera) revenue
ransfers under curront Medicare law indicates that even a restructured Medicare program faces o
substantial and growing financing gap i the near future. Gradually adding the costs of 8 prescription drug
benefit of the tvpe supported by the majority of the Commistion members micreases the size of this
financing pap significantly. (Talde nesded here~can use a vange of drug cost extimaies 10 show tie effect
of differert govornment subsidy rates.}

The {rnplization of these nurabers is that even with 3 premaium support epproach Medisare will
havs to rely increasingly on general reverues. Additional changes in the Medicare program considered by
the Coumission and supporied by soms of s members, although not a majority of therm, sould reduse the
financing gap. These changes inclade; ncomo-relating the premium contribution made by beneficiaries
regardiess of whether they chose to enroll In HCFA FFS Medicare or one of the authorized privats plens;
gradusatty adinsting the age of sligibility for Medicars 5o it conforms with increases in the age of gligibility

for Sociat Security; and excluding direct praduate medical edusation chasges from Medicare spending, The
Commission was unable 1o reach majority agreement on each of these proposals reflecting the reality thet
cach of them has its own particntar disadvantages,

Adiusting the premium contribution by jucorne is a relatively easy formulaic adjutimant In o

premium suppert spproach, but would be difficult 1o administer in practice. n addition, althouph thers was
Apresment amoeg Commission members that high-income beneficiaries could and should pay mow for
their Medicars soverage, there was disagreement about what level of income woutd piace an slderly Sunity
i the “high-ncome™ high-premium category. The lower the level decided upon, the smatier the finanging
gap confronting Medicare, but the preater the risk that middle mather than high income famitiss would face
higher presminm contributions, thereby threatening the social insurance nature of Medicars and weakening
political support for the program. Finally, 2 majority of the Commission agreed that any revenues eamed
from income-relating the Medicare premiun should be used to finanos ap expansion of low-income
protections, uol to reducs overal] Medicars spending, at least for the foresesable future,

Raising the age of eligibility 1o conform with the ags of etigibitity for Socin) Security could reduce
Medicave spending significantly in the future byt it carries a real risk of leaving many older Americans
withowt heaith insursnce. Almost | in 8 Americans aged §2-84 taday have a0 health insurance, and the
number of uninsured Ameritens B growing most tapidly In the 3585 age cohort, Lack of insurange
coverage i the United States is & serfous policy problem: raising the sge of eligibility for Medicare would
aggravare this problem vadess this policy were accompanied by a fadr buy-in progmm 2 those who werg
no jonger cligible for Medicare,

Carvieg out fimdimyg for Direct Medical Education {DME]} From the Medicure program woukd
raduce projected spending. But this approach begs the question of how o guaraniee saching hogpitals with
the support they need oot only th provide education and research in medicine but slzo to cover the cost of
their trentment of difficult medical cages and uninsured patients,
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Finally, even if all three of thess approaches to reducing Medicare speanding were adopiad,
Commission staff estimates of the Breaux premium support plan indicats diat 2 substantis] financing gap
for Medlcare would remain, Substantial addidonal funds from genern) revenues would be required, over
- and above those currently projected under current Madicare law, 1o gutrantee the premivm sontribution
rates for beneficiaries proposed in the Breaux pian {as noted above these mtes are;—on averane
beneficiaries pay 12% of the preminm coste for 2 standard benefits package, pay no promium for plans the
cost of which is loss than 85% of the mational weighted average, and pay =il additional amounts for plans
the cost of which is greater than this average. ) Without e infusion of such funds, cither the shares o the
total preminm paid by beneficiarics would have 1o be Increased or other changes in the proposed Breaux
plan would have to be made to reduce Medicare’s financing gap. Morcover, the inclucion of a drug benefit
of the typs recommended by the majority of the Comemission would require an even larger infusion of
gcncm] funds, » larger incraase in pmwms paid by beneficiaries, or some other offsetting change in the
pramium support plao,

Even mroong the ragjority of Commission members whe reoommend 8 premium support approach,
there 35 disapresment on the best way to sddress Madicare™s projected financing gap.

Two members of this majority support the idea that the Part A Trust Fund of the current Medicare
program be replaced by a Unified Medicare Trust Fund consisting of the current Part A payrol! tax plus the
general ravenuss cormmitted 1o Medicare under curront lew.  This proposal recognizes that although the
Part A Trust Fund concept would no longer make sense In 3 premium support approach, some kind of trust
fund scoounting is probsbly the most comprehensible way to ithusirate Medicare's huge futare liabilities. A
Unified Trust Fund spproach, Hke 2 Part A Trust Foad spprosch, reveals that under cutrent law Medicare
would become insolvent as early ax (date). To address this frpending insolvency problem while allowing
for a gradusl transition fo & premium suppoent approach that inciudes an affordable prescription drug
packagse, thees two members of the mejority support the President's proposal to commit 15% of the
projected surpiuses in the general fund (o Medicare over the next  years. Because the interest carned on
the surplus fimds commined to Medicare would accrue jo Medicare aver time, the total cost of covering
Medicars’s projected financing gaps in this way wouid be considerably less than the tota) cost of covering
the same pops at the time they developed throngh peneral revenues.

The remaining members of the majority of the Comumission whe recominend a premiuvm support
appreath recommend that Madicars saivency be aesessed by examining the increasing shift of Medicare
program ¢osis 10 the generad Rind sad the changing ratios of total Medicare financing borns by the general
fund, by beneficiaries, and by the payroll tax, According to this proposal, when gensral revenuss exceed
56555 0f 1otal propram euzi&ys withowt further Congressional approval, there should be a pubtic debate and
decision about the finanaing of the Medicare program focused on poteptia! adiustments in the payroll fax,
heneficiary pramiums, and the percentage of general funds 1o be allecated to Moedicare.
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MEDICARE COMMISSION PRINCIPALS’ MEETING
Agenda: March 10, 1999

. UPDATE ON THE MEDICARE COMMISSION
. BASE MEDICARE POLICIES

ll. ADDITIONAL MEDICARE POLICIES
¢ Drug Benefit
® Income-Related Premium

e  Premium Support



BASE MEDICARE POLICIES

(Calendar Years, Doliars in Billions)

POLICIES:; 2000-04 2000-09
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 -1
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

Back-End Coverage (No Cap on Benefit)
High Option
No cap on benefits, $3,000 stop-loss
$300 deductible, 10% coinsurarnice
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
5250 deductible, 10% coinsurance
Premium in 2002; $2C.30

0-0

+84

+51

+37

+253

+176

+7141

+101

For all: Voluntary, 50% premium subsidy, impiemented in 2001; for él! beneficiaries



INCOME-RELATED PREMIUM

OPTIONS:; 2000-04 2000-09
. Health Security Act -16 42

Singles:  $80,000 with full payment at $100,000
Couples:  $110,000 with full payment at $125,000

Beneficiaries affected: About 2 million (5%)

. Chafee-Breaux / Senate 1997 -23 -58
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/ Commission Draft 198" -38 -85
Single: $24,000 with full payment at $40,000
Couples:  $30,000 with full payment at $50,000

Beneficiaries affected: About 13 million (33%)

For all- Index income thresholds 1o inflation; No full phase-out of subsidy; Treasury run
* Phases out at a higher subsidy level than the other options



PREMIUM SUPPORT

OPTIONS: 2000-04
. Breaux Plan 286

Assuming 2000 implementation
Fee-for-service premium higher than current law
Fartial geographic adjustment; limited benefits flexibility

Assuming 2002 implementation

. Competitive Defined Benefit
Assuming 2002 implementation
Fee-for-gervice premium no higher than current law
Full gecgraphic adjustment; limited benefits flexibility

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

2000-09

~75H



SUMMARY OF PROPOSALS

OPTIONS: 2000-04 2000-09

Income-Related Premium
Health Security Act ($90 / 110,000) 16 42
Chéfee—Br&z’:;z.zx (350 / 75,000) 23 -58
Premium Support
Competitive Defined Benefit -8 -30
Phased-In Competitive Defined Benefit -1 -20
DRUG OPTIONS |
High Uncapped Option ($250 deductible) +84 +253
Low Uncapped Option ($500 deductible) +58 +176
High Capped Option ($2,000 cap) | +51 +141

Low Capped Option ($1,000 cap) +37 +101




ILLUSTRATIVE OPTIONS

OPTIONS; : .
Option 1: No Competitive Defined Benefit
Base Plan
Income-Related Premium ($80/110.000)

Subtotal

Drug Benefit: Front-End, $1,000 Cap

2000-04

21
=18
-37

+37

2000-09

-85
42
-147

+101

Option 2: Phased-In Competitive Benefit/ Lower Income-Related Premium

Base Plan
income-Related Premium ($50/75,000)

Phased-in Competitive Defined Benefit
Subtotal

Drug Benefit: Front-End, $1,000 Cap

~21
-23
-1

-45

+37

-85

Option 3: Competitive Defined Benefit / Lower Income-Related Premium

Base Plan
income-Related Premium (350/75,000)

Subtotal

Drug Benefit: Front-End, $2,000 Cap

~21
-23

-8

-52

+51

-85
-58
=30
-173

+141
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THE WHITE HOUSE
WABHINGTON

March 13, 1959

'

TO: Steve R, Geae S, Bruce B, Larry S, Elena K., Jack L., Dan M,
[avid B., Melanne V., Sarah B, RNeera T, Janet M.

FROM; Chris J. and Jeanne L.

RE: BREAUX-THOMAS MEDICARE PLAN

Attached is the final Breaux-Thomas Medicare plan. They released it at & Spm press conference.
Highlights of the plan include:

Na specific plan for Medicare financing: The plan contains ne options for eaising new
revenue for Medicare -- specifically it does not include the President’s proposal to
dedicate part of the surplus to Medicare, - Instead, it states that once Medicare appears ©
be close to becoming insolvent (Using a new definition), Congress would be notificd,
This would result in a Congressional debate on legisiation to authorize uny additonal”
funding. ’

No meaningful prescription drug beaefit; The plan would require private managed care
plans, Medigap, and possibly Medicare fee-for-service 10 offer a druy benefit, but only
provides a subsidy for that coverage for people below 135 percent of poverty, This g
troubiing because 1t moves Medicare towards a means-tested, Medicaid-like program, and
would probably result in large adverse selection in the unsubsidized Medicare fee-for-
service oplon.

Age eligilility increase without a viable insurance alternative: Although there isa
suggestion that vulnerable sick people ages 65 to 67 would pet Medicare, the proposal
explicitly states that the Medicare buy-in would be unsubsidized and would not begin at
62 {which is truly conforming to Sccial Sccurity).  This plas would likely tead to an
increase in the uninsured. .

No income-related premium: This was dropped since the last draft - reportedly because
some Republicans considered it too similar to 4 wax (since it is administered through
Treasury) i

There arc probably other issues that we have ot yer noticed; we will be working on o more
complete memo of the issues for the moming,

Please call or page with questions,



SUMMARY OF BREAUX/FHOMAS PROPOSAL

Medicare Board:

The Board would provide informmation {0 bencficiaries, nag&tzatc with plans, compute payments
to plans (ncluding risk, gmgrapb:c and other adjustmenis), and compute beneficiarics premiums.
Board would approve plan service sreas and bene{it package designs.

Benefits Package:

The standard benelits package is speeified in law and would consist of all services covered under
the existing Medicare stanute. Plans could establish their own rules as to how the benefits would,
be ;}mvldcd Board approval would be required Tor all benefit design offerings and the Board
Fowld allow variation orsiy within a limited range as the risk adjusters were proven over time, '

Prescription Drugs:
Private Plans

All private plans weuld be required 1o offer a high option that zrcludcs at icasz thc siand;zrd
beneflts package plus coverage for prcscrzgzzzon drugs. '

Low-Income

The praposal would immediately extend coverage 0f§>zescr!puon {imgs for beneficiaries under
135 percent of poverty ($10,568/ndividualy under Medicaid with ull federal funding of the
sdditional cost. That coverage could be provided through high option plans when the premium
suppert system was implemented.

Fee-For-Service _ ,

The government-rus FFS plan could offer a high option plan which includes prescription drugs.
The Medicare Board would approve the benefit package as it dacs for privaie plan offerings.
HCFA would work with third-party coufractors 1o offer its high option plan.  Government
contracls would he based on prices commonly available in the market, without recourse to price
controls or rebates.

Medigap ‘
All Medigap plang would include basic coveragy for prescriplion drugs. One plan would be
drug-only. P!zms would vary regarding the degree Medicare comnsurance was covered.

Premium Formuh Basics:

Beneficiaries would pay 12 percent of thc presium for the standord i‘cncﬁb ;}ﬁzck%c on wcr&zw
pay no premium for plans less than about 85 percent of national weighted average, and pay all
of the sdditional premiurn for plan premivms above national weighted average. Only the cost of
~ standard benefits {(Medicsre covered services) would: count toward the compatation of the naltonal
weighted average premium, Plang with only a lugh option would be required 10 sepurate out the
cost of extra nenefits i their szz'z}mi_ssion to the Board,

fo areas where only the government-run {ee-for-service plan operated, the beneficiary obligation
wouk! be limited to the lower or 12 percent of the fee-forservice premium or 12 percent of the
national weighted average premium.



Fee-for-Service Benefits: '

The government-run fee-for-service ptan would have a $400 combined: deductible, indexed to the
growtht in Medicare costs. 10 percent comnsurance would be charged for home health, laboratory
services, and ecertain other services not currently subject 1o coinsurance. No coinsursnce would
be charged for inpatient hospital stays and preventive care,

Spccial Paymaents:

Direet Medical Hducation {DME) woukl be carved out of Medicare, DME funding wouid
continue through cither a mandatory entitiement or multi-year discretionary appropriation program
separate {rom Medicare, The proposal would also recommend exploring funding Indirect Medical
Education (IME} and other non-tasurance subsidies outside of the Medicare program and
financing thoss items through a mandatory or multi-year discretionary appropriation prograni.
Any special payments remaining in Medicare would net be included in the caloulation of
premiums for the government-run fee-for-service plan or privaic plans,

Retirement z&ge

The normal age. of eligibility would be graﬁua%ly rmcd from 65 to 67 to conform with &zaz of
Social Security. A non-subsidized buy-in would be available at age 65, Congzess should develop:
a special category of eligibility based on specific needs-based criteria {i.e. ADLs) for mcﬁwduais
between 65 and the then-current eligibility age.

Long-Term Care:

Long-term care issues should be scparated trom Medicare (an acute care program}, and long-term
carc improvements should be made through pension, Social Sceourity, and investment reforms.
The proposal would require o study of vanous long-term ¢are issues,

Financing:

Part A and Part B trust funds should he combined into a single Medicare Trust Fund and a new
conceps of solvency for Medicare should be developed. In any year in which the general fund
cotrributions are projected o exceed 40% of annual total Medicare outlays, Congress would be
required o authorize any additional coninbutions 10 the Medicare Trust Fund, This new {est {(40%
of oullays) would probably not be reached tntil afier 2005, Even if general revenue contributions

. were Hmtted 10 40% of program amiaya, this proposal wou]d @xzcnd solvency 1o 2&13 (2017

under CBO's new %}aselme)

Bud;,czarv Impact:

. Betweon 2000 and 2009, this proposyl would save é‘i; proximately $100 billion. Over the longer
©termy, the propesal would reduce the growth of Madicare cpcnézzzb by approximately | percent

a year, Although the savings woukl accumalate slowly aver tme, hy 2030 tie azmual budgetary
savings would range from 3500 to $700 bithon
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BUILDING A BETTER MEDICARE
FORTODAY AND TOMORROW

1 INTRODUCTION

This recommendation is in three parts:
the design of a premium support system,
improvements o the current Medscare pragram. and
financing and solvency of the Medicare progranm.

We believe it is important to address the eurrent program now because of the transition ume
necessary to implement this premium support system.  We assume the enactiment of this
propasal in 1999 and that the premium support system would be fully operational in 2003,

We believe a premium support system 8 necessary (o ensbie Medicare beneficiaries to oblain
secure, dependable, comprehensive high guality health care coverage comparable 1o what most
workers have today, We believe modeling a system on the one Members of Congress use to
obtain health care coverage for themselves and their families is appropriate. This proposal, while
based on that systen, is different in several important ways in order © better micet the unique
heaith care needs of seniors and individuais with disabilities. Our proposal would allow
beneficiaries to choose from among competing comprehensive health plass i a sysiem based on
a blend of existing government protections and market-based competition. Unlike today’s
Medicare program, our proposal ensures that low income semors would huve comprehensive
health care coverage. *
Because the implementation of a premium support system wiil take a number of ymrs: WE
recommend immediate improvements 1o the current Medicare progsam. In Scction U we outline
the incremental inprovements to enhance the boneficiaries’ security and quality of care now. We
recommend immediate federal funding of pharmaceutical coverage through Medicaid for semors
up 1o 133% of noverty (310,568 for an individaal and $13,334 for a coupie), This would also
expand beneficiary participation in currently available subsidies for premivms and cost-shanng,

in reviewing the three parts of this proposal. 1 is imponant o keep in mind the different
government rofes 1in the premmium suppori system and in current law, We belivve the guarantec
our society makes to every senior is 1o ensurc that they ¢ae obtain the highest quality heaith carg,
and that their health care coverage not be allowed to fall behind that availabie to people in their
working years, We believe thai our socicly’s commitment to seniors, the Medicare entitiomaent,
can be made more secure only by focusing the government’s powers on ensuring comprehensive
coverage af an affordable price rather than continuing the mefficiency, inequity, and inadequacy
of the current Meadicare program.
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L PREMIUM SUPPORT BYSTEM TO PROVIDE COMPREHENSIVE,
COVERAGE

The Medicare Board

A Medicare Board should be established to oversee and pegotiate with private plans and the
government-run {ee-for-service plan. Some examples of the Board's role are: direct and oversee
periedic open enroliment periods; provide comparative information (o beneficiaries regarding the
plans in their areas; transmit informabion about beneficiarics’ plan selections and corresponding
premnium obligations to the Social Secunty Administration to permit premium collection as
oceurs today with Medicare Part B premiums; enforce financial and guality standards; review and
approve benefit packages and service areas to ensuge against the adverse selection that could be
created through benefit design, delineation of service areas or other techaiques; aegotiate
premiums with ali health plans: and compute payments to plans (inclading risk and geographic
adiustment},

This Board would operate under a government charier that would describe its responsibilities and
operating standards including the ability to hire without regard to civil service requircsnents and
salary restrictions.

Ensuring Plan Performance and Dependability

All plans {private plans sud the government-run FES plan) would compere in the premium
support systerm; all plans would have Board-approved benefit designs and premiums. The Board
would ensure that the benefits provided under all plans are self-funded and self-sustaining,
determining whether plan premium submissions meet stnct tests for actuarial soundngess,
agsessing the adequacy of reserves, and monitoring their performance capacity.

Management of Government-ron Fee-for-service in Premivm Support

The governmeni plan would have to be self-funded and self-sustaining and fneet the same
requirements applied to all privale plans, including whether its premium submissions meet strict
tests for actuanial soundness, the adequacy of reserves, and performance capacity.

{ost gontainment measures woukl be necessary. The provisions of the Balanced Budget Act of
1997 should be extended, or comparable savings achieved. In uay region where the price control
structure of the government run plan is not competitive, the government.run fee-for-service plan
could operate on the basis of contracts negotisted with Jocal providers on price and performance,
1usl as is the case with privaie plans. The government plan would be run through contractors as
it is today: contractors in onc region would be able 1o bid in other regions; the Board should have
powers to assurg that the government-run plan woold not distort local 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, Plans would be able to offer additional
ibenefits bevond the corg package and plans would be able 1o vary cost sharing, including copay
!aiz;i,dcduc&ibl_c&eis, subject to Board approval. Benefits would be updated through the annual
negoliations process between plans and the Board, although the Board would not have the power
1o expand the standard benefit package without Congressional approval.  Health plans would
establish rules aud procedures to assure delivery of benefits in a manner consistent with
prevailing private standards and procedures offered to employer groups and other major
purchasers.

The Medicare Board would approye-bengfit offerings and could allow variation within a limited
range, for example not more thard 10% of the actuarial value of the standard package, provided
the Board was satisfied that the overall valuation of the package would be consistent with
statutory objectives and would not Jead to adverse or unfavorable risk selection problems in the
Medicare market.

New benefit Lo be instifuted in the preminm support systens: Outpationt prescription
drug coverage and stop-loss protection

in Private Plans:

Private plans would be required 1o offer 3 high opnon that includes at least
Medicare covered services plus coverage for outpatient prescription drugs and
stop-loss prowgiion. Plans would be able to vary copay and deductible siructures.
Minnmam drog benefins for high option plans would be hased on an actuarial
valuation, High option and standard oplion plans each would be required to be
sclf-funded and setf-sustaining.

in Government-run Fee-For-Service Plan:

The government-run fee-for-service plan wauld be required to offer high option
{including aupatient prescription drugs and stop-loss} in addition to standard
option plans. The Medicare Board approval process wonld be the same as for
private plans, High option and standard oplion plans would be required o be -
separaiedy seif-funded and self-sustaining. Government contracts wovld be based
on prices commonty available in the market, vathout recourse to price coutrols or
rabufes,

Coempreliensive coverage for low-income benefictaries:

Coverage would be provided through high option plans, The {edesal government
would pay 100% of the preminms of the high option plans at or betow 83% of the
nattonal woighted average prermium of all high option piaas for ali eligible
individuals up to 135% of poverty (310,568 for an individual and $13,334 for a
couple) on a fully federally funded basis. This financial support does not Hmit
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these beneficiaries’ choice of plans nor restrict plans’ design with cegard to cost-
sharing or other flexibility authonized by the Board. State would maintain their
current tevel of effan, but the federal government would pay 100% of additional
costs for these individuals, In this context, Congress shauld review DSH
payments to ensure that double payments do nol occur,

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 83 percent of the national weighted average plan
price, there would be no beneficiary premium. For plans with prices above the national weighted
average, beneficiaries’ premiums would include all costs above the national weighted average.

Only the cost of the standard package would count toward the compuiation of the national
weighted average prenium. Plans with a high option, whether private plans or government-run,
would separately identify the incremental costs of benefits beyond the standard package in their
submissions to the Board, and the government contribution wea%d be calculated without regard 10
the cosis of these additional benefits.

Premium for government-ran fee-for-service plans
The government-run lee-for-service plan would be treated the same as private plans.,

Government-run plan premium excludes costs of special subsidies in

premium calculation

All son-insurance functions und special payments now in Medicare would not be
included in calculation of premiums foc the government-run FES plan or private plans.

Guaranteed premivm levels where competition develops more stowly

., In arcas where ro competition to the government-run fee-for-service plan exists,
beneficiaries’ obligations would be no greater than 12 percent of the FFS premium or the
national weighted average, whichever is lower. The Medicare Board should peniodically
review those areas with a fixed percentage premium to ensore that the fixed percentage
premium is nofl anti-competitive.

Medicare’s Spectal Payments in a Premium Support Systeny

Congress should examine all non-insurance functions, special payments and subsidies 1o
determine whether they should be funded through the Trust fund or from another source. For
example, payments for Direct Medical Education (DME} would be financed and distributed
mdependent of a Medicare premium support system. Since the Part A and Part B trust funds
would be combined and the tradigonally separate funding sources of payrell taxes and general
revenues would be biurred, Congress should provide a separate mechanisim for continued funding
through either a mandatory entitlement or multi-year discretionary appropristion program. On the
other hand, Indirect Medical Education {IME) presents a unique problem since it is difficult 1o
identify the actual statistical difference in costs between teaching and non-teaching hospilals.
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Therefore, for now Congress should continue 10 fund IME from the Trust Fund as an adjustment
10 hospital payments.

itk IMMEDIATE IMPROVEMENTS TO THE CURRENT MEDICARE PROGRAM
AND OTHER ASPECTS OF SENIORS HEALTH CARE SPENDING

Provide Outpatient Preseription Drug Coverage for 3 million more low-income
beneficiaries

Immediately provide federal funding for coverage of prescription drugs under Medicaid for
beneficiaries up to 133 percent of poverty (310,568 for an individual sad $13,324 for a couple).
This would also expand benefictary participation in currently available subsidies for premiums

and cost-sharing. All funding obligations related  the coverage under this provision would be
federal,

£
Improve access to ontpatiend preseription drug coverage for seniors
Revise federal dircetives to National Association of Insurance Commissioners (NAICH to
develop new Medigap state model legislation immediately. All private supplemental plans

would include hasic caverage for preseription drugs, One plan would be a preseriplion drug-anly
plan, '

Combine Paris A and B

Health care delivery changes have blucred the distoctians onginally conteraplaied when Pans A
and B of Medicare were enacted, Parts A and B should be combined in a single Medicare Trust
Fund. (See Scction I on Financing and Solvency.)

Lower deductible for 8 million beneficiaries

The current Medicare program subjects beneficiaries entering the hospital to extremely
high costs just at ¢ time when they face the many ather expenses associated with serious
iliness. Virtually no private health plan imposes such costs. We propose to combine the
current Part A (3768) deductible and B ($100) deductible, and replace it with a single
deductibic of 8400, which should be indexed to growth in Medicare cosis.

fmaprove utilization of health care services

A fee-for-service plan is best maintained by financial incentives, without which cosis
spival aut of cantrol or freedom of choice must be restricied. To protect againgt
unpecessary rises in beneliciary Part B premsums, 10% coinsurance woukd be estublished
for all services except inpatient hospital stay and preventive care, and exeept where
higher copays eXist under current law, ‘

Revise federal directives to NAIC to develop new staie model legislation (o conform
the changes propased for Medicare cost-sharing. These directives should also be
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designed to achieve more affurdable and more efficient supplemental insurance and o
minimize Medicare outlays. The new single Medicare deductible and colnsurance
schedule would be insurable in part or in whole, .
Eligibility Age

Medicare eligibility age should be conformed to that of Social Security. A non-subsidized buy-
in should be available at age 85, In addition, Congress should develop a special category of
ehigibility based on specific necds-based criteria, for example selecied activities of daily living,
for individuals between age 65 and then-current eligibility age.-

I, FINANCING AND SOLVENCY

The changes propesed i this document are intended to put Medicare on sorer financial fooling
by creating savings due ta competition, efficiency and other factors, and by slowing the growth in
Medicare spending. In addition, these reforms would resuit in Medicare offering a benefit
package that is more comparable o health care benefits offered in the private secior and would
enhance our ability to meet our commitment 1o today's and fulure beneficiaries. Without these
changes, gaality of care could suffer, and significantly greater revenues and/or beneficiary
sacrifices would be required. Beneficianes and the taxpayers would not receive the greatest value
for the total heaith dollars spent on seniors’ behaif,

Medicare’s financing needs would be dictated by the Medicare growth rate achieved under the
premium suppon systetn. By moving (0 & premiunt suppaort system, Medicare's growth rate
would be reduced by 1 10 1.5 percenlage points per year from the current long-tesm annual
growth raic of 7.6 percent (Trusices Intermediate} or 8.6 (Commission’s No Slowdown
Bascline.) H this reduction in growth rate can be achieved, the fiscal integnity and Medicare
would be significantly improved.

Even il the estimated reduction ia 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 funded through the payroll tax, through general revenue, and
through beneficiary premiums?

The snswer to this question is difficult beeause & would require knowing today the health care
sysiem of the fulure. We do not knew what the future holds in terms of the evolution of the
health care dedivery system, or the impaet that technology will have o healib care costs,

At the Commission’s first meeting, Federal Reserve Chairman Alsn Greenspan smd that “the
trajectory of health spending in coming years will depend tmpontantly on the course of
technotogy which has been a key daver of per-person health costs™ Yet he went on to underscore
what could be the absurdity of attempting now to determine funding levels necessary decades
into the foture “technology cuts both ways with respeet o both saving medieal expenditures and
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potentially expanding the possibilities in such a manner that even though unit costs may be
falling, the absolute dollar amouats could be expanding at a very rapid pace. One of the major
problems that everyone has had with techrology--and 1 could allude to all sorts of forecasts over
the most recent generations--one of the largest difficulties is in forecasting the pattern of
technology. |t is an extremely difficult activity.”

Notwithstanding the magnitude of uncertainty contained in the task, the statute establishing the
Commission diregted us 10 reconunend medsures 10 attain the loong-term “solvency” of the
Medicare program. Because of recent history the meaning of “solvency”™ has come under
question. We believe 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 the cost of Medicare and how we
should ¢choose to fund this program over tme,

The solvency test that has been applied o Secial Security is not an apt model for Medicare.
Sacial Security Trust Funds are funded exclusively through payroll taxes; Medicare 1s paid for by
a cambination of payroli laxes, general rovenue and beneficiary premiums. These ratios have
changed over tinie such that a greater portion of program cxpeases s now paid by general
revenues and a relatively smaller portion is paid by payroll taxes and beneficiary premiums.

In addition, the payroll 1ax supporting the GASDI Trust Funds is limited both by #s rate and the
wage base on which that rate is applied. No portion of Medicare's funding contains these
Humnitations. In Medicare, there is no cap on the wage base; the Part A Trust Fund is funded by 2
payroll tax of 2.9% on all carnings, and pays only for the Past A benefits of Medicare,
Medicare’s Part B benefits sue paid 75% by general revenues and 23% by beneliciaries.

Consequently, the historic conoept of Medicare’s solveney is one that has been parially and
inappropriately barrowed from Social Security and has never fully reflected the fiscal integnty,
or lack thereo!, of the Medicare program. In Medicare, “solvency” has meant only whether the
Part A Trust Fund outlays were poised to exceed Pant A reserves and collections, That is all.

Recently even this partial proof of fiscal integnity has been shatiered. The nction of Pant A
“solvency” or rather “insolvency” has been used to shift more program costs (o the general fund.
An act of Congress shified major home health expenditures from Part A to Part B in 1997, thus
sxiending the fiction of the Part A Trust Fund “solvency” from 2002 through 2008 by shifting
obligations to the general fund. The genersl fund, in great part, became the source of Past A
“solvency '

The ever increasing esitmates of genern) fund exposure should be part of any defimtion of
sobvency, Absent refonn, general fund exposure jumps from 37% of program funding in PY2000
10 43% in FY2003 and 49% in FY2010. General fund demand will ingrease froin $92 billion in
7Y 2000 to $136 billion in FY2005 10 $261 billon in FY2010.
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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 (0 educate the public on the security and financial condition of the Medicare
program. ' ,
Therefore, Part A and Part B Trust Funds should be combined into a single Medicare Trust Fund
and a new concept of solvency for Medicare should be developed. This concept should more
accurately reflect the implications of the program’s financing structure, Le., the ratio of relative
financing burdens on the general fund, the Hospital Insurance payroll tax, and the premiums
beneficianies pay. Because benefictury premiums and the payrolt tax rate can only be amended
by law, and have proved very difficult to modify over time, the only meaningful solvency test of
this entitlement program is one based on the amount of general rovenues needed to fund program
outlays. This could be referred 10 as a programmatic solveney test, ‘

Congress should enact this revised definition of Medicare solvency so that decisions can be
made in the conext of competing demands for general revenue,  Congress should require the
Trustees to publish annual projections regarding the ratio tny program financing. In any vearin
which the general fund contributions are projected 1o exceed 40% of annual total Medicare
program outiays, the Trustess would be required to notify the Congress that the Medicare
program is in danger of becoming programmatically inselvent. The Trustces Report should
provide for necessary and important public debate leading to potential adjustments to the payroll
tax and/or the beneficiary premium as well as any adjustment of the general fund devoted o
Medicare. Congressional approval would be required to authorize any additional contributions o
the Medicare Trust Fund,

With ihe reforms contemplated under this propesal, that new test would  probably not activated
wvatil after 2003, Even if we limit general revenue contributions 1o 40% of program outlays,
however, this proposal would extend the solvency of Medicare to 2013, This calculution, based
on the most recent CBO baseline, would indicute that solvency under this test would extend o
2017 or beyond.

Long-term care

The Commission recognrizes that Hs proposal is focused on scute care, and does not address the
1gsue of long-term care. In 1995, Amcricans speat an estimated $91 bitlion on long-term care,
with 60 percent coming from public sources. Despiie these large public expenditures, the elderly
face signmficant uncovercd hiabilitics. The Commission recommends that the Institute of
Medicine conduct a study 1o 1) estimate future demands for long-term care; and 2) snalyze the
tang-lerm cure financing options avaiiable 1o seniors, including long-term care insurance, tux
policy and community-based, state and fedosal government programs,
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MEMORANDUM TO GENE SPERLING

i FROM: ~Natasha Bilimoria

SUBJECT: 8SA releases Actuarial Memo on the Social Security Guarantee Plan
{Archer/Shaw Plan)

This afternoen, Chairman Archer held 2 press conference releasing the Social Seourity Actuarial Memo
stating that the Social Security Guarantes Plan (3SGP) would be expected to shiminate the estimated
fong-term actuarial deficit of 2.07 percant of taxable payroil. The foik}wz g zs a summary of this
memo, ' .

Assumptions

» Al estimates assumne the elimination of the camings test gradually fram 2001 to 2006 (this has a very
small effect on the overall financial status of the program.)

+ Memo assumes a 5.35 rate of refurn, net of administrative expenses {An administrative cost of 25 basis
points is assumed).

Key Points of SSA Actusries Memo

L]

The Archer/Shaw plan would produce a net drain on the unified budget until 2054,
»  SSGP does reach 75-yrear solvency.

»  Transfers from the SSGP accounts to the Social Security trust funds are sufficient to alfow a reduction
in the payroll tax rate from Qx%g_gs‘v percent during 2050 to 2059. In 206(, payroll tax can be
recduced by another 1 percent, making i 8.9 pereent.

¢  With reductions in the payroll tax rate, the trust fund ratic is expected 1o stay stable at shout 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 1se to over 10 times annal outgo by the end of 75 vears),

+ The OASD] actuarial balance is improved by 2.135 percent of taxable payroll, leaving a balance of
+0.09 percent of taxable payroll after 75 years. 5. Without reducing the payroll tax, the deficit is
improved by 2.71, leaving a balance of +0.65,

s The Social Security trust fund outgo as compared to what it takes in is expecied t0 remain positive
throughout the 75 year time period. Timely benefits made in full can be expected through 2673 and
beyond. .

Effect of the S3GP on Financial Status of OASDI Depends Greatly on the Actual Investment
Return to the Accsunts

{
k]
]



[ 3 (oss provides two examples.

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 sfter 75 years (balance of +0.07 percent of taxable payroll}.

»  Without reduced payroll tax, the trust fund ratio would be expected to rise to more than 50 times
annual Social Security net costs afler 78 years (balance of +1.69 percent of taxable payroll).

The second example assumes a net yield of 1 percertage point lower, 4,35 percent.

»  With the kower rate, the Social Security trust funds would be exhausted by 2048 (leaving a -0.08
percent payroil deficit)
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o, SOCIAL SECURITY

S AEMORANDUM

Harry €. Ballantyne

i Chief Actuwary

Bosp: Stephen C. Goss )
Deputy Chief Actuary

Sublect: Long-Range OASDI Financial Effects of the Social Security
Guarantee Plan-- INFORMATION

This memorandum provides long-range estimates of the
financial effects on the Social Security (OASDI) program for
enactment of the Social Security Guarantee (885G} Plan
proposed by Representatives Archer and Shaw. This plan
would provide for an annual contribution from the General
Fund of the Treasury to 8$8¢ individual acecounts equal to
2 pexrcent of each workexr’s OASDI taxable earnings beginning
= with earnings in 1383,

Ve - Proceeds from these accounts would, commencing at the

o worker's retirement (or disability}, be transferred

s entirely to the ORSDI trust funds on a gradual basis. For

. workers who die before OASDI benefit entitlement without
potentially eligible survivors, the ac¢ount balance would go
to the worker's estate, tax free, Benefits paid by the
CASDI program would be the higher of benefits scheduled
under current law or the scheduled 356 withdrawal rata based
on a life~annuity calculation.

The combined OASDI pavroll tax of 12.4 percent {6.2 percent
for employees and emplioyers, each) is assumed to be reduced
in future years under the intermediate assumptions of the
1999 Trustees Report and expected investwent yields. The
proposal would also include the gradual elimination of the
Social Security retirﬁment earnings test between 2001 and
2006, _

Encctment of this proposal, as specified, would be expected
to sliminate the estimated long-ryange CASDI actuarial
geficit {2.07 percent of taxable payroll under present law).
Under assumptions described below, revenue transferred from
the &8¢ accounts to the trust funds would be sufficient to
allow reductions in the combined OASDI payroll tax rate of

b *
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2.5 parcentaga points in 2080 {from 12.4 to 8.3 pexcent) and
1 percentage point in 2060 {to 8.9 pexcent).

Egtimates are provided for the 856 plan with and without the
specified payroll tax reductions. Estimates are also
provided to illustrate the gensitivity of the plan to
possible variation in the yield on B5G aceounts.

A1l estimates assume elimination of the OASDI retirement
earnings test for ages 62 and clder, gradually between 2001
and 2006, (This change has a very small effect on the long-
range financial status of the OASDI program.} All estimates
in thig memorandum are based on the intermediate assumptions
of the 13%% Trustees Report, sxcept as indicated below.

The Proposal

Contributions and Investment Up.To Benefit Entitlement

The proposal would provide Social Security covered workers
with refundable tax c¢redits equivalent to 2 percent of their
GASDI taxable earnings for c¢alendar years starting 13%9,
Credits would be increased with interest from July 1 of the
vear of taxable earnings, at the market yield on publicly-
held Federal debt, until paid. C(redits would be paid from
the General Fund 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 S58G account, Credits
for earnings in 19299 would be delayed one additional year
and paid in 2001,

Accounts would be managed by mutual funds, qualified and
guperyvised by the S¢cial Securaty Guarantee {(S580) Board.

‘The Board would consist of the six individuals appain:ad by
the Social Security (OASDI) Trustees.

Individuals would be required to hold all §8G assets in a
single fund and could change funds at most once per year.
Anrmtal SB5G ¢redits would be pooled and transmitted to the
mutual fund managers by a central agency. Account holders
would receive amnual notice of assets in their Social
Security ?ersmnal Zarninga and Benefit Statements.

The proposal reguires that all aacoant balances be invested
in qualified mutual funds maintained with a portfolic
allocation of €0 percent stock index funds and 40 percent
corporate bonds. The chayge for annual administrative
expenses would be limited to 25 basis points (excess
expanse, if any would be made up from the General Pund of

P.03-13
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the Treasury). Withdrawals prior to geaching retirement {(ox
digability) would not be permitted. ’ .

Earnings Test Elimination at Age 62+

The Social- Security retirement earnings test annual exewmpt
amounts would be raised according to a specified scheduis
through 2005, and the test would be eliminated starting
2006, for all beneficlaries age 62 or older. For

* beneficiaries under age €2, 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,
£50,000 for 2004, and 545,000 for 2005, For the test
applicable at ages 62 up to NRA, the exempt amounts for
yvears 2001 through 2005 would be get at $15,000, $20,0090,
$2%5,000, $30,000, and $35,000, respectively. Thig provision
alone would have a negligible effect {(between 0.005 and
~-5.005 percent of taxable payroll}l on the DASDI actuarial
balance,

885G Account Distributions

Under the plan, the 586 account balance of workers who
= ) become entitled to OASBDI retirement or disability benefits
C would ultimately be transferred entirely to the CASDYI trust
e funds. Upcn entitlement for Social Security retirement or
o disability benefits, the Sovial Security Adminigtration
o would compute the monthly payment that could be provided
S from & life ammuity purchased with the holdimgs in the 235G
account. 'The anmuity calculation would reflect the ,
anticipated yvield on the 858G account (60 percent stock and
40 percent corporate bonds, less 25 basis points for
administration) and indexing of annuity payments for price
inflation (as for the Social Security COLA}. The annuity
“galculation would also reflect the expected payment of aged
spouse and aged survivor benefits if the worker has a
current spouse and/or a gualifving divorced spouse (marriage
iasted 10 years or longer).

If the computed monthly annuity amount exceeds the level of
current law scheduled Q2SDI bengfits, then the Social
Security Administration would guarantee payment from the,
trust funds of the computed annuity amount for life. If the
computed annuity amount is less than the level of the OASDI
benefit, then the CASDI benefit would be payable for life.
EBach month after benefit entitlement the computed annuity
amount based on entitlement of the worker and any aged

spouse (8) would be transferred from the BSG account Lo the
CASDI trust funds,
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Becauvse the computed annuity amount is based on a life
arnuity calculation, the 885G account would be expected to be
depleted at the point where the beneficiary(iea) reach their
1ife expectancy, as estimated at the time of benefit
entitlement. Thus, for about half of the 858G accounts,
penefits will be payable after exhaustion of the S5G account
entirely at the expense of the CASDI 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 thelr S$8G account, but after betoming
entitled to OASDI retirement or disability benefits, the
remaining balance in the 82G account will be transferred to
the account of any gurviving spouse potentially eligible for
benefits payable by OASDI (as a surviving spouse or ~
purviving divorced spouse). At the point at which a worker
hzs died, and each spouse or qualifying divorced spouse has
also died, any remaining SBEG account balance will be
pransferred to the OASDI trust funds.

For workers who die before becoming entitled to OASDI
retirement ©r disability benefitsz, the balance in the 585G
account will be transferred to the account of any surviving
gpouse potentially eligible for bemefits payable by OASDI
{as a surviving spouse or surviving divorged spouse). If
children of the worker who are eligible for survivor
benefits survive the worker and any spouse, the BSG agoount
will be maintained to cover thepe benefita. At the point at
which a worker has died (prior to entitlement te any OXSDI
penefit), and each spouse or qualifying divorced spouse hasg
alsc died {prior to entitlement to any OASDI benefit), and
there are ne eligible children, any remaining SSG account
balancte will go to the estate of the deceased, tax free,

CASDY Payroll Tax Rate Reduction

The plan calls for a reduction in the OASDI combined payroll
tax rate from 12.4 percent to 9.9 percent in 2050 and to 8.3
percent in 2060. These reductions reflect the specified 888
portfolio allocation with the assumed asset yvields described
below. Payroll tax rate reductions are assumed to be
implemented if transfers from the S5G accounts £o the trust
funds are large enough to raise the OABDI trust. fund ratio
above 200 percent, with continued increase thereafter.

P.@%/13
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Asgunptions
8§8G Account Acoumulation

$80G account portfolios are reculired to be invested, both
prior to retirement {or disability] benefit entitlement and
after benefit entitlement in gualified 885G funkls that are
must be maintained at &80 perxcvent stock and 40 percent
corporate bonds, with 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 nected that
while the real yileld on stocks has averaged 7 percent so far
this century, many speculate that future yield wmay average
less.) The ultimate real yield on long-term corporate bonds
is asgumed to average 3.5 pervent, or 0.5 percentage point
higher than the 3.0 percent real yield for U.8. Government
long~term securities, as assumed for the 15%% Trustees
Report.. This spread between corporate and U.8, 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 smalley over the past 290
years. The expected ultimate real portfolioc yield for the
hase projection (alternmative 1} would thus be 5.35 percent,
net of aduinistrative expense,

(0.6%7% + 0.4*3.5% - 0.25% = 5,35},

A range of administrative expense factors was assuned for
individual accounts proposed by the 19894-98 Advisory Council
on Social Sscurity. For the Individual Account (IA} plan,
individual contributions were assumed to be collected and
recorded by rentral institution, invested in large blocks
with financial ingtitutions, and invested in a limited
number of indexed funds. Based on experience of TIAA and
the Federal Employee Thrift. Savings Plan (T8P) it was
asgumed that the IA plan could be administered with an
expense of 10.5 bagls points per year., For the Personal
Security Acccounta (PSAs), individual accounts wersz assumed
te be invested on an ind1v1dua1 basis, resulting in an
annual administrative expense of 100 bagis points. Because
the description of 886G individual accounts is far closer to
the individual accounts for the IA plan than to the
individual accounts for the PSA plan, the specified
administrative expense factor of 25 basis pazﬁtﬁ for 885G
aceount g appears ¢ be reasonable.



CAPReZG-18999 15117 o ‘ P.B7,13

Distribution of SSG Accounts

Life annuity calcoculations for the purpose of detarmznzng the
size of monthly transfers from 885G balances to the OASDI
trust funds assume a real yield equal o the net, expescted
real yield on 858G accounts, as specified. %Qrtality
estimates for these calculations are baged on the
intermediate proiections of the 1999 trustees report.

'Anﬁnity calculations are assumed to be made on a unisex

basis for workers with no spouse or guallified diverced
spouse (marriage liasting at least 10 years). For these with
a spouse, annuity calculations would be on & joint and
survivor basie intended to roughly match the expected
payment of CASDI benefits. For the purpose of these
calenlations, a joint and 2/3 survivor annuity is assumed.
Thus, the awounts transferred to OASDI from the 85G account
of a2 married beneficiary would be reduced by 1/3 upon the
death of githex the worker or the spouse.

Under the SSG account vields assumed for these estimates,
expected transfers from 888G accounts after benefit
entitlement would be less Lhan expacted OASDI benefits for
virtually all future peneficlaries. However, single workers
with very high earnings, close to or above the OASDI maximum
taxeble amount throughout their careers would have transfers
from thelr S8G accounts greater than current law bpenefits 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 transferg that exceed current-law benefits
because the joint-and-survivor anmuity calculation would
provide lower transfers than for single workers, and current
lawhOASBI benefits for married workers would tend £o be
higher.

Eptimated Effect On OASPI Financing

The table below provides the estimated OASDI actuarial
balance, the change in the actuarial balance, and the
estimated year of combined OASDI trust fund exhaustion for
the S5CG Plan as described abuve. To illustrate the full
extent of the expected value of transfers from the S&8G
accounts to the OASDI trust funds, the estimated financial
effects of the 88G Plan without the specified reductions in
the OASDI payroll tax rate are alse included in the table

" below.
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Under the 858G Plan, the OASDI actuarial balance would be
improved by 2.15 percent of effective taxable payroll, from
& halance of «2.07 percent under current iaw to a pogitive
balance of 2.09% percent of payroll under the plan. The
OASDI trust fund as a percent of annual OASDI outgo (Lhe
trust fund ratio] would be expected to remain positive
throughout the long-range 785-year projection peried, 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 begimning of 2041, and -
to increase thereafter. The combined OASDYI payroll tax rate
would be reduced fxom 12.4 percent to 2.9 percent for the
period 2050 thyough 2058 and to 8.8 percent for 2060 and
later. Even with thege reductions in the payroll tax rate,
the trust fund ratiec would be expected to be stable at about
240 percent of annual outgo at the end of the leng-range 75~
year projection period. See table la-attached for details.

| Estimated Effects on OASDI Financial Status of
the Social Security Guarantee (88G) Plan

Estimated Year
Egtimated Change in  Exhaust
QASDI OABDT QASDI
Agtuarial Actuarial Trust
Balance Balance Pundsg

(percent of taxable payrolll

Pregsent Law (Ng 853! ~2.07 - 2034
88¢ plan 1/

6§0% Stock, 40% Corp Bond

Assess only .25% Admin Cost +0.08 2.15 . R&

Illustration of 586 Plan
Without Reduced Pavroll Tax
60% Stock, 40% Corpr Bond
Assess only .25% Admin Cost +0.588 2.71 NA

1/ Payroll tax rate would be reduced f£rom 12.4 to $.9 in
2080 and 8.9 in 2060.

Based on intermediate assumptions of the 19893 Trustees
Report and other assumptions deseribed in the text.
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The table above zlso includes anm illustration of the
potential financial effect of the S5G Plan on Sorial
Security if the specified reductions in the OASDI payrcll
tax rate were not included. This provides an indication of
rhe full effect eon OASDI of the expegted transferp from 38C
accounts to CASDI trust funds under the plan., Without the
‘specified payroll tax rate reducticn, the OASDI actuarial
balance would ke 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. wWithout
the payroll tax rate reduction, the OASDI 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 585G accounts.

Sengsitivity to $SG Account Investment Yields

The 2ffect of the 858G Plan on the financial status of the
OASDI program depends greatly on the actual yield that is
achieved for investments in the S58G aceounts. Returns on
all investmentg are uncertain, and returns on stocks are
particularly variable over time. Por this reascn it is
important ¢ consgider the gensitivity of the financial
status ©Of the CASDI program to possible vavriation in
expected investment vield, Note that the 1985 Trusteeg
Report provides this sensitivity analysis for the CASDI
program under ¢urrent law on page 138,

The table below provides the estimated OASDI actuarial
palance, the change in the actuarial balance, and the
estimated vear of combined CASDY trust Fund exhaustion for
the 886G Plan with two different SSG vield assumptions in
order to illustrate the senmitivity of the proposal to
poagible variation in the ultimate average returns on stock
and corporate bonds,

Under sengitivity iliustration 2, the average yield on 288G
accounts is assumed to be 1 percentage point higher than
gexpeoted for the accounts invested in 60 percent gtock and
40 percent corporate bonds, Under this illustration, the
OASDI trust fund ratio would be expected to decline to abour
218 percent at the beginning of 2036, and to increase
thereaftexy. The actuarial deficit would be eliminated under
the S8CG plan, and the ceombined CASDI payroell tax rate could
be reduced from 12.4 percent to 9.4 percent for 2040 £02049,
&.4 percent for 2050 to 2053, and 4.4 percent for 2060 and
later. Even with these reductions in the pavroll tax
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Sensitivity Analysis: Effect of Variation in Expected S8G
Investment Yield Rates on OASDY Financial Status
Estimated Yaay
Estimated Change in  Exhaust
OALBDI OASDI QRSDI
Actuayrial Actuarial Trust
Balange ' PBalance Funds
fperceat of tazable payroll}
Prasent Law (Mo 885G} -2.07% ’ - 2034
2: SSG Plan with 1% Higher
Than Exggctaa Yieid 23
§.35% average net yieid +0.07 2.13 KA
23: 8SC pPlan with 1% Higher
Than Expected Yield ‘
without Reduced Pa 11 Tax
£.35% average net yie%ﬁ +1.6% 3.78 _ Nh
3A: SSG Plan with 1% Lower '
Than bxpected Yield 3/ ‘
4.35% average net yield -0.08 1.88 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 vreduction.

Based on intermediate sssumptions of the- 19389 Trustees

Report and other assumptiong described in the text,

P. 18713

rate, the trust fund ratio would be expected to be stakle at
akout 8¢ percent at the end of the long-range 75-year
projection period and the actuarial balance would be
estimate positive 0.07 percent of payrell.  Without the
reduced payroll tax rate, illustration 2A, the GASDI trusy
fund ratio would be expected to rigse to more than 50 times
annual OASDI net cost (net of $80 transfers) by the end of
the long-range period and the actuarial balance would bhe &
positive 1.69% percent of payroll.

Under sengitivigy illustraktion 3A, the average yield on 886G
accounta is assumed to be 1 percentage point lower than
expected for the accounts invested in 60 percent stogk and
40 percent corporate bonds. Under this illustration, the
ORSDI trust fund ratlic would be expected to become exhausted
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1%

in 2048. 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

0.08 percent of payroll.

annual Estimaties of SSG Fund Operationg and Estimated
ﬁfﬁ&cta an the Unified Budget Ralance

Tablaa 1b, attached, provides estimates of aggregatg £8G

. meoount balances, total contributiona to and transfers from
880 accounts,. and rough estimates of the effscts of other
changes to the OASDI program {earnings test elimination}.
A very rough estimate of the effects of the SS8G Plan on the
annual Federal unified budget balance for celendar years
2000 and later is also provided.

These estimates are based completely on the intermediate
agsumptions of the 18%2 Trustees Report, including the
trust-fund interest assumption, and thug are not consistent
with projections made by CBO and OMB (which use different
aggamptions. However, differences in payroll and benefit
apsbinates are not large during the first 10 yrojection years

. 80 thepe values can be viewed as very rough approximations
of the magnitude of effects on the unified budget balances
through this period.

Under the S$5G plan with the expected yield on the specified
acoount portfolio, amounts transfzrred from the $86 accounts.
to the OASDI trust funde would at first be small, but would
exceed credits to the S5G 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 8SG plan on the unified budget
annual balance would be expected to become pexmanently
positive is 2084. .

-

Stephen C. Goss
Attachments
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L. AGENDA Y

Deht Reduction Endgames: What Would Be a Victary?
A, Debt reduction without extending Social Security?
B. Debt reduction and Medicare reform?

L Only debt reduction that extends Social Security?

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

L

Plans that Combine Trust Fund Investments with Progressive Individual Accounts
A. SOTU plan with add-on individual accounts
B. Mirror account approach (o trust fund investments

Archer-Shaw Plan

Process Options for Moving Foerward
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. A. Could Claim Victory for Debt Reduction Even Without Exfending the Social
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 debl reduction,

* Huge win for fiscal disciphine - especially when conpared with the large tax cuts the
Republicans were proposing last year using the vmified surpluses,

. * This could be seen as the next, most tmpressive, step by a hiscally responsible Prosident
who not only eliminated the unified budget deficit, but is now taking a historic step o
pay off the nationat debt and make the Secial Security trust funds “real.”

* If we embrace this now, we may lose our leverage for obiaining 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 futare Social Security reform will rely more heavily on benefit cuts, 1ax
imereases, or carve-out style mdividual 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.”

Awo Key Insues:

v Geiting Credit for Debt Reduction Viciory, 1{at the end of the year the main

accomplishment is dramatic debt reduction, it will clearly be a Clinton accomplishment
spurred primarily by the President’s Save Social Security agenda. Yot if wo are scen as
repeatedly attacking Republican tockbox proposals, this outcome could ronically be seen
as a Republican win and a White House loss,

; oeid ; rm. Would we stil] be in favor of UUSA
accounts in ﬁze abs&m:e o{ extending the Social Securi ty trust fund? This onteome could
be seen as giving individual accounts {and a tax cut} to Republicans without receiving
anything for Social Securily in exchange.




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 trust fund.

au

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

Risadvantages:

Would violate “Save Social Security First” commitment.

Key Issues:

Would this be enough of a 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?

. 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,

Disadvantaces:

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 a long term fix for
Social Security.



Key Issues:

* Would partial extension of the trust fund be enough of a Social Security victory to relax
our Social Security first requirement and allow for tax cuts or USA accounts?

-- We could offer Republicans a deal such as $1 of tax cuts for every $4 of
bonds given to the Social Security and Medicare trust fund.

&V‘W%\S\ =
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Mechanisms to Strengthen the Case for Using Debt Reduction to Extend Secial Security

Solvency:

1. Justify annual transfers based on the interest savings from debi redaction,

2. Make large transfers equal to the total amount of debt reduction accomplished only
after the fact and only if debt reduction actually oceurs.

Key Challenge:

* Under conventional budget accounting, the transfers (and the interest on past transters)
will reduce the on-budget surplus available for other purposes.

’ We will nieed to postpone most or all of the actual transfers until afier 2014 if we 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 of debt reduction that
occurs. Al the end of 15-years, make a one time transfer of bonds to Social Security in
the amount of the total debt reduction schieved. (Will cause a large on-budget deficit
in the year of the ransfer). Will extend selvency until around 2046,

v Transfer interest savings starting in 2815, Record every vear the amount of debt
reduction that occurs, At the end of the 1 5-year period, begin transferring the interest
savings from the debt reduction that occurred in the first 15 years, {Another option
would be 0 simply call for general revenue transfers after 2015 unlinked to debt
reduction). Will extend solvency untii 2043 or 2044,

. Accumulate annual Inferest savings, then transfer starting in 2018, For the first
© 15-years, record the interest savings that ocour from paying down debl. Inthe 15th
year, make a one-time transfer of the total inferest savings. From that year on, make
additional transfers of the annual interest savings from the debt reduction that has
occurted. Will extend solvency until around 2046, However, the interest owed to the
trust fund will lead to on-budget deficits between 2027 and 2037,

Note: All of these options improve the 75-year actuarial halance by roughly one-third - from

~2.07 to around -1 .44,




1 Cgmpietwn of President’s SOTU Plan: o | =+ ©
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v Do trust 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 gquitics).

* Include new widow benefit at 75 percent of the combined benefits the marvied couple
received when bath spouses were alive (capped at the average worker-only benefit),
repeal earnings test, and do traditional reforms to extend trust fund to 2075

Issue;
. This approach requires us to win on both equity investments and bond transfers.

T %‘@\&%‘\ ” "}.‘" \\E\\Q\i\\@&&&x e (//}/&’ yd :<,‘ \;
Mt "\ SOTUPEAN" iy

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

Remaining Balance -0.56
Without equitics the remaining balance would be -1.05

Enhanced Widow Benelit - 0.07

. Wil lessen poverty for thig group.

Repeal Earnings Test . 0.00
. Has some short {erm revenue impact,

Maintain Share of All Earnings Taxed at 85.65 Percent of Payroll +{.11
» A tax increase of $645 for someone making $78,008 or more.

Change Formula for Calculating Benefifs So That Benefits Grow +0.15
Slightly Slower than Wages (But Stilt More thaa Inflation)
. A benefit cut of 3 percent by 2045.
Eliminate ¢he hiatus in the normal retirement age +{.15
. Raises the retirement age by a year for someone retiring beiween

2011 and 2017,

Remaining Balance ‘ - 9.38

Al e A A

Further Raise Share of Earnings Taxed to 87.5 Percent of Payrell +0.1%
. A further tax increase of $1847 for those sarning over $82,700.

Progressive Benefit Cut for Those with Average Earnings Ahove 836,008 +0.19
. Would cul benefits by shout 5 percent for the top third of carners.

Cover New State and Loeal Hires Starting in 2020 +{.16
Increase Number ¢f Years Used in Calculating Benefits from 35 to 38 +3.17
. [iisproportionately impacts low-wage workers and women.




Deseription:

* 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 ingreases
to be nuilified or “triggered of if stronger econonic performance or improved
demographics make the measures unnecessary.

Possible Justifications:

. Significant uncertainly concerning future requires prudent assumptions but also
recagnition that one should not impose needless sacrifice if assumptlions prave
pessimistic.

J Chinton plan calis for significant increase in national savings, without building growth

dividend into assumplions.

v -Some feel long term assumptions do not recognize improved productivity frends due to
technological advances.

Advantages:

. Reasonable policy response to long term policy making under uncertainty.

. Baossibility that measures requiring sacrifice will not happen may dampen intensity of

opposition 1o measures.
‘anta

» Not taken seriounsly. Elite media could sec as way to duck the need to tell people that
sacrifice is required.

. Taken too seriously, “Trigger off” provisions ignored and mechanism atiacked as
benefit cuts and {ax increases.
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Our message would be that we are strengthening the traditionsl Social Scearity system in
the way that Ball and others have urged.

Could ingist 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 fax for the traditional benefit and set up USAs
outside of Social Secunty.

Change in Beneﬁ.ts in 2045
{as percentage of current law benefits)

Low Earner Moderate Earner High Earner
($13,000) ($30,000) ($48,000)
Approximate Benefit .
Cuts inn 75-year version 3 to 7 percent 3 to 6 percent 3 10 8 percent
of SOTLU plan
Irpact of 1 percent +4& percent +12 percent +14.3 percent
mdividual account
Impact of 8300 per +17 percent +12 percent +9 percent
worker individual .
gecount
Impact of maximum +36 percent +4Q percent +3{ percent
USA account
Impact of automatic +17 percent +6 percent + (1 pereent

nortion of USA
accounts,

wd




Individials in

behalf of the Social Senurity Trust Fund so as to strengthen the raditional Social Security
guaranteed benefit, However, as we had feared, the collective approach 1o investing has
na inte significant political opposition.

. . Qur goal is fo take resources from the surplus and 1o invest them for higher retums on

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

. With an acceptable mechanism, it might be possible o do even more equity investment
than occurs in your State of the Union plan. For example, the Archer-8haw plan reaches
73.year actuaria! balance because it relies more heavily on equity investments than your
plan does {and because it recetves general fund transfers for a longer period of time).

Possible Mechanisms:

. Have Trust Fund Investments Mirror the Investments in Individual Accounts or
USAs.

- For example, if there were 10 authorized private secior mutual funds in
which the individual accounis could be invesied, the frust fund could
invest with the same managers in proportion 1o how the individual
dccounts were allocated,

. = Might be more acceptable form of investment for trust fund because:

* Would create porception of equity investments ansing from
aggregation of individual cholces as opposed 1o from centyal
government contral,

* Could be less potential for political interference hecause individual

- nvestors would resist attempis 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 choice.

¢ Same transfers from Surplus to the trust fund as in the State of the Union pkan,.

. Equity investments occur in same stock index fund that will be used for USAs.
’ With half of the trust fund invested like individual accounts, we would have around 25

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

. - Invesiments in the market would constituie up to 11 percent of the siock
market.




Refundable tax credit equal to 2 percent of payroll coming eut of Social Security
surpluses and general revenues and directed inio individual accounts.

- The plan deseription says that the fax credits will be financed out of the Social
Security surpluses {without reducing the amount of bonds given to the trust fund}.
There is some ambiguily about what this means, However, conventional scoring
would say that the financing is coming out of general revenues.

Social Security Trust Fund Buffers Individuat Accounts te Cuarantee Current Law
Benefit Levels

- Most individuals will receive exactly the same Social Scourity benefit they would
receive under current law,  The individual account will be annuitized and provide
part of the Social Security benefit. The Social Security trust find 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 law Social Security benefit, the individual receives the incoms
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 ifivested i index fund portfolios providing a 60-40 sphit between
stocks and bonds.  This mandated investment portfolic wag necessary to get the 5.3
percent rate of return required to extend the trust fund for 75 years.

Plan will Reguire Mandatory Annuitization at Retirement. No withdrawal will be
permitted for any purpose other than retirement income. In the event of death before age
63, the accounts could be begueathed so long as the individual has not previously
received Social Security benefits (including disability benefits).

Advantages:

Seis aside large portions of budget surplus to strengthen the traditional Social Seourity
benefit.

Obtains higher returns to help sirengthen the traditional Social Sceurity benefit.
The entire 12.4 percent of the payroll tax continues 0 go to fund the traditional benefit.

Retains progressivity of the traditional benefit. Gonceral revenue financing adds more
progressive financing (o the system,




Serious aitempt to deal with corporate govermance and political interference issues that
arise from invesiing on behalf of the trust fund.

Pro-savings plan which locks up surpluses to pay for existing Social Security
commitments. By prefunding now, reduces the need 1o issue debt o finance benefits
later,

May create the appearance that the individual account is providing most of the Social
Security benefit using revenue equal to enly 2 percent of payroll, compared o the 12.4
percent of payroll which funds the balance of the benefit. This could create pregsure {or
later privatization of Social 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 dellars on administrative costs to create the perception
of individual accounts when the investments could be doae far more efficiently through
collective investment with protections against political interference.

Heavy rehance on equity financing of traditional benefit creates stock market risk for the
government -- though some would say the trust fund is unlikely to be worse off than from
imvesiing in bonds.

Relies completely on general revenues and higher relumns, instead of secking tougher
choices that would free more resources for other priorittes.

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 prioritics.
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{7 SomeiProcess Optioits for:Moving:Forward

Option |: Anpounce Marginal Adjustmenty within SOTU Plan

f.A  Release details on how to achieve 75.year batance within the SOTU framework.

1.B Show new approaches 1o transferring bonds based upon the gains from debt reduction,

1.C  Embrace taking Social Security omt-of-the-budget, and show how 1o fif the SQTU
program within the out-of-the-budget framework,

Option 2: Make Offer to Pass Legisiation on USA-type Individnal Accounts and Social

Necurity Selvency at the Same Time.

. Would still require that individual USA accounts be outside of Social Security, but by

linking passage of Social Security solvency legislation and USAs, it would allow

Republicans to claim a win on individual accounts and Democrats (¢ ¢laim a win on
pratecting Social Security without any privatization,

Option 3 Seek to Wark to Get Some Democrats to Float Possible Commeon Ground
Proposals That the President Conld Send Enconraging Signals about.

* Potential people could include Conrad, Lieberman, Cardin, and Pomeroy.

Option 4: Cardin Suggestion: Announce that we would accept a USA-type acconnt as a

supplementary Social Security account if 12.4 percent is protected for
defined benefits and we can make an equivalent collective equity investment.

b



THE WHITE HOUSE

WASHINGTON
May 5, 1999

MEMORANDUM FOR JOHN PODESTA

STEPHANIE STREETT
KAREN TRAMONTANO
FROM: GENE SPERLING
SUBJECT: Social Security/Medicare 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 meetings 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.

e 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 Committce. 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.

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

e Medicare Mecting. We need to hold a one and a half hour mecting with the President and
his economic/budget advisors to discuss preliminary options for the President’s Medicare
proposal and our basic choices 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
WABHINGTON

ECONOMIC TEAM MEETING
May 12, 1999
The Cabinet Room; 2:00-3:00pm

" AGENDA
PUSSIBLE GOALS
OPTIONS:
la. 75-Year Solvency Plus USAs
1b. Variation with Adjustments to the SOTU Plan
28, Incremental Plans To Lack in Debt Reduction and Partially Extend Solvency
2b., Variation with Equity Investment
2¢, Yariation with Scaled-Back Program
3a. An Incremental Plan
3b. incremental Plan Compromise
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Tou extend Social Security solvency for 75 vears,
-- If real reform is possible, this is the prize.
Te extend Social Security solvency enough to aliow nse of the surplus,
- “Saving Social Security first” will provide flexibility for other goals: seeking adequate
funding of core government, advancing USAs, using surplus for Medicare reform and
presceiption drugs.

To demunstrate leadership.

- Proposing Social Security reform 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 steod in the way of reform that
people see as needed.

To maintain the roadblock to too-large tax cuts,

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

To keep Democrats together.
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“ia 5 ORTION 15 75-YEAR SOLVENCY PLUS USAs ~-vv 0 > * .
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SOTU Plan. Do trust fund transfers and equity investments as in the State of the Union plan --
extends Trust Fund selvency to 2060 if one assumes a 7 percent return on equities.

Additional reforms.. Do traditional reforms to extend Trust Fund solvency to 2075, include a 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), and repeal the carnings {est.

Offer to pass a Social Securify solvency plan at the same time with USA-fype accounts to give
both sides a win. Individual USAs would still be outside of Social Security. Republicans could
claim 8 win on individual accounts and Democrats could claim a win on protecting Secial Security
without privatization. We must be willing to work with Republicans on the exact design of the
accounts and salvency plan
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Enhance WldC}W bczzeﬁt (lesasws poverzy in xhzs gr{mp}

Repeal carnings 1est {a short-term revenue loss}

Maintain share of earnings taxed at 85.65 percent of payroll
-« 2 §645 tax increase for workers making $78,000 or more

Change formula for caleulating benefits so that benefits go up faster than

prices but slightly slower than wages +03.19

-~ a 3 pereent benefit cut by 2045
Eliminate the hiatus in the nonmal retirement age +0.15

-~ raises reiirement age by as much as a vear for wcrkers refiring

between 2011 and 2017

Remaining halance -8.21
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Furi?zer raise the share of earnings iax&d to 87.5 percent {}f payroll ?0.19

-- @ further tax increase of $1847 for workers eaming over $92,700
Progressive benefit cut for those with carnings above $36,000 +0.19

-~ ghiout a § percent benefit cut for the top third of eamers
Increase number of years used in calculating benefits from 35 to 38 +0.17

- disproportionately affects low-wage workers and women

Fill the remaining gap or avoid any revenue measures by progressive
benefit cuts that would be waived if solvency strengthens due io
economic or demographic improvement

Companenis do not sdd 1o total because of intgractive effects,

3
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Eliminate the histus in the nem1a¥ mmmenl age +0.15
-~ Ta15¢es refirement age by as much as a year for workers retiving
between 2011 and 2017
Reduce growth in benefits for new retirees by (033 percent a year starting
in 2012 and later, +0.61
-- 8 9.7 percent benefif cut by 2045
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Maintatn share; zz{ earnings taxed at 83.65 percent of payroll +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. +0.01
- 4 9.7 percent benefit cut by 2045
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Maintain share of earnings faxed at 85 &5 ;wrcent of payroll +0.11
-- a $645 tax increase for workers making $78,000 or more
Progressive benefit cut for those with camings above $29,000 and
Reduce the indexing of the second bend point by 2 percent a year starting
2012 through 2021 +(.61
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o Leaves almost everyene better off:
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Low Earner Mederate Earner High Earner
{813,000 ($30,000} {$48,000)
Approximate changes in
75-year solvency plan 0 to 4 percent -3 to 6 percent +2 to -7 percent
LISA benefit* +26 1o +87 percent +9 10 +58 percent 0 to +47 percent

* xssuming G8A parameters grow at the rate of the Giross Domestic Product; benefit for a couple

o  Achieves 75-year solvency.
«  Creates progressive individual accounts, sutside of Social Security,
» Demonstrates leadership.

= Makes it easier to do Medicare reform. Putting forward a 75-year solvency plan will make it
easier 1o use some surplus for prescriphion drugs while maintaining Social Security first pledge.
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¢ Some Congressional Democrats may argue that it neatralizes a potentisl advantage in profecting
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 o
negotiate it

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

» Linking tadividual accounts to Social Security will ook more like an add-on, Some
Demacrats will fear the slippery slope. It may highlight USA adminisirative problems.
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. » Same as above, only adjust some features of the SOTU plan that received criticism,
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Possible A&;ﬁstment i &iiewate corperaic governance cencerns abeai centrahzﬁ& ;mestment.

+ Have trust fund investments mitror the investrents in USAs.

o For example, if there were 10 authorized private sector mutual funds in which the USAs could be
invested, the rust fund could invest with the same managers in proportion fo how the USAs were
allocated.

» Might be more acceptable form of investment for trust fund because:

e Would create perception of equity investments arising from aggregation of individual
choices as opposed {o from central government control,

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

» There are likely 1o be other stmilar mechanisms that would allow the Social Security trust fund in
mvest tn equities while providing the perception of individual choige,
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» For every doflar put into USAs by individuals, the government could invest 30 cents in the same
stock index fund as used by the USAs,
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s Offer to work with Republicans to develop means to achieve debt reduction in a way that
avoids perception of deuble-counting,

-~ Do debt reduction as in the State of the Union plan, but make trust fund transfers afler
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 of double-counting.

-- Wil require additional reforms to make up {or savings lost by delaying transfers from
' the timing in the SQTU plan,
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Yon could embrace the goal of achieving on-budget balance after a limited transition
period.

Devote on-budget surpluses for next 18 years fo needed discretionary spending, phased-
in USAs, and delayed Medicare transfers.

- Under current projections, we would run on-budget deficits averaging $20 billion

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 Social Security in 2018 {f g only if debt has been paid down,

- I we transferred each year an amount equal to the interest savings from paying
down debt, we would extend Social Security solvency until 2043,
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It would block overly large tax cuts by taking resources off the table.

It would ensure that benefit cats and revenue Increases actually add to national savings and
thereby enhanee cur ability to pay Social Security benefits down the road.

It would reinforce your reputation for fiscal discipling and responsibility.

It would address criticisms of the SOTU plan and show movement toward the Republican
budget resolution without giving up the key features of the SOTU plan,

1t would garner support from fiscal conservatives, elite media, and a variety of validators.

It couid move us toward an endgame hike option 3.
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It would make it harder o put forward a plan with 75-vear solvency.
It would leave less money for making transfers to Social Security and Medicare and for other
priorities because the on-budget surpluses are smialler than the unified surpluses for many

VGars,

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 have the Trust Fund make equity investments.

- We may have to employ the means in Option 1{B) o alleviate corporate

govemance concerns aboul centralized investment.

- If we invested 15 percent of the trust fund in equilies, we would extend solvency
further into the 2040s,

£ F =

-2t OPTION.2(C). VARIATION WITH SCALED-BACK PROGRAM -

Do the same as in option 2, only scale back discretionary spending and USAs by one-
third each to allow some Social Security transfers within the I5-year window. Use
equity investiment as necessary,
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Seek some amount of general-revenue transfers to the trust fund to extend solvency in
exchange for Iocking in the entire Social Secarity surplus for debf reduction.

- You say that you will gmbrace the off-budget treatment of Social Security and the
Republican point-of-order lock box {not the debt limit lock box) if we can agree
on some method for extending solvency at least 1§ years,
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It is achievable.

It would allow you to claim a clear victory for 2 result you more than any other have brought
about - ehimiration of the on-budget deficit.

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

it potentially sets up a Medicare-vs, -ax cut fight.
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It does not address long-term solvency issues presented by the retirement of the baby boom
generation,

It could be criticized hy fiseal conservatives as avoiding hard choices and failing to lead.

It may not be enough 10 unblock access to the surpluses; that is, it may not meet the test of
“saving Social Security first.”

We may not be able {o get to this result simply by secking 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 for debt reduction plus some amount of tax cuts (perhaps in
combination with some amount of Medicare and discretionary funding).
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