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May 13, 1999
MEMORANDUM TO: GENL SPERLING.
LARRY SUMMERS
Ce: - DAVID WILCOX
FROM:. ' JON GRUBER
S _ PETER ORSZAG
SUBJECT: | Earnings test

We understand from news reports that following your mecting with Ways and Means
Diemocrats today, a bifl will be drafted implementing the President’s Social Security reform
proposals. Since that proposal includes climinstion of the earnings test m somne form, we wanted
to highlight the conc lusions that we have reached after studvmg the issue.'

Owr main conclusion is that the cammgq test ﬁhﬁ'ﬁid bc elitminated at and above the full
benefit age. But climinating the earnings test for thuse heiow the full benelit age would be
snwise because (13 it could increase widow poverty, (2) it 18 not obviously politically necessary,
(3} it involves additional short-nin budgetary costs, and (é) there 15 no ovidence that it wzi!
pmduce a significant increasc in labor supply.
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+y - Bliminating the earnings test below the full hepelit age conld result in increased widow
. poverty. [t would thus pose additional challonges for ensurmg that ithe overall Social
oy Sepunty reform pd:.%cage rz,duccs such pmariy H

E

- . A T

« - The cammgs test resulls in higher Social b:curity bcmhta tm- survivors and thus provides

some protection against poverty armong wzdaws ihc cammg:. test msuhs 1:1 such widow
profection in two WaYS: or .
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- Diirectly, through the subscquent benefit increasy for working beneficiaries whe have
their benefits reduced under the carnings test; and

. - Indirectly, through the effect of the earnings icst on delaying when beneliciarics claim
1m itial beneiz!s

,, Thc: indirect e:ffa:c:‘t is hkaly to be more impﬂrlitn{ Mmy anatyats tsetieve that the samnings
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' we ham afroady send yim o longur papey !izaz we wrote abouf the esmings test. The purpeose of this
mmmndum is to provide a brief summary of our mmn cam.iumum :
§

; #
e, N

i ! . 1
: -

-

LA




S May-13-99 10:01P Sabagoe Azsociates ) H80 6837 1950

1

test is an impornant reason why 40 percent of bensficiarics delay nitial reccipt beyond age
§2. Flimination of the earnings test below the full benefit age could thercfore induce
increased varly clection of bencfits. And increased early benefit clection would reduce
subsequent survivor benefits (in addition 1 annusl retiree and spousal benefits), thus
exacerbating widew poverty.” ‘ :

the effect of additional early claiming on widow poverty could bo substantial: average
benefits for widows who have had their bengfits reduced for early retiremuent are
significantdy helow the poverty fine, whereas average bengfits for widows whuse benefits
dre not reduced for early refirement are significantly abpyg the poverty line. More
specifically:

- Among nondisabled widows and widowers aged 80 and over in 1996 with benefits
reduced for carly retirement, the mean annual benefit was $§7,009, or $316 below the
poverty line of $7.525 for a single elderly person.

- Among other bencficisries {those whose deceased spouses did not cluim carly retired
worker benefits, and who did not claim early survivor hencfits themselves), the average
benclit was $9,174,0r 31,649 above the poverty line.

Differences in Primary Instrance Amounts explain only about half of the imean difference
across these groups. These figures are suggestive rather thun conclusive, but we find
thens troubling vonetheless.

In 1996, a significant portion of those who dolayed receiving benefits uniil the full benefit
age or thereafter had relatively low Primary Insurance Amounts.” If the removal of the
earnings test below the full benefit age induced evern a madest share of such retirces to
ciect benefits earlier, the adverse conscquences in very old age (either for the workers, or
their spouscs, or both) could be significant. Again, {urther research is required on this
mportant toplis, but the potential magnitude of the elfeét is suiliciently Iarge to warrant
gonzern,

* Deneficiaries could save endugh of their early benefits to ensure that income in very oid ape remained

consnt. But vee doubt that such saving Is fikely to acour: recent research strongly suggests that higher Social
Security benefits will simply lead to higher consumption levels.

-

* For example, one-third of new retirees clecting borneilis ut or afler age 65 in 1996 had Primary Insurance

Amounty blow $830 per month, and a similar proportion had henefits bolow that level, Sooial Security Buflstin,
Annsal Statisvical Supplement 1997, Table 6,83, page 263, and Table 6.84, puge 264, Same of these heneficiaries
are offiviuls formerly amployed by state amd local govermnments or the Feders) government who were not covered by
Sacial Security for at least part of their carcers and have other pension incame & those years, -
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Politically unnecessary

. Complete elimination of the earnings test (above and below the full benefit age)} may
appear to have political advantages. But numerous proposals with broad bipartisan .
support on the Hill only eliminate the carnings test at the full benefit age, not below it.
They thus provide bipartisan support for retaining the camings test below the full benefit
age, while removing it at and above (he full benefit age. The bipartisan proposals include
H.E.S; S. 279, and the National Commission on Retirement Policy plan.

Addin onal short-term costs
[}

. While eliminating the earnings test has roughly zcro long-term actuarial cost, it docs have
short-term costs. And eliminating the carnings test only at or above the full benefit age
costs only about half as much in the short run -- about $15 billion less over 5 years -- as
eliminating it both above and below the full benefit age.

Unclear labor supply effect below the full benefit age

. The traditional view of the labor supply effect of the earnings (est was that it had little
impact,
e Arccent study for those above the full benefit age, however, has reached a somewhat

different conclusion, suggesting that climinating the earnings test at age 65 would
produce a 5.3 percent increase in work activity among clderly beneliciaries aged 65 and
()Vﬂl’.‘ )

. ‘There is no similar evidence reparding the labor supply effect below the full benefit age.
In other words, unlike the questions that the recent study raises about the (raditional view
of the labor supply effect above the full benefit age, we are not awarc of any credible
evidence suggesting that the labor supply elfect [or thosc below the full benefit age is
significant.

Eliminating thc carnings test at and above the full benefit age

Despite our arguments against removing the eamings test below the {ull benefit age, there
is a much stronger case to be made for removing it at that age. (A brief appendix discusses
whether it should be removed at the full benefit age, at age 65, or al age 67 -- which difler

because of the scheduled increase in the full benefit age.)

. First, we have less concern about poverty among widows whose spouses waited until the

* Leora Friedbery, “The Social Security Earnings T'est and Lubor Supply of Qlder Men,” in James Poterba,
ed., Tax Policy and the Economy (MIT Press: Cambridge, 1998).
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full benefit age before claiming benciits, so there is less need for protection in this regard,

Second, the actuarial adjustment that compensates individuals for the delayed bencits
receipt that is embodied in the carnings test is Iess fair afler age 65 than before.?

Third, the new evidence on the labor supply disincentives of the earnings test does apply
to those in this age range.

Other pelicy suggestions

We have three {urther suggessions for reform that could complement our major policy

suggestion of removing the camings test for thosc at or above the full benefit age, but not below

Education: Concerns about keeping the camings test in place for those age 62-64 could
he alleviated by a campaign by the Social Security Administrution 1o make older persons
aware that the earnings est 1s not atax. Even popualar tax guides do not mention the
subsequent bepefil increase under the earnings test. A clear and concise mailing to all 61
year olds about how the eamings test really works, with simple examples, could
substantially improve understanding of the system, Similarly, beneficiaries whose

“benefits are reduced because of the earnings test should be wold how much their

subsequent benefits will be increased as a resuit.

Spausal beneits: Benefit reduciions under the carnings test are pro-rated between the
worker and the spouse, But spouses above the full benefit age do not have their
subsequent benefits increased a5 a result.  For a couple with a spouse past the full benefit
age, this provision partially converts the camings tcst from a forced savings program to u
teue lifetime tax

One possibility is therefore to apply the benefit reduction under the earnings test
exclusively to the worker's benefits, rather than pro-rating it between the worker's
benefits and the spouse’s benefits. That approach would obviate the need 10 adjust the
spousal beneflt subsequently, thus removing the guirk.

Medicare coverage and election of Social Security benefits: When workers register
tor Medicare benelits at age 65, they are encouraged (but not required) to elect Social

* Even aftsr the delayed estirement eredit reaches 8 porcent in 2003, it will still oat fudly compensute those

wha are 68 o 69,

% 1t should be noted, however, that widow benefits are intreased by the delaved retirement credit,

Thcrct“ms, the spouse ny reccive 1 higher bensfil as » surviver (but not as a spousu} because of the benefit
redustivns under the earnings t2at. In other words, she only receives the highee buncfit after her spouse (the worken)
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Security bencfits as well — even if they plan to continue warking, in which casc their .
hencfits would be reduced through the earnings test until they reach age 70 - 10 ensure
that they do not later forget to elcet Social Sccurity benefits. This practice should be
ended. Indeed, if anything, 65-year olds should be presented with a table showing how

much higher their Social Security benefits would be if they waited to elect initial benefits.

Frncouraging those 63-year olds working full-time to elect Social Security benefits - only
to have those benefits eliminated through the earnings test - only incrcases frustration

with the perceived tax and exacerbates the adiministrative burden of operating the system.

Changmg the current practice will become even more important as the full benefis uge
increases above 63,

Conclusion

We hope you find these suggestions helpful in dralling your legisiative funguage --
especially the copverns we have regarding elimvination of the varnings test below the (] benefit
age. Please let us know if you would like another copy of the full paper, which we wzi% b
presenting at & conference in Washingion on May 20.
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We cancluded that the carnings test should be elintinated at and above the full benefit
age, but not below it. Soumwe analysts have expressed concerns about linking the age at which the
carnings test no longer applics to the full benefit age: '

. First, it would cause the earnings test to apply to older and older workers as the full
benefit age increases fram 63 (0 67 under current law;

. " Second, il eould creale a political disincentive 10 increasing the full bencfit age further or
faster, since it would impose 8 “tax” on those then falling below the full bencfit age.

One twist on our proposed reform is therefore o eliminate the carnings (est at either age

65 or age 67, so that the age ot which the carmings test no longer applies is not linked to increases

 (currently scheduled or otherwise) in the full benefit age.  While these proposals deserve careiul
scrutiny, our initial reaction is that either is inferior to elimination at the full benefit age itself:

. Sinee one of our primary concerns is the impact of the eamings test removal on early
claiming and therefore on widow poverty, and since the actuarial reductions for early
claiming are tied to the full benefit age, we believe thet tying the carnings test removal to
the full benchit age is more appropriate than simply climinating 1t at age 65. Elimination
at age 05, in other words, could encourage sarly ¢laiming as the full bencfit age risex
above 65,

» ‘e do not believe that it is politically feasible 1o remove the earnings test only at age 67
effective immadiately, That view is shared by many sophisticated observers of Social
Secunity reform, and is consistent with the fact that several legisiative proposals eliminate
the eumnings test above the full benefit age — but none simply eliminate it at age 67.

Therefore, while we arc apen 1o alternative formulations, we believe that eliminating the
s earnings test at the full banefit age is the most auspicious approach.
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The Future Way

- New ldeas to create good Qualities in your life. In present time 350 wealthy
have 45% from all monies on the earth, They created Deficit every where in ail
most the countries include the united Nations, The wealthy new system destroyed
the middle ctass level, increasing Bribes, Corrugtionon on the earth to stop justice
from being served and whole the truth will be made known. The wealthy new
system try to bring slavery oldest system back again in different ways.

1 have gimple ideas to create better life forever to all human being, the

middle and upper middle clasg eonlmm but the poor and wealthy levels end forever
automatically peacefully. . '

My ideas are very good for any system:

A - Capitalist with full freedom with out cartel or gangs using the power of money
to sontrol the government and the population with natural resources.

B - Sociatist with out bad control.

C « Independent people try to live with peace and justice following the general role
of the human rights in the international communitics to test the justice role in every
single step in the responsibility or the rights.

In this way the better life on the earth become soon, Easler, Smarter,
Cheaper, and in good Qualities, with out inflation or unemployment.

In my ideas Jobs and Educations Available to svary single person on the
earth at anytime and any where forever. Every one can know his rights and duties
and erjoy Freedom in pure direct Domooratic government system with out election.

Sincerely

Saleh Mohsen Hasgan Al-Mhamad

P.O. Box 1282, Station B
Onawa, Ontaric
K1iP §K3
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The Future Way
Wealthy Upper middle olass | Middle class _ | Poor
The wealthy created | The middle and upper middte class those who | “Those who didn't
an enormous deficit | looking for better life and they did positive find good jobs to live
resuliting in the Jjoba to the country, normal and el ways
collection of vast need help with
atnounts of imerest subsidy. .
from the govemment,
the middle classes
and the poor using
the power of money
to stea! by putting the
law under the
control,
I have good idea to find 2 job
for svery body on {he carth,
I am ready to help all
The International Commusities
N/ W
Upper Middle Middle Class
Clags ‘ ™
< > '
\ 4 - /g
When the wealthy stop When the poor
stealing the money or find good jobs
contro} the right of the or small business
government and the 39% they will be came
of the population the asutomatically middle
middle with upper middie class.
clnss and the poor. The
wealthy automatically came
upper middie class.
Sincerely PO, Box 1282, Suation B
Saleh Mohsen Hassan AL-Mhamad Oitawe, Ontasio
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Asyociates, Inc., imuncidiately st the above sumber.


http:Un~utlltm7.ed
http:feSlm:l'.od

May-20-9%9 QL Z8F 1iaebman

TO:
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May 20, 1999

(ene Sperling
Jeff Liebman

SUBIECT.  Breaux-Gregg plan appears to have wzcg:rauve features

*
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According 1o {he paper they are circulating on the hill, under the Breaux-Gregg plan,
people’s Social Security benefits will be reduced by the value of the annuity provided by
acoumulating individual account contributions at the bond rate of return.

This is similar to our old add-on proposal that would have been designed to ensure people
thut their traditional benefit (after cuts) plus a safe return on their individual sccount will
be at least as large as curvent law benefits.

My guess is the Breawe-Gregg's variam doesn’t ensure current law benefits - it ensures 3
modified current-law benefit after the CPI cuts and retirement age cuts.
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THE WHITE HOUSE
WASHINGTON

May 21, 1999
MEMORANDUM FOR THE PRESIDENT

FROM: GENE SPERLING
LARRY STEIN

SUBJECT: SOQCIAL SECURITY BACKGROUND FOR SENATE DEMOCRATIC RETREAT

You are scheduled to make a statement at the annual Senate Democratic Retreat on Saturday, May
22, in Irvingion, Virginia, Aflerward, vou will take questions on issues of interest to Senate
Democrats, some of which may relate 10 Social Seourity. This memorandum provides you with a
discussion of goals you might scek and background on recent Congressional Social Security
activities.

Your goals for this session should be as follows:

1. Let Senate Democrats know that you want to advance Social Security reform and that
working for Social Security reform is good for Democrats,

e We need to fight the desire some scem 10 have to declure the effort to achieve Social
Security reform dead. The worst scenario i3 the one where Democrats appear simply to
have blocked real reform.

2. Let them know that you still believe that the best chance for consensus Hies with: (1}
extending solvency without elements that could be perceived as privatization, swhile (3}
passing a progressive individual savings account outside or adjunct {o the system,

» At the end of the day, a significant constitugncy will want some fornvef individual
accounts that people can control.

s D the other hand, a large number of Democratic Members, particularly in the House,
will not go along with any solvency plan that runs the risk of privatization.

»  Whether or not there are improvements o our plan, we feel that the plan we laid out
with debt reduction for solvency and USA accounts couid be a promising frammework
from which ta start,

3. Let them know that you push strongly for Democrats to be involved whenever you discuss
Social Security reform with Republicans.



DESCRIPTION OF BREAUX-GREGG PLAN
Scnators Breaux, Bob Kerrey, and Robb {along with Senators Gregg, Grassley, Thompson, and
Thomas) introduced their Social Security reform plan on Thursday, May 20. The sponsors stated
that their plan does achieve 75-vear solvency.

Key Provisions in Bresux-Gregp

Significant COLA Decrease with Tax Revenue foercase Dedicated Back to Social Security.
The COLA would be redefined as the CPI minus 0.5 for all government programs, except 881 This
will provide cost savings to Social Security, The extra income tax revenue from this proviston (due
to slower indexation of tax brackets} would be used to provide permanent annual general revenue
financing to the CASDI trust funds that would ultimately exceed 1 percent of payroll. Current
workers aged 62 or older will not be affected by this change,

Two Percent Carve-Qut Individual Accounts. The plan diverts 2 percent of the existing 12.4
percent payroll tax into individual retirement savings accounts that are modeled afier the Federal
Thrift Savings Plan, The account would be owned by workers and therefore could be passed on 1o
the worker’s heirs at death.

Individual Accounts Include Progressive USA-type Provision. Progressive matches, similar to
those in USAs, would be available (o lower earners who make additional contributions of their ewn.
The matchics would be funded by the budget surplus.

Social Security Benefit Reduced by an Amount a Conservatively-Imvested Individual Account
Would Earn. Upon retirement, the worker’s Social Security benefit will be reduced by the amount
that the account would have vielded if it grew at the Treasury Bill rate and was annuitized at
retirement.

Traditional Solveney Measures. Other provisions inciude:

» Speeding up the currently scheduled nerease in the retirement age to 67

s Reducing benefits for people who retire before the normal retiroment age

» Eliminafing the eamings test for those 62 and older

s Maintaining the taxable wage base at 86 percent of total wages.

I{ Senators Breanx, Kerrey, or Rabb ask yeu what you think about their proposal, vou can:

*  Praise them for coming forward with a serious plan and {or working 1o keep Secial Sceurity
reform alive.

»  Commend them for thinking in the same way as we have by introducing a progresssve provision
Jike US As in their individual account,
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Without criticizing thelr plan, you should avold any indication that we would support a carve-
out individual account or & major COLA cut as their plan suggests,

You still believe that the best founidation for securing Social Security on a bipartisan basis is the
framework you set out inn your State of the Union address: relying on fiscal discipline to strengthen
the solvency of Social Security and protect its traditional guaranteed benefit, while simultancously
creating USA acconnts outside of the Social Security system so as to allow for progressive
individual savings accounts without the risk of privatization.

You are strongly committed to using the most technically accurate inflation index. BLS is
continuing to make improvements to the CPI and many economists helieve that they are making
good progress. The COLA affects millions of Americans through Social Secunity and other
government programs. Any change in the COLA should be carefully considered to assure that the
most vulnerable elderly are not put in jeopardy.

SQCIAL SECURITY LOCK BOX LEGISLATION

As you recall, Senators Domenici and Abraham offered a Social Security “lock box™ amendment
on April 20th that would periodically reduce the debt limil to ensure that Social Security surpluses
are used only for debt reduction or legislation designated as Social Security reform. Republican
leaders hope that the lock box debate will protect them from having to actually carry out anything
on Social Security.

We have advocated for our own lockbox that locks away the Social Security surpluses for debt
reduction. The Senate Republican Lock Box is flawed because of its use of the debt limit and
because it does not extend Social Security solvency. While we want {0 work constructively with
Senate Democrats on devising an acceptable budget resolution alternative that includes the use of
general revenues for Medicare solvency and Social Security lock box that doesn’t rely on the debt
limit, Senate Democrats have not been willing (o come forward with any measures (o use debt
reduction from their lockbox to extend the solvency of Social Security (the House Budget
Resolution, designed by Spratt, did use debt reduction {o extent selvency in a way sirilar to our
plan).

The Republicans in the Senate twice failed to invoke cloture. The House leadership hopes to move
its lock bex bill, perhaps as soon as next week, There, Chainman Kasich has a proposal atmost
wentical 1o Senator Domenicets, while Congressmen Herger, Shaw, Archer, and others have o
more reasonable (11 stil) flawed) proposal that works through points of order,

Senator Lott hopes to revive the Senate debate in June. Scnators Lautenberg and Conrad have
oftered separate amendments that would prevent spending of the Social Security surplus using
mechanisms that do not involve the debt imit, Senator Lautenberg’s amendment prohibits any
action that would increase spending until Congress enacts legislation to ensure the long-term
solvency of Soctal Security and extends the solvency of Medicare. Senator Conrad’s amendment
reserves an amount equal to the Social Security surplus for Social Securily and 15 percent of the
unifled surplus for Medicare (with an annual adjustment {o the Medicare reserve to exdend
solvency by at least 12 years).

None of these amendments extend the solvency of the Social Security system.



THE WHITE HOUSE
WABHIMGTON

May 21, 1999
MEMORANDUM FOR THE PRESIDENT

FROM: GENE SPERLING
LARRY STEIN
BRUCE REED
CHRIS JENNINGS

SUBJECT: KEY MEDICARE ISSUES AND LEGISLATIVE UPDATE

Breaux-Thomas Proposal and the Medicare Commission, Despite failing to receive the
endorsement of the Medicare Commission, Senator Breaux and Congressman Thomas have
committed to introducing their Medicare reform proposal and may do so as early as next week. Their
proposal’s centerpiece is a premium support option that changes the way that Medicare pays health
plans, including tradilional Mcdicare. It inchudes a limnited, although inadequate prescription drug
benefit. And, most notably, it does not include your surplus proposal or any explicit commitment to
add nceded new financing for the Medicare prograns to deal with the doubling of the beneficiary
population —~ from 40 to 80 million over the next 35 years.

Our major criticist of the premium support proposal is that its design, accordmng to the Medicare
actuary, would explicitly increase Medicare promiums for the traditional program by between 10 and
20 percent. This would have the effect of financially coercing Medicare beneficiaries into HMOs —
not encouraging them through tower premiums for private plans. Although the Breaux-Thomas
proposal maintans the current premium or beneficiaries who live in counties with no private plan
options, this exemption would, for the first time in Medicare history, create different premiums for
traditional Medicarc based on where a beneficiary lives. Moreover, it ¢reates a false sense of security
- should even one small HMO plan enter an area, the premium protection would end. This would
leave some heneficiaries the “cholce™ of joianing the new plan or paying 10 1o 20 percent more to stay
in traditional Medicare. Other criticisms of the Breaux-Thomas plan include; the tack of any new
financing, raising the age eligibility 1o 67 percent without any policy {0 protect against increasing
uninsured, and a Medicaid rather than Medicare prescription drug benefit that only helps
beneficiaries whose income is below §11,000 (single), and, while some limited copays may deserve
consideration, they have an open-ended 10 percent home health copay that could impose significant
cosis on the sickest beneficiaries,

Publicly, we have praised Senator Breaux for tackling such an important challenge and thanked him
for including certain policies hke the modernizing the traditional program and recogmazing the
importance of prescription drugs. However, as we commend Senator Breaux for his constructive
coniributions, we also point out the shortcomings in his plan. As we do this, we reilerate your
staterment that 1t is incumbent upon us to put forward an alternative that: (1) makes Medicare more
efficient and competitive; (2) maintains and modernizes Medicare’s guaranteed benefits, including a
prescription drug benefit; and (3) assures adequate financing by dedicating part of the surplus for
Medicare,



Status and Timing of Reform Plan. While we have been careful (o not commit to any specific
release date for your proposal, we'have said that you wish to get it out with enough time lef} for the
Congress to act this year. With this in mind, we are working toward having 2 plan available for
public presentation as soon as mid-June, We are scheduled to meet with you in early June to review
opticns and present recommendations,

i asked about timing, we would recommend that you say that it is your hope to get the proposal out
earty this summmer and preferably in June. However, you should reiterate that you do not think it is
wise to comit 1o a specific date; it is far more important that we get the policy work done right,
have all the provisions scored by the Medicare actuary, and develop and implement an effective roll-
out of the policy with the Democratic Leadership and others.

Provider Concerns about Balanced Budget Act. Provider savingg will not be casy to come by this
year, since all major provider groups have launched a campaign not just against additional savings for
reform, but to support “give backs™ from the Balanced Budget Act itself. Even conservative
Democrats like Senators Conrad, Moynihen, Baucus and Bingiman are considering “fixing” or
undoing BBA '%#7 reductions, especially for academic health centers, rural hospitals, nursing homes,
home health care providers and others,

Our goal is to have some fixes where clearly well justified while stilf getting somie moderate new
savings. As such, we are proactively seeking administeative interventions that could moderate the
effects of the BBA. Administrative actions would be the priority since, pending OMB approval, this
spending would neither require legislation nor offsets, Moreover, acting administratively rather than
legislatively could avert, or at least postporne, opening up the Balanced Budget Act which could drain
away the resources necessary to help fund a prescription drug benefit. We are examining legisiative
options for your consideration, bearing these risks in mind. [f we conclude that administrative
actions are inadequate, limited legislative fixes could help avoid a negative response to your
Medicare reform propoesal.

In response to questions, we would recommend that you acknowiedge the many serious concemns
being raised by providers about their financial staius. You can advise the members that we are
reviewing these concerus carefully to evaluate whether there is justification for administrative andior
Medicare interventions. If thers s, we believe that we should include them, You should advise
them, however, that it would be dangerous to open up the BBA in the absence of detailed evidence
that Medicare is the problem and should be the solution. If we over-react or act prematurely, we risk
starting a bidding war that could seriously undermine our recent successes in sirengthening the
Medicare program and balancing the budget.

SPECIFIC POLICY ISSUES:

1. Competitive Alternatives to Premium Suppert.  Modernization can be divided into two
categorics: maodermization of the traditional Medicare program and competition smong
managed care plans. One of the positive contributions of the Medicare Commission was to
unanimously support making the traditional Medicare program more competitive (e.g., allow
for more competitive pricing; greater ability o contract out for services; high-cost case
management).  Your Medicare advisors also think that these ideas are worth pursumg.



Most of the controversy, however, surrounds whether there can be competition in managed
care that avoids the downside (higher traditional Medicare premiums) of the Breaux-Thomas
plan. We are reviewing policies for price competition in managed care that meet several
criteria: the traditional Medicare premium is protected to avoid financtal coercion into
managed care; Medicare’s benefits are clear and strongly guaranteed; and competition is
based on price and quality, not benefits which are easier to manipulate to attract healthy
beneficiaries. Although these options do not produce large savings, they have the potential to
bridge the differences between advocates of premium support and the traditional program.
Supporters could view this as a step in the right direction since, for the first time, beneficiarics
could get lower premiums for choosing low-cost plans. Opponents could be assured that their
major concern about premium support — that it undermines traditional Medicare — has been
addressed. Conversely, conservative Democrats could argue that it does not go far enough,
while base Democrats could continue to fear that Republicans will hijack the proposal to set
us on the path towards a capped voucher system that privatizes Medicare.

Given the sensitivity of this issue, we recommend that you simply state that you are
examining all options, but will not veer from your principles. Specifically, you will reject
competition that results in higher traditional Medicare premiums but you are also open to new
ways to inject more competition into the Medicare program. You can stress the importance
of choice, not coercion.

Drug Benefit: Design. All health care providers and experts agree that a plan to reform
Medicare for the twenty-first century must include prescription drug coverage. Prescription
drugs have become an essential part of health care. They complement medical procedures
(e.g., anti-coagulents with heart valve replacement surgery); substitute for surgery and other
interventions {c.g., lipid lowering drugs that lessen need for bypass surgery) and offer new
treatments where there previously were none (e.g, drugs for HIV/AIDS). Their importance
will grow as the understanding of genetics increases. The potential for health improvements
and possibly lower health care costs is greatest for the elderly and people with disabilities,
whose health conditions often can be effectively managed through drugs.

Although the Breaux-Thomas plan acknowledges the importance of prescription drug
coverage, it provides an affordable option only for beneficiaries with incomes below 135
percent of poverty ($11,000 for a single beneficiary). Moreover, the current sources of
coverage for Medicare beneficiaries — retiree health insurance and Medigap — have become
more expensive and less accessible. Those beneficiaries with coverage have seen the amount
of this coverage decline. Less than half of beneficianies enrolled in Medicare managed care
have coverage for expenses above $1,000 or 2,000. This makes targeting only the uninsured
or low-income inefficient and inequitable. As such, we are examining options that provide a
voluntary, affordable Medicare insurance option for all beneficiaries,

The challenge is to design a drug benefit that is meaningful and affordable to both the
program and its beneficiaries. We are also contemplating an option to provide for
catastrophic coverage once the cap is met. [t is important to note that, whatever design we
chose, beneficiaries can use the 10 to 15 percent discount that the private contractors or
pharmacy benefit managers (PBMs) get through negotiation before, during and after the
coverage ends. This is a big advantage for beneficiaries who now buy drugs at retail prices.
Medicaid would pay for the premiums and cost sharing for low-income beneficiaries through
the QMB and SLMB programs.



A number of Senators have strong opinions on how the drug benefit should be designed.
Senators Kennedy and Rockefeller proposed a more costly benefit that includes both some up-
front coverage {20 percent coinsurance after a $200 deductible, up to $1,500 in spending) and
some catastrophic coverage (0 percent coinsurance afler $4,200 in total expenses or $3,000 in
out-of-pocket spending). This reflects the desire 1o ensure that beneficiaries with low to
moderate costs are helped while protecting the sickest. You should praise them for their
leadership on this issue. Senators Graham and Wyden suggest that costs should be reduced
by either raising the deductible, limiting the types of drugs covered, or resiricting the
coverage to low-income beneficiaries only. We have concluded that these are unworkable or
flawed approaches, but would also recommend that they be acknowledged for their interest in
this issue,

We feel it is important to not signal the direction of our benefit, but you should know that we
are currently exploring an option with no desductible, where we would pay haif of the costs of
prescription drugs up to $5,000.

Drug benefit: Costs and Offsets. The options that we are considering have 10-year costs
that fall between $150 and 200 billion, significantly less than Kennedy-Rockefeller
legisiation whose costs are at least $300 billion over 10 years {note: we do not advise that you
discuss numbers with Senators since they are not public). These costs are net of beneficiary
premium payments.

Your advisors have been striving to fully fund the prescription drug benefit from savings from
competition, providers, and beneficiaries. However, the constraints on these savings options
make i clear that only a very limited drug benefit can be financed in this way.  As such, we
arg examining options for additional financing that include an additional tobacco tax, a
portion of the surplus dollars dedicated to Medicare, and/or additional provider and
beneficiary contributions.

Some Congressional Democrats (mostly the base) have advocated for using either part of
Medicare’s 1§ percent, or an extra amount from the surplus, for prescription drugs. The
primary ratonale is the enormous contribution that Medicare has made to the balanced budget
and surplus; the Medicare Trustees and the Congressional Budget Office project that
Medicare spending is over $200 billion lower than ariginally projected when the BBA was
passed, 1t also appears possible that the trust fund could sttll be extended 10 2025 or so with
approximately one-third of the surplus used for the drug benefit. Others, particularly the
moderate Senators and the Blue Dogs, have expressed concerns that this would undermine
your surplus framework. Instead, they recommend proposing additions] tehacco 1ax revenuc
for the benefit as well as larger beneficiary and provider cuts, Some within your cconomic
team would advocate taking this approach as an oponing position, recognizing that the surplus
would likely be used to fund the benefit in the bill that gets signed. We are examining these
oplions” policy or political viability. Since there is a clear sphit in Congress, and differences
of opinion among your budget advisors as well, we suggest that you avoid any comments on
financing sources at this point, but reassure the Senators that our plan will be fully, credibly
financed.



Surplus for Medicare Solvency. A few Senators (Breaux, Kerrey, Hollings) and some
conservative House members continue to express concerns over dedicating 15 percent of the
surplus to Medicare. In Senator Hollings’ case, it stems from a belief that this is more of a
budget game than a serious approach buying down debt. Senator Breaux adopts the same
IOU criticism, but the primary reason for his current opposition is that he believes that it
fractures his bipartisan coalition for his reform package, since Republicans are adamantly
opposed to the surplus dedication. Only Senators Breaux and Kerrey voted against using the
surplus for Medicare in the budget resolution.

Clearly, major structural reform, program savings and beneficiary coniributions combined
cannot offset the costs associated with the doubling of Medicare enrollment that will occur
when the baby boom generation retires. In fact, tf reductions in growth alone were used to
extend the life of the Medicare Trust Fund, spending growth per beneficiary would have to be
limited to below inflation, 3 percent per year -- in every year -- to get to 2025, Every
independent Medicare expert affirms that greater revenue is needed to fund the program into
the future (note: 15 percent of the surplus gets to 2027 on the 1999 trustees’ baseline). This
rate is well below projected private health insurance spending per person (7.3 percent).
Moreover, since this growth rate is below general inflation, the value of Medicare spending
per beneficiary would erode.

Senator Kerrey argues as if the general revenues going to Medicare would somehow be
reserved for non-defense discretionary if they were not dedicated to Medicare. Most feel,
however, that without a “Medicare block,” the general revenue would go to a fiscally
irresponsible tax cut as opposced to a fiscally responsible plan to pay down debt and to help
Medicare solvency.

Income-Related Premium. We are contemplating an income-related premium in our policy
review. You have supported this policy in the past (1992, 1993, and 1997) as a progressive
form of increasing beneficiary contributions in the context of an acceptable package of
broader reforms. In the past, our support has been conditional on several parameters. First,
the 75 percent premium subsidy would not be fully phased out, in order to keep high-income
beneficiades in the program. Second, it should target truly high-income beneficiaries and be
indexed to keep up with inflation (an earlier version of the Commission plan began at $24,000
for single beneficianes, $30,000 for couples, affecting about 30 percent or 12 miliion
beneficiaries, which is problematic). And, third, it should be administered by Treasury since
it can collect this premium more efficiently than HHS, thus producing more revenue.

Large numbers of moderate/centrist Democrats and Republicans strongly support the income-
related premium as do elite validators (other than those who consider Medicare a pure soctal
insurance program). Interestingly, the far left of the Democratic party (Gephardt, Waxman,
Kennedy) and the far right of the Republican party (Senator Gramm) oppose this proposal.
The Democrats’ main arguments are that the income-related premium opens the door to
means-lesting since it could casily be lowered in the future, and if it only hits the highest
income, 1t does not raise enough revenue to justify the policy. In contrast, Senator Gramm
insisted that the income-related premium be dropped from the final Breaux-Thomas proposal
because he believes it to be a tax that affects one of the Bepublican core constituencies.



Given your past support for this policy and the need to come up with beneficiary as well as
provider savings, you probably should indicate an openness to the income-related premiuen if
asked. Almost all of your advisors support this. The base Democrats concerns ¢an be
allayed somewhat if you reassure them that it will be targeted truly at the higher income
beneficiaries. More importantly, it is useful to remund them that it is much more progressive
than an across-the-board premium increase or aggmsswa cost sharing increases, which would
be needed to raise comparable contributions.

Cost Sharing. The Breaux-Thomas proposal includes reforms intended to rationalize
Medicare’s patchwork of cost sharing, In some cases, this means adding copays where none
exist, and other, it is reducing excessive or yanecessary cost sharing. Specifically, it would
eliminate preventive service ¢ost sharing and hospital copays afler 60 days, and create one,
combined, budget-neutral deductible of $400 {today, the Part A deductible is $768 per
hospitalization and 3100 for Part B). It would also add an unlimited home health copay of 10
percent and 20 percent ab‘and nursing home coinsurance.  Finally, it would prohibit
Medigup from covering the new 3400 deductible. Although the intent was o produce a
budget-neutral package, it ended up saving $20-40 billion over 10 years.

Centrist Democrats are inclined to suppornt beneficiary cost sharing because they believe it has
a posiive tmpact on excess utthization of services. Base Democerats argue that it will not
affect utilization since most beneficiaries have supplemental coverage, and for those without
coverage, it will significantly increase costs,

Your advisors are reviewing options with the prnmary goal of simplifying Medicare’s cost and
making it more similar to that of private health plans.  We are contemplating ehiminating cost
sharing for preventive services (since cost sharing discourages use); rationalizing the nursing
home copay (from nearly $100 per day for days 21 o 100 to 2 straight 20 pereent
coinsurance); and adding a new Medicare option to purchase {without subsidies} lower cost
sharing (a Medicare version of Medigap). This last option, of eliminating the need for
supplemental coverage by offering better coverage within Medicare, i1s widely recommended
by experts like Bob Reischauer and Laurs Tyson. Additionally, we are reviewing options o
add copays where there currently are none; a reduced, capped home care copayment and 20
percent coinsurance on clinical lab services, This package of cost sharing saviags could etther
be budget neutral or save money, which may be justiftable ins the contexi of adding a new
prescription drng benefit, [f asked, we would recommend that you be ron-committal i this
area, but acknowledge that cost sharing options are being considered.

Age Eligibility Increase. The Breaux-Thomas proposal would increase the Medicarc age
cligibility from 65 10 67. Some suppont this policy, arguing that it conforms Medicare to
Socia] Secunty. However, Social Security provides the option for a partial benefit at age 62
and through age 67. In contrast, the Breaux-Thomas proposal provides for no such option for
peeple at age 62 and no specific coverage oplion for people ages 65 to 67,

Per vour guidance, we are opposing this policy for scveral rcasons. First, peopic in their early
60s are wiready at risk of becoming uninsured. The fastest growing number of uninsurcd

- Americans are those between the ages 35 and 653, One recent study projects that the number
of uninsured ages 61-64 will increase by over 40 percent by 2005 (from 3 million 10 4.25
million). As a consequence, people ages 55 1o 65 are twice as likely as younger people to
purchase individual private health insurance - despite the fact that, in virtually all states,

£



it is the most expensive and inaccessible insurance option for older Americans. It was for
these reasons that you proposed allowing certain people ages 55 to 65 to buy into Medicare.
As a note, Senator Daschle feels strongly that you include this budget proposal in your
Medicare reform plan as well.

These problems would be worse for people ages 65 to 67 if they did not have Medicare,
Nearly one i ten or about 4 million Meadicare beneficiarics are age 65 to 67, [ they were to
lose Medicare and their uninsured rate is the same as that of 64 year olds, it could be assumed
that nearly 600,000 people would become uninsured. This would likely be higher since more
people in this age group have health problems and would be unable 1o access or afford private
mdividual health insurance. This policy would also likely increase employer and state
Medicaid costs, since these payers would continue to be the primary insurer for these
beneficianes.

Soeme proponents of raising the age eligibility have suggested that these problems can be
avoided if coupled with a Medicare buy-in for people ages 66 and 67. Jtis true that, relative
to the coverage options facing people ages 55 o 685, it is an affordable, attractive option, even
without a subsidy. However, it is not designed to be a substitute for Medicare. According to
the Congressional Budget Office, about 9 percent of the uninsured and § percent of the total
eligible population ages 62 to 65 would participate in the buy-in. If similar take-up rates
occurred 1n the 65 10 66 year old population, only a small number of those who would lose
Medicare would opt for coverage through the buy-in. The Medicare buy-in proposal could be
subsidized to encourage low-income people to participate. However, since about over half of
neople ages 65 and 66 have income below 300 percent of poverty {about $27,000 for a
single}, the cost of subsidies would be high.

There appears 10 be a growing recognition of the shortcomings of increasiog Medicare’s
cligibility agge. As a consequence, although the Finance Committee supported this provision
in 1997, it is unclear whether this policy could pass today. In fact, Senator Breaux has
recently indlicated that he would likely drop this provision from his package. We would
therefore recommend that you reiterale your strong opposition 10 this policy, particularly since
there is no viable policy to address the problems that recent studies affirm will ocour.
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INFORMATIONAL MEMORANDUM TO THE PRESIDENT i &gm&
FROM: Gene Sperling, Bruce Resd, Chris Jennings, and Jeanne Lambrew

SUBJECT: Medicare Policy Development Update

»

NEC and DPC continue 10 develop Medicare refurm policy uptions for vour consideration.

We will soon be megting with vou to discuss these options and to receive your guidance.

ire the mecantime, ve thought that you might be interested in reviewing some of the attached
sackground information that has been prepared for internal and, in some cases, extemnal
briefings for Members of Congress and their staffy, It addresses most, but nat all, of the topics
under review, As we continue to address policy issues and options, we will forward you
additional information.

Palicy Development Status. Following the conclusion the Medicare Commission and the
tecently-refeased Medicare Trostees” report, we have been working intensively o evalune the
sirengths and weaknesses of the Breaux-Thomass reform proposal and the advamages and
disadvaniages of various alternatives to i, Your White House, OMB, HHS, and Treasury
Medicare advisors sre reviewing namercus reimbursement and strustural reform concepts, drug
henefit designs, and offset options to strengthen the financial status of the program and (o help
pay for benefit improvements. Cost estimates are being run and re-run to reflect the Trust Fune z:rw,’s‘
rew baseline (which is now scoring reduced savings for individual policies), new design i}}ztzms
of interest {0 your advisers, and evolving reform positions of key Members of Congress, aging
advoeaies, and health care providers. In preparation for our upeoming policy discussions., vou
will find:

*

. Tab } contains our Medicare “walk-through” document that is being used for Members of

Congress and their saff to detail the strengths and weaknesses of both the Medicare
program and e wcommeadaziozzs made by Senator Breaux and Congressman Thomas.

. Tab 2 includes the memo that we gave you in advance of the Senate Democratic retreat
that b highlights the major issues.

* Tab 3 provides an update of Congressional interest in and action on Medicare, which was
produced in collaboration with Larry Stein.

-



. Tab 4 encloses 5 background briefing document on preriom support and aptions t lnjr:t.i
mare compelinon in e Medicare program. We are closehy examining alternatives that
meet our objectives of making Medicare more efficient and reducing costs whike not
undermining the traditional fee-for-service program. {Also attached Is the oniginat
premium suppori concept article by Robert Reischauer and Henry Aaron)

. Tab 5 provides 1 summary of our talking poinis on the use of the surplus for Medicars w
in particular the comraon ryths and our responses to theta.

, Tab 6 includes detailed background information on the siatus of preseription drug
coverage for older and disabled Americans as well as a discussion of the major moving
pieces of any drug benefit design.

. Tab: 7 includes some background facts on options involving beneficiary contsibutions 1o
Medicare. These include the income-related Part B premium as well as fact sheeis on
various services for which cost sharing changes are being considered,

. Tak § provides speoific back-up facts and trends that strongly support your contention
that an incrense in the eligibility age without an explicit policy that assures there is not an
merense in the uningured i advised and flawed policy.

* Tab 9 exploins the issucs confronting rural beneficiaries under the Breaux-Thomas
pw;wsai - g critically important issue in the Senate and amongst the consery atzve
Democrats most witling to be open to broader Medicare reforms.

. Tab 10 includes your response to the March 30th, 1999 Trustess repont on the status of
Medicare, and our general talking poims supplementing your comments. 1 also containg
e comments responding 1o the Breaux-Thomas proposal and the general talking poits
on the topic, your State of the Union comments on Medicare, your AARP speech
putlining your principles for reform, and the back-up paper that was miease:i ground the
speech. .

We hope that you will find this information to be useful in preparation for our upcaming meeting
with you on Medicare ceform options.



May 24, 1999

MEMORANDUM FOR GENE SPERLING
FROM:  BILL DAUSTER

RE: HOUSE L.OCK BOX BILL UPDATE

At 5:00 this aftemcon, the House Rules Commitice will consider the Herger-Shaw lock-
box bill, which seeks to prevent using the off-budger surplus until enactment of Social Secyrity
and Medicare solvency legisiation. The House itself will likely consider it tomorrow, House
Demaocrats will likely say that they would do more to protect Social Security and will probably
offer an amendment or 4 motion to recommit that would call for protecting both the off-budges
and the oa-budges surpluses until enactment of Social Security and Medicare solvency

legislation. Having said that, they will probably vote for the Herger-Shaw bill in the end.

The Herger-Shaw bill would:

« create s point of order against any budget resolution or legisiation that would cause or
merease an on-budget deficit;

o authorize a waiver of this point of order in the Senate only with a three-fifths majority;

s require any official Federal statemient of the budget surplus or deficit to exclude the outlays
and receipts of Social Security, and require Social Security outlays and receipts to be
submitted in separate Social Security budget documents;

»  except from the point of order Social Security or Medicare reform legislation {(defined as
legislation that specifies that it s reform legislation); and

» ierminate the point of order upon enactment of Social Security and Medicare reform
legistation.

The Herger-Shaw bill thus contrasts with the Abraham-Domenici debt-limit lock box
amendment that the Senate considered last month. Seeretary Rubin warned that the Abraham-
Domenici debt-limit lock box could trigger periodic debt crises that would threaten the stability
of our economy. Chairman Kasich has introduced a lock box very similar to the Abraham-
Domenici lock box, but it is unclear whether the Rules Committee will make it in order,

While the Herger-Shaw lock box avoids the pitfalls of the Abraham-Domenict debt-limit
lock box, it still reises some concerns:



P

« [t faile to do anything to strengthen the solvency of Social Security or Medicare, and thus
distracts Congress from the debate we should be having.

» It provides weaker protections than the Budget Enforcement Act’s discretionary spending
caps and pay-as-you-go requirements, which protect both off-budget and on-budget surpluses
from being spent.

« It fails to provide adjustments for emergencies, recessions, or other contingencies, irrationally
tightening constraints on appropriations when such exceptions apply. '

While Ways and Means staff earlier appeared to indicate that they would prefer that the
Administration not issue a SAP, it now appears that House Democrats simply do not want the
Administration to take a position incongistent with their amendment. Chuck Konigsberg is thus

back 10 revising his draft SAP.
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May 29, 1999

MEMORANDUM TO THE PRESIDENT '
FROM: Gene Sperling and Chris Jennings
SUBJECT: Briefling Memorandum for Medicare Meeting

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

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

KEY ELEMENTS

Modernizing Traditional Medicare. One of the positive contributions of the Medicare
Commission was to unanimously support making the traditional Medicare program more
competitive {e.g., allow for more competitive pricing; greater ability to contract out for services;
high-cosi case management). Your Medicare advisors also unanimously agree that these
policies are worth including in the plan. They save an estimated $14 billion aver 10 years.

Competitive Managed Care Payments. A more controversial issue is whether to allow
competition to determine Medicare premiums and government payment rates. Premium support,
the centerpiece of the Breaux-Thomas proposal, would set all Medicare preminms eompetitively,
including that of the traditional program. Because it would result in a lower government
couniribution for traditional Medicare, the actuary projects that the traditional program premiums
would rise by 10 to 20 percent, effectively driving people into managed care. Your advisors arg
recommending an option that is fundamentally different because it would protect the iraditional
Medicare premium, assuring that competition is based on choice, not financial coercion.
Although this option does not produce as much savings as does the Breaux-Thomas premiwm
support mode! {$18 versus $30 billion over 10 years), it would be considered structural reform
sinee it gives incentives to encourape bencficiaries to choose low-cost plans. There is arisk,
however, that base Democrats will view it as a “voucher” or something akin (o Breaux-Thomas
and eonservative Demosrats and many Republicans may think that it does not go far enough,
Regardless, all of vour advisors are in favor of inchuding this proposal.
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Income-Related Premivm. An income-related premium is a progressive form of increasing
bepeficiary contributions. You have supported this policy in the past (1992, 1993, and 1997) so
long as it is designed well. AN of your advisors recommend that it begin at $80,00C for singles,
$100,000 for couples, which produces about $23 billion over 10 years and affects about 2 million
beneficiaries. Some are willing to go lower to avoid the use of surplus funding to help finance the
drug package.

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

« Eluninate preventive cost shanng: Cost sharing can inhibit beneficiaries from using their new
Medicare preventive benefits. Eliminate all cost sharing would cost $3 billion over 10 years and
is unanimously recomunended by vour advisors.

s Add lab 20% copay: Only iab and home health services do not have any copays, and most
experts agree that a lab copay could decrease excess use (the typical 20% copay would be about
$5-10). It would save about $2 billion over 10 years and is supported by vour advisors,

« Change nursing home copay to 20% coinsurance; The nursing home benefit’s current cost
sharing structure is not rational. Beneficiaries pay nothing for the first 20 days, but then pay
nearly $100 per day {about 13%) for days 21-100. This proposal would apply a 20% copay
{about $60 per day} for all covered days. This helps sicker beneficiaries, but applies a new
copay te short-term nursing home residents. While we aimed to make this cost neutral, i
actually saves $4 billion over 10 years. N is possible to lower the copayment to make it budget
newtral.

« Index the Part BB deductible to inflation: The $100 Part B deductible has not been updated since
the 1980s, and is lower than most private fee-for-service insurance plans. This proposal would
simply index the current deductilde to general inflation (by 2010, it would be $135) and save
about $2 billion over 10 years. Most advisors recommend this, particularly if it eliminates the
need for 2 home health copay. Some are willing to increase the deductible (1o $150) if it would
avoid the need for surplus spending.

» Add $3 home health copay. Most experts agree that a carefully designed home health copay
can reduce excess use without harming beneficiaries. At the same time, home health users are
among the most vulnerable {older, sicker); increasing this benefit’s cost sharing has the
appearance of being inconsistent with your long-term care initiative, and the now prospective

_payvment system will reduce use without copays. Although a number of your advisors agree that
this is goud policy, they believe that i 18 not necessary in the context of the other beneficiary
cost sharing propozals outlined above {saves $7 billion over 10 years),




Provider Payment Reductions. Provider savings are difficult 1o find given {a) our FY 2000
budget used the limited options for the next few years; (b) the BBA of 1997 package relied heavily
on providers savings; and (¢) all major provider groups bave launched a campaign not just against
additional savings but in support of increasedd spending to offset the Balanced Budget Act in the
near term. Even conservative Democrats like Senators Conrad, Moynihan, and Bingaman are
considering “fixing” or undoing BBA 97 reductions, especially for academic health centers, rural
hospitals, nursing homes, and other providers. Our goal is to have some f{ixes where clearly well
justified while still getting some moderate new savings. As such, we are proactively seeking
administrative interventions that could moderate the effects of the BBA, I we conclude that
administeative actions are inadeqguate, targeted legislative fixes could help avoid a negative response
to your proposal. However, because of the limited availability of on budget surplus dollars in 2000,
finding early-year savings (0 offset these costs would be extremely difficult, Your advisors beligve
that a credible Medicare reform plan, taking into account previder constraints, could achieve gbout
240 billion over 10 years {more or less depending on the degree of fixes).

PRESCRIPTION DRUG BENEFIT, The part of your Medicare plan that will receive the most attention
is its prescription drug benefit. The base Democrats will judge your plan in large part by how
generous this benefit is, Many of them have signed onto the Kennedy-Rockefeller plan, which
provides for 20 percent coinsurance up 1o a cap, and then provides 100 percent coverage after the
beneficiary has spent $4,200 on drugs. This bill costs over $300 billion aver 10 years. On the other
hand, conservative Democrals are interested in the feast costly benefit that can be validated, even
minimally, as meaningful. The following table shows our major options.

PRESCRIFTION DRUG BEKEFIT OPTIONS {5 AILLIONS — Protiminary — Excludes State Malntensnce of Effort)
2ot 2602 2003 20064 2008 2006 2007 20908 oS 0004
£5,600 LIMIT Lan: $2.000  SA00D 33000 | $4.000 500G  indexed
50% Premium £ s8 0.7 125 1450 173 181 258 223 12318
Premiums 324 335 331 $36 k4 343 4] 348
§7% Premlum o T4 4.3 8.7 189 238 254 27.5 287 1841
Fromivms $18 $17 $2¢ $24 27 $29 33 32
10,000 Limiy > Lap $4000  §A000 55000 | 36.000  EB000 30000 $100%  indexed
5(% Premium 4 1.2 138 1886 iv.2 180 2048 PR 251 416
Propiums 31 $23 $38 340 345 $¢7 351 55
§7% Premium 0 L& 84 e 4238 254 I8 0E 338 148.8
Erermiums b ¥3 $22 $35 52 336 n $id $36
[No LT Cap.  SZ000 53000 $3000 | 34000 §5000  None
50% Premilum e 56 28 3.3 35.% 17.3 210 241 85 134.8
Pramioig $24 $i $31 338 $41 $5¢ $54 £58
7% Promlum 0 7.4 8y 177 20,2 23 250 321 35.4 178.2
Praminms £15 $20 $21 $24 $27 334 $38 5318
“Naote: The poficy wilh the 310,000 cap is more expensive than the catastophic eplon only betause it offers morg
GeNSrOus covaraga in the early yaers of ils dusign 100 to §8), the calastrohipic aption Is mom expensive in the cul-yoars




All of your advisors support a policy in which we cover 50 percent of the costs of prescription drugs
up to at least $5,000. We believe that this will have a simple, clear message: if you choose to pay 2
modest premium, we will pay half of your prescription drug costs up to $5,000. Another reason that
your advisors support this is that every year, every beneficiary will sce a benefit cvery time that they
buy a prescription drug because there is no deductible. The two issues of difference among your
advisors are how much the premium (and overall benefit) should be subsidized and whether or not
there should be catastrophic coverage.

Cn the subsidy issue, the Medicare actuary has concluded that 50 percent is the minimum subsidy
amount that 18 necessary 10 attract enough healthy benefictaries (o avoid adverse selection, Some of
your advisors think that a S0 percent premium is the most that we should do because anything
higher will create too large of an entitlement that will be too hard to restrain in the future. Other
advisors feel, however, that unless the premium subsidy s closer to 67 percent (and under 320 to
start), the premium will be too high and the overall attractiveness of the plan could be hampered.

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

FiNANCING GaP. If all of the advisors’ recommendations on key elements were adopted, there
would be Medicare savings of about $100 billion over 10 years. This is about $30-90 biilion below
the cost of the drug benefits being considered. Options to fund this shortfall inchude one or more of
the following:

s Making the drug benefit less penercus. The level of the subsidy could be reduced from 67 10 50
percent, raising the premium by roughly 310 per month.  One could also reduce the benefits,
but mosi of your advisers betieve that further diminishment of the base drug coverage package
wauld be unappealing to beneficiaries and their advocates,

e Increasing provider and/or beneficiary savings: Most of your advisors are loathe 10 consiicr
+ additional provider andfor beneficiary savings for fear that it would undermine the political
support for the package. However, some would argue that it might be advisable, at least as an
initial positioning strategy, to increase these savings {primarily by maximizing the BBA
extenders and mintmizing the BBA fixes) to avoid using the surplus.

+ ‘Including an additional tobaceo tax: Because the tobaceo tax in our budget is unlikely (o be
used by the Congress, an additional tobaceo tax may not be viewed as a credible financing
source. 11 is also unpopular with the House Democratic leadership, However, the Senate
Finance Committee may be more supportive of the tobaceo tax than the surplus as a source of
funding. A $0.50 tax (on top of your budget’s $0.55 tax) would generate about $45 billion in
revenue irom 2000-09,




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

ILLUSTRATIVE PACKAGES. On the following page, you will find illustrative options that show
combinations of drug benefits and additional offsets. Every option includes our recommended
“base palicy” which reflects the preliminary recommendations of your advisors, It assumes that
each drug benefit design has a zero deductible and a 50 percent copayment. The elements of the
drug benefit options that affect its cost are: (1) the degree to which it is subsidized (and therefore
what the premivm would be} and (2) the level to which the benefit is capped or alternatively,
whether it provides for any catastrophic protection. It is likely that we will use some version of
these options to help focus our discussion with you during the Tuesday Medicare reform meeting.
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THE WHITE HOUSE

WASHINGTON
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' March 19, 1999 l’“"“a
MEMORANDUM FOR THE PRESIDENT | Pocdate

FROM: GENE SPERLING

: ‘ Bk tran b
SUBJECT: NEC WEEKLY REPORT | Dodafe
ce: . - JOHN PODESTA

Agriculture Policy Meeting: On Friday (3/19) we convened an NEC principals meeting to provide a .

framework for policy options and decisions to assist those farmers and ranchers in need. There was an

extended discussion of the budgetary implications of major new initiatives, both in the short term (the

need for offsets even for emergencies) and the longer term competition for very limited resources. We
\ire committed to developing a limited range of options very quickly to present to you.

apital Budget Commission: Next Tuesday (3/23) your Capital Budget Commission, chaired by
Kathleen Brown and Jon Corzine, will present its final report to the NEC. The Commissioners are
a coming to the White House to present the report to Jack Lew, Secretary Rubin and myself. The
‘Commission is not recommending that the govemment adopt a capital budget. However, they do make
.+ aseries of specific recommendations aimed at improving the budget process in setting priorities,
making budget decisions, reporting the decisions and subsequently evaluating the decisions. For
example, they recommend that one or more agencies adopt a “‘capital acquisition fund” (CAF) for the
construction or acquisition of large capital projects. The CAF would receive appropriated funds for
_capital assets and it would rent these funds out to various programs throughout the agency and charge
the equivalent of debt service. The idea would be to charge programs the true cost to improve
efficient use of capital and to smooth budget funding spikes. I will make sure that you receive a copy
of the report, along with the NEC’s analysis of the commission’s recommendations.

Social Security: Your economic team continues to meet both internally and with Congressional
Democrats to discuss responses to the Republican budget resotutions and overall budget strategy. On
Monday, Larry Stein and [ met with Congressman Spratt and House Budget staff to discuss a
Democratic budget resolution. The House budget resolution follows your Social Security plan in
making sufficient transfers to extend the trust fund exhaustion dates of Social Security and Medicare.
Later that aftemoon, Jack Lew, Larry Stein and I met with a number of Senators, including Senators
Daschle, Lautenberg, Conrad, Sarbanes, to discuss amendments Senate Democrats planned to
introduce to the Republican budget resolution. The Senate Democratic approach sets aside the Social
Security surpluses but does extend the trust fund exhaustion date. It does, however, make transfers to
the Medicare Trust Fund from the on-budget surpluses thereby extending the Medicare trust fund to
2020. We will continue to meet and talk with Democratic members to figure out our best possible
strategy over the weekend and on Monday; Larry Stein expects legisiation to be mtroduced on Tuesday
(3/23). ‘
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EU Aircraft Neise Siandard: The NEC held two interagency meetings, including a deputies meeting
on Friday (3/19), on the proposed EU noise regulation that would limit the operation of U.S. aircrafl
equipped with hushkits and re-engineered engines in violation of internationally a
standards. Secrstary Slater will meet next Tuesday (3/23) and Wednesday (3/24) Capred
Kinnock and othar EU officials to urge them not to approve the regulation the foll -
(3/29) as scheduled. The Germans told us privately thal they beligve they can del Dot b
somewhat. {Fearing passage of the bill to ground the Concorde, France and the L e
hard for delay.) In exchange, we will agree to discuss possible “hollowing out” ¢ £8 >
opposed 1o its complete withdrawal. Although many in U.S. industry want o mz - Rk o, d4F

- believe the industry cozlition would dissolve if the EU imposed counter-sanction  Pod.sife_
industry would accept a good compromise if we can reach one, which it could tal
months 1o determing. [n addition to the interagency meetings, NEC staff met wil

Wﬁsﬁ Alrways on this issue.

Research Inftiative: You should know on Tuesday (3/16) 36 CEOs and senior executives endorsed
your call in the State of the Union for a 28 percent increase in long-term information technology

any of the advances that are now driving the U.S. economy.

rescarch. They also said that the government could continue these increases in 2001 - 2004 «
Moabiing T research over a § year period), given that govermnment-supported research has led to say

\i Bankruptcy Reform: Senators Torrecetli and Biden joined Senators Grassley and Sessions in

introducing a bankrupicy reform bill that is modeled afier last year’s conference report (which the
Administration threatened to veio). Tomecelll sent 2 letter 1o Grassiey that said he cosponsored the bill
“because | believe that it is important to begin moving the bill forward in good faith and in a bipartisan
manner,” He thinks that last year’s conference report had abandoned important principles which the
new bill “goes far” in restoring. However, he says, there remain “a number of areas in which I think
the bill must be improved and will work in the coming weeks 1o address those areas in further
dizcussion with you, as well as in Committee and on the Floor.” His list of concerns include the bulk
of our concerns as well. -

Apparel Industry Parmmership: Since the announcement in October of the agreement to create the new
Fair Labor Association {FLA), the AIP has been buffeted by criticism from iabor, on the one hand, and
competition from less demanding industry sponsored plans. As a result, they have not been able to
enlist any new companies thus far. This week, however, AIP got a major shot ia the arm when 17
colleges and universities announced that they would join the FLA. The AIP aonounced that they
would amend the by-laws 1o betier incorperate schools as members and to expand the goods covercd
beyond appare! and footwear to other kinds of collegiate merchandise. Secretary Herman issued 2
staternent praising the schools. The American Council on Education also sent a letier to 1800
universities describing the new arrangement and including a letier from human rights groups urging the
schools to join the FLA. The 17 colleges already on board are: University of Arizona, Brown,
Columbia, Cornell, Dartmouth, Duke, Florida Staté, Harvard, Marymount University, Notre Dame, U
Penngylvania, Princeton, Rutgers, Smith College, Tufts, Wellesley, and Yale. We expect many more
1o join,

o
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il Producer Meeting: On Tucsdas} {3/16) the Chief-of-Staff hosted 2 meeting attended by 20 o1l (& .
CEQs, myself, and Secretaries Rubin and Richardson {e discuss the effect of low oil priceson the ‘t

- domestic oil industry. The oil representatives requested targeted tax relief, relief from expensive

environumental regulations and the increased use of cost benefit analysis in the regulatory decision
making process. They also expressed concern about the effect of Iraqi o1l production on the world
market. The NEC committed to running an interagency process to address the proposals brought
forward by the Department of Energy and the industry in order to determine what type of assistance to
the industry is appropriate. We will keep vou informed of the progress of the interagency working

group.

Steel: The Visclosky quota bill passed 289-141 (R's 128 no, 91 yes; I's 197 yes, 13 no), however it 1
not at all clear that it will move in the Senate. On the other hand, Levin- Houghton introduced their
legislation Tuesday (3/16), although it is not expected to move in the House they think it might mov
in the Senate. On Tuesday {3/23), there is the Senate Finance Hearing at which Ambassador

Barshefsky and Secretary Daley will testify. You should know that Sandy Levin has asked that they
very forward leaning in support for his and Houghton's legislation. Some of your advisors are ¢
concerned about being forward leaning so early, especially having no guarantec that steel legislation of €y, 2"
any sort will pass, Instead they think it would make more sense 1o wait until we discover if possible
stecl legislation could help to move Fast track.

China WTO Accession: The negotiators are close to being ready 1o present you and your advisors with
some strategic decisions. As you know the foreign policy and economic consequences of completing
such a dea! are enormous. A small group of your international economic advisors-- Podesta, (
Barshefsky, Berger, Daley, Rubin, Summers, Albright, Brainard, and Sperling -~ have been meeting to
develop options for you which we will present to you in a meme early next week. You should know

that Congress has already begun to take a position on this issue. Rep. Hutchinson introduced an

amendment 1o the bill that would have required Congress to vote on whether we can support China’s
accession 1o the WTO -- this is well bevond the scope of permanent China MFN and we oppose this’ It

is worth noting that although the ultimate vote was in our favor (69-31) and we were successful in

tabling the amendment, however only thirty i{epubhms voted with us and Rep Mel Watt voted%
against us.

“é"

International Debt Relief: You should know that reaction to the new debt plan has been mixed, The
Africans, NCGiOs, and Congressional advocates of debt relief have uniformly praised your proposal as a
step in the right direction while criticizing it for not going far enongh. They are pleased insofar as zh&ye
view your speech as evidence that you wish to play a leadership role on the subject. However, they
disappointed that the proposal as it now stands a) relaxes the Heavily Indebted Poor Country program’ s
eriteriz only “in exceptional circumstances” rather than for all countries with unsustainable debts

meeting the program’s current policy conditions; and b) fails to modify more fundamentaily the cratena E

for determining when a country’s debt is unsustainable through consideration of how much of its
budget is being devoted to external debt service payments. Rep. Leach has inteoduced a bill (HR
1095}, drafted in cooperation with the NGO community, that offers far broader and deeper relief by
taking a different approach in these two respects. However, it is unclear how much Republican sup

his blll is capable of attracting, particularly in light of its estimated $1 biltion cost (over many yaars)\



March 22, 1999
TO! Gene Sperling
FROM: Jeff Licbman

SUBIECT:  Next steps on Social Security

I recommend that we try 1o do two principals moeetings this week on Social Security
siratepy followed perhaps by a meeting with the President next week.

Meeting 1. Social Security Rudget Strategy {Wednesday?)

The attached tables {along with some revised ones that build off of the Senute Democratic
plan’s pure off budget framework that I hepe will be ready somctime tomorrow) show!

i, Evan if we charge the on-budget only for the interest on trust fund transfers and nat for
the transfers themselves, il will be difficult ta stay within on-budget surpluses if we want
to do anything on the diseretionary or (ax cut front.

hnplication: we need (o have a serious discussion of whether we want to go along with
the trend toward taking Social Securisy off budget. Such a posttion may be ingvilable,
but it may also sel us up for a frain wreck Inter in the year when Medicare, Social
Security, military spending, and tax culs coliide.

2. The purc approaches (tables 4 and 6) get us only to 2038 and 2039 on solveney. (The
Liebmar/Sammers approach might get us a bit further. 'm st} waiting for the
numbers.)

Implication: Do we want to risk going with one of the impure approaches and taking a
second rownd of hits on hocus-pocus accounting?

Mecting 2: Social Security Commiission Options {Friday?)

New ihat 1he budget resoluiion process 18 in full swiny, perhaps it is time (o slart thinking
about ways (o structure @ process that would lead 1o serious bipartisan negotiations on Social

Seeurity reform.

Arnong the 1ssues o consider are:

. . Flow to send signals to Republicans that we arg serious about reform and not
simply setting them ap,

« How 1o convinee Congressional Demoerats that it 1s beiter to de reforn this year
with @ Demeeratic President and budget surpluses than to wait wmit later,



Table 1:
Table 2:

Table 1.

Table 4

Table 5:
Tahic &

Take credit for post-2014 fiscal responsibility. “Impure” interest transfers.
Take credit for post-2014 fiscal responsibility. “Pure” interest transfers and
truncate in 2014,

After 2014, pay off-debt with portion of interest savings that is due to debt
reduction achieved in first 15 years, spend rest of surpluses. “Impure” interesl
transiers. i

Afler 2014, pay off~debt with portion of interest savings that is due to debt
reduction achieved in first 15 years, spend rest of surpluses. “Pure” interest
transfers. '

After 2014, spend all surpluses. “lmpure” interest iransfers.
After 2014, spend all surpluses. "Pure” interest transfors.
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2000
2001
2062
2003
2004
2008
20086
2007
2608
2009
2010
20141
2012
213
2014
2018
2016
2017
2018
218
2020
2021
2022
2022
2024
2025
2026
2027
2028
202¢
2030
2031
2032
2033
2034
20385
2035
2037
2038
2035
2040
2041
2042
2043
2044
2045
2048
2047
2048
2049
2080

TABLE 1

Transfor of Interest Savings Relative to Spend.it Basellne for Social Sscurity
Framework With Continuation of Discretionary and USAs

{Transfer NOT reducesd for Trust Furd Interast)
(i bittions of dollars) ;l O é’ o
Transfer of Interest Savings On-budpet surpiusideficit{-) Medicare
Arnount of Curmiativs Reduced for | Reduced for | transfer from
intorast Transfer o iHOreass transfars ang interest 3enate Dem. S
savings CASDH in CASD! interast only plan Do
LSRR £y
Z P4 2 (29 (272 0 7
? 7 He {51} (44} 3 T
12 12 22 {35} (23 18 Ye
18 18 4z 533 {35] 18 » O
24 24 88 {45} {21} it 4
% KB 103 {54} {24} 32 x4
38 9 148 {33} 8 48 %
44 44 207 {253 4 54 -
&1 84 280 {18) 44 56 ~\0
73 73 370 n 66 66 — 7%
87 , 87 479 {4} 83 W -3
13 143 610 (3} 8y 74 =1
114 118 7686 {7} 112 76 W@
137 137 847 {18} 122 72 Y
155 155 1,157 {31} 124 T2 -
173 173 £,386 (51) 122
191 191 1,668 (66} 125
230 210 1,973 {843 125
228 228 2,514 (105} 124
Z4F 247 z.85%1 {128} 114
265 265 3,108 {154} 1D
282 282 3,564 (Hn 105
298 298 4,083 (201} a8
315 315 4804 (234} B
330 320 5161 {280} 81
344 344 5824 {3003 38
35y 357 &,504 {343) 15
36g 364 7232 (379) am
380 350 8,010 (418} {363
391 381 8,842 (458} {55}
A0% 403 8,731 {534} {483
414 414 1,879 {5407 {1258}
427 427 41,691 {hTD) (152)
4349 438 12,771 {621} (182}
457 463 13,522 (B57} {215}
466 485 15,148 {722} {258}
479 479 16,454 {773} {294}
483 - 493 17,845 B21) i328)
BOY 507 19,325 {871} {364}
B2Z 827 20,900 (925} {403}
537 837 22,578 (888} (4514}
553 553 24 356 {1.053) {5013
568 568 26,249 {1,122} {553)
585 585 28,280 {1,196} {512
601 601 30,307 {1,278} (675}
818 &1 32 bEs {1,371} (753}
G356 538 I 074 {1,472 (838}
554 854 378m {1,581} {8271
672 872 40,343 {1,885 £1.027)
€94 31381 43,221 {1,842} {1,151) 328G
710 710 46 274 {1,982} (1,272) 4844



2000
2
2002
2003
2604
2006
2008
007
2008
2009
2010
2011
2012
2013
2014
2018
2016
2917
2018
2518
2020
2021
2022
2022
2024
2025
2026
2087
2028
2028
2030
2031
2032
2033
2034
2038
2638
2037
2038
2038
o350
2041
2042
2043
2044
2045
2048
2047
2048
2049
2050

LE2
Transior of Interest Savings Relatizé?o Spend-it Baseline for Soclat Security
Framework With Continuation of Dlscretionary and USAs
{Transfer NOT reduced for Teust Fund intorost)
' {in blllions of doliars)

Transfar of Intersst Savings On-budget sumlus/deficit-} Medicare
Amount of Cumulatve | Reducadfor | Reduced for | frensfer from
inferest Transter to increase transfers and intarest Senate Dem.
gavings QASD! in GASDI interest only plan
2 2 2 {281 {27} ¢
v 7 10 {H1) {44} 3
12 12 22 {35} {23} 18
18 18 42 {53) {35} 18
24 24 B8 {45} (21} 20
34 31 153 {54} (24} 32
39 3¢ 149 {33} € 45
49 49 207 {25) 24 54
60 60 280 (16} 44 58
73 73 370 (7} &4 68
i 87 87 479 (4) 83 70
103 103 810 3} 85 73
119 119 788 {7} 112 78
137 137 947 {15} 122 72
155 165 1,157 {31) 124 72
173 1,218 127 127
191 1.284 140 140
210 1,353 182 182
228 1,426 163 183
247 1,503 173 173
265 1,584 181 181
282 1,669 195 185
288 1.758 208 208
31& 1,883 243 213
330 1,882 218 218
344 2,087 222 222
357 2,168 227 227
364 2,285 233 233
380 2407 240 240
g 2.837 247 247
403 2,873 252 262
414 2.817 268 285
477 2,968 282 782
433 3.128 298 299
452 3.288 3185 HE
466 3473 327 327
479 2660 347 47
493 3,856 373 373
a7 4,064 402 402
&2z 4,282 431 431
537 4,512 A5G 455
853 4,755 485 485
568 £010 515 518
585 5,280 546 546
601 5,563 575 875
618 5802 £98 588
636 8,178 822 522
854 85149 844 644
872 £,B59 864 854
Ge 7,328 668 668
710 7817 682 682

RE-XN

Quizae
#5486
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' TABLE 3
Transfer of Intorest Savings Relative to Spend-it Basefina for Soclal Security Framework
* With Continuation of USAs and Digcretionary at Maximum of Plan and Spend-it Baseline

2600
2001
2002
20063
2004
2005
2006
2007
2008
2009
2010
2011
2012
2013
2014
2045
2016
2017
2018
2018
2020
20
2022
2023
2024
2025
2424
2027
2028
2029

2031
2032
2033
2034
2035
036
2037
2438
2039
2049
2041

2042

2043
2044
2045
2046
2047
A8
2049

2050 -

{Transfer NOT roducad for Trust Fund intergst)
{fn billiong of doliars}

Transter of interest Savings On-budget surplus/deficiti-) Medicare
Armotint of Cumulative Reduced for | Reducedior | transfer from
interast Transfer io inerease fransfers and interest Senate Dam.
savings QAED! in OASDY intarast only plan
2 2 2 {281 {27} G
F 7 1G {51} {44} 3
12 12 22 {35% {23 18
18 18 42 (53) {35) 15
24 24 B8 (45} (21} 20
31 31 03 {54} {24} 3z
39 30 14% {33) & 48
A4 4% 207 {25) 4 54
86 B 280 {16} 44 88
73 73 k¥ {73 66 88
87 87 474 {43 83 70
103 403 8§10 {33 et 73
118 119 766 {7i 112 T
137 137 047 {15) 1224 7e
185 165 1,187 (313 124 7
1686 188 1,360 (3233 (1573
171 171 1.540 (327 {155;
177 177 1610 {327} {151}
182 182 2.200 £326) {144}
188 188 2.5114 £323) {135}
183 163 2844 (218} (125)
1094 195 3202 (312} (1413}
205 205 3,688 {303 {103}
242 212 3,898 {303) {83
218 218 4,434 {284) {76}
225 228 4,903 {284} {59)
234 2% £.404 (288} (58}
238 238 5437 {3183 {79}
241 241 8,503 {3421 {101}
246 246 7,105 471) {128}
250 250 7.744 {403} {18%)
258 255 B 422 j429} (174}
259 254 8,141 (453} (194}
264 254 8,603 {475} {216}
268 268 0,10 {5085 {24y
272 272 1,568 {544 {272}
277 277 12,471 (576} (298)
281 281 13,430 {6013 {3203
285 285 14,444 {628} (3433
280 289 15,518 i858} {368}
2uy 2972 14,651 {882} {400
296 206 17,844 {72y {432)
288 298 19,148 (7653 {466])
an2 30z #0454 {BDB} (503
306 305 21,867 {8503 (545}
308 308 23358 {304} {687}
310 a1 24,932 {983} (553}
31z Mz 26,593 £1,028) {714)
314 314 28,345 {1,006} {782)
315 KSR 30,152 {1,188} @7
316 318 32,140 {1,271} 856

3 5™ )

HR P
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TABLE 4
Transter of Interost Savings Relative to Spand-t Bassiing for Soclal Security Framework
< With Continuation of USAs and Discretionary at Maximurmn of Plan end Spend-it Baseline

2000
2001
2602
2603
2004
2005
2008
2047
2008
2008
2010
2011
202
2013
2044
2018
2018
2047
2018
12019
2020
2021
2022
2423
2024
2028
20286
2021
2028
2028
2030
2031
2032
2033
2034
2035
2038
2037
2334
20059
2040
2041
2042
2042
2044
45
2045
2047
2045
2045
2050

{Transter REDUCED for Trust Fund Interest]

{in billions of doilars)

Transfer of Intsrest Savings Qr-budget surplus/deficii{-] Modicare
Amaunt of Cumulative | Reduced for | Reduced for | transfer from
interest Traosfer to incrgase transfers ang | interest Senate Dem,
gavings LSASDI in OASDI intorest anly alan
2 2 2 (29} {27} 0
7 7 Ej {61} {44} 3
52 i 21 {35} 23 18
18 16 39 B {35} 15
24 21 63 {42) {an 20
31 27 83 (50) {(23) 32
39 33 132 {26} 7 4B
48 41 81 {35} 25 54
60 44 ' 241 {3} 48 58
73 &8 314 10 &8 58
87 68 401 18 87 70
103 79 504 25 104 73
119 90 623 28 119 76
137 140 780 340 131 72
185 111 314 24 135 72
166 114 1,080 {256} {142}
171 110 1,852 {247] {(137)
77 W7 1428 {234} (128)
182 103 1,81 {219} {116)
188 98 1,708 (2003 {101}
193 94 1,992 (178} (84}
168 90 2,191 (154} {64}
‘ 2856 85 2,397 {131} {48}
212 81 2508 {105} {24}
218 76 2,827 {74) 2
225 71 3.051 {39) 3z
231 65 3,282 {19) 46
236 58 3,818 {18} 39
241 51 3,780 i 34
248 42 4008 (15 28
250 34 4,258 {14} et
255 25 4,510 {6 20
258 16 4769 7 23
264 7 5,033 18 26
268 ¢ 5304 29 28
272 E 5,589 23 26
277 8 5689 30 30
281 g 6,208 41 41
285 & 8,536 53 53
283 J 6,891 85 65
292 4] 7.251% 71 71
206 G 7,651 80 80
299 o 8,063 20 80
302 o 8,498 88 88
305 o 8,953 106 108
38 8 5434 104 138
310 g §.941 104 . 104
312 ¢ 10,475 100 100
314 0 11,038 23 9%
315 0 11,632 68 66
e g 12,267 e 52

203%4

G208
G848
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TABLE & '

Transfer of Interest Savings Relative to Spend.Jt Basatine for Soclal Security Framework
© *With Continuation of USAs and Discretionary st Maximuns of Plan and Remaining Surplus
{Transfer HOY reduced for Trust Fund Interest]
{ln [dilions of doliars}

2000
2001
2002
2003
2004
2005
2008
2007
2008
2008
2010
20114
2012
2013
2014
2015
2018
2017
218
2019
2620
2021
2022
2023
2024
2025
2026
2027
2028
2029
2030
2031
2032
2033
2034
2035
2038
2037
20638
2638
2048
2041
2042
2043
2044
2045
2046
2047
2048
2049
2050

Transier of Interest Savings __On-budget surplus/deficil(-} Meadicare
Amecunt of | Cumiiative @ Reduted for | Reduced for | transfer from
interest | Transfer to increass | transfers and interest Sanate Dem,
savings | OASDH in OASDI | interest only plan
2 2 2 {29} 273 g
7 7 10 {61} {44} 3
12 12 22 (35} {23} 18
18 18 42 {53} {35} 15
ed 24 68 {45} 21} 20
31 H 103 {54) {24} 32
3G 39 144 {33) 6 456
44 49 207 {25) 24 54
&l 80 280 (163 44 &8
73 73 376 {7 66 66
BY 87 474 {4y - a3 70
143 103 810 {3 a9 73
118 118 756 {73 112 - 16
137 137 847 {15} 322 T2
185 155 1,157 {31} 124 72
184 184 1,387 {428} {284)
184 184 1830 {428} {265)
154 164 1,885 {427} {283
154 154 2188 {422 {258}
164 154 2,438 {418} {252}
164 164 2,738 {407} {243}
164 184 3,083 {386} {2333
164 164 3,385 {387} {2243
164 164 3,735 {377} {213
164 1 4,104 {361} {198
1654 164 4,493 {344} {180
1654 164 4,802 {325} {182)
164 164 6,334 {308} {142}
164 164 5,785 {308} (143}
165 165 6,270 (330} (165)
185 166 6,778 {358} (1989
15 166 7,313 (374) (208)
67 167 7877 {391) (224)
187 167 8,471 {409) (242)
166 166 8087 {429) (262)
188 168 8,758 {454} (289)
1685 185 10,450 {475} (310)
183 163 11,178 (489} {324}
162 162 11,948 (5063} {342}
i8¢ 158 12,752 (519} {388)
157 157 13,508 (R4} (383
154 154 14,487 {5503 (4083
150 150 15,420 {580} 430y
148 148 16,399 (603) (456)
142 142 17.426 {828} (488}
138 136 18,583 {681} {625}
130 3¢ 188631 {847} {5873
124 144 20,813 {7383 8134
118 118 22,051 {780} {884}
108 HLS 23,347 {843} {735}
99 89 24,703 {697} {798)
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o TABLE 5
. . Transfer of interest Savings Relative to Spemdit Baseline for Social Security Framework
* With Continuation of USAs and Discretionary at Mazimum of Plan and Remaining Surplus

2000
2001

002

2003
20{4
2005
2008
2007
2008
2008
2010
2014
2012
213
2014
015
2015
2047
2018
2019
2020
2021
022
2023
2024
2025
2626
2027
2028
029
2030
2031
2032
2033

2035
2038
2037
2038
2039
2040
2041

T 2042

2043
2044
2045
20486
2047
2048
2049
20589

{Teansfer REDUCED for Trust Fund Interest)

{in billions of dodiars)

Transfor of Interest Savings On-hudget surplusidaticat!.) Medicaro
Amount of _ Gumulative Reducad for | Reducad for | transfer from
intorest " Teapsfer to increase yransfors and intarest Senate Dom,
savings QASD] in QASTH intergg! ondy plarn
2 2 2 {(29) (27) 0
7 7 g {51}, (443 3
12 11 24 {358} ALY 18
18 14 39 51) {38y 15
24 21 B3 (42) {21y 20
k| 27 93 (50} {23) 3z
3 33 132 {28} 7 4¢
43 41 181 {183 25 54
&0 4% 241 {33 45 tes
73 £8 314 10 &8 66
87 B8 401 18 87 70
1043 78 804 25 104 73
1% & 823 28 118 78
137 EiLY 7650 3G 134 712
155 111 914 24 135 F's
184 112 14078 (3613 (2503
164 13 1,242 {380} {247}
184 G4 1,405 {3353 {240}
164 a5 1.56%9 {317} {231}
164 77 1,733 (298} {218}
154 58 1,898 {27%) {203)
184 &0 2060 {245} {185;
184 52 2.224 {219} {1187
164 43 2,387 (190) (147)
164 34 2,581 (156} {122}
164 28 2718 Mim (93}
184 17 2878 78 82}
154 9 3.042 {38) {28}
164 1 3,207 (7 {(16)
165 0 3,379 (223 {223
186 o 3,580 {30} {30
166 G 3,752 @1 {(31)
167 0 3,854 {28) (283
167 3 4 168 (27) (27}
168 3 4,350 (27} {27}
168 o 4826 31 {313
165 0 4,875 £30) {30)
162 ° 0 8137 {22) {223
162 L) 5413 (13) {13
159 3 5,704 (43 {4}
157 0 8,010 o) )
154 s} §,333 8 &
150 G 8,674 12 12
145 {3 7032 “B 18
142 i 7,410 21 71
136 & 7.806 17 i7
130 0 5,228 11 11
1ea 3 8,671 3 3
318 9 9,137 (8 R
108 5 9,628 (38) {38}
ag 4 1,148 {58} {58

2032
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THE WHITE HOUSE

WASHINGTON
March 29, 1999

BRIEFING AND REMARKS ON ANNUAL REPORT ON THE STATUS OF THE

SOCIAL SECURITY AND MEDICARE PROGRAMS

DATE: March 30, 1999
TIME: 2:15-3:00pm
LOCATION: Rose Garden
FROM: Gene Sperling

L. PURPOSE

I,

il

To review and comment on the Annual Report of the Social Secunty and Medicare
Trustegs, There will be audience of approximuately 60 guests (Staff from Treasury, HHS,
Labor, OMB and SSA),

BACKGROUND

Each vear, the Trustees of the Social Security and Medicare trust funds report in detail on
their financial condition. The reports describe their current and projected financial
condition, within the next ten years (the “short term”™) and over the next 75 years (the
“long term.”} Tomorrow morning, the Trustess vote out the report and release it to the
public.

We do not reccive any advance neotice of the conclusions in these reports until they
are made public tomorrow. The Administration Trustees will brief you on the
conclusions of the report before you speak.  For Social Security, we expect that the
continued strong cconomy and the incorporation of recent BLS methodological changes
in the CPI will produce 2 modest improvement in the 75-year actuanal imbalance and 1n
the trust fund exhaustion date, For Medicare, based on recent CBO re-ostimates, we.
expect 3 more subsiantial improvement. The robust economic performance has resulted
in higher-than-expected payroll tax revenues. In addition, there were Jower-than.
expected expenditures due in part to the continuing implementation of the Balanced
Budget Act of 1997 reforms, low increases in health care costs more generally, and the
success of efforts to combat waste, fraud and abuse in the Medicare program.

PARTICIPANTS

Event Briefing

~Secretary Rubin

-Secretary Shalala

~Secretary Herman

-Deputy Seeretary Larry Summers
Ken Apfet
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VI

-Gene Sperling
-Jack Lew
-Svlvia Mathews
-Chris Jennings
~John Podesta
-Ron Klain
-Larry Stein
-Paui Glastris

SEQUENCE OF EVENTS

- YOU will be briefed in the Oval Office by the Trustecs on their annual report.

- YO wiil be announced into the Rose Garden and the trusices will take their
nlace behind you on the steps.

- QU will make your remarks 10 the guests and press corps
- YOU and 4 Trustees depart.

PRESS COVERAGE

Open

REMARKS

To be provided by spegchwniting,



March 4, 1999

TO: Giene Sperling
FROM: Jeff Liebman
SURBJECT:  Gensler memo on equity issues

This memo by Gary Gensler provides useful background on issues we will have to resolve to
fully implement trust fund investmenis in equities. It would make good weekend reading,



FRAMEWORK FOR INVESTING SOCIAL SECURITY IN EQUITIES

This paper describes a possible set of rules for investing the Social Security trust funds in
equities. The framework we desoribe is intended 1o promote discussion; it 18 not intended to
represent policy prescriptions.

The Administration has already Iaid out {ive core principals for investing the Social Security
trust funds in equities:

. private sector managers selected by competitive bidding
. independently managed and non-political

. hmited size of equity investment

. broad-based, nevtral and non-discretionary

. lowest-cost

The framework described in this paper suggesis possible answers to a number of additional
questions:

. What equities would be eligible for trust fund investment?

. Should the trust funds invest in foreign equities?

. How should iltiguid securities be addressed?

* Should the government use a privately-published index, or develop its own equity index?
. What characteristics should an equity index have?

. How should private sector managers track an equity index?

* Should stock lending be allowed?

s How would investiments and diginvestments be scheduled?

* Are dividends and the proceeds {rom corporate actions reinvested?

. Should investment managers™ actions be transparent to the marcket?

» What would the independent board look like?

There are four additional 1ssues for which we have laid oul options, without suggesting a
preferred path.

. Should the trust fund porifelhios be rebalanced and, if so, how?
‘ How should proxies be voled?
. What level of disoretion should be 1eft 1o the independent board and privafe tnvestaent

managers?
. How would trust fund equily tnvestnients interplay with design of USA uccounts?
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What Equities Would Be Eligible for Trust Fund Investment?

The eligible equities should have certain desirable characteristics. These would include being
common stock and publicly-traded, and having certain liguidity characteristics. This framework
rules out privately-traded equities because we do not want to force private entities 1o sell stock to
the government. Liquidity issues will be discussed in detail below,

1POs warrant special treatment, The trust funds should participate in IPOs, although with the
understanding that managers might not be able to obtain sufficient shares in the first day. The
independent board could be given discretion concerming the length of time allowed for investing
n [PQOs.

Should the Trust Funds Invest in Foreign Equities?

‘This framework suggests that the trust funds should invest only in US equities, for the following

reasons:

. There may be concerns that foreign accounting standards, commercial codes, contract
law, and stock market regulation are in some ¢ases different from ULS. standards and
rules.

. If a decision was made 1o buy any foreign equitics, foreign policy considerations would

require investing in every foreign stock market. This could raise both transactions costs
and political isgues.

. There could be increased currency risk inherent in ADIRs and other foreign equities. The
Iigbsiities of the Social Security trust funds are in US dollars, Some might argue that US
firms with overseas operations are subject o currency risk, but the resulting currency risk
is generally smaller in proportion 10 the firms’ size, and is ofien hedged by the firms,

The drawbacks i investing only in US stocks include (i} legs diversification and (ii) the
perception that political factors are behind the decision to invest only in US companies. Note
also that political problems could arise when US firms such as Chrysler merge with foreign
entities, and are dropped from ag index.

Hoaw Should (Higuid Securitics Be Addressed?

Liquidity problems are hikely to arise wath nationally-traded stocks at the lower end of market
eapitalization, and among regionaliy-imded stecks. Tins is because of private holdings and
cross-holdings among smalier firms,

Market {loat is gencrally consistent with hquidity. Market float is the number of shares which
are prosumed to be available i the market for trading, 1t is gencrally caleulated by exclis g the
targest sharcholders (over 8%} and the insiders (the Ford family for Ford Motor Compary , of
Bill Gates for Microsoft). Although float can be used to approximate liguidity, i small floatin
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the stocks of & large corporation might satisfy market demand more readily than a large float in
the stocks of a small corporation.

The 7200 stocks in the Wilshire 5000 have an average float of 91% {the Wilshire index excludes
stocks that have not traded in the past five days). This broad average hides some important =~
detail, however. According to Wilshire, when ordered by percentage float, the highest 40% of
stocks have an average float of more than 90% (these stocks account for 75% of market
capitalization). The bottom 20% of stocks, ordered by percentage float, have less than 50% float
{these stocks account for 4.3% of market capitalization).

We may want to develop a rule that screens out small float stocks. Such a rule could be based on
estirnates of market float or on rading history. For example, Wilshire screens out equities that
have niot traded in the past five days.

Should the Government Use a Privately-Published Equity Index, or Develop Its Own
Equity Index?

We would lean against creating our owr total market index. A government-sponsored index
could be subject to, or could appear to be subject to, political pressures. In contrast, private
indices have the benefit of distance,

Some of the same concerns about pofitical pressure could alse apply 10 a private index. There
miay also be reluctance to cede decision-making 1o a third party with no contractual relationship
to the government, To address these concerns, we could give the independent oversight board
discretion to change the index used by private managers (sce below). The track record of the
Wilshire 5000 to date seems fairly reassuring: Wilshire Associates have changed the parameters
of the Wilshire 5000 (to exclude foreign firms) only once in the 25 years of the index” existence.
We do not know the history of changes in other broad marke! indices,

A benefit of creating a government index would be that the government could control the
gualities of the mdex. The gualities of a govemment-created index could be expressed clearly
angd simply in statute.

What Clharacteristics Should an Equity Index Have?

A widely used, total market index would appear 1o best meet the administration’s staled goals of
broad-based, neutral, non-diseretionary and Jowest-cost. A total market index would be market-
neuiral. It would also offer the least scape for political influence concerming which sector(s) or
where 1o set the bar on market capitalization. Total market indices also ofior the greatest
diversification. Indices thut focus on the top 500 by market capitalization do not pick up small
cap {irms, which at thine have ouiperformed the large cap firms. In addition, scctoral indices may
have higher tumover than broader indices as egnties enter and Jeave the index. By requiring that
the index be “widely used,” we would reduce some the possibiiity for altering existing private
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indices to §if political cnteria. -

Among total market indices, the Wilshire 5000 includes US-domiciled, nationally-traded stock
that has traded in the last five days. The Wilshire 5000 covers more than 99% of market
capitalization. The Vesteck Allshares is a total market index that includes foreign firms thatgre
also in the S&PS00, but excludes stocks that have not traded in the past 30 days. The Wilshire
and Vesteck indices are both weighted by market capitalization. Sclomon’s world equity index
covers all world stock markels.

Barclays has developed its own proprictary total market index of 5300 stocks which is float-
weighted (it adiusts market capitalization for cross-holdings and private holdings) and excludes
REITS, stecks under $1 and pink sheet (regional) stocks. ‘

The Russell 3000 index is a float-weighted index that represents approximately 88% of market
capitalization. The bar for inclusion in the Russell 3000 is based on total market capitalization;
however when the index 15 compiled, the market capitalization figure is adjusted for cross-
holdings and private holdings (float-weighted). The Russell 3000 excludes foreign companies
but not REITS. The index is updated once a year (which could require the trust funds to buy and
sell substantial amounts of stock at that time) through a very fransparent process.

The S&P 500 represents about 70% of market capitalization. About 85% of markst
capitalization is covered by the S&P “"Supercomposile” index, which adds the S&P Midcap and
Smallcap indices to the S&P 500, The S&P Supercomposite index, like its S&P component
indices, excludes REITs and foreign stocks except for grandfathered foreign equities.’ The
equitics inchuded in the S&P indices are chosen by a committee of S&P 500 exccutives and
analysis; while S&P has broad guidelines for market capitalization cutoffs, the comntittee does
not always observe these guidelines. This could create political difficulties.

The principle drawback to a total market index is that there can be less liquidity among smaller
firnis, due fo privaic holdings or cross-holdings.

How Should Private Sector Managers Track an Equity Index?

Managers who track an index such ag the S&P 300 generally buy every stock in that index.
Tracking a total market index is more difficult, howoever, because of higher transactions costa and
liquidity problems at the tower end of the index.

This framewark suggests thal managers fully replicate the chosen index, for example, by buying
all 7200 stocks in the Wilshire 5000, Full replication would aveid political problems that could

' A consequence of grandfathering, the S&P 500 includes about 10 foreign equities, some of which ae
Royval Dateh, Usilever, Seagrany, Northern Teélecom, MeDeormou and Schhemberger. The deciston o exclude
foreigh eouitios was mde in 1994,
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atiend choosing from among the equities included in an index.

Full replication may be expensive, however, due to liquidity problems at the lower end of the
market, as discussed earlier. Under a pelicy of complete replication, it might cost roughty 5-10
bps to invest each new increment of trust fund assets into equities {the average cost for managing
the entire portfolio, including specials and already-invested equities, would be lower). This
estimate, which might be conservative, assumes that purchasing the last 1% of the index might
push the prices of these stocks 5-10% higher.

“Optimization” is the solution used by many private managers for the iquidity problems. As onc
example of “optimization,” Vangnard’s broad index fund buys the fop 1,200 of the Wilshire S000
{95% of the market}, and then uses sampling techniques to select 2000 more stocks that perform

like the residual 6300 Wilshire stocks, Vanguard then buys three-plus-fold of these selected
stocks, -

We see a number of drawbacks, however, to this method. First, managers’ models could be
influenced by government or independent groups fo favor a sector or region, or conld be accused
of doing so. Second, optimization requires doubling up (or tripling, or more) on the purchases of
certain stocks. This could have a non-neutral tmpact on the market, and it could alse raise major
governance concerns at the 5% and 10% shareholding levels. Some have suggestced that
optimization and full replication methods have virtually identical jong-term performance,
because the lower transactions costs of optimization (higher owrnership of selected stocks, fewer
proxies to vote, fewer corporate actions) are offsel by having 10 by more of a mare lmited
basket of stocks.

Should Stock Lending Be Attowed?

This framework cnvisages permutiing private sector managers to lend out the trust fund equity
holdings. Lending equities may be worth between 2-4 bps.  Disadvantages of stock lending
inchude the perception that it facilitates short-selling, and the assumption by the trust funds of
seme Hmited credit risk,

ll{)w‘W{mM Investments and Disinvestmonts Be Scheduled?

The independent board or gevernment would need to project, on at least an annuat basis, the size
ol the trust fund (based on projected equity returns, returns on the specials, new transfers to the
trust funds, payroll taxes and benefit payments) and develop a plan for nvesting or disinvesting
over the year, Eaquitly market vield estimates should be based on long-tony growih rate of
aquities, so that the estimales don't change from year to year, [ it is anticipated that the overull
size of the trust fund portfohio would go down over the year, then the frust (und weuld need to
self equitics 1o help maintain the targel couity allocation. These estimates would be porformed
by the independent board or government vearty, New transfers, invesiments and disinvestments
then would be pro-ruicd equally over the twelve months, An issue would remain 25 to how
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private sector managers would then spread investments and sales within cach month.
Are Dividends and the Proceeds From Corporate Actions (Mergers) Reinvested?

There would be cash return on the investments from dividends and due to mergers, acquisitions,
and other corporate svents, This cash would be reinvested uniess the fund is already at the target
asset allocation.

Should Investment Manager’s Actions be Transparent to the Market?

There should be transparency in the dates and amounts invested (or disinvested), because large
price swings could cause market anxiety. The rules should be clear and predictable, and planned
purchases and sales should be announced and well understood by the market. The government
should announce monthly investment (or disinvestment) amounts, although managers could be

. given discretion to smooth the imvestments {or equity sales) over the course of the month.  As
any pre-announced puschase (sales) amounts would be based on estimates, we would also need to
announce any subsequent revisions and changes 1o the Investinent schedule.

Others have argued that transparency would atlow the market 1o position itself. It is likely,
however, that the market would be able to guess the amounts of investments {disinvestments}
from the legislation or from payroll (cquity retums) data,

What Shonld the Independent Board Look Like?

Members of the independent oversight board should have public stature, they should have a
private sector background, and they should be presidentially-appointed and senate-confirmed.
They should have long, over-lapping ternmns {(a staggered board). Legislation creating the TSP
Board could serve as a model.? We believe that legislation should specify that the Board’s sole
fiduciary responsibilitics should be to Social Security beneficiaries.

One additional question is whether the Board should be given sole fiduciary responsibility (o
beneficiaries, similar (0 ERISA, or whether the responsibility should be to the trust funds. The
Social Security Trust funds are a defined benefit plun, unlike the TSP plan, which is a defined
contribution plan. Ancther question is whother curreni goverument cimployees or administration

P Phe TSP board cousists of § purt-ting members and 1 fufl-time excewtive direetor, AH S hoaed

mzmbers who serve pare-tmg are appoinied by the Presidens and confinmed by the Senane for overlepping fonr-year
terms {although they serve until replnced}). One bosid mmember 13 recomnended by the Speaker, one by the mazority
teader, and the rest ase recommnded by the White House,  The pert-toe members are only paid for days when
they aciuslly do work refated to the TSP board: this includes about 2ight boatd mectiugs per year, which in the past
have been condocted by conference calls. The Bxeeutive Birector who serves full time is sclected sud approved by
the Board by 2 voie with at Jeast three smembers voting in favar, The Exccutive Direvtor is the CEQ and ks an
ualimited term.
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officials could participate on the Board. Qur framework suggests that Board members come only
from the private sectot.

ISSUES THAT REQUIRE FURTHER DISCUSSION

Four key questions remain. First, we will need to decide whether to rebalance the portfolio
between the bond and equity allocations and, if so, how frequently the portfolio should be
rebalanced. Second, should proxies be voted? Third, what level of discretion should be lefl to
the independent board and private investment managers? Fourth and finally, we need {o discuss
how trust fund equily investments might interact with USA acgount investments,

Should the Trust Fund Portfolio be Rebalanced and, if so, How?

After the trust fund allocation to equities reaches the desired target {14.6%), stock price
movements can be expected 1o alter the portfolio allocation between stocks and specials in the
trust fund. The value of the par-based special bonds will not change, although there 1s some
reinvestment risk. Whether to rebalance to maintain a constant allocation to equities and, if so,
the frequency of rebalancing and the time aliotted to managers (¢ complete the rebalancing, will
need to be discussed.

Rebalancing would ensure that the 14.0% allocation to equities in the trust funds’s partfolio is
closely abiserved. This could be especially important during periods of rising share prices, when
the equity side of the portfolio could become disproportionately large and raise concerns about
risk to the porifnlio. Rebalancing, however, has a number of disadvantages:

. Rebalancing may iucrease ponfolio nsk, and frequent rebalancing may raise portfolio risk
even higher. The trust funds could theoretically Jose a value greater than its original
purchases to reach the equities allocation, if the market declines slowly and the perifolia
is rebalaniced often.?

. Rebalancing may have a countercyclical influence on the market, given the size of
polential government sales and purchases. In rising equily markets, the trust funds wouilc
need to sll equities (o maintain a constani allocation, and vice versa,

» Rebalancing could increase fransactions costs, depending on the size of the purchases and
sales.

. Rebalancing could have significant implications for Treasury’s debt managenient
fanctions, because it would require frequent adding 1o or subtracting from publicly held
debt.

. Rebalancing could pogsibly be affeeted by statutory debt limit,

 As stock prices fall, the trust fund st seil bonds 1o buy stock (o restors the desired sliscation to stock.
As stock prices {5l again, the tust fuad must self more bods 1o buy more stoek, ’
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These disadvantages can be mitigated o some extent by allowing managers to trade in & band
around the target allocation to equities, and by allowing s longer period for rebalancing.

Aliewmg managcrs is:z trade in a band

aromzd tiw I4 6% equzzy aiiocatmn wozzizi :‘educ& thc need 10 rebalance. The exact width
of the rebalancing band would need o be calculaied based on the specific characteristics
of the trust funds’ sssets (how much the markeis in question trend, and if so, how much
they come back to 2 mean growth rate).! Some investment managers rebalance to the top
of a bund, others to the mid-point of the band, and still others to the “first quatter” of the
band, viz. 13.75% of the toal trust {uad for a band between 13.5% and 15.5%.

@vﬁm Madezzst rebal ancmg cauld be accompltshed by xzsmg cash flow to the trusz
funds (dividends and corporate actions). Dividends would not be reinvested if the target
allocation was reached, During the disinvestment phase, rebalancing could also be
addressed by scheduled sales of equities as outlined in the framework above.

This modest rebalancing would avoid the some of the disadvantages listed sbove, It
could, however, result in the trust funds holding more {or less) than 14.6% of asscts in
. equities, in an environment of nising (or {alling) equily prices.

How Should Proxies be Voted?

Legistation should speetfy how proxies will be voted. Options are:

. Proponional Yoting. The trust fund invesiment managers could be instrucied to voic
proportionately to other sharcholders’ votes, A drawback to this approach is that we

might have to change many states” laws in ordc: 10 fac;]:tatc proportional voting., Further
rescarch 18 needed on this issue.

. Delegate o Investment Managers. Voting righis could be delegated across multiple
investment nianagers, who would voie shares in interests of sharcholders. Investmoent
managers would be given a standard for how to vole, i.e. in the best inierests of
beneficiarics or an ERISA standard. This could be coupled with a rule that no manager
could have more than 1% of the macket,

* wWilshire Associates {Wi‘:zcn publishes the Wilshire 5000) simibaed different sehalancing scenarios fin o
fund with u meget aliocation of 33% s corporate bonds wind 15% tracking the S&P 300 equity index. Wilshie
compazd the consequences of endomonth rehslanchys 1o malutain 2 constant 13%. zllocation 10 stocks, o bands of
1%, 3% and 3% around the arget allocation. Wilshhe conchirded i fuvor of a broad sading band £+ $%) nround

. the turget alocation o eguities {3 rebnlancing range between H¥% and 20%). Thore were some differences,
boweves, between Wilshire's simulation and the Trust Founds® ciroumstances that could reduce the size of the hasd,
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What Balance Shounld We Strike Between Rules and Discretlon in the Actions of the Board
and the Independent Managers?

The independent board could have limited discretion, by giving it only minimum responsibilities
for choosing investment managers and ensuring that the managers cemply with all statates,
Allernatively, we could allow for some discretion in the activities of the independent board and
the private sector investment managers. Various options include:

re‘:pOHSIblllthS wculd be htmi&d to:

choosing investment nianagers through a competitive bidding process;
deciding whether the TSP and USA sccount managers should be excluded;
ensuring that the managers comply with all statutes; and

montioring privale managers parformance.

deciding on the number of private sector managers;

setting threshold requirements for private sector managers {¢ g., experience,
minimum capital, and U S.-domiciled);

* Discretion Also Includes Issucs Related to the Index {nossible middie pround):
. The Board could be allowed some hmited additional discretion, such as:

choosmg an index that mests requircments that are specified in legislation or

regulation -- this would allow for flexibility to respond to changes to, or even the

disappearance of, a published index;

choosing the width of the band in which managers can trade around the la.r;,ct
allocation to equities and various other rebalancing rules;

resolving issues related to IPOs and divesting merger procesds,

possibly setting rules for when companies join or leave the index; and

zeiting guidelines for private scetor managers’ comm:ssion arrangements with

brokerage firms.

* Broader Discretion. Among the possibilifies would be o allow the hoard to decide, i
addition to the minimum duties listed above:

—

whether to invest in foreign stocks;

whether mvcs{mcnl maragers should completely replicaic an indes varsus
0[‘*5.[3)13?'1[28[2 ’

tifand how (o create a government index; and

if and how to set hauidity targets.

How will eguity investments by the trust funds interpluy with design of USA accounis?

. Biath the USA sccounts and the trust funds may use the same wotad markel equity index,
. ‘This could create further compeiition at the lower, and more Uiiguid, end of the index,
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The independent boards that manage USA accounts and the Social Security trust funds
will prohably be very similar {(same personnel qualifications, same responsibilities for
hiring private sector managers}. This is probably appropnate.

Would we want to use a trust fund investment manager who was also a manager of
default USA accounts?
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MEMORANDUM TO GENE SPERLING
FROM: Natasha Bilimoria
SUBIECT: BRT Retirement Income Security Principals

Below you will {ind the key components of the Rusiness Roundiable’s principals on the 3 main sowces
of retirement income:

. Sacial Besurity
» Employer Pensions
] individual Savings

Attached is g copy of the full ext for your convenience.

BRT supports pelicies that will foster growth of employer-provided pensions, encourage personal savings
and ensurce the inancial vighility of Social Sceuriy,

BRT’s generatl principals regarding retirement Income scourity:
. Individuals must asswne groster responsibibity for thelr retirement.

. Gavernmest should provide o Door of financial support in retirement through the Sovinl Scourity
program hut provide meantives for individunis to save on their own.

) Tax policy must continue o encourage employcr-sponsored redirament plans as well as mdividual
savings.

Social Securily

] Need fur Reform, Social Security must be reformed sooner rather than Inter so that individuals
have 1ime to adjust and plan ahead for their retirement security.

. Sociu] Security and the Budget. Elimination of the federal deficit 15 imporiunt but must be done
meanjunction with maintaining the financial integrity of the Socind Security trust Ny,

. Affordaide Benefits. Social Scourity benelits should be reexamined to 11t the denographic and -
cponamnic realitios currently facing the country as well as the needs of current aisd future retirees.
Sovial Sceurity should balance these sometimes compeiing needs,

. Reusosable Finpaving, ndividuals and emplovers must continue to share i1 ihe (inancing of’
Sucial Segurity, Hasing the payroll mx s notthe answer 1 the Soci) Seourity problem

» Funding the system. The Sovial Scearity systom shauld move from an inter-generatinng)
ansfoy program 1 one that 18 more fully funded. By beginring 1o scoumudate real savings and
by budgeting responsibly (o mwet the government’s retiroment commiiments, econontic growth
can be generaied making # eosier 10 suppart an aging popuiation,

. AHermative selutions, Creative solutions, including proposals which allow budividusdy o fovest
a portion of 1heir Social Sceurily taxes in the private yaywket should be examined,

£



Employer-Provided Retirement Plans

Employer Objectives. In order to compete effectively, employers must be able to design both
DB and DC plans without costly and unreasonable administrative requirements. Such
requirements restrict employer-provided plans and should be eliminated.

Flexibility to Adapt. Employers should tailor their plans to meet the needs of their employees.

Appropriate Tax Treatments. Government should continue to encourage cmployer/employee
retirement savings plans though judicious use of the tax system (i.c. employer contributions are
fully deductible, accumulation of benefits on a tax-deferred basis). Relorm proposals must be
evaluated for their impact on employer-provided retirement savings.

Portable Pensions. Government should foster an environment, without mandates, that
encourages employers to make their DC plans {ully portable.

I'rudent Management. Employers must continue to have the freedom and the sole
responsibility to invest retirement fund assets within their control in the best economic interest of
the plan’s participants and beneficiaries.

Individual Savings/Investment

Personal Responsibility. Individuals and families must assume primary responsibility for their
retirement.

Long-Term Savings. Tax system should provide incentives for long-term retirement savings.
(i.c. IRA opportunitics should be cxpanded within reasonable budgelary constraints).

Appropriate Tax Treatment. Government should encourage individual savings through the tax
systein (1.e. individual contributions to retirement programs should be fully deductible and
accumulate on a tax-deferred basis).

Preservation of Retirement Savings. Tax policy should discourage premature withdrawal of
retirement savings for non-retirement purposes.

Financial Planning, Government should support national campaign to promote individual
responsibility wo plan for retirement.



STATEMENT OF GENE SPERLING
ASSISTANT TO THE PRESIDENT FOR ECONOMIC AFFAIRS
. Jupe 8, 1998

The President 15 deeply commiited to leading world efforts to eradicate child labor. The
President applauds Senator Harkin for his persistent and urgent efforts to put this issue on the
U.S. and world agenda. In his State of the Union address, President Clinton promised to ask
other nations to join the United States “to fight the most intolerable labor practice of afl --
abusive child labor,” '

This week, he took further steps to fulfil] that commitment,

» First, President Chinton sent Labor Secretary Alexis Herman (o Geneva 1o the annual
meeting of the International Labor Organization with direct instructions 1o enlist the
support of all ILO members innegotiating and adopting a convention designed to
eliminate the most abugive forms of child Iabor - forced or indentured work, work in
hazardous conditions, and work by very voung children. The United Siates” negotiating
team, lead by Secretary Herman herself, will work with businiess, labor, and government
representatives 1o the ILO to frame a targeted convention that can be widely ratified and
effective In 18 purpose,

exarnpie. Thus, we announced the Administration’s suppord for Senator Harkin’s efforts
to modernize the domestic agricultural child labor laws. Secretary Henman and her team
will work with Senator Harkin to find the right formula, but the goal must be clear: we
will not toleraie even one child in the United States working vnder abusive conditions.
Children should be laboring in the classroom -- not the factery or ficld,

. . Second, the President concurred in Sceretary Herman's recommendation that we lead by

These steps build on the President’s earlier request that Congress: (1) increase 10-fold, 10 $30
"million, the U.S. support for the International Programme for the Elimination of Child Labor
(IPECY; (2) increase by $50 million funds for the Migrant Education Program to provide special
services fo migrant child and test new programs 1o get school age youth out of the fields; and (3}
to increase the Department of Labor’s budget by $4 million to enhance enforcement of child
tabor laws in the agricultural sector. The President will continue to call upon sworld leaders to
1oin him in the fight against child labor, as he did in his remarks at the Summit of the Americas.
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Child labor Is a complax pr sblem ths
facetad sofutions. This report has ( esaribe
nongavernmental actons o eliminate
child laber. Chapter If described th * nanwe and extent of child labor in the 16
countries studied in this repore: Ha sgladesh, Brazil, Egypt, Guatemsala, India,

Africa, Tanzaaia, Thailand, and T urkey| Chaprers I and IV addressed two of
the most basic and traditional gove; nmentz! approaches to preventing the prema-
ture entry of children into the work orce:  the enactment and enforcemnent of child
labor legislation and the provision ¢ { universal, affordable primary education.
Chaprer V described targeted projes s, implementexd or advanced by governnuents,
thar focus on removing children fro n exploitative work and providing them with
sducational opportunities, These p ojects, pfien involving pasmerships among gov-
ernmental and nongovernmennal ac ors, frequently complement efforts in law
enforcement and education.

A. Child Labor in the X orld

While paverty is the reason nost often given for why children work, child
iaber alse perpetuates povesty, sino t children whoe must begin work & an early age
ofiert campromise their future earni igs potipndal, Today, hundreds of millions of
children are working around the we rid, oftien in occupations that are clearly harm-
ful to their health and funure devela yment.] Many milions of these children work
full ime and in dangerous or abusive conc%iﬁms, deprived of opporunities for

education and the accompanying s smise Of 4 bener future.

As explained in Chapter 11, ¢ hild laborers are seldom found in large and
medium-sized enterprises, except in commercial agriculture. Child laborers most
often work in small workshops, ho ne-baged operadons, informal mining and
quarrying enterprises, and a myriad ‘of service sector pbs-—usually out of reach of
legistatlon and Iabor inspection.  So pe chilffren work in occupations that are espe-
cially hidden from the view of enfos rement authoritles and soclety, such as domes-
ti¢ servants and child prosdhutes, 17 ese dren, usually separated from their
faenilies, often suffer the worst explt ftation

The magnitude of the global child labor problem has grabbed the attention
of the international community over the pagt few years, provoking worldwide dis-
cussion of the issue. This sepresent | an important change from a decade 2go,
when few governments or organizal ons even acknowledged the problem. Today,
oumerous intemational organization , geovernments in developing and industrialized
countries, and nongovernmental act s are developing and wnplementing stvategies
and indtlatives 1o address child abor
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B. The Importance o Reliable Child Labor Data

1

Accurately identifying thi. exrent of child labor within a country is an essen-
tial step towards the developme & of effective stmiegies for elimnating and prevent-
ing the problem.  As discussed & | Chapter I, there is a great need for reliable child
iabor data—-not only fo assist go rernments in developing solutions but also to
enable them o monlor progress  Significant problems in the collection and report.
ing «f child labor dam remain, b 1t with the assistance of the International Laber
Organizaton (ILO), efforts are nyw underway 10 improve data quality,

Some: of the efforts being krtdextakcn by individual countries 1© improve the
accuracy of child labor dats inch de:

- conducting speciatized nt tonal child labor surveys with the assistance of the
LGy, ' .

. using siandard definitions and methodology for collecting and reporting
child labor datz, Based of  those developed by the ILO's SIMPOC program
and tested {n several cow wries; and

. instiutionalizing the regu ar collection of child labor data by integrating a
child labor component in o periodic labor foree surveys.

C. Enactment and Enforcement of Child Labor Laws

As described in Chapter 11, all 16 countries snidied for this report have laws
prohibiting certain forms of work by children under 2 specified age and rogulating
the condilions of work for oider shifdren, Many of these counwies have also mati-
Aed 2 number of internadonal in guments addressing child labor, inciuding ILO
Canvention No, 138 (Miniroum 4 e for Employment) zad the UN. Convention oo
the Rights of the Child (CRC). .

Chapuer 11 cutlined the b isic amll hazardous minimum work ages in sach of
tha 18 conntries, while Appendix D identified relevant child labor provislons in the
Jaws of ¢ach of these countries. 1he migimum age for employment in these coun-
tries vardes from 12 (Bangladesh Peru |and Tanzania) to 16 years (Kenys). In

-some countries, there is one bash: minimum work age, while in others, there are

several age standards, depending on thef industry or sector,  Child kabor legislation
ohen applics only to cerain sechk 5 of exempts entirg industries of occuparons,
The sectors most frequently excl ded arg those where the highest numbess of
working children are found, such as Hscale agriculture, damestic service, and
small-scale manufacwuring. For & mg!&én Kenya, the minimum work age of 16
vears applies only to cenain indu izl ufidertakings. Likewise, in India and
Pakistan, the minimum work agt| of 14 ppplies ondy to certain specified occupa.
tions and processes. In Nepal, e minifnumn work age of 14 does not apply t© cer
tain enterprises, such as plangatio s and brick kilns, Exceptiong zre also made in
some countries for apprenticeshif ¢ or egfucational work. In Beaell, for example,
children under 14 are prohibited rom whrking, except g5 apprentices. Employers
sometimes vse such exceptions t; exploit children as a source of cheap and com-

piane labor. . ;
: i
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All 16 countries studied havéd 2 minimum age for hazardous work, varying
by country from 12 to 21 years. Sofie countries have a single minlonum age for
hazardous work, while others specif r several such ages, depending on the type of
work.

Some countries have a multd xde of laws addeessing child labor, ofien span-
ning decades, that may be inconsisty nmt with anc znother or confusing to implement
and enforce, In addition, inadequat ; fineg and penalties for child labor law viola-
tions often undiermine their overal] ¢ ffectiveness,

Cne of the maost serious issu is relating (o child labor laws is their inade-
quate enforcement by many governyients, In many countries, lahor inspection is
not a prionty. Labor inspectorates ¢ fien lack the vital resources and staff needed 1o
reach remore areas and effectively o onitor the child labor sitnation. Inspectors
often recelve little maining, if any, ar d are often poaorly paid, making them an gasy
target for corruption. In addition, di by may not be motivated o enforce child lahor
laws if they do not perceive the emy loyment of children as a problem, or believe
that it is a necessary ill for many ind igent families, Iaspectors whoe do agempt o
enforce labor laws may be faced with public indifference and hostlity from employers,

A number of countries studid i (including Bangladesh, Braxil, the
Philippines, South Africa, and Th dlasel) have recently made or are considering
changes 10 their child labor laws, in luding increasing the minimum age for
employment, adopting uniform chilc 'labor regulations, and expanding coverage of
child labor laws to additional sectorn - or oocupations,  Some countries (such as
Brazil Kegys, Mexico, the Philip; dnes, Taneagia, and Tarkey) are focusing on
srengthening enforcement by inered sing the number of iz&bi}r inspecions, nproving
weaining, or implementing new Strate Jies.

The fzot that lacge numbers «f cluldren are sull working, many under
explcintive or hazardous condigons indicates thar significany action i the area of
e and enforcemnent is urgendy nesded. Some countries faced with considerable
numbers of Chiid laboress are now ¢ king steps 10 address shortcormings in theie leg-
islation and eaforcement. Possible ¢ forls in this area include:

. consolidating child labor law; and regulations in order to eliminate inconsise
rencies and confusion;

- increasing the legal age of enployment 10 conform with international stan-
dards;

* imgreasing civil and coiminal senalties for viclarors of child labor laws,

» improving waining of labor 4 lspectors, providing addinional resources for

investigations, and creating s decialized nspection unis thet deal with child
laber issues;

. developing parnerships with lindusiry, labor groups, and NGOs o asssr in
identifying arsd preventing o » exploitation of children; and
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. increasing public awareness about child labor by informing the public
about applicable child labar laws and penalties,

D. Access to Universal l'nmary Education

Universal primary education as noted in Chaprer IV, §s widely recognized
25 zn important means of preventin | and eliminadng child labor. No country can
successfully end child labor withon| making education compulsory and accessible
to 2il. Children who are required i attend school are less likely to be engaged
in exploitative work and are more | kely 1o be informed of their rights.
Education, aver timng, can provide ¢ lildren with the skills and knowiedge neces.
sary 10 become productive adults a1 d improve their smployment and earnings
prospects.  Despite the ohvicus ber 3its of education, tens of millions of children
do not attend school. Most of thest children are working.

Twelve of the 16 countres s udied for this repon have national laws mak-
ing primary cducation compulsory { Bangladesh, Beazil, Bgypt, Guatemala,
Mexico, Nicaragua, Pera, the Phil jppines, South Africa, Taazania, Thailaund,
and Torkey). The numbar of requi fed years of schooling varies by country,
from five (Bangladesh) 1o 1) years (Peru). Several countries, including Egypt,
South Africa, and Turkey, have gb o recently passed laws extending their vears
of compulsory education.

In several of the countries st xdied for this report, the age for completon
of compulsory education is not con istent with the minimum age of smployment.
When the minimum age for work is lower than the age for completing compulso-
ry education, children might be con pelled o abandon or neglect their studies
arel enter the workforce, In the op osite case, when the mindlmum work age is
higher than that for completing cow pulsory education, children who are unable
1© continue their education must eit ler renmin idle or work dlegally, thereby
making Hlegal child labor more con monplace and acceptable,

In many couniries, primary « ducation is neither compulsory not afford-
able. Schools are frequently not aw .ilable or accessible to all children. Even
when schools are available, the qua ity of education my be poor and the con-
tent may be perceived by many chil dren and thelr families as irrelevant o thelr
lives. For poor familics who depen § on their children’s eamings to make ends
meet, the opporunity cost of sendiy g their children 10 school is often seen 3s 100
high, Parents’ reluctance 10 send th oir chitdren to school is often exacerbared by
the varicus costs of education, incly ding schioo! fees, supplies, books, uniforms,
meals, and mansporwation.

In the 16 countries srudied f i this report, significant nwnbers of children
are nof going 10 school. The moest’ ecent country data on educational attainment
shiowes that less than 70 percent of ¢ hildren are enrolled in or atrending prioary
school in five of the countries studiid (Guatemata, Toddia, Nepal, Pakistan, and
Tanzania), In seven of the countri s, less than 70 percenr of children enrolled
in primary schoot reach the fifth gra de (Rangladesh India, Kenya, Nepal
Nicaragua Pakistan, and South A rica),
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Govemment spending on e jucation vardes widely among the 16 countries
studied. Duta on education spendi 1g by country for the most recent avaflable year
(299(1!0}m&mmmw&mmdmmmmmnmwapmmﬁf
GNP range from 1.7 percent (Guat jmala) t0 7.9 percent (South Africa). Education
spending as a parcentigs of total g svernment expenditures ranges from under 10
percent (Rangladesh and Pakistas D 1o over 20 percent (Mexico and South
Africa), and primary school spending as g percentage of toral public education
expenditunes ranges from 18 perce: ¢ (Poru) 10 over 65 percent (Bgypt and
Nicaragusa).

acguss to education s often not equitable.  Children in nural areas and those
belonging to marginalized groups 4 je frequenty more affected by 4 lack of ade-
guate educationa} infraseructure. R iral children are also more Lhely o work.
Indeed, work can constinite a majo © mpediment ro children’s arendance and sue-
cessful completion of primary schanl, Working children have low enrollment and
high absentee and dropout mates. 7 hese rates may be atizibauable w0 fatigue from
long hours of laborn, work related ¥ huries and flinesses, and/or work scheduies that
are incompatible with school houss

Some of the countries studi f (Brazil, Egypt, the Philippines, and
Turkey) have developed Initiarives to make schools more dcoessible and improve
the quality of primary sducation. ¢ ther countties (Goatemala, Iadia, Mexico,
Nicaragua, Peru, and the Philippi nes) are implementing programs that provide
aliernative educadonal opportunitie | for working children or ease their transition
from woric to schoal, Finally, some countries (Bangladesh, Brazil, Egypy,
Mexico, and South Afcica) are previding incentives to encourage families 1 send
their children 1© school rather than o work,

While the impact of these pilicies and programs can only be assessed by
future Incresses in the number of df ildren attending and cegapleting schovl, they
provide an important indication of 1 he tevel of government commitment 1o the pro-
vision of universal primary educatio 1 in the 18 countries studied for this report,
Sraps that countrics can take 0 acc mplish this goal inciude:

» passing legislation making p imary education compulsory for all children;

. increasing educational expe ditures at the primary level to incrgase school
accessibility and the quality 5f lnsorueton {(for example, enabling construc-
ton of new schools, improv ag existing mframaum, and authorizing
increases in teacher salaries mnd training);

v alleviating the costs associan o with education that can prevent poor families
from sending their children (5 school by providing transportation, subsidiz.
ing the costs of school meak |, unifenus, supplies, 2nd books, and eliminat-
ing school fees; and

. eliminating Inconsistencies b xyween child labor and ﬁcmpch}ry gducation
laws,
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from working and assure thar they 2 12nd school on a tegular basis, in India o
establish nonformal schools and rele pse thousands of childeen from hazardous
work, and in the Philippines 10 reg jue children from exploittive work.

F.

Key elemenis of targeted chi'd labor projects include:

targeting child labor in secto s or occupations that are hazasdous zm‘i ham-
ful to a child's developmens;

removing children from expl stative work and providing thern with alternz-
tives, such as educaton or vicational tralning;

providing income-generating opportunities for families of former child Jabor-
s,

extablishing partnerships amy ag goveramental and nongovernmental actors
and international organizadc s such as the ILO and UNICER and drewing on
participams’ respective exper ise and rescurces; and

rsizing awareness among vul werable groups about children’s rights and the
dangers of premature enoy iiie the workforee.

Final Commenis

This repant s attempted 10 llustrate the extent to which the 16 courries

are currently addressing their child ) bor situations through the enactrment and
enforcement Of Child labor faws, the pravision of universal primary education, and
the development of and involvemen  in largeted child labor mltiatives. A govem-
ment's participation in such efforts ¢ i provide an indication of 8 commimment 10
combating child labar  Accurately d termining the extent and nature of child labor
within each counry is also essenrial in adequately addressing the child labor prob-

lers,

There has been a significant ncrease in intemnational concern regarding the

plight of working children arcund th2 world, Many countries with child labor prob-
lems have not only acknowiedged ¢ ¢ problem but have begun o develop and
implement comprehensive stategies to combat the exploitation of children,
Intermational organizations such as d e 1LO and UNICEF are heavily involved in
such offonts. It is important, howee r, to monitor and measure the effectivencss of
these efforts, since successhul stratep es ¢an and should be replicated elsewhere,

The information provided in his report can serve s a framework for further

study and gvaluaton of the progress being made roward eliminating child fabor in
the countrles studied,  Ultimarely, th 1 best way 1o determine such progress is by
documenting a reduction in the overill number of working children and an increase
in the percentage of children attendig school and completing at least a primary
education.
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