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" May 25, 1979

Te Ambasscdar chk Kneip

o Thank You far your ieiter which l recenved from
.- Jack Watson. | deeply eppreciate your kind words
‘and also chy‘s invitation, Rosalynn joins me in
Sendmg ocur best wishes to )rou and your fcrmly. B

Smcerely, R
- o f?l\W‘ SR
The Honorcbte R;chard Knenp
Arnerican. Ambassador
Smgapore e " o N
- ccand.i mcommg to T|m Kraff (FYI) i
cc. Jock Watson: i
JC JM sef A L i
Through NSC for: dlsp(n‘ch vna STATE pouch S




THE WHITE HOUSE
WASHINGTON

5/25/79

ijoyce-cook-——

please draft presidential
~'to dick kneip, and return
for president's signature

thanks--susan .clough

NN

> pic e st
¥

R s

R

THE WHITE HOUSE
WASHINGTON

g

t
H
¥
i

4

.,

- ‘ _ - .4 A personal letter to
I RN R T ‘ ¥ the President from
TR S - Ambassador Kneip .
- (Singapore) -- he
.used to be Governor.

- of South Dakota. and °

'is a friend of ours.

‘and enclosed this with
a letter to Jack.
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. | S,
EMBASSY OF THE /ﬂ‘
UNITED STATES OF AMERICA !

Singapore o LM

. May 3, 1979

The President
The White House
Washington, D.C. 20500 .

Dear Mr. President:

Nancy and I were talking just last night about how
often people fail to say "thank you" for the oppor-
tunity of serv1ng in one capac1ty or another. You
gave us that opportunity, and we are truly thankful
for the privilege of serving both you and our country.

I can't help but note that numerous people are taking
their usual "pot shots" at you as President -- and

that it is clearly evident that we are fast approach-
ing election time. May I just mention, as one observer, -
that events are really no different than usual, and

that your quiet approach to handling these situations

is truly superb. I admire you for your patience, and
wonder sometimes how anyone can possibly manage the
tremendous responsibilities that are a part of your
office. :

Your accomplishments are many, Mr. President, and I
hope your staff always remembers to be positive in
addressing themselves to those events. Confidence
in the issues and loyalty (complete loyalty) from
that staff is tremendously important. The perfect
example of true loyalty is Jack Watson, whom I
chose to deliver this letter.

One last comment, Mr. President. I believe you should
and will be re-elected. You are completely deserving
of it, and I want to assist in any way possible. It
that meant resigning my present position at an appro-
priate time,.then I would be more than happy to
accommodate you.

Please know that you are always in our thoughts and
prayers. Our eight sons all say helle. BAnd, Nancy

Electrostatlc Copy Made
for Preservation Purposes




v
.g" :

._'2_

- told me to say. that our guest room here in Slngapore

is always open should you want to get away for some
-free time. ‘

'Best w1snes to Rosalynn and the famlly

Respectfully,

° Richard F. Kneip
. . Ambassador . - o
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(20 min.) ’

- Depart South Grounds via Hellcopter en route

eakfast with Vice President Walter F. Mondale,
uty Secretary of State Warren Christopher,
ecreta:y Harold Brown, Dr. Zbigniew Brzezinski
and Mr. Hamilton Jordan - The Cabinet Room.

The Oval Office,

- Dr. Zbigniew Brzezinski -
Frank Moore - The Oval Office.
The Oval Offiee,

Charles Schultze -

" Dapart . South Grounds via Motorcade en route

Sheraton Park Hotel.

Attendance at the Spring Meeting of the Democrat1C'
Vatlonal Commlttee.

Return to the White House.

.¥

Heath Larry, President,'NAM, and Mr.

Mr.
Rettgers, Executive Vice President. (Ms. Anne
' Wexler) - '

The Oval Office.

Camp David.

[N

Forrest" '



MEMVMORANDUM

THE WHITE HOUSE

WASHINGTON Q

25 May 1979 —

TO: : THE PRESIDENT Qﬂ
FROM: : RICK HUTCHESON \ '

SUBJECT: Memos Not Submitted

1. THE ATTORNEY GENERAL sent you copies of two of his
speeches: before the National Conference of Christians
and Jews; and before employees of the CIA.

2. FED CHAIRMAN MILLER sent you his speech on "The
Evolution of our Monetary System."

3. BOB LIPSHUTZ & DAVID AARON MEMO létting you know that
they have worked out satisfactory procedures with the
Justice Department for disclosing classified documents

in the criminal case of the US v. former FBI agents
Felt, Miller and Gray. 3

Electrostatic Copy Made
jor Preservation Purposes




THE WHITE HOUSE

WASHINGTON

May 22, 1979

MEMORANDUM FOR DR. BRZEZINSKI

FROM: . BOB LIPSHUTZ

RE: " RHODESIA ﬁ»?\

Following .up our discussion at the staff meeting this
morning, I am enclosing a copy of the "legislative
history" which you already may have seen.

I particularly call your attention to the two items which
-1 have emphasized. . These appear on page 1877 and -are
subparagraphs (a) and (e).

Attachment

fbcc;\VThe_President
Hamilton Jordan
Dick Moe



LEGISLATIVE HISTORY

P.L. 85384
[page 29]
\ ‘ .
The House amendrhent did notcontain a compatable provision. . The I

nference adppted the Senste jprovision. . acainst

Ceiling ¢n personnel _ mined -t
The Senate bill amdnded section 515(d) of the Fpreign Assistance ;’100“_035
Act of 1961 to set a cefing of 775 militar personnel ssigned oversess frecly.

to perforin security a¥sistence mehagement functigrhs during fisca! The c
Year 197 , - provides
The Holse amendmeht amended ghe seme section o set the ceilinz Rhodesis
at 800. : : ’ _ & determin
The committee of cohference edopted the Senaté€ provision with willingne
emendment to set the geling et 79¢. The committée of conference under i
supports the continued plaseout of mititary assistancefadvisory groups gov'e.mxil

and expectsithe esecutivk branch to Yhoroughly review the need for - : politica
such groups kn fiscal year}1980. ‘ o “"%2 (;}()ii
Assignment of additional d¥fense atiachas ' . mittee of
- The Hous¢ amendmeny amended section 515(f) bof .the Foreign (a
-Assistance Adt of 1961 to kllow the President to assigm an aggregate A 1D g
"~ worldwide total of up to eight additiont! defense attakhés to periorm : that
security assisthnce management functioms in countries go which defense ' and
attachés were huthorized to¥e assigned §n December 31, 1977. : : nece
The Senate bill did not cantain a comparable provision. _ - (b
The committee of confererce adopted the House pravision. : mad
Ezemption for tkmporary assignments (1) :
The Senate Bgll amended sgction 515(g) of the Foreygn Assistance . ' ’ we(*i
Act of 1961 by kedding ‘“for fixed” beforel “‘periods of time.” Section = ' of .
 515(g) provides éxemptions fram assignment prohibitioks and numer- ‘ intg
ical hmitations fdr personnel performing services for spgeific purposes . acki
and periods of tithe on a fully reimbursablejbasis. _ . ’ de;é
The House amgndment did nbt contain a\comparablelprovision. ‘ _ ’ ' toke
The committeel of conferencd adopted the Senate grovision. : _ : " thei:
- By adding the yvords ‘‘for fixgd” the comimittee of cpnierence in- : " ipe
tends to make cledr that temporgry reimburizble groupk should not 7 cog<
be in existence for ¢xtended or indbfinite periods of time. ?c
Promotional activit all t
" The Senate bill ended sectiod 515 by ad§ing a newjsubsection - “hav
“that requires the Prejident to continge to instruck U.S. missipns abroad =~~~ . - elec
" that their actions shduld not encourige, promotd, or influerice foreign o IR . affil
-country purchase of {J.S. military eguipment. ' : e (e
The HIc)mse amendnent did not cottein a comparable prdvision. - {ere
.The committee of cqnference adopted the Senatk provisi : ' B 2&6

. v ‘ . he

- ——-’-—_%-_J.Hg_m;ﬂs,m'_mgg.mﬁ.ow"""'“”’*"T"““"‘“““%-“~-~.-»\.\
CINY

‘The Sensate bill prohibited the enforcement of sanctions sgeinst "_ i L
. Rhodesia before fiscal year 1980 provided the President determines : / - Nuwarag
that (1) Rhodesia has committed itself to perticipate in, and negotiste / The ¢
at, an all-parties conference under international guspices; and (2) 8 , o of 1881
government has been installed chosen by free elections in v:h‘.ch_.fu‘l - g ‘educat
‘population groups have been sllowed to participate freely, with ) " The]
international observation. : ' : \ ' : Thex

1876




SECURITY ASSISTANCE ACT
_ P.L. 95-384
[page 30]

The House amendment prohibited the enforcement of sanctions
arainst Rhodesia after calendar year 1978 unless the President deter-
minced that a government had not been installed chosen by free
clections 1n which all political groups had been allowed to participate
freely. :

‘The committee of conference adopted a compromise version which
yrovides that the United States shall not enforce sanctions against
IRhodesi& after December 31,1978, provided that the President

determines (1) -that the:Goyernment of Rhodesia has demonstrated its@s
willingness.tonegotiatein:good faith atan allipartiés"'cbhference-’held-’iéi“
inder international--auspices¥ont a ~relevent:issués; and (2) that = -

“overnment has been installed chosen by free elections in which ell
political and population groups have been allowed to participate freely,
with observation by impartial, internationally recognized observers..

In adopting the compromise version, it is the intent of the com-
mittee of Qonference thet— [ - o

2~(a) -the phrase ‘‘has demonstrated its willingness to negotiate..
<in-good faith at an all-parties conference” be interpreted to mean
that the Rhodesian Government has committed itself to attend
ind participate in such a conference, if held, and that it is not
necessary that the conference convene by December 31, 1978.
(b) the Presidential determination is obligatory and shall be
- made upon fulfillment of the conditions set forth in paragraphs
(1) and (2). o S :
(c) in making his determinstion on whether or not free elections

"~ were held, the President consider, among other factors, the extent

- of public participation in the elections. The committee further

intends that any disruptions in the election process due to guerrilla

* activities shall not unduly prejudice an affirmative Presidentiel

determination regarding participation in elections. By the same
-token, however, the possibility that many. people may express
their opposition to the internal settlement by voluntarily refrain-
ing from voting in the elections shall be taken into account in

_ considering a negative Presidential determination.

(d) the phrase “‘ell political and population groups” means that

. all the people of Rhodesia as well s sll orga ized political groups

_have been given & fair opportunity to participate fully 1 the
election without regard to their ethnic identity or politicel
affibiation. S , Co o ,
asfg)all Televant issuests be co sidered-at an all-parties con-
ference include, among other things, the terms of majority rule,

_ the protection of minority rights, the Anglo-American plan, and

the terms of the Salisbury Agreement. '

INTERNATIONAL MILXTARY EDUCATION AND TR}‘NING (1M

Niceragua and¥Paragucy
The Senate Bill amendef section of the Foreign Assistafce Act
of 1981 to proHibit the usp of fiscel year 1979 interpational itary
education and tfaining funys for Nicaragua and Paraguay. -
-.The House arpendment {lid not confain a comparsple proviskon.

1 of confergnce adopteN the House p4gsition.

- 1877

oA A A n it S




For release on delivery
8:30 p.m. E.D.T.

‘THE EVOLUTION OF OUR MONETARY SYSTEM:

Adaptation in a Changing Environment

.Remarks by

G. wﬁh'am Miller

Chairman
B ~ Board of Governors of the Federal Reserve Syétem
befqre.the
AﬁnUa] Dinner
Graduate School of Buéiness
Cd]"ﬁ'rﬁbja University
Neinork, New York

‘May 7; 1979



" For any”Americanvdt'wodeJbe a §r1V1iége to receive this
‘W. Averell Harriman aWard,'ﬁFor hé,di£1is a:particdfar hofor.™ As
have Americans and'people‘from'throdgh6ut the‘woerj'fdhaVe Tong
admired Governor Harriman-as'a giant in his own: timeivyHil§ consi v iman «¢ & Grant
tributions have spanned'thenpuh1ic and’private'seetors and stand
as ‘a unique modeTLfor'the'totaﬁﬁeonéeptﬁOf'serv%Ce Many shall
;;try, but few will’ be ab]e to match h1s ach1evements
: e Ton1ght, in recogn1z1ng the Harriman trad1t1on, I" would
\“H11ke to d1scuss w1th you an issue that is crucial to the continued
ajsuccess and growth of our econom1c system It 1s an’ 1ssue that
has been brewing for some years, but is-now*becomfng ripeAfor
decision. How we resolve this issue will determlne whether our
1:f1nanc1a1 system will contlnue to, support the Amer1can econom1c‘
asp1rat1ons or whether Jtwill stagnate and give way to some un-,
defined, and 1neffect1ve subst1tute . A
_.Our f1nanc1a1 system has. shown great res111ency over the
past 200 years. It has -adapted successfu]]y to changjng econom1C-
conditions. Our nation has already_faced‘ayseries:of:watershed
:ggqjsipgsiin_our/financjaj hjstory..‘we_now faqe another: 'the_ﬁ v
Eeha]Jengesoﬁ.upfdating our financial system to adjust<tg the;tech44~~«

el o)

nological, social and market .changes that;havéﬁo%thr?ed ﬁﬁﬂ?the %E‘ markel changes
.; financial world over the 1ast 30 years. - el "f

B S1mp1y put the 1ssues 1nvolve modern1z1ng the nat1on s
central bank and 1ts relat1onsh1ps to a11 our f1nanc1a1 1nterme-
d1ar1es, estab11sh1ng compet1t1ve equa11ty among f1nanc1a1 1nst1tut10ns,

and assuring more effect1ve'tools for the conduct of monetary pollcy.-
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.‘Like watersned decisionslthat were madewjn ;he past, the
choice today is between reconciling ourselves to new realities and
needs; or allowing the financial system to flounder in the status
quo-.. | .. | | '. U .

Let_me recall brief]y,?our episodes in-theievo]otion_of
) our monetary system when_ the ohoices thatvour nafion faced were
similar in nagnitude to the choice we faoe today. In each of these
oases,;after‘majOr debates or,minor;ones, the reso1ting decision
.was for constroctjye change. -In our democrgfic and diyerse society,
watershed decisions never come easily, and fhap is as true‘fn;19794

as it was in past eras.

'EARLY EXPERIMENTS

“To reca]] those earlier m11estones, we must start at the
- beginnfng of U.S. history. “The' fssue of the proper form and ‘sub-
stance for a monetary system was at the core of'one of theivéry
' f1rst maJor po]1t1ca1 controversies following the rat1f1cat1on of
~the Constitution in 1789

" Secretary of théfTreaSury A]eiandér'Hamilton‘adVooated;
as'necessaryefo the?growth of Amerioah.commerce,ha;stnong”centra1,ﬂ
““bank to ﬁandge"tﬁe‘governmentfs money and'fo'regujate'the'coonfry's |
Ccredit: Secretary of” State Thomas' Jefferson’ was" opposed argu1ng
that the Const1tut1on d1d not spec1f1ca11y empower Congress to create‘
‘a centra] bank. Ham11ton responded that in order tovcarry out its

constitutionally enumerated monetary and fiscal powers, Congress
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could create a central bank as "necessary:rand!proper". to. the: exercise

«-0f - these respons1b111t1es

~-~Hamilton" preva1]ed :and-. the First: Bank of the Uniited- States At vk

.. .was-created:in, 1791 ''''' ~ It was»a -nationwide bank:, headquartered Aine gg»@agn; rond

Philadelphia and-run~by 25 directors. MTheyF1rst_Bank-performedathe'é

basic banking functions:.of -accepting deposits- and- issuing-bank notes,

.+ .and Tt-supplied :credit .needed by business. and government.

- ~-But~the-Bank's:size and. power made it unpopu]ar with_ those
whogqpposedvagcentrahhzedaoontrolﬁoverﬁmoney. A bill-to- recharter
the Bank::in- 1811 -failed by the margin of o.nly.a‘ single vote. . The |
theme  in this battle was one that would recur i‘n.banking:hi'story.». |
;agupwtoathe~20th'century"RuraT'andfurbanuva1Ues clashed,-with the:;
iresult that the 1nst1tut1ons needed for a commerc1a1 soc1ety -=, a.
r.common med1um of: exchange and a- regu]ator of- that med1um <= .were:
frequent]y greeted w1th host111ty )

' Indeed .a var1at1on of- that theme repeated itself. when
ﬁffAndrewgJackson in.1836: successfully blocked- renewal of -the charter
. for-the Second Bank-of-the;United'States,{whichahad»beeniestab]ished
after the War of 1812.

‘From 1836 through the next quarter century, Amer1ca s

bank1ng was carr1ed .on by a myr1ad of State chartered banks w1th e ﬂ

B PRI 4
R A A2 N I L

E'no Federa] regulat1on In some ‘areas of the country thlS system

“funct1oned we]] but 1n others bank1ng was unstab]e produc1ng an

wmovera]] p1cture of d1ff1cu1ty fOV the Amer1can economy



NATIONAL BANKING ACT OF 1863

Consequently, it should come as no snrpr1se that a second
'.major~watershed»was crossed dur1ng;the«War<betweenzthe States. At
+"the tine,” there were ’sevv‘eraﬂé thousand -different {B_'a'n‘k"' notes’ ¢irculating
“in different sizes, shapes, and colors. TTheiFederaligbyernment>7
l'foUnd\itseTf~unah1e to market securitfeS‘to?finanée’theiwari ST
"~ Act. Basically, the Teg1s]at1on provaded for:thewcreatﬂon of nation-
ally chartered: banks. - -And, by¥effettfve1y‘taking'the State bank’- |
notes odt»df‘existence,-theulegis1atibn in:reality provided: that
only hational banks:c0u1d issue bank notes,: these' to ‘be -backed -by |
UiS. government securities. - To the shrprisefbf*manyVth“hadzdbpdsed
and many who had:supported the legislation, there was a ‘particularly
noteworthy resilt: - state-chartered barks ‘were -able to survive and
to prosper because the expanding*USe“of}cheCks was ‘déecreasingthe
importanceﬁof bank notes, and demand deposits’ -- -checking accounts --
“became a‘source-of bank funds. Indeed,'Under“this'new fdﬁa]“fsystem
of'bankingrthe'number.of state-chartéred banks  increased. ‘Perhaps

there's a 1esson for usltoday.

PERSISTENT PROBLEMS

» The Nat1ona1 Bank1ng Act strengthened the bank1ng system
and created a nat1ona1 currency, but 1t d1d not prov1de the essen-
t1als of centra] bank1ng It d1d not pr0v1de a mechan1sm for regu-
1at1ng the f]ow of money and cred1t nor for assur1ng the secur1ty

of the nation's financial system.



Dur1ng ensu1ng years Amer1ca s f1nances were stra1ned by:
two severe prob]ems Fjrst, the currency was‘JneTastlc The national

‘bank: notes grew»or'contracted‘in'reSponse ndtﬂtb“thewneedsvofrAmentcaméd

enterpr1se but f]uctuated accord1ng to the va]uerof bonds held by Do i

nat1ona] banks W1th such 1ne1ast1c1ty 1n the currency, the _economy
swung w11d1y between boom and bust L . ; , R

The second prob]em was 1mmob11e reserves, resu1t1ng from
the structure estab11shed under the Nat1ona1 Bank1ng Act There was-
no easy way to expand reserves and reserves cou]d not be sh1fted
eas1]y to areas of the country where they were needed

These weaknesses 1n the nat1ona1 bank1ng system became .

1ncreas1ng]y cr1t1ca1 as- the 20th century approached and Amer1ca S

1ndustr1a] economy grew and became more urbanized, wh11e the banking
system stood st111 The booms and busts 1ncreased 1n amp11tude
In 1893 a mass1ve depress1on rocked the economy, money pan1cs
ensued and by 1908 it was on]y too c]ear that the bank1ng system
~was out of date and 1n need of maJor reforms For 120 years,
Amer1ca had been tak1ng sTow steps toward the creat1on of a centra]
monetary author1ty, but at each pr1or opportun1ty 1t had u1t1mate1y

backed away from the dec1s1on

 THE FEDERAL RESERVE ACT OF 1913~ " T FERIRAL RE

A th1rd great miléstone --'a watershed dec1s1on -- was

creation of the:FederaT.Reserve‘Tn:1913a

" -
0

VESIH
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The period of debate over the'FederaT ReservesAct is
- historically'enlightening It illustrates a classic textbook case. -
" of the fruits of sk1]1fu1 negot1at1on and comprom1se The bas1c -
questiOns were: how much monetary control by whom, under what -
"Kind of structure? Resolut1on among compet1ng concepts requ1red
: legislative, administration and financial 1eaders of great stature;
good will and determ1nat1on And such ]eadershto orevai]ed

) One 1ssue that was not comprom1sed was. “the pr1nc1p1e of
an 1ndependent monetary author1ty That pr1nc1p1e was recognlzed |
by Nelson A]dr1ch Chairman of the preparatory Nat1ona1 Monetary
Comm1ss1on, Carter Glass, who steered the ]eg1s]at1on as Chair-
man of the Housé Bank1ng ‘and Currency Committee; and Pres1dent .'
Woodrow W1lson They were aware of the need for 1ntegr1ty in the.
conduct of the nation's flnances, as we]] as the case for 1nsu]at1ng
the central bank from pol1t1ca1 abuse. They knew the lessons of
history and responded wisely and well. o

" Essentially, the strUCture and ‘the responsibilit%es of
the monetary author1ty -- the nat1on s centra] bank -- as we know
it today were estab11shed in 1913. Amer1ca was at ]ast on the r1ght
path toward a reasonably stable financial system, w1th many of the
_problems of earlier periods reso]ved:by;thjsvmonumenta]ireformgggizs
America had]atulast'begunato,guide the inevitable. evolution of its
financial system. |
Before moving to our next historic watershed let me ca]l

attent1on to a few of the catchwords that are assoc1ated w1th the



e

Federa] Reserve Act and‘those benef1ts ‘that: bankers .and the: nat1on

came to apprec1ate safety and soundness’. 1iquidity--or. mob1]1ty of

reseryess_monetaryrcanttq1q;,Thesehconcepts;shou]dabe;keptsln;mtndg
"'f;‘.‘.'.'i';!‘ﬁ'.f‘."‘v . R fa} [N ‘.,\f"v,‘"_“ . B PRI ol -

“these .are..the very. principles. that are in danger unless.we.adapt. i :-. .ot

- 50 :.th‘.ay;;

Financiakoworld. .. . oot i dale et

*THE ‘GREAT DEPRESEION.

PR

Another great watershed for the U S monetary system came
during the Great Depress1on
et Congress1ona1 Yeaction to the catac]ysm1c events of 1929
and’ the ear1y 1930 s 1arge1y set in p]ace the f1nanc1a1 system that
was to’ensure'the 1ntegr1ty of the dol1ar. Therefore the Bank1ng
Acts of 1933 and 1935 conta1ned measures to halt the. rash:of: bank::
failyres and prevent their: recurrence: - Federal deposit. insurance
més}ggtab]jshgo,sggheﬁfegeralﬁbank?regu]ators were»granted authority
to. impoge, interest, rate, ceilings.on time.deposits. . Payment of interest
on demand: deposits. was: prohibited in- ordér to. prevent. the destructive
intgrestﬁgate&comgetitjgnathatgwas;WtdeJy.believedutofhayetﬂed tos.
bank_failures. A central credit. facility for home financing-in- -
stgtotjonsimaséestahtisheq;withgthesEederaﬂaHome.toan;Bank Act of -

1932. _ A.system of Federally chartered and: supervisedssavings. and:is. i -

Toantassociatfonsmwas:cneateq5fn31933,rwith-Eedenalginsurance.ptovﬁdedi~w g

. the next e = R AR i}:-'lmﬁ_'fc N
F1na11y, the: effectiveness: and: 1ndependence of " the: Federa]

Reserve: was improved. ManyfbeireVedﬁthe:decentralf:edfpolicymakmng;'
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structure of the Federa] Reserve System had hampered 1ts ab111ty to
dea] with the’ f1nanc1a1 cr1s1s and the Great Depress1on Hence,.

1egns1at1on‘was enacted centra11z1ng po]1cymak1ng in an.1ndependent
Board- of. Governors Indepéndencelof the;Fedéraﬁ nééérvé7fkéh'thé"

G]ass, who successfu]ly urged that both the Secretary of.. the Treasury
and the Comptro]]er of the Currency be dropped s members of the
Board " o et

These 1andmark reforms of the 1930 s -- depos1t jnsurance,
Jnterest rate regulat1on, spec1al1zed hous1ng 1enders, the Federa]
Open Market Comm1ttee and -an 1ndependent Federa1 Reserve Board -

are the-dom1nant featuresuof the financial 1andscape,today.ﬁ‘,a

THE ‘POSTWAR YEARS : °

”=‘Recovery“from;theVDepression'Was:s1owfwand“achféved fa11§
tonly‘with'the‘onsetVof?WoerAWar II ‘.During:tﬁe:nar;yéars,“{ndepén-
. dence of ‘the- Federa] Reserve was subord1nated to the war effort
-Federal- Reserve independence from the Executive‘was reasserted in
1951,<however,”when the3Trea$ury-Federa1*Réserveﬁﬂccord“fﬁeed”theﬂ
BoardAfrom‘an‘ob]igation“to support the’ ‘governmént %ecdf%tfés”ma}kéi'
at ‘unrealistic- interest rates: ' In' contrast to the Depression; the:

-1940%s -and " 1950"s: were- years of relative’ financial” tranqu111ty

+ -However, -pressures:began to- buiTd*in ‘the"éconoiy &t the™ = "~ "

end of the 1950's and throughout. the 1960's -f.pressuresfﬁhiﬁhwhout'



1ncreas1ng1y cha]]enge the adequacy of the f1nanc1a1 and regu]atory

system 1n a rap1d1y(chang1ng wor]d

z Banks beganxto be faced w1th new compet1t1onxfrom other ©ir b Faced wit

*ntypes of f1nanc1a1 1nst1tut1ons Inf]at1on acce]erated anInterestz ufions, inf
_:rates became 1ncreas1ng]y var1ab1e and reached new postwar h1ghs at

the peak of each 1nterest rate cycle D1s1ntermed1at1on per1od1ca11y
troub]ed f1nanC1a1 1nst1tut1ons as 1nvestors chose to p]ace funds :
_d1rect1y 1nt0 money-market 1nstruments 1nstead of 1n dep051ts Reg-
u]at1ons which for years had not constra1ned banks now became ex-

fcess1ve1y b1nd1ng

_'INNOVATION IN. THE FINANCIAL SYSTEM

“Increasingly. pr1vate f1nanc1a1 1nst1tut1ons reacted to
inf]ation,thigh,interest%rates,:andaincreasedscompetition insats
=reou1ated.environment;through;innoyatfon;r-Banks,beganfswftching-5
to:concentrating 0n'TiapjﬂjtyLmanagement“in-addﬁtion~to assetimanage-
>ment;in:the;1ate 1960‘sc;ﬁﬂew;sources»offfundngere'tapped;by-means
;of;negotiablesQDs, firsbbgfferedvinf;QGI;?FederaJ{funds;,repurChase
agreements; and Eurodd]laraborrowfngs.-’Banks;beganéofﬁering cor- -

‘porate customers “cash. management“ serv1ces, pay1ng 1nterest on
funds p]aced overn1ght 1n 1nstruments that were‘exempt from Regu]a-v Tt te

-t1on Q 1nterest rate ce111ngs o i & ﬂ 3n ovest T rate ceilings,

;COMPETITION AND MEMBERSHIP

‘As - banks have sought ‘to- adJust to ithe 1nf1at1on and h1gh

1nterest rates of the 1970 Sy they ‘have : been faced ‘with increased "
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_ competition that has eroded their previously unique Charter for

prov1d1ng transactions accounts Innovat1ons have alTowed thr1fts - '5:

T "-.z'

“to offer customers th1rd party payments serv1ces and 1nterest on -

btransact1ons baTances These have 1nc1uded the NOW accounts ava1T;hu”
abTe at depos1tory 1nst1tut1ons in New EngTand and New York "b11]-
A'payer serv1ces and teTephone transfers, cred1t un1on share drafts,
and remote service un1ts a110w1ng w1thdrawals from sav1ngs accounts
by eTectron1c means | ‘ ) _

- | F1nd1ng themselves in h1gh1y compet1t1ve markets w1th h1gh
interest rates, non-earning monetary reserve ba]ances, and consequent
pressures on earnings, many banks‘haVefreactedfby,withdrawing-frOm .

- membership: in the Federal Reserve System. The resultant shrinking.
of deposits under central bank-cognizance is of grave-concern at a’
timeAwhen»more1effective4monetary control is ‘essential to combat =~
the clear and present danger of virulent inflation. - Consider -the
trend: 1in 1945, member banks. held 86 per‘cent of banking deposits-.
By 1970 this had dropped to 80 per cent. Now, in eight short years,

it has plummeted to,just over 70 per cent.

_7-~

THE PRESENT NATERSHED ' N _
o ' These events and trends have brought our monetarv system'ﬂ
to. another cr1t1ca1 Juncture | The reformed system constructed in the
1930's has served us well, but it has become increasingly outmoded
by-techno]ogy:andumarket-place innovations.- Not'onTy"must we respond

to the changes of ‘the 1960's and 1970's, but also we must take this
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opportun1ty to perfect a monetary framework that can serve the needs

of our grow1ng nat1on 1n the 1980 s and the d990”s andn1ntoﬂthe021$t the ]

Century' ) ] . 3 _v'LﬁﬁLU.yﬂ -

OBJECTIVES: OF::REFORM i ™ 11" o
.xsaE(rthavaﬁngatobmodernﬁze~and'strengthen our financial system,
therefarefseVera]fobjeétivés*hhichﬁare of paramount’ importance.
wviitie?gﬁFirst;WtheitoolSffor*mOnetary management must be imorOVedﬂ
tsOur:présentﬁﬁnstruments5are too blunt to cope adequatély with the
battle-against 1nfTatidnthichfthreatensfoUrueconomic-weTTebeing;:"
The:¢ontinuing-and“accelerating”decline in basic deposits subject
to central bank reserve requirements has made implementation of
monetaryﬁpothy?mOré3UnCértainfand”hence=more d$ffchTtL'~It'is'not“
that:we need.more:reserves; indeed, Tess reserves, properly structured,
wouTdsuffice. ““But ‘we do reed ‘@ more certain-fulcrum-for our monetary
Tever so-that applied action will have a predictable result [n the
growth or diminution of money and cred1t

Second there needs to be compet1t1ve equa11ty among

f1nanc1a1 1nst1tut1ons Free and fa1r compet1t1on is at the heart

of our pr1vate enterpr1se system The present structure places

FRCENS ‘,'.l,&.w ST

'member banks at a compet1t1ve d1sadvantage because of the burdens

of non earn1ng reserves And there are other 1nequ1t1es that need

Yarieagon RS

to be. redressed

ThTrdW_attent1on shou]d be g1ven to 1mprovement in the

mechan1sm for assur1ng a sound payments system and appropr1ate f1nanc1a1

D oy
‘(?-Z."’u‘ f.~’«_~:'~':’ LR 38 Bl

11qu1d1ty

1980°s ar
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'THE SEARCH_FOR SOLUTIONS

The under]y1ng 1ssue is by no means new. VTheféongress,‘*}
the Federal ReserVe, and the financial commun1ty_have'been.wrestling'
with it for some years. - The House Banking Committee,under: the: " " "
Chairmanship of‘Representative:Reuss,.hascher~extensjve*hearings.

A bill was reportedfout.of-the House_Banking;Committee,in:the_last:;
Congress, and;the Committee_hasfbeen'consideringévarjousflegis]ative
proposals for most of this year. In the Senatey}the;BankingaCommittee
reported:out_re]ated;legisTation in the:95th Congress and hearings:.
on more extensive. proposals-were held Jatepﬁn;1978;andfean1y:thisrﬁ*
year.{__ ) o

~In the meantime, theﬁbanking:andathrift;communitjes'have:#
;wdevoted“extensive time and;effort to. the -subject -matter, and have-
.,made_vaJuable.contributions’toward~focusing;theaissues_and*deve]op-;

ing alternative solutions.. PSR

ELEMENTS OF A MONETARY IMPROVEMENT PROGRAM

Wh11e as’ yet a consensus has not emerged 1n favor of any

specific proposa] there has been tremendous progress in narrow1ng

ce

divergent views. It seems to me that there is grow1ng and w1despread

.;accord among the affected const1tuenc1es in favor of a Monetary

Improvement Program that wou]d encompass the fo]10w1ng essent1a1

IS SR C

po1nts.
_1:' Ma1nta1n1ng the concept of vo]untary membersh1p in ’
" the Federa] Reserve “thus assur1ng a v1gorous dua]

T ,,.‘_«A,é,.i'a'-‘

: bank1ng.systemf
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2. "Reducing sUbstantfafly ‘the amount of non-earning

' -’résérves‘required*tofbe'depdsfted“by'member banks

with the Federal Reservé:. Remaining reserve require-

. ments shou]dube uniform as to type of deposit, --:rather:.: :

than thetpresent_graduatedhsystem ;1_and should: relate . .- -

ma1n1y to transact1ons accounts and their equivalent.

This, w111 reduce the f1nanc1al burden of membership

wh1]e reta1n1ng appropr1ate reserve leve]s for mone-

tary contro]r

3. At the same time, providing that all financial inter-

{”med1ar1es sha]] ma1nta1n reserves with the.Federal

- Reserve w1th respect to their transactions accounts -=

. on the same bas1s as member banks Suchvunjyersal-ﬁ,

reserves on deposits related to the basic money supply

"w111 prov1de the fulcrum for. effect1ve monetary control

and w11] assure greater compet1t1ve equa]1ty among

depos1tory 1nst1tut1ons

4. Instituting a policy of exp]icit_charges fdr_most

L Federa]vReserve'services,-— rather than the present

system of providing such services without any -specific

”“;‘ s ’appropr1ate return on employed cap1ta1 wnth;dueﬁd7

.- regard. to competitive factors.. This will:con=sr.«t....

[T Aeyd iy "
ST YRV On

- tribute to more efficient bayment;and;other~serv{ces;

t]

4 3 e Lo
[S ARV R I )

4

’”charges Pr1ces should be. based on full costs ANnd-an pecege sy

-
L

PRRING T TSN PO NP S
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_more opportunities for .the private sector to provide
_ the serv1ces yet assure that a safe clearance system

is a]ways available. .- -

5 0pen1ng up access to borrow1ng from the Federa] Reserve R

”"d1scount window and access to Federa] Reserve serv1ces

to,all.fjnanc1a1 1nst1tut1ons subJect to reserve require-

ments -i'non;members as'we11"as members This will.
prov1de assurance of the 11qu1d1ty necessary to keep
the financial system work1ng smoothly in t1me of adJust-

) :ment or StY‘ESS

This is not to overlbbk'orito underestimate’the'difficulties
inféafhing-agreement On‘somé impbrtdﬁt detaTTS; The exact reserve
ratidszwthé"speeific'debositsftozbeﬁebvered .the‘Form and location of

some part of the reserves, are some of ‘the items to be settled. But

i ‘there is agreement on the need for modern1zat1on, the responsible

ek TR LeE e e T

1eadersh1p'shou1d be able to deal w1th these matters.

OTHER PENDING ISSUES

- There are other critical issues facing our financial system.

The present period of economic expansion, accompanied by high infla-

ftion*and“eonsequent‘high”ihférest'retes;fhas'dememstrEtedﬂémewvtme“

ed"by*unreatistiéfihteréstﬁtETTiﬁg”ratés,fEhd“the’threat to financial

institutions' viability whén market rates are paid for deposits while
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e igmssticg i Biutw JE Lo o L B
‘intlerestirates on’1bans are limited by 1aw. Moreover, consumers have

properiy chalienged 'as Unfair a system of limiting interest rates on
savings accounts for small savers. o
And, recently-a Federal Court of Appeals barred‘pertain

deposit and ;financial.services, effective.next.danuary 1, withan ... .. ...

express suggest1on that the 1ssues be addressed by Congress
Thus, co1nc1dent or s1multaneous w1th considering. the:

Monetary Improvement Program the Congress may be. dea11ng with two

TR

other areas

5 e A UL

F1rst what 1f any add1t1ona1 powers, shou]d be extended to

thr1ft 1nst1tut1on

H ,x RIS II R e

banks, and cred1t unions -- to offer th1rd party payment accounts? ;

o sav1ngs and loan assoc1at1ons, mutual savings

As a persona] observat1on, it would seem. to me.-worthwhile
: to cons1der author1z1ng a]] depos1tory institutions.to offer. NOW ‘-~
ngf ﬂlthgfﬁwal:Whlfﬁqﬁﬁftﬁﬁﬁh like checks f-:for_individuals,spro’
vided there was a uniform interest rate ceiling-and uniform reserve

o e

requirements. ...

: ;¥§egondp:§hoogg&the systemzof fnterest rate ceilings on. :
savings accounts and oertificates dating back.to 1966, .and .renewed:
perjodiea]]y since, be;alteredz

;gﬁ;; n“'Again ‘as aapersona1 note there WOuld'seem toqbenmerita‘oersonaz note T
1n cons1der1ng the phas1ng out of such ce1]1ngsfoverdt1meq--nsay.sw.ag'out of suct
_ f1ve to ten years -- coupled with mod1f1cat1onvortremoyateofsusuryoup?ed with mod

rate ceilings on mortgage loans and possible authorization of
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var1ab1e rate mortgages At the same t1me, 1t wou]d seem. appropr1ate
to prov1de thr1ft 1nst1tut10ns w1th some, expanded asset powers for

consumer 1end1ng

CoNCLUSION ¢ L mabmesi
~So, -at th1s part1cu1ar watershed for our monetary and

- financial systems, ‘the" agenda 1s exten51ve and cha]]eng1ng Such B

challenges often bring out the best -

= )
ypoT +,ﬁ -

The leaders who shaped the m11estones of the past servedl |
PBATYS r»_; RN

our country well. As a. resu1t our system has been second to none
i1n its’ capac1ty to meet the needs of a grow1ng and more comp]ex

‘soc1ety "It has.’ contr1buted to atta1n1ng the h1ghest standard of -

I T e} :,u’q
.- 26 :4;! BRI A BNV LS PR

11v1ng for the most number of peop]e

“Now," we again turn’to the;Teadéfgh{asgiﬁfﬁn666§r355, in
the: private sector;'“fnﬂGoVernment Z2"to meet: the challenge of change
and“to’ forge a watershed decisionwwith"theisamg Jfé&&ﬁf vision and”

. o Ch e e e oL s Ao egneyindd iy Fo0
devotion to the national "interest that has'characterized such decisions

in’ the péS"tL g saw enepd hehiy
It seems to me that the democratic process iS“Worktnﬁﬁi:'
that ‘theé constituencies are respond1ng--- that the 1eadersh1p is
shaping an historic decision. NeD bus edEEYsn Horian
It is timely. Economic issues are at the forefront.  Our
<*very*se60rﬁty*depéndsfdpon*our’étohoﬁﬁ%?s%rEﬁéfh’53;dngodr”abTTity' o

e e e eyt b aee s sl ke Fer
to ‘overcome inflation -and“to achieve our’ goals of full s

- price stab111ty and @ " sound~and stable’ dofTar
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f'am cohfident»that we wi]],succeed. The Americah

people deséﬁVé’ﬁbﬁhingg]eés;'b_




Office of the Attormep General
Wazhington, A. ¢. 20530

May 15, 1979

MEMORANDUM FOR: THE PRESIDENT

FROM: ' GRIFFIN B. BELL
ATTORNEY GENERAL

Because it touches on Brown v. Board of Education,

your approach to Civil Rights and SALT II, I enclose a copy
of a speech I will give tonight in Jacksonville, Florida,

at the request of our friend Emmet Ferguson.

-
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‘ Ilam honored to.be your speaker tonight. There
?15 probably no other organlzatlon that has worked more
:fcon51stently'for the v1nd1catlon of human rights in this
country than the Natlonal Conference of Chrlstlans and
YfJews;. The. Judeo Chrlstlan ethic is one of the bedrocks
“ior:our_entlre constltutlonal and legal system, and your

gwork has been to extend that ethic to all segments.

,;of our soc1ety.bj;

The Pre51dent learned that I was comlng here
vtonight and sendS»hls own-personal best w1shes_and
commendation for YOur:good work. He solicits your prayers
for‘his own work as our President and particularly in |
the struggle to'bring?peace and economic stability to
Tthis country andvto the world. History will judgelthe
result'of his efforts:and_of this Administration. ~We face

,?b;great_problems and-few are capable of resolution in the

':short‘term” “As c1tlzens,.we must have patlence and take -
;confort in the fact that the Pre51dent is address1ng the
f‘great problems. -

James Madison wrote in the Slst Federalist Paper:

. "Justice is the end of-goVernment. It is the end of civil

“:ir,society. It ever has been and ever will be pursued until

}1t is obtalned or unt11 11berty be lost in the pursult."
_JThe Pre51dent and I both share thlS be11ef that the .

o ultlmate purpose of our government is to render Justlce.




As Attornéy'Genéral, it is my function to be the government's
chief lawyer, and in that régard I am the person whose k
ﬁain function is to be at pains to ensure the delivery
of.justice.'

o One of thé major concerns of thg National
Cénferenée‘qf Christians and Jews has been racial justice.
The tragic history'df the United States in race relations
"is'tQO familiar for‘me,tojreview here. Instead, let me
recount how the law has enabled this nation to surmount

the historic barriers of racism. In two days it will be

the 25th anniversary of the landmark opinion in Brown v.

Board of Education.. No single case in this century has

had more to do with the elimination of racial discrimination,
and’no case has dealt with a right more fuhdamental and

more basic thanvthe~right to equal educational_opportﬁnity.
As a'result of this case and the hundreds of lesser-known
cases that>followed, the schools in the South have been
desegfegated. Education, thé passport to the American
dream, is available to all on an equal basis; at leaét in
'thefSoUth.

In retrospect, it seems strange that the black
cﬁildren in the Brown case were required to bring a suit
tq gain‘the right to attend the school nearest their home.
That was the situation addressed in the school districts

involved in the‘Brown'case; ‘"Whites attended white'schools.



‘Black children were required to pass white schools en route

‘to black schools. The hope was to have just schools.

Under the leadership of Presidents Kennedy
and Johnson, tbe firSt major civil rights laws since
Reconstruction were adopted. These have enabled black
Americaﬁs ——‘and others who have suffered from discrimination
because of race, color, religion, or national origin --
to vote, to seek employment and housing, and to vindicate
'their othef éiQiI fights. Congress has repeatedly .
extended and .expanded these laws to make certain that
racial barrieré will not stand in the way of equal
opportunity for all Americéns.

As a former federal judge, I cannot help but
reflect that, in the main, the federal courts have
historically taken a leading role in the protection of
the rights of minority Americans. For example, the most
basic statement of the law of equal protection under the
Fourteenth Amendment was handed down by the Supreme Court

in 1886 in Yick Wo v. Hopkins, involving racial discrimination

against the employment of Chinese in San Francisco. And

in Shelley v. Kraemer, the Supreme Court in 1948 held that
resﬁrictive covenants in regard to race were unconstitutional,
thereby opening up housing opportunities previously
unava;lable to black and other minority Americans. These

are but a few 6f’count1ess examples of the American legal

- system rendering justice.



.This Admiﬁistration has.been no less vigorous
in pursuit of justice in it§ policies and pfactices.
'Within the Jﬁstice Departﬁent, we have an active Civil
Rights Divisioh,,headed by Drew Days, who was formerly
wiﬁh the NAACP Legal Defense Fund. Mt.WDays litigafed
many‘of the major school desegregation caées in the South
and often appeared‘béfore'me when‘I was a federal judge.
- He is the firsf black lawyer ever to head that Division. .
Aithoﬁgh I offéred him’ahy job in the Départmeﬂt; he
asked for that assignment and recently told me that he
was glad he had taken it. Through.his leadership and
that of many other dedicated lawyers within our Department,
we are éafeguarding‘the fights of all Americans.

But it is not only within the Civil Rightsﬂ
Division that we are concerned with doing justice. Every
lawyer énd every employee within the Justice,Depaxﬁment
must be committed to that goal. .There is anAinsériptiqn
.on the rotunda of my own office which feads: "The Uniﬁed
‘Sﬁates wins its point whenever justice is done its citizens
in the courts." We ére less concerned with winning our
cases than with the fair treatment of all Americans as
we iitigate and prosecute.

i have recently announced that, from now on, all
JustiCe Departmeht léwyers wiilvbe held persbnally ‘

responsible for the :easonableness_andﬁgood"faith of their



;statements to the courts, hoth in briefs"and in oral

arguments.‘AI have announced that we w1ll initiate

criminal'prosecutions only if there is a probable winnable
‘1“case,:a‘standard'somewhat higher than mere probable cause.

Iihave hegun the examination‘ofbpossihle
flegislation’to provide for the aWard of attorney's fees
to those persons who prevail in 11t1gation w1th the
uFederal Government 1f the government action was arbitrary,
frivolous, unreasonable, or groundless. . |

I have had created within the’Department an
Office forvaprovements in the Administration of Justice,
whose sole task ishto identify problems within our court
and legal system and then to develop appropriate solutions
to those problems. Our‘goal throughout all these efforts
is to be surevour system of justice is available to all.
And in that connection; the President, ‘in’ appOinting
federal judges, is engaging in an affirmative action
iapproach to make certain that the Federal courts are more
representative of our soc1ety.

The Justice Department ‘also has its role in the
international arena in which Pre51dent Carter has articulated
his concern for human rights. We cooperate with the

. Pre31dent through the use of the statutory authority of

the Attorney General to parole those refugees whose human




o fights ere in.jeeparay;  This is in'keepihg with our -
'ﬁistoric‘ﬁradition of‘offering a haven for the oppressed_
.1 and'theﬁbersecuted'ef the world.
,‘And;'egein in ceeperation wifh'the:State'
Department, the‘Justice-Department is charged with -
‘monitoring and investigating-ehérges of violations of the
‘ He1sinki Agreemenﬁ on humeﬁ rights. We use the resourceee'
Zfef'fhe.Federal-Bureeﬁ”ef”IhéeSEiéeﬁien’and.the,Civil ﬁiéﬁte»: 
Division to earfy out ﬁhis mission.
Another recent event was tﬁe exchange of two
Soviet spies whom we had prosecuted and convicted; for
five dissidents who had_been imprisoned in £he Soviet Union.
"It has been my belief that we can deter espionage in this
. country bylvigorous andbeffective érosecutions. But_to:
_ have had those two men serve their‘sentehces in our prisohs:
was not an end unto itself. The stakes in international’
 1aip1omacy areAfarihighefffhan thét; “The éreeidenﬁ.end
‘the Seeretary ef State Qere able tﬁ:ough the ekchange,:‘
"to vindicate our policy of promotipg international human‘f'
rights by freeing five Soviet citiiene who had been
imprisoned fer_their outspoken criticism of their.f'

- government.




g But’human”rights"can'exist only where there are stable.
goyernments’to protectfthose rights, and stability itself is
dependent upon the assurance of international peace and security.

.f:It is 1n that sense that I want to mentlon the upcoming debate

ﬁ?_*on SALT II,'which 1s.perhaps the most 1mportant pending issue

'Ain Washington. uFolloQing the summit meeting on Junehlsth for
.fthe 51gn1ng of the Treaty, the Senate w1ll again con51der the
firatification of SALT II ' B
I have been brlefed on the proposed treaty by the President,

the Secretary of State,vand the Secretary of Defense. I am
famlllar.w1th,the;process that was followed in reachlng the
agreement with the Soviets, and I am satisfied that'the treaty
: is fair to‘our country.and in our national interest.' I am also

'satisfied that the compliance of the Soviets is verifiable, and

fthat SALT II is an 1mprovement for us over SALT I.

Once ratified or even before ratlficatlon, we will begin

f fnegotlating SALT III.ﬂ These are steps that c1v111zed nations
av;should take, particularlynnations that are world leaders. On a
fmﬁtual'basis,llimits orhceiiings should be placed on the types

4_‘ofﬁstrategic weapons-included in the Treaty.  Steps should also

‘1Tgfbeltaken to reduce the danger of'their use in international conflict.




In cloSihg let me ééy that oufisystem is oﬁe of'"ordered
liberty." our country'was founded for a purpose - to enhance
the individuél and.his.or her rights. Our legal system is
structurea to:guaranteé ana protect those individual'fights.'

We have_a;ways treasured thé freedom to act, to‘think, to speak,
and to write. In that»regard, I call ybur étténtibnvto the words
of Jéffersbn inSCfibed on the Jefferson'Memorial in Washington --
"I have_swdrn upon the altar of God eternal hostility against
every form of tyranny over the mind of ﬁan."

~But there are times when all citizens ﬁust recogniie
the need fqr personal sacrifice in the public interest. At
such times, it is the duty of Americahs to unite, to avoid
pettiness, and fractious arguments. Wevhave-alﬁays done so out
of a sense of sacrificé for the common- good. Iﬁ,haé been a form
of nationalydiscipline.

We must now begin the transition‘into an era.of energy
conservation where personal sacrifices thét‘ﬁére charactefistic
of our past will be needed. This is 6ur'energy predicament,
and I have evefyAconfidence that the American people will do
what is necessary. |

Iﬁ the end, the essence of our country is the indoﬁitable
will of our people. It is'their spiiit. As William Faulkner
-#aid in réceiving thevNobel Prize.for Literature, "ThHe human spirit

will not'bnly endure; it will prevail."”



"In my expefience,'l have seen over 30 years of clear
ievidenée‘that our laws are providing a more just and free'society,
vindicating individual rights but capable of responding to
znatiOnél challenges. I have faith.in our country, and I hope
‘we will all put a greater emphasis on the human spirit and
civility. On the'ouﬁer wall of the_Kennedy Center in Washington
- facing the Potomaé River, are these wqxds:
| | "I look forward to an America which will not bé afraid
of grace and beauty .... I am certéin after the dust
of centuries has passéd over’our cities, we,..., will
be remembered not for victories.or defeats in battle
or in politics but fof our contributions to the human
spifit."’ | i
Thank you. _

#,# #



®ffice of the Attornep General
Washington, A. @. 20530

May 10, 1979

MEMORANDUM FOR: THE PRESIDENT

FROM: GRIFFIN B. BELL
ATTORNEY GENERAL

I attach the text of the speech I gave
Tuesday to the employees of the CIA. As you asked
me to do, I stated your strong support of the Agency

and their function.

.

tr. B Baec

attachment
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CENTRAL INTELLIGENCE AGENCY
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Let me begin by saying that the CIA is a
~great institution. No agency in the government has a
higher calling =-- to enable the President to conduct
foreign poiicy and to provide the information necessary
to preserve our country and keep it sﬁrong. The complexity
aﬁd pace of the world in which we live require people
of the highest cdmpetence and dedication to interpret

international intentions and events.

Inaﬁﬁproud that Admiral Turnef, your able director,
invited me to be the first Attorney General to speak at
the CIA in its distinguished history, originating with the
daring achievements of the 0SS in wOrld.War II. I must note
that it was a lawyer, William J. Donovan, who drafted the
first plan for a central intelligence agency at President .
Roosevelt's request in 1944.

The relationship between the Agency and the Attorney
General is in many ways a symbol of the challenge of this

era of American history. For the CIA, the challenge is



to collect intelligence with one eye cocked to spot

legal issues that might have gone unquestioned in the past.
For the Attorney General, the challenge is to handle

thosé legal issues in a scrupulous fashion while trying
not to impair the effectiveness of the agency.

Stan Turner and I are on the same path.

We have been striving to make our agencies as

independent as possible from political influence. If the
Justice Department is to do its job, it cannot flinch from
prosecuting the powerful or rendering detached, sometimes
unpleasant legal advice and letting. the. chips fall where
they may. If CIA is to do its job, it must be willing
and able to tell policymakers some unpleasant truths.
with unfailing accuracy, providing dispassionate analysis
of foreign events and intentions for those involved in
the passions of domestic politics who may want td see

the world differently.

Fortunately, we have a president with the vision to
understand that it is in the long-term interest of his
Administration and those that will follow to encourage
independence in institutions like ours. Indeed, he
instructed me to make the Department of Justice a non-
political institution. This has been done. I often
compare our role with that of the foreign intelligence

community. Our justice system, like our foreign



intelligence system, must be gﬁided by neutral principles
in a nonpartisan spirit.

It is fitting to observe today that a statue of
Captain Nathan Hale stands in front of the Justice

Department as well as the CIA. Nathan Hale epitomized

the ideal of service to which we should aspire as Americans.

Following the American defeat at the Battle of Brooklyn
Heights on August 27, 1776, General Washington became
desperate for information about British plans and strength.
Nathan Hale was the only officer to volunteer for the
hazardous mission of gathering intelligence behind British

lines. Stepping forward to volunteer for the mission

which was to cost his life, Hale said: "I wish to be ', =

useful, and every kind of service necessary to the public
good becomes honorable by being necessary.™ This
ideal of service is a standard to which all of us in
government should aspire.

Some of the most difficult and important problems
I have encountered in government have been in the
intelligence field. The DCI is not the only one whose
life is complicated by wearing two hats. The Attorney

General is both the legal adviser to the government and

the administrator of a large department containing one

of the government's premier intelligence agencies =---

the Federal Bureau of Investigation. Often in making



decisions in a counterespionage case, I am pulled between
the traditional law enforcement approach to Justice and
the pure discipline of information monitoring and foreign
intelligence analysis. As you know, I lean to the view
that incarceration is a deterrent to spying. At the least.
an attitude of prosecution might lead to a "spy detente."

The President has delegated certain duties to me
in the counterintelligence area. I make daily decisions
about authorizing the use of intelligence techniques
that intrude into a sphere of privacy -- electronic
surveillance of various forms, mail covers, and physical
search. I have tried to exercise this authority with
great restraint and care, especially when the rights of
American citizens are at issue. I have also tried to
stand up to the responsibility to use this authority
vigorously whenever it has appeared that it would properly
strengthen our nation's efforts to thwart or impede
clandestine intelligence activity for a foreign power.

The Attorney General must also be a legal adviser
and a litigator -- for the President and for other agencies
in the government. When the CIA needs to bring a lawsuit
or needs defense from a suit, that task falls to the
Justice Department. The Snepp case is an example. It
involved a dispute over fundamental principles. We have
prevailed thus far. .As a follow=-up, I have recently

directed a comprehensive review of the government's



security agreements. We need to. design agreements that
are narrowly tailored, easily understood and easily
enforced.

- Finally, the Attorney General provides general legal
advice and assistance by participating in the drafting
of legislation and regulations, and by interpreting many
community-wide regulations of intelligence activity.

The guidelines and charter writing business is as
delicate as open heart surgery. Our country cannot afford
to allow regulators in any branch of government to bec?me
- so entranced with the artistry of operating on an -agency
that they forget the goal -- to maintain a healthy and
effective agency that has the confidence of the American
people. i

I have recently decided to create a new Office of
Intelligence Policy and Review at the Justice Department
to consolidate a number of intelligence-reiated functions.
This office will provide the intelligencé community with
a resource for more timely and consistent legal advice
-and legislative assistance. The office will review
compliance with Attorney General regulations and provide
clear interpretation of those regulations. With this
structure, we will be able to provide better legal

assistance in the intelligence area without blurring the

distinction between lawyers and intelligence operatives.




In a sense, this is the era of the "founding fathers"
in the field of intelligence law. After all that we have
been through in the recent past, there is a recognition
on all sides that intelligence activity must be administered
within the constitutional framework and that a legal
system of accountability is needed.

We must strive to assure the people that their
intelligence agencies will not be turned against them.

Such fear is illustrated by the words of Sir Thomas

Erskine May in 1873 in his Constitutional History of England:

"Men may be without restraints upon their liberty;
they may pass to and fro at pleasure; but if their
steps are tracked by spies and informers, their
words noted down for crimination, their associates
watched as conspirators, -- who shall say that
they are free? Nothing is more revolting to
Englishmen than the espionage which forms part

of the administrative system of continental
despotisms. It haunts men like an evil genius,
chills their gaiety, restrains their wit, casts

a shadow over their friendships, and blights

their domestic hearth. The freedom of a country
may be measured by its immunity from this baleful
agency."

Our job as lawyers is to design a system of law in
the intelligence field that reassures the American citizen
and still works with you, not against you. |

As Attorney Genera;, I am here to discuss the
intersection of our interests in certain legal areas.

I would also like to wave the flag a bit. Ibthink the
American people are Stlll dlstlngulshed by the herltage

of the banners of the American Revolution. For example,



Lieutenant John Marshall, later .to become Chief Justice
of the United States, served as drillmaster for the
Culpeper Minute Men, a celebrated Virginia battalion with
the famous flag which bore a coiled rattlesnake with the
mottd: "Don't Tread on Me -- Liberty or Death." America
must continue to carry that spirit into the internatiénal
arena if we are to survive and prosper. This prevalent
spirit assures me that the American people want a strong
intelligence system and a strong CIA.

Our'path for strengthening the CIA lies in making

o~

o8 b

certain that all its activities are channeled in law. . In

an

that sense, the law is our support. Current law, howeVerﬁbb

P

presents problems in some areas. One example is the

so-called "graymail" phenomenon.

"Graymail" has become shorthand for the ability
of a defense lawyer to use current legal procedures to
gain leverage by seeking a court ruling compelling
government disclosure of national security information.
The government is then forced into the position of
sustaining the damage of the disclosure or conceding a
critical point or dropping the case altogether.

In cases involving classified information, there is
an inevitable tension between the responsibility of the
Director of Central Intelligence to prevent the compromise

of intelligence sources and methods and the responsibility



of the Attorney General for vigorous enforcement of the
criminal laws. That tension is exacerbated by "graymail"
problems. It is ironic and unfortunate that espionage
prosecutions brought to maintain necessary secrecy often
pose risks of disclosing our secrets under the current
system.

As Attorney General, I have vigorously enforced the
espionage laws. You know the cases. I believe that
such serious transgressions against this nation cannot go
unpunished. I am convinced that such prosecutions are
necessary to maintain a credible deterrent to future acts
that would jeopardize national security. At the same time,
I am sensitive to the need to minimize the security costs
associated with such prosecutions. I have directed
Justice lawyers to conduct meticulously our cases to
guard against disclosure of sensitive
materials and to work closely with the intelligence
community to evaluate the costs of disclosures which
appear to be necessary to bringing a case.

Although the same procedural problems exist in
non-espionage prosecutions, the most serious consequences
for the CIA and Justice occur when criminal law enforcement
efforts yield to security concerns. Inevitably, there
are claims that a prosecution was dropped at the urging

of the intelligence community to avoid embarrassing



revelations of misconduct.  Even more importantly, there
is the danger that those associatéa with intelligence
activities are treated or perceived as above the law.

A system that fosters such perceptions undermines the
public's confidence in intelligence activities and in the
fair administration of justice.

My experience as Attorney General has convinced me
that we may be able'tq solve most of the problem through
prudent changes in existing law. I am joined in this view
by others in the Executive branch, including the Director
of Central Intelligence. Senator Joseph Biden's Subcommittee

L

of the Senate Select Committee on Intelligence and

_Congressman Morgan Murphy's Subcommittee of House %

Intelligence have held hearings examining the "graymail”
question. They are working with us to develop legislative
solutions to the "graymail" problem.

Draft legislation has now been formulated at Justice
in close consultation with the intelligence community
and these Congressional subcommittees. Our legislative
proposal would enhance the government's ability to
discharge its prosecutorial and intelligence responsibilities
without undermining a defendant's right to fair trial.

It would produce a more systematic and predictable manner

of handling cases involving classified information.
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First, the proposal would create a procedure for
pretrial rulings on whether classified information must
be disclosed either at pretrial or trial proceedings.

This will enable the government to receive a preliminary
decision on whether national security information must

be produced to a defendant and whether it may be used by

a defendant in the trial. It would also prevent the
premature and unnecessary abandonment of prosecutions in

the face of "graymail" threats by allowing the government

to obtain court orders barring the disclosure of

inadmissible classified information. Where classified
information is determined by the court to be admissible

in evidence at the behest of a defendant, there would be a
chance to seek alternatives. to disclosure of particular
information while preserving the prosecution. In sum,

this procedure would equip the government to make an informed
assessment, prior to trial,‘of the national security costs of
continuing a prosecution.

Secoﬁd, our proposal would authorize the government
to take interlocutory appeals from adverse district court
orders requiring disclosure of classified information.
There is no effective provision for such appeals in the’
current law.

In addition to these two key provisions, the proposal

includes an array of other procedural safeguards.

-t
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- It establishes 'a procedural mechanism for setting
early timetables to resolve issues in criminal
cases involving classified information.

- It reQuires protective orders to safeguafd
classified méterials that may be ordered disclosed
to defendants although not revealed in open court.

- It providesAguidance on alternatives to disclosure

" of specific classified information to the defendant
and provides other proof procedures. at tfigl to

8

avoid unnecessary disclosure.

- It establishes security procedures for safekeeping:

of classified information submitted to the courts.
I'believe that such legislation will go a long way towérd
solving'the “graymaii“ problem. I urge the appropriate
committees of Congfess to give expedited consideration

to our proposals.

Anoﬁhér majo;ggféa Qﬁeré tﬁéfé"ié a ﬁé;d“fsf gbod _____
lawyering in the intelligence field is in the development
of charter legislatiqn. I have worked for over two years
on constructing a legal‘frameWQrk»for'the intelligence
agencies  and for systems'ensuring accountability,
cqntrol{ and Qversight for inte;ligence activities. This
has involved'drafting_Executive‘Orders, Attorney General

guidelines and now charters.
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This experience teaches two truths. First, if
charters will prevent intelligence agencies from performing
their mission effectively, they are not worth the price.
Second, if well-balanced charter legislation can be
enacted, it would be a truly valuable and historic
achievement. As James Madison put it in the Federalist
Papers: "In framing a government which is to be administered
by men over men, the great difficulty lies in this: you
must first enable the government to control the governed;
and in the next place. oblige .it to control itself."

If the charter process fails, our intelligence-
activities will continue and our regulatory system will
remain intact, but there will be a loss. Without charters,
the climate of suspicion will continue =-- breeding unfounded
conspiracy theories and Congressional interference in
operétional management decisions. Second, this atmosphere
will be compounded by continued uncertainty about the
law, téndiné to chill and deter decisionmaking and action
by field operatives as well as those at headquarters
who must decide what information to disseminate or what
operations to authorize.

Neither the officer tracking espionage abroad nor the
Aftorney General who is faced with wiretap requests should

have to worry about a different Congress or a different
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administration retrospectively judging good faith
decisions. Clear laws and judicial warrants should
provide intelligence officers with relief from the
threat of lawsuits which now hangs over their heads.
By statutorily involving the judiciary, as they are
already involved in criminal cases, in authorizing
intrusive investigative techniques against Americans,
a charter can provide greater certainty in the law.

At the same time, a sound charter would provide
a mandate for proper intelligence collection. I want to
émphasize that none of the benefits from such legislation

could ever compensate for the damage that could be done ..

N

by unnecessary restrictions that would be against the
national interest. It would be better to do without
charters than suffer such restrictions. I believe, however,
that reason and good sense will prevail. The passage of
the Foreign Intelligence Surveillance Act demonstrated

that a proper balance can be struck between national
security and civil liberties. I expect that Congress

will act responsibly in the charter process as well.

One of my great surprises when I became Attorney
General was to discover how much of my time was consumed
with intelligence work -- from case-by—caseldecisions
to framing sweeping intelligence policy. I now realize'

how enriching and important this work has been for me.
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It presents many basic questions for our constitutional
system. In my tenure, I have seen the men and women of
the CIA perform with excellence in situations requiring
great judgment as well as ability. You héve a hard job
to do in hard times. It has never been more important
that you do it right. The Department of Justice is
pledged to assist you.

You are our first line of patriots in war
and peace. Our nation depends on you, for there can
be no adequate foreign policy without an ample intelligence
system. You are ennobled by the fact that you must
perform without the reward of public recognition, often
in the face of high risk. The President has asked that I
thank you today on benalf of the American people for what

you have done and for what you are doing.

DOJ-1979.05



THE WHITE HOUSE
WASHINGTON #2961

May 14, 1979

MEMORANDUM FOR THE PRESIDENT z

FROM: BOB LIPSHUTZ M
ZBIGNIEW BRZEZINSKI

RE: Disclosure of classified documents in
criminal case of the United States versus
former FBI agents (Felt, Miller, and Gray)

Attached is a memorandum from the Attorney General relative
to this matter.

This agreement resulted from our discussions and negotiations

with the Justice Department relative to the handling of these
documents.

It is a procedure similar to that which was utilized in the
recent "spy case" of United States v. Humphrey.

We are satisfied that this will meet the needs of the Justice
Department in pursuing this case, relative to these particular
documents, and at the same time will protect the national
security interest relative to them. Further, we are satisfied
it will not establish an unsatisfactory precedent relative

to this and similar documents.

UNCLASSIFIED - SECRET Dogument Artached
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 _,' | 132 AM

- THE PRESIDENT S ATTE\IDANCE AT THE -
SPR'\G \IEETIT\G OF THE DEMOCRATIC NATIONAL COMMITTEE

11:32 am

11:4]1 am

11:44 am

11:45 am

Friday, May 24, 1979
Sheraton Park Hotel

The President boards motorcade on South Grounds.

MOTORCADE DEPARTS South Grounds. en route
Sheraton Park Hotel.

(Driving time: 9 minutes)
MOTORCADE ARRIVES Sheraton Park Hotel.

PRESS POOL COVERAGE
CLOSED ARRIVAL  *

The President will be met by:
Mr. Paul O'Neil, General Manager

The President proceeds inside Sheraton Park
Hotel en route offstage announcement area.

The President arrives Pa.rk Ballroorn offstaﬂe
announcement area and pauses.

Announcement.

The President proceeds inside Park Ballroom en

‘route podium for remarks to the Spring Meeting of

the Democratic National Committee.

OPEN PRESS COVERAGE
ATTENDANCE: 250

Presidential remarks.

FULL PRESS COVERAGE

\ Electrostatic Copy Riade
for Preservation Purposes
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123 noon ©  Remarks conclude.

The President thanks hivs' hosts and departs
stage en route motorcade for boarding.

)
or
g
3

MOTORCADE DEPARTS Sheraton Park Hotel '
en route South Grounds. oo

(Driving time: 9 minutes)

112 om © MOTORCADE ARRIVES South Grounds. _
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THE WHITE HOUSE

WASHINGTON

DEMOCRATIC NATIONAL COMMITTEE MEETING

25 May 1979
11:45 A.M. !/
from: - Tim Kraft éT? \

The main business at this DNC meeting is the adoption
of the Final Call to the 1980 Convention. The Call,
which is virtually identical to the 1976 Call, was
easily adopted at yesterday's Executive Committee
meeting. Little controversy is expected at today's
meeting, although some amendments may be introduced
from the floor.

The DNC is also expected to pass a resolution praising
the President's Mideast peace efforts.

Peter Kelly will be confirmed as DNC Treasurer,
replacing Evan Dobelle. .

Electrostatic Copy Made
for Preservation Purpeses




—= My 25,

'fiDNC Jokes : - - .g' -

b . o M. 3o * B. Aronson -

1979 .

Chairman White, Our Dlstlngulshed Co~Cha1rs, Aayor Coleman

Young and Carmela. LaCayo, fellow" Democrats

T

-5 ==As you know, Congress has gone home on recess. I have

personally assured the members of Congress that they will
have enough gasoline to get home. Now for the trip back
s;...( Pause, Smlle )...that is another matter.

--This has been quite a'week...struggling with the oil:
companies to pass my windfall profits tax, struggling

’?[f—l hope I have not kept you waiting. My car pool was late.

with the hospital lobby to pass my hospital cost containment

bill, struggling with the Congress to put together a gas
rationing plan. So I wanted to get a few minutes of calm
and join a group where there is harmony, unity, a spirit
of cooperation, soft voices, and fellowship. That is why
I came to this meeting of the DNC.

--I am especially proud of ~ - John White. John has all
the attributes of a great Chairman: he cares about our
~countryj;“he is a strong Democrat; he is compassionate,
intelligent, and committed. Now if he just was not so
soft-spoken. If he would only learn to speak out, he
would be perfect. ( Note: White just gave a rip-roaring
speech in support of the Administration ).

~--As you know, John comes from Texas, the home of the
Killer Bees. If a majority of the Congress ever hides
out, I think I will take a different tact than the
Governor of Texas. I think I will let them stay.
( Note: The " Killer Bees " were 12 members of the Texas
legislature who hid recently to prevent a quorum from
being called. The Governor sent out Texas. Rangers and
helicopters to find. them, but failed to do SO. )

Ejactrostatic Copy Made
for Presenvation Purpeses




Joke: DNC

{

I have spent the last several weeks battling with the
0il companies to pass my windfall profits tax, struggling
with the medical lobby to pass my hospital cost containment
bill; struggling with the Congress to.pass a gas rationing
plan. I wanted to take a few minutes to meet with a group
where there is a spirit of unity, harmony, cooperation,
soft voices and no friction. That is why I came to this
meeting of the DNC.

More jokes to foliow.
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THE WHITE HOUSE

WASHINGTON

May 24, 1979

MEMORANDUM FOR THE PRESIDENT

FROM:

- JERRY RAFSHOOA%

Attached are:

1.

3.

A statement for Friday's DNC meeting along the
lines we discussed this morning. It should be
read in a tough, combative manner, with force

and vigor. We have bracketed two paragraphs which
are possible deletions for length. However, I do

like the rhetoric.

Talking points and answers to the three major
questions: Enerqgy, Inflation, and SALT. The
latter is a short narrative of our themes but
you have this down pat from your briefings.

An "answer" that can be worked into any question.
! Moer €

I will send you &we joke# for openers in the morning. -

Electrostatic Copy Made
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SALT IT

Q. Is SALT real arms control?

A. Yes. SALT has put real, verifiable limits on the strategic
nuclear arms race and it has provided the U.S. and the Soviet
Union with an important set of rules which lend stability and
predictability to the strategic competition.

In both of these ways. SALT has and will continue to
contribute to a safer world, with less tension between the
U.S. and U.S.S.R. and with a reduced risk of nuclear war.
Without SALT, each confrontation, each conflict, each crisis
will take on an added dimension of danger for it would occur
in an atmosphere of unbridled strategic competition and
deteriorating strategic stability.

SALT I

--Banned construction of additional fixed ICBM launchers
and froze the aggregate number of fixed ICBM and SLBM launchers.

--Soviets dismantled or.'destroyed 209 older SS-7 and SS-9
ICBM launchers over last severn years which they would have
otherwise most likely maintained.

--Even now, the Soviets are dismantling launchers on
relatively modern ballistic missile submarines in order to
stay within the limits.

—--SALT I limited the number of heavy missiles the Soviets
have deployed to about 3/4ths of what we believe they were
capable of.

——The ABM treaty halted a major deployment of déstabilizing
and expensive anti-missile systems.

SALT IT

--Equal limits on number of stategic nuclear weapons
launchers for the first time, both in total numbers and
in important sub-categories, including the most potentially
de-stabilizing, MIRV'ed ICBM's. The Soviets will be required
to dismantle 250 launchers to stay within the limit.  Without
SALT, we belive they would increase to some 3000 by 1985 just
continuing present trends.

--Limits on the qualitative arms race and ‘on modernization.
Limits on the number of warheads per missile. Their SS-18
heavy missiles will be limited to 10 independently targeted
warheads. rather than potentially 20 to 30. That means 6000
less warheads targetted at our country.

--A limit on new types of ICBMs. One Eor-the:Sojieté
Union rather than potentially four. o '



Verification

'—-Ban on interference with National Technical Means.

—--Ban on concealment.
--Ban on telemetric encription that impedes verfication.

--Without SALT, the Soviets could camouflage their
missile sites, they could cover their submarine construction
facilities, they could interfere with our monitoring of
their strategic testing and deployment, they could code
telemetry that gives us vital information about the size,
strength and range of missiles. The result would be far
less certainty about Soviet capabilities and about our
ability to maintain the strategic balance.

SALT ITIT

-=-SALT provides us with the basis for further cuts
and limitations which are vitally important at a time
when technological advances threaten the ‘stability of
the strategic balance.

--At the same time, SALT II leaves ownen all of the
options the United States may choose to pursue in order
to maintain our deterrence in the face of Soviet advances
and the potential wvulnerability of our ICBM's.

—--The SALT'prOcess means equality, stability and
predictability in the strategic arms competition, and
therefore reduces the risk of a nuclear confrontation.



Q(You might respond to any question about the goals of
your Administration and your commitment to the Democratic
Party platform by challenging the DNC members to support
the large number of initiatives which are before the Congress
right now. )

We have a record of accomplishment these first 2% years
which we can be proud of:

--8 million more Americans‘ at work
-—farm income up 40%

--civil service reform, airline deregulation, Inspector
Generals, regulatory reform, war on waste and fraud etc.

--restored commitment to civil rights; EEOC reorganiz-
ation; Eleanor Holmes Norton, Drew Days, Wade McCree; affirmative
action support

—--environmental record, strip mine bill, Alaska Lands
--Panama Canal; China; Middle East peace

—=human rights

--kept the nation at peace

I need your strong support, your voice, and your efforts
to help me continue the job

--to pass a tough, fair effective tax on windfall profits
by the o0il companies to fund mass transit, to aid the poor, and
develop alternative energy supplies

--if you believe in a national health insurance program,
give me your-'support for hospital cost containment to hold down
most punishing inflation in health care and make that program
possible
--help me pass my new civil rights legislation to put
real teeth into federal efforts to end discrimination against
minority groups in rental and sale of housing \\\

--welfare reform legislation I sent to the Congress two
days ago; to provide jobs for those able to work. decent income
for those who can't ; reduce waste and abuse

--open up new markets to American products and produce,
strengthen balance of trade, reduce inflation through MTN pact

—-~And I need your support for an issue which is beyond
party politics; control nuclear arms race and preserve peace-SALT II



THE WHITE HOUSE
WASHINGTON

5/25/79

Your speech today before the

. DNC"was excellent; we got great

' feedback ‘from the DNC members.
The tough, fighting spirit you
expressed made everyone feel
like cheering, despite the
difficult problems you're
facing. stay mag!

Respectfully,

Rick Hutcheson
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THE WHITE HOUSE

WASHINGTON

May 23, 1979

ADMINISTRATIVELY CONFIDENTIAL

\

MEMORANDUM FOR THE PRESIDENT

FROM: _.STU EIZENSTAT fA@/
ANNE WEXLE
JODY POWELL

SUBJECT: Energy Meeting

We anticipate that the meeting with o0il industry leaders
will become known to the public. If this happens, we also
anticipate that there will be criticism that we are "in
collusion with" the o0il industry and have not met with
labor, consumers, environmentalists, and others who claim
to have knowledge about the problems and their resolution.
While the o0il industry meeting must proceed, we believe we
should decide now on how to deal with the possible accu-
sations or requests for another meeting.

We have two options:

1. Wait and see if the meeting becomes public and there

are accusations or demands for a subsequent meetlng,
which must be dealt with.

- Pro: No subsequent meeting has to be planned.

~ Con: We get no credit for scheduling a subsequent
meeting after a demand for a meeting.

more. ..
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2. Plan now for a subsequent meeting with non-oil industry
types, perhaps centered around conservation so as to
avoid debate about decontrol ‘

- Pro: We get credit for consulting more widely and
Jody could announce that we are having a series of
meetings on energy.

- Con: We would be scheduling an additional meeting
with groups not really expert on the problem when
one would not necessarily be required.

We recommend planning ahead by setting up the second meeting

now. -The invitations should be outstanding by the time that
the first meeting is held.

Decisions:

Wait until after the oil industry meeting is
b// held to determine the reaction. -

Proceed with second meeting. ‘04,4&a¢, /4;/

See me. )l M%
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THE WHITE HOUSE
WASHINGTON

Mr. President:

Jody said he discussed
this situation when the

0il company leaders meeting

was proposed.

Phil
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EYES ONLY

THE CHAIRMAN OF THE
COUNCIL OF ECONOMIC ADVISERS
_ WASHINGTON /
May 24, 1979
MEMORANDUM FOR THE PRESIDENT

) . nLS
FROM: Charlie Schultze *-

SUBJECT: Consumer Prices in April

Tomorrow (Friday, May 25) at 9:00 A.M., the Bureau of
Labor Statistics will release the consumer price index for
April. The total CPI rose l.l percent last month, compared
with a 1.0 percent increase in March.

Energy

The step up in consumer price inflation in April
largely reflected sharply rising energy prices. Gasoline
prices increased 6 percent last month; prices of fuel oil
and coal rose 4 percent (a little less than in March).

Food

We did not get the moderation of food prices last month
that we had hoped for. While prices of fruits and vegetables
declined again by 1 percent, about the same amount as in
March, prices of beef and veal rose 4 percent further.

Prices of sugar and sweets and fats and oils were both up
more than 1 percent.

Other Items

Outside of food and energy, there is little to cheer
~about in the April consumer price statistics. The total
for all commodities less food and energy rose 0.7 percent,
the same as in March. Apparel prices did decline somewhat
last month, but new car prices rose almost l% percent --
considerably faster than in March. This may reflect reduced
discounts on fuel-efficient models, which are in short supply
relative to demand. Mortgage financing costs continued to
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increase rapidly -- mortgage interest rates are still
climbing around the country. Medical care prices rose by
.6 percent for the third month in a row -- not great but

better than it had been doing earlier.

The absence of moderation in the rise of food prices
in April is disappointing. But it does not mean that
hopes for a slower rise of food prices are lost. There is
still reason to expect a more moderate increase of food
prices later this year, but we will have to wait longer
than we had hoped. For nonfood prices, there was no reason
to expect a better performance in April, because there has
been no sign of moderation as yet at the wholesale level.
Markets for finished industrial commodities are still
relatively tight, and prices have as yet shown no response
to the slowing of economic growth.
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EXECUTIVE OFFICE OF THE PRESIDENT

OFFICE OF MANAGEMENT AND BUDGET
'WASHINGTON, D.C. 20503

MEETING ON THE 1981 BUDGET
Thursday, May 24, 1979

‘3:15 P.M.

(two hours)

The Cabinet Room

From: James T. McIntyre, Jr.

PURPOSE

To discuss and develop guidance related to Phase I of

the National Health Plan.

Supporting materials are

attached. OMB has devoted this budget session to

~continuing the discussion of May 17. Additional

materials prepared by DPS will be transmitted

separately.

PARTICTPANTS

The Vice President
Stuart Eizenstat
Charles Schultze
Michael Blumenthal
Ray Marshall
Joseph Califano
Hale Champion

Benjamin Heineman, Jr.

Daniel Brill

Bert Carp
Joe Onek

Bowman Cutter

Suzanne Woolsey

Nelson Ford

Sue Irving

And Senior White House
Staff

Electrostatic Copy Made
for Preservation Purposes

3 '-r"o.“’l




¥

¢ |
.My/ WASHINGTON "

THE WHITE HOUSE '

,.IAN May 23, 1979 N M
| :

| | | i .M
MEMORANDUM FOR THE PRESIDENT M V/“L M

, f
FROM: JOE CALIFANO {/ : . S
.- STU EIZENSTAT ‘

SUBJECT: NATIONAL HEALTH PLAN

Last week, your advisors jointly submitted a
memorandum outlining an NHP-Phase I proposal developed
by HEW. That memorandum is attached, and you may want

to review the first part, which describes the HEW plan.

This memorandum summarizes the major issues among your
advisors on NHP-Phdse I. While this memo summarizes
all views, we are attaching a memo from Jim McIntyre,
Charlie Schultze, Mike Blumenthal, and Fred Kahn
which restates their fundamental concerns.

THE ISSUES

There are broad areas of agreement on NHP. All
your advisors agree that

-— Phase I should include a national z¢é
eligibility standard and improved '
coverage for the poor, aged and
disabled.

-~ All Americans should have protectioh Agél
against catastrophic medical expenses.
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—-— Any Phase I bill must also include
important cost containment provisions
(continuation of hospital cost
containment, capital expenditure limits,
and some form of physician reimbursement 044
reform) as well as system reforms
(including expansion of HMOs, promoting
competition, more preventive services).

There are four areas of disagreement: (A) total-
costs; (B) the role of the states and the future of

Medicaid; (C) physician fee schedules; and (D) federal
reinsurance. !

A. "Total Costs

The HEW program entails federal budget costs of

about $18 billion in 1980 dollars, without offsets. l/
It also imposes $5.2 billion additional costs on
employers and $2 billion additional costs on employees
for mandated premiums. (The employee premium costs
are more than offset by a $4 billion reduction in
out-of-pocket expenditures.) )

There are no programmatic disagreements with respect
to the off-budget mandated coverage. There are,
however, substantial disagreements with respect to

the on-budget program. OMB would reduce the federal
budget costs of the HEW program in the following areas:

1. Reduce spend-down from 2 for 1 to 1 for.l.
Savings: $1.5 billion.

Thirty states now have a 1 for 1 Medicaid spend-down.
OMB argues that a 1 for 1 spend-down is adequate to
deal with the "notch” problem because medical expenses are

1/ The program no longer includes Medicare coverage for
an additional 1 million aged -- a savings of $1.6 billion.




unpredictable and thus will not serve as a work
disincentive.

HEW counters that a 2 for 1 spend-down is superior because

—-— it provides greater protection for near poor

/&1Vb~7 families and enables us to help the working
e (ﬂ//é“/ poor. It helps us politically because it is
/ﬂﬁﬂ more liberal than the 1 for 1 spend-down

in the Long-Ribicoff bill.

- thef2 for 1 spend-down will provide greater
~ fiscal relief both to the states (substituting

; Zz federal dollars for state medical dollars)
'/0yﬂn’ ’

and other counties and cities (by substituting
federal dollars for charity care 1n these
hospitals).

-- Under a 1 for 1 spend-down, recipients in
the 30 states which now have such a spend-

73 down - will be worse off because these states
/; provide more liberal deductions from income than
the HEW plan. If HEW prevented "worse-offness"

by permitting similar deductions, some of the
savings of the OMB approach would be lost and
the program would be more difficult to administer.

2. Change filing unit for Medlcald/HealthCare
Savings: §$1-3 billion. 2/

OMB proposes to broaden the filing unit for those who
would enter Medicaid/HealthCare from the nuclear family
(children under 22 and parents) to include all relatives
living together. They estimate that this would save
several billion dollars by eliminating from eligibility

for Medicaid/HealthCare several million people whose income
when pooled with that of the relatives with whom they live
is no longer below 55% of the poverty level. OMB points
out that a similar broader flllng unit is used in the food
stamp program.

2/ OMB and HEW have not yet reached agreement on the
amount of savings. .
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HEW believes that this broader filing unit is
undesirable for health care purposes.

-— Millions of very poor people covered by
HEW would not be eligible to receive
subsidized health care. These people are
unlikely to receive significant assistance

from relatives who have no legal responsibility
for them.

== It is in conflict with all current health
insurance (public and private) and cash
assistance practice. Attempts to move to such
a broader filing unit in the administration's
first welfare reform proposal met with stiff
political opposition and were abandoned.

-— It creates a strong incentive for the breakup
of low-income extended families who live together
To the extent the breakup occurs, the projected
savings will be lost.

—-— Since categorical eligibility would be retained for
AFDC and SSI recipients regardless of the income
of relatives with whom they live, the OMB filing
unit would result in inconsistent .treatment of
people at equivalent income levels and add considerable
complexity to the administration of the program.

Strategic Considerations

In deciding whether to reduce the HEW package, the

following strategic considerations should be kept in

mind. Unlike the issues of mandatory fee schedules,
federalization of Medicaid or federal reinsurance (discussed
below), the issue of costs does not raise either fundamental
philosophical issues or the likelihood of massive interest
group opposition. There is a fairly general consenstus

that the people covered by the HEW plan eventually require
coverage and that all or most of the costs of that coverage
must be borne by the federal government. Furthermocre,

it is highly probable that even if the Administration proposed
an $18 billion federal package, Congress would pass a far
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less expensive package. The real issue, therefore,

is whether a $18 billion package has more political
disadvantages (because it appears inconsistent with
the anti-inflation campaign and the effort to reduce
the deficit, even though implementation would

not be until 1983) than it has advantages (because of
the amount of new benefits it provides, especially to
the working poor, and its commitment to universality).

Options
Retain $18 billion HEW package 3/
Reduce HEW package

—— Use 1 for 1 rather than 2 for 1
spend-down. Savings: $1.5 billion o .

-~ Change filing unit. Savings:
$1-3 billion ?

B. The Role of the States and the Future of Medicare

OMB contends that the HEW proposal moves this country's
health system too much in the direction of full federal
control. OMB believes that your NHP commitment can be
met in phases while retaining a system in which
responsibilities are shared to a greater degree among
the federal, state and local governments and the private
sector. -

The HEW proposal merges Medicare and Medicaid into a new
federal program for the poor and elderly -- HealthCare.

OMB agrees with HEW's mandated improvements in Medicaid:
free care for all Americans with incomes below 55% of

the poverty level, a uniform benefit package similar to
Medicare, and higher reimbursement rates. However,

OMB does not believe that these benefits and eligibility
improvements require federal administration (intake

and claims processing) of Medicaid or a total change in the
way Medicaid is financed. -

The role of the states in providing for the health
care of the poor can be divided into three areas:

3/ The $18 billion figure includes $300 million for a
prevention program that is being developed. It is possible
that such a prevention program may merit as much as $1 billion.
In addition, it may be necessary to increase the tax subsidy
provided to small employers to offset the cost of mandated
premiums.
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‘ 1. Financing. At present, the federal government pays
roughly 55% and the states 45% of Medicaid program costs.
The federal share, which is determined by formula and is
capped by law at 83%, now ranges from 50% to 77%. Under the
proposed HEW plan, the states would continue to pay their
current match for persons who enter HealthCare because they -
are categorically eligible, i.e., AFDC and SSI recipients.
The federal government would pay 100% of cost for the new
eligibles in the initial years. 1In. subsequent years, HEW
proposes that there be federal-state sharing for the incremental

cost of the non-categorical newly eligible -- with the match
varying by the state's success in holding down. its health
costs.

There is only one significant disagreement on financing.
OMB believes that by paying 100% for all the newly eligible
poor, HEW is rewarding those states that have kept benefits
low and the eligible population small. Therefore, OMB
would require that even in the first year states which now
have small Medicaid programs would have to pay a modest
amount of additional costs. HEW concedes that its plan does.

77 not require states with smaller Medicaid programs to pay
a greater share of the costs of new eligibles (although it
' notes that the southern states spend more for Medicaid
relative to state per capita income, than northern states).
But HEW argues that it is politically impossible to get the

poorer states, e.g., Louisiana, Mississippi, and Georgia, to
pay significantly more for medical care to the poor and that
it would be a mistake to attempt to jigger the existing
matching rates.

2. Intake. At present, intake into Medicaid is handled by
the states. HEW proposes that intake of all the newly
covered persons would be handled by the federal government.

OMB argues that intake should continue to be carried out by
the states. OMB points out that the states' welfare offices
now provide intake for food stamps -- a 100% federally-

financed program -- and that the intake procedures for food
stamps and Medicaid/HealthCare would be largely duplicative.



‘ HEW argues that

-- A central goal of a universal, comprehensive

health plan is to eliminate two class care in

. this country, that merger of Medicare and Medicaid
and movement away from (although not complete
elimination of) the tie between welfare and health
care for the low-income population is essential,
and that intake through food stamps defeats this
vital goal.

-— The food stamp program has the highest error
V/ rate of any assistance program.

—— The eligibility requirements for the food stamp
program and the health care program will be
significantly different.

~-- Health care eligibility determinations should be
handled by an office which also administers the
other aspects of health care coverage. )
3. Claims Processing. At present, states handle claims
processing under Medicaid. HEW proposes to make claims
processing and reimbursement functions federal -- but to
. contract out, on a competitive bid basis, to private industry.

OMB argues that states should continue to process claims,
and that there is no reason to assume that the federal
government will do a better job. OMB emphasizes that the
primary reason Medicaid's claims processing has been less
efficient than Medicare's is because Medicaid is an income-
tested program. OMB says that states could contract with
HEW for claims processing if they wish, but should continue
to have the option of finding the least expensive method of
paying claims *efficiently.

HEW responds that merging Medicare and Medicaid claims
processing into one federal system, using the private
sector, will increase efficiency, lead to more uniform,
accurate data for utilization review and fraud and abuse
detection programs, and make it easier to process claims of
the 4 million Americans who are both Medicaid and Medicare
recipients. HEW points out that it is very difficult to
impose efficiency standards on state Medicaid programs or to
obtain available data since any attempt to impose penalties
on non-complying states is resisted in Congress. It notes
that the EPSDT program has never been implemented in many
states and that New York State, which accounts for 1/5 of
all Medicaid expenditures, has not submitted an annual /
statistical report for its Medicaid program since 1972.



Strategic Considerations

The currents on Capitol Hill regarding HEW's proposal

to create HealthCare are probably confused. While there
is doubtless skepticism about an expanded federal role

in a major social policy area, there is also widespread
recognition that Medicaid is a very poor program, perhaps
beyond redemption. HealthCare is also symbolic: from
HEW's perspective, it is an important symbol 'of your
commitment to a universal, comprehensive program that will
ultimately eliminate two class care, while to OMB it
represents an unwarranted extension of federal authority
at the expense of the states. '

It does not seem likely that the Administration would
incur any significant political risks by proposing such

a reform, since Senators Long and Ribicoff have introduced
legislation federalizing Medicaid. and Senator Kennedy also
favors scrapping the present Medicaid system.

Options

1. Retain the present administrative
structure of Medicaid

2. Retain the present administrative
structure of Medicaid, and also
require states which now have
smaller Medicaid programs to pay
something extra for new eligibles.

3. Adopt HEW's HealthCare proposal.
4. Adopt HEW's HealthCare proposal, but

-— leave intake responsibility
with the states

-- and/or require states which
now have smaller Medicaid programs
to pay something extra for new
eligibles.



C. Physician Fees

HEW originally recommended a national system of mandatory

fee schedules for all physicians as a way of controlling costs
and improving access for the poor and elderly. CEA and OMB
argue that such an attempt ‘to seek a "quick fix" will not work
in the long run. They argue that unit price controls alone
would not work since physicians respond to price controls by
redefining and increasing services supplied. Mandatory fee
schedules would lead inevitably to total federal regulation

of an industry that is dramatically more complex than the
airline and trucking industries. CEA and OMB, then, urge a
completely different approach to limiting expenditures for
physician services. They would highlight the elements of

the bill that promote competition and do not recommend
imposing fee schedules as a way of controlling costs.

HEW now recommends a modified system of across-the-board fee
schedules. There would be mandatory assignment in the public
programs, that is, physicians serving poor and elderly could

not charge more than the schedule. 1In private programs,
physicians would either be "participating" or "non-participating."
(A participating physician accepts the reimbursement set by

the fee schedule for all claims, while a non-participating
physician does not.)

The problems with this approach ére

-- If there is mandatory assignment only in the public
program, providers may refuse to treat the poor
and the elderly.

~- It is inconsistent with our position on hospital
cost containment, where we have insisted that
mandatory limits apply to both public and private
programs.

A variant of this approach would apply fee schedules only to
public programs. It would forgo mandatory assignment and rely
-solely on the "participating physician" concept. Such an
approach would not be inconsistent with hospital cost
containment, since it does not impose mandatory controls

only in public programs. It would permit some system reform --
e.g., higher fees for primary care or rural physicians -- and
would, if enough physicians were induced to "participate"'

in the public program, significantly help contain federal
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budget costs. Inducements could include a guarantee of
payment, no patient billing except 20% co-payments for the
elderly, and simplified claims processing. In some

communities there will be substantial consumer pressure for
participation by doctors.

This approach complements the pro-competitive elements of the
Phase I plan, which all your advisors support. These include:
-— Making HMOs generally available to Medicare
beneficiaries.

-- Requiring employers to make equal contributions on
behalf of their employees to competing insurers and
to provide a cash rebate to employees who choose
plans which cost less than employer contribution.
This provision guarantees that employees have a
financial stake in their choice of an insurance plan.

—— Prohibiting physician control or domination of Blue
Shield boards.

Strategic Considerations

}
Given strong provider and business opposition and the
anti-regulatory bias of the Congress, mandatory fee schedules
will face an uphill fight. The only reform that appears
likely is the option of fee schedules for public plans with
physician choice of participating. This could be our
bottom-line position.

It is arguable, however, that a stronger position makes sense
going in. The political benefit of HEW's current recommendation
is that it will mute criticism from the left that new benefits
without controls are inflationary. These political benefits
could be limited, however, if the Finance and other

committees rejected the mandatory program.

In addition, proposal of mandatory fee schedules might
produce insurance and business opposition to hospital
cost containment.

Options
Across-the-board fee schedules; mandatory assignment
for public programs; participating physician for

private programs

Fee schedules and participating physician for
public programs only.
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D. The Reinsurance Fund

HEW has proposed a reinsurance fund that will pool the risk
of high expenses (any cost over $25,000 per beneficiary).
HEW argues that the Reinsurance Fund would help to equalize
premium costs between high and low risk firms; would encourage
self-insurance and improved cost containment efforts among
businesses; would support development of HMOs and would help
offset "windfall" profits insurance companies would make from
the employer mandate. The fund will also set and enforce
standards on private insurance plans seeking qualifications

to meet the employer mandate. It provides much needed
flexibility in assuming that the insurance companies comply
with the standards set by NHP-Phase I.

Y

CEA, DPS.:and OMB oppose the Reinsurance Fund. They argue that

——- There is no economic justification for the Fund.
Large firms have adequate financial reserves to
self-insure. There appears to be little evidence
that small firms or HMOs have trouble buying
reinsurance. If such a problem arises, it could

Pe be handled through a voluntary, rather than a
mandatory, federal reinsurance program. HEW notes
that pooling the premiums through the Reinsurance
Fund is less costly than purchase of reinsurance
through an optional program.

—— There will be little equalization of premiums
under the Fund because the eXpenses it covers
are so high ($25,000). HEW estimates a 5%
equalization, although the equalization effect
could be higher in high risk industries.

-- The net increase in private insurance premiums,
and in insurance industry profits, will not be
very great, and do not constitute justification
for an otherwise unjustifiable intrusion into
the insurance industry.

—-— The Reinsurance Fund is not necessary to regulate
private insurance. Standards can be enforced
through favorable tax treatment or simply as a
condition of complying with the employer mandate.
DPS also notes that HEW can obtain separate
authority to monitor high cost claims.
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-- The Reinsurance Fund will increase the cost
of NHP-Phase I because the $2.7 billion in outlays
must be counted "on-budget" even though the
revenues are derived from mandatory premium
pooling. HEW argues that. there are reasonable
precedents -- like the Pension Benefit Guarantee
Fund under ERISA -- for counting the Fund's
outlays "off-budget."

-

Strategic Considerations

We may alienate the insurance industry by proposing
the Reinsurance Fund. The insurance companies are

not likely to oppose our plan strongly, in the absence
of the Reinsurance Fund, and their relative neutrality
will be an important factor working in our favor on
the Hill.

HEW argues that we should propose the Fund as a
going-in position. We _will inevitably get involved

in a bargaining situation with Senator Long -- and it
is critical that we have something to give up. HEW
believes that the Reinsurance Fund, which involves an
industry that is close to Senator Long, is an excellent
bargaining chip.

Options

Approve Reinsurance Fund

Disapprove i




Federal Private Federal Private Federal Private Difference
Aged and Disabled 1.4 1.4 1.4
Poor 6.6-8.0 @ Program:

C[ ’ 2 A CE
pibil &

Near Poor 5.1- 5.1 3.0 ) Program:
Employed 1.6 5.2 4.3 5.2 9 4.3 Prog./Est.:
"3N" (other persons) .3 1.2 .3 Acctg.: -
Prevention .3 .3 -- Program:
Adninistration 1.5 2.7 1.2 Prog./Est.:

Tt al

INCREASED EXPENDITURES UNDER PHASE I OPTIONS

TABLE 1

1980 Costs ($ in Billions)
Healthcare Heal thcare OMB Approach

(HEW acctg.)  (OMB acctg.) (OMB estimates)

7.8 87 273 5.2 ('T%.i } 473
22.17 27.5 7.4

Total 1983 Costs ($ in Billions)

31.0 7.2
38.2

- 18.2 6.0
24.2

(or couple) as a separate unit.

In measuring income to determine who is poor, HEW counts the
nuclear family as one unit, treats each child 22 or over (25
or over if student) as a separate income unit, treats
subfamilies as a separate unit, and treats each other adult
OMB counts all related
persons in a household as part of the family income unit.

HEW approach provides 2 for 1 spenddown; OMB approach
provides 1 for 1. Different definition of family also
partly responsible. .

HEW accounting excludes the reinsurance fund from Federal
costs, OMB accounting includes it. All accounting excludes
mandated employee premiums of 1.8 (offset by lower out-of-
pocket expenses) from private costs.. OMB approach would
not contain reinsurance fund, HEW approach includes it.

OMB approach provides lower employee and employer subsilies.
Lower -estimates of costs of mandated workplace insurance
built up from figures supplied by major private insurer.

. OMB accounting includes premiums of 3N "buy-in." HIW

accounting does not. OMB approach has provision for buy-in
to State pools.

HEW approach includes separate prevention package,
approach does not.

Independent estimate of administrative costs of HEW approach
is above HEW estimate. OMB approach administrative cost
figure starts from this higher estimate and assumes ratio of
adwiinistrative costs to Lenefits is Lhe Same in Uitb

approach.

MB
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Offsets:
CHAP

Wel fare Reform

Total Increase
Net of Offsets

Receipts Generated

by NHP:

Reinsurance
Fund Taxes

3N Premiums

Reduction in

Tax Expenditures
. (Legislation)

Net Effect on
Deficit

1980 Costs ($ in Billions)
Healthcare Healthcare OMB Approach
{HEW acctg.) (OMB acctg.)  (OMB estimates)

Difference

15.5 - 7.2 - ‘l!!!!; =

Federal Private Federal Private Federal Private
-.5 -- -.5 -- -5 .-
-.5 -- -- - -~ -- Acctg:
16.5 5.2 21.8 5.2 12.6 4.3
21.7 27.0 16.9
Prog./Actg.:
-- -- -2.7 -- -- --
-- -- -0.9 -- -- -- Accounting:
-1.0 -- -1.0 -- 1.0 --

OMB believes this ldrgely double counts an of fset

already taken for welfare reform.

OMB would not have reinsurance fund.

OMB accounting

treats HEW's fund outlays as part of costs.

OMB accounting treats all health care spending as

costs.
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THE WHITE HOUSE

WASHINGTON

MEMORANDUM FOR THE PRESIDENT

FROM: STU EIZENSTKTé;
DICK MOE
SUBJECT: NATIONAL HEALTH PLAN STRATEGY

The accompanying memoranda outline the differences between
HEW and other agencies. Their length, unfortunately,

obscures the broad range of agreement and the small number
of issues in contention. : '

Secretary Califano and I have met with:

1. The Speaker, who said that while he favors the Kennedy
proposal, he wants a NHI proposal that will pass and will
support your proposal, if it contains substantial aid to
the poor. He notes that it is critical that our

proposal contain enough in terms of benefits for the

poor to attract moderate and-liberal support in the House.

2. Senator Long, who expressed a personal willingness
to support a substantial increment of aid to the poor,
in addition to his catastrophic coverage, probably

in the range of the HEW proposal. He indicated that

he could support federalization of Medicaid but had no
strong feelings either way. He said that while he did
not want to be "outfront" on the subject of additional
cost controls, he saw merit to negotiated fee schedules.
He was concerned about protecting small businesses against
the additional burden of health coverage and suggested
additional steps beyond our own.

However, Sénator Long's key objective is clearly to achieve
a consensus within his committee which will allow quick
reporting of a bill to the Senate Floor. The danger is that
this consensus will contain insufficient additional help

for lower income people. If this is the case, there will be
a major confrontation with Senator Kennedy which could
imperil prospects for passage of any bill in the Senate.
Alternatively, if the Finance Committee reports a very
narrow bill and this bill does pass the Senate, it may be
impossible to secure House action. The Speaker made it
clear that liberals in the House would block a bill coming
from the Senate which was insufficiently liberal.

In addition, Hale Champion has met with:

1. Chairman Ullman, who reportedly prefers strong cost
controls, but lower spending totals; and
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2. Representative Rangel, the Ways and Means
Subcommittee Chairman, who is reportedly willing to
support the HEW measure. If Representative Rangel

can be secured as the House sponsor of our proposal, it
will help immeasurably with minorities and the liberal
community, and we want to talk with him personally before
making any final recommendations to you.

Key Issues:

From the point of view of national politics and securing
enactment of the bill, there are clearly three overriding
issues:

1. Total Costs: Since all parties are agreed that
catastrophic insurance must be a part of any bill, this

issue boils down to how much aid there will be for lower
income people and the elderly. Our guess is that when
estimating differences are ironed out the range of difference
between HEW and OMB is not terribly significant, but a higher
going-in figure is probably preferable from a legislative

and political point of view.

2. Federalization of Medicaid. "HealthCare," which involves
federalization of Medicaid, would in some measure improve
program administration (although OMB and CEA disagree with
this). However, given the prompt timelines needed for
Congressional action and the complexity of legislation on
this question, the question is whether a federalization of
Medicaid is likely to be enacted in this session of Congress,
and whether including it in the original proposal is too
heavy a drag on the legislative process. It is not likely
this will pass but there are advantages to propossing a major
reform in the diastrous Medicaid program as an initial
proposition. The current program is already so poor and

so diverse -- with 50 different state plans -- that is is an
inadequate structure on which to build a comprehensive program.

3. Price Controls on Doctors. HEW's limitations on physician
fees undoubtedly would be popular with liberal members of
Congress. Moreover, there are substantial needs for fee
schedules given the increase in demand being put into the
health system, with the consequent likelihood of greatly
increased physician fees. However, virtually all observors
agree that it cannot pass. If we propose it, Senator
Kennedy and others will build it up as a fundamental and
essential feature of any acceptable plan. Its loss may be
considered a defeat both to you and to other supporters of
our legislation. In addition, if we propose physician fee
schedules, we may increase opposition to hospital cost
containment.




On all these issues, we would request additional time
to complete conversations with key Congressmen before
we make final recommendations to you. In our judgment
none of these issues (except enactment of hospital

cost containment) are so fundamental that we should
insist on them at the price of losing the bill. We must
know whether its inclusion would imperil hospital cost
containment.

Timing

A further complicating factor is Senator Long's firm
determination, largely forced on him by a Finance Committee
legislative schedule which includes MTN and the windfall
profits tax, to finish markups on health insurance
legislation before the end of June -- perhaps beginning
work as early as June 15. While Senator Long personally -
is willing to support substantial aid to the poor, this
schedule may result in legislation out of the Finance
Committee which provides less in this area than will

be acceptable to us. The schedule clearlz dictates the
need for fast Administration action.

Recommendation

- I recommend that you not make a final decision now but
permit us to complete our consultation. If you approve,

by Tuesday we will submit our final recommendations. On
Wednesday, with your approval, we will schedule meetings for
you with Senator Long, and Representatives Ullman and Rangel.
We will also recommend that you call the Speaker and Senator
Kennedy. This schedule will permit announcement before

June 8. It is very important to adhere to a tight achedule
so HEW can complete its technical work. The agencies and
OMB do not object to this approach. '

Submit final recommendations by Tuesaay

v Agree Disagree

- Schedule Congressional meetings Wednesday

' .~ Agree Disagree -
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EXECUTIVE OFFICE OF THE PRESIDENT
OFFICE OF MANAGEMENT AND BUDGET

WASHINGTON, D.C. 20503

May 23, 1979

MEMORANDUM FOR: THE PRESIDENT

FROM: Jim McIntyre, Jr.
. Charlie Schultze
Mike Blumenthal, WM B )y

Fred Kahn F;Eala

SUBJECT : Concerns with HEW's Approach to Phase I of the
National Health Plan

Introduction

We outlined our major concerns with the HEW proposal for Phase I of the
National Health Plan last Thursday. In this memorandum and our
presentation tomorrow we will discuss four crucial problems that are the
major points of contention between HEW and your economic advisors. We
believe that there are preferable solutions for each which have not been
considered by HEW, and which if included in the plan would not damage
the universal nature of Phase I and would be consistent with the
principles you announced last July 29.

Initially, we must emphasize the broad areas of agreement we have with
Secretary Califano's proposals.

[o]

We agree that Phase I should include a national eligibility
standard and more uniform benefits for the poor.

We agrée that all Americans, including Medicare recipients,
should have protection against catastrophic medical expenses.

We agree that a universal spenddown is necessary to further
protect the near poor from the high cost of health care.



2

In short, your advisors are unified in their recommendation that Phase I
of the National Health Plan should be universal (providing all Americans
with access to health insurance protection) and that additional Federal
funds should be concentrated on those most in need: the poor and aged.

We disagree with four major elements in the HEW approach:
° Their proposal to merge Medicaid into Medicare to create a new
entity called "Healthcare" pushes Federal financial and
administrative involvement in providing health services for the
poor far beyond the level necessary to reform the weaknesses in
Medicaid and provides only an illusion of simplification.

Their regulatory proposals, including fee schedules for all
health care payments, will create a regulatory nightmare of
unprecedented magnitude.

Their proposal for a Reinsurance Fund is an eccentric approach to
regulating the insurance industry; regulation can be accomplished
in other ways.

The total cost of their approach is considerably higher than the
$10-15 billion you had indicated. A Phase I plan can be designed
which has substantially lower cost and retains universality of
coverage.

Phase I will set the direction of change in the health sector for at
least the next decade. Given the huge size and decentralized nature of
the health sector, we believe it is crucial to maintain the system of
shared responsibility, which encourages Federal, State and local
governments to combine forces with consumers, providers and insurers to
make the health system more efficient and effective.

The. four disagreements described above really stem from one central
issue: whether the National Health Plan principles announced last
summer commit the Administration to a health system which is ultimately
universal, comprehensive and under Federal control. HEW's Phase I plan,
with the implementation of "Healthcare™ and far-reaching regulatory
proposals, sets the foundation for a health system in which, eventually,
all resources for health care are closely controlled and distributed by
the Federal Government. We believe that a fully federalized health
system would not work, and that the four problems we see in HEW's Phase
I plan are likely to create more problems than they cure. We do not
believe that the principles announced last summer commit us to a fully
federalized health system. Further, circumstances detailed below argue
against including elements in your Phase I proposal which lead
irrevocably to a federalized system.
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The approach we propose provides roughly the same benefits as the HEW
plan to those in need. However, our modifications allow the retention
of the existing system of shared responsibility without making the
difficult political decisions to federalize implicit in the HEW plan.

In short, a Phase I plan with the modifications we recommend would be
politically popular and would increase the likelihood that the

efficiency of the health system would be improved when it is
implemented.

Major Issues

1. The Federalization of Medicaid. HEW proposes to merge most of
Medicaid and all of Medicare into a new Federal program for the poor and
elderly -- "Healthcare." Medicare now is the uniform program for the
aged. Currently, a single Medicaid program in each State handles all
the health benefits which are provided to poor persons. Under the HEW
proposal, "Healthcare" would provide some acute care services for the
poor. Other acute services (e.g., drugs and dental) now provided
through Medicaid would be provided by the States under current
cost-sharing formulas although at State option they could be
administered by "Healthcare." Long-term care currently provided under
Medicaid would continue to be provided by the States under current
Medicaid laws. Thus, under HEW's Phase I approach there could be as
many as three programs in any given State providing health benefits to
some 20 million of the poor. Under our approach, duplication would be
limited to about 4 million aged and disabled poor receiving both
Medicare and Medicaid.

We basically agree with the benefit and eligibility improvements
mandated in HEW's Phase I approach: free care for all Americans with
incomes below 55% of poverty, improved minimum benefits for the poor and
elderly, and higher reimbursement rates for services to the poor. We do
not agree with HEW's proposed alterations in the Federal role in
Medicaid, particularly in financing and administration (the latter
primarily consists of intake and claims processing).

The extent to which States will be our interested partners in planning
and requlating the health system depends in large measure on their
financial and administrative commitment. We believe that the benefit
and eligibility improvements do not require Federal administration of
care for the poor -- unless the ultimate goal is to control totally the
health system from Washington. Therefore, we recommend that the
Federal administration of "Healthcare" be dropped from our Phase I
proposal and that responsibility for financing and administration of
care for the poor be left to the States, with a set of universally
applicable minimum Federal standards to improve the uniformity of the
program.

Financing. The Federal Government pays roughly 55% of Medicaid program

costs and States pay about 45%, with the Federal share ranging from 50%
in nine States to 77% in Mississippi. HEW proposes that States continue
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to share the costs for those who are now eligible for Medicaid because
they receive welfare (the "categorically eligible"). The Federal
Government, however, would pick up all health care costs for the poor
and near poor not currently eligible for welfare.

While it may be politically necessary for the Federal Government to
assume the lion's share of the Phase I costs for the poor and near poor,
there are several reasons not to hold each State harmless for its added
costs. The HEW approach to financing new coverage for this group:
i © Implies that benefits for the newly eligible singles and
childless couples are a complete Federal responsibility (and thus
a higher priority than poor mothers, children and aged).

° Provides substantial incentives for States to distort non-health
benefits. States usually spend more on Medicaid than on AFDC
benefits. Hence, some States could save money by shifting people
out of AFDC and onto general assistance. Although this shift
would increase their cash assistance cost (as general assistance
is 100% State funded), it shifts the Medicaid costs onto the

| Federal Government (as Medicaid for non-AFDC recipients will be

\ 100% federally funded). Over time the State share of financing
health care for the poor could be diminished to zero.

° Lowers States' interest in the efficient and effective management
of health programs for the poor.

We believe it is critical for the States to have a financial interest in
the subsidized services provided to every poor person. The political
implications of distinguishing between "State poor people" and "Federal
poor people" will create tremendous pressure for Federal assumption of
the entire burden. In addition, "hold harmless" provisions which
identify more "Federal poor" in the States that have kept Medicaid
benefits low and the eligible population small will reward some States
for failing to take care of their poor population and penalize other
States with more adequate Medicaid programs.

Finally, HEW has proposed that the States' role in caring for the health
needs of the poor be reduced to making a once-a-year financial
contribution, a sort of reverse revenue sharing. It is not clear how
States could be required to make these payments. However, if the States
are reduced to writing checks to a Federal program, their incentives to
improve the management of programs for the poor and to plan effectively
on a State-wide basis also disappear. This inevitably leads to more
Federal control in the health system. As virtually all major
innovations in cost containment (hospital rate commissions and
catastrophic insurance programs, for example) have been developed and
refined at the State level before being adopted and disseminated by the
Federal Government, a major source of ideas for program improvement
would be lost.
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Administration. Our problems with HEW's approach to the administration
of health programs for the poor are more strictly pragmatic. HEW argues
that the administrative efficiencies of Medicare can be transmitted to
Medicaid programs with their approach. We believe this analogy is
unsupportable given the complexities inherent in income-tested programs
like Medicaid that are absent from age-tested programs 1ike Medicare.
Thus, the simplification expected from "Healthcare" may be illusory.
Indeed, prior experience with similar programs indicates that
substantial improvements in administration do not immediately follow
federalization, and that locally based services are very difficult to
manage centrally.

Administration is composed of two main functions: intake and claims
processing. Several examples will illustrate the illusory nature of
simplification in "Healthcare."

° The potential fragmentation in State health programs for the poor
could result in as many as 107 separate administrative entities
providing benefits, rather than the existing 53 Medicaid
programs.

Currently, the States perform intake and eligibility
determinations for food stamps under Federal guidelines. As

> there will be almost 100% overlap between food stamp eligibility
and eligibility for free health care in Phase I, there is no
reason to duplicate the existing determmination processes with a
new group of Federal employees. We estimate 30,000 new Federal
employees would be necessary.

N

Experience shows that private insurers, when competitively
bidding for the work, pay claims more efficiently than
government. Given this history, there is no reason to assume
that better claims payment follows from Federal assumption of the
claims payment process.

The Proposed Alternative. We believe that States should continue to run
Medicaid, under a set of universally applicable Federal standards for
‘benefits, eligibility and reimbursement minimums. States should be
generally involved in financing the care for newly eligible persons, but
- the Federal Government should not expect the States to pick up the
~massive new costs mandated in the first year. In subsequent years, the
States should be increasingly at risk for Medicaid costs if State
planning efforts do not moderate the general increase in health
expenditures. Thus, Federal cost-sharing would extend to reasonable
costs, with States able to reap the savings if they achieve cost
containment, but also at risk if their medical costs rise excessively.

With respect to intake, we believe that existing mechanisms, including
the food stamp eligibility process, could be used. We should make
certain that additional intake systems which complicate our efforts to
improve access to needs-based programs are not part of our Phase I
plan.
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While we have no objection to States contracting with HEW for claims
processing, States should continue to have the option of finding the
| least expensive way of paying claims efficiently.

2. Fee Schedules and the Regulation of the Private Sector.

The Existing Situation. Medical care expenditures are increasing
rapidly because: the existing system of fee-for-service and hospital
"cost" reimbursement actively promotes waste and dilutes the incentive
to cut costs; patients with extensive health insurance demand more
services and have little incentive to exercise restraint; insurance
companies lack leverage to decrease patient demand; and existing tax
subsidies further weaken rewards for economizing. In an attempt to cope
with rising costs, many Medicaid programs have instituted State-wide fee
schedules and Medicare also reimburses for services based on State or
sub-State area standards.

HEW's Proposal. In order to control the general growth in health
expenditures, HEW has proposed that all insurance. payments, both public
and private for all health expenditures, be subject to federally
mandated rates and provider standards. Physicians and others would be
required to accept federally mandated fees as full payment for their
services.

The system proposed by HEW will Tead to Federal regulation of every
level of detail in the health industry. Mandatory fee schedules will
lead physicians to protect their incomes by providing more services.
Thus, the establishment of fee schedules will fail to control costs --
HEW already anticipates this -- and regulators will be led to even more
complex regulatory schemes. It is difficult to conceive the enormous
complexity involved in regulating prices, quantity and quality in a
system as diverse as the health industry. But it is fair to say that,
the task would make regulating the airline, trucking, and energy
industries look like child's play.

While it is certainly tempting to seek a "quick fix" through fee
schedules, there are ways, including improving competition, eliminating
monopolistic practices and restructuring the tax subsidies, in which the
inefficiency of the health care system can be attacked before we resort
to total Federal control of every last dollar. If you think closing a
PHS hospital is difficult, you can imagine the problems of having HEW
set doctors' fees in each of the 50 States.

HEW agrees that encouraging competition and choice is a good idea, but
in the HEW plan as presented, competition is just one item in a list of
miscellaneous health system reforms. Furthermore, the HEW plan is
contradictory: it combines a major anti-competitive device -- fee
schedules -- with a few pro-competitive provisions. Extending
competition and choice must, we believe, be at the heart of the
proposal. :
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Alternatives to HEW's Proposal. Fee schedules for public programs now
exist and, while not ideal, can be improved for more effective
management of public sector programs. Thus, we accept fee schedules for
Medicare and Medicaid and support efforts designed to raise the number
- of physicians who accept assignment under these programs, but we believe
that States should take responsibility for setting Medicaid fees above a
i Federal minimum standard. In*addition, States can be encouraged to
‘ develop and improve their own cost control mechanisms such as hospital
cost containment programs and improved health planning. Continued State
administrative and financial involvement at the margin in Medicaid helps
preserve State incentives to do this.

For the private sector, and to the extent we can in Medicare and

Medicaid, there-are other important alternatives which will improve the
efficiency of the health system

Enhancing Competition. According to recent evidence, competition
can reduce the domindnce of the traditional model of medical
care, and thus can significantly lower the cost of health care.
It is not a magic "quick fix," but unlike the imposition of fee
schedules it would limit -- not exacerbate -- the overutilization
of health services.

Therefore, to make better use of market forces, a national health
.plan should encourage competition among health care packages --
such as HMOs and traditional insurance plans -- and remove _
incentives that lead to the purchase of unneeded insurance. The
HEW plan contains two good provisions (which we have modified
slightly) to improve the incentives faced by households:

-- It requires all employers to offer available prepaid,
comprehensive health care packages (like HMOs) and low-option
plans as alternatives to more traditional packages and
high-option plans. - This provision is an extension of a
provision already in the HMO Act.

-- It requires employers to contribute the same dollar amount on
behal f of an employee, whether that employee picks a prepaid
package, low-option insurance, or high-option insurance. If

A . 5 _syan employee picks a plan costing less than the employer
/9' home—: contribution, the employee would receive a cash rebate. This

provision guarantees that employees have a financial stake in
their choice of a health package.

A commitment to increased competition for cost containment also
requires a commitment to systematically changing provisions -- no
matter how small each appears -- that restrict the choice of
lower-cost options. For example, HEW has traditionally supported
changing a number of provisions in current law which (1) restrict’
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the ability of Medicare and Medicaid patients to buy into prepaid
health plans like HMOs, (2) prevent reimbursement for outpatient
surgery under Medicare, and (3) restrict more direct
reimbursement for nurse practitioners.

° Ending Monopolistic Practices. Enhancing competition in health
care markets also requires dismantling the existing barriers that
prevent the entry of new plans and maintain the monopolistic
position of organized medicine. Several anti-trust measures are
available- to the FTC under the Sherman Anti-Trust Act and,
therefore, do not require new legislation.

These options are being examined by your Health Anti-Inflation
Task Force and by the FTC. However, making reference to them in
Phase I could give impetus to these actions and improve their
potential effectiveness. These measures include ending control

of Tocal Blue Shield plans by Tocal medical societies and
preventing those societies from boycotting physicians who join or
who take referrals from HMOs.

Fostering competition is not a single dramatic action like the
imposition of mandatory fee schedules. However, it is a long-term

solution to a long-term problem. Fee schedules Took like a short-term
solution, but they eliminate the effectiveness of the long-term answers
and they further distort the health care market. Good short-term "quick
fix" solutions simply do not exist. We must try to make a basic change
in the structure of this market -- and we must be prepared to pursue
this change for the long haul.

The emphasis on private sector involvement in health cost containment
should be coupled with an explicit challenge to the private health
sector to bring the growth in health costs under control. However, it
is unclear that such a challenge will create the desired change. If,
after a reasonable interval, the vigorous efforts to improve competition
introduced in Phase I have failed to produce increased efficiency in the
health market, the option of Federal control remains open. The failure
of the private sector to manage itself could signal the necessity for
shifting our policy towards the centrally managed approach of other
Western nations.

3. Reinsurance Fund. HEW has presented the reinsurance fund as a way
to enforce standards on private health insurance, to pool the risk of
high expenses, and to tax away "windfall profits" of the insurance
industry. We believe the arguments HEW makes for the Reinsurance Fund
are either unsupportable or that the intended effects can be
accomplished much more simply in another way. For example:

o

The fund is not necessary for the regulation of private health
insurance. If Federal control in addition to existing State
regulation is necessary, it could be done through other means.
For example, favorable tax treatment now available could be
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.granted only to "approved plans." Similarly, only the purchase
of an "approved" or "qualified" plan would constitute campliance
with the employer mandate.

There is no evidence that the Federal Government needs to
guarantee access to reinsurance. Private insurance companies
sell complete coverage for high medical expenses. Large firms do
not need reinsurance and special reinsurance packages are widely
available to small firms through the private sector.

It looks as if we are "out to get" the insurance industry. Why
do this if evidence suggests that in fact they are better at the
insurance business than we are?

On the Hill, this idea may raise doubts about the seriousness of the
rest of our Phase I plan and is best deleted from consideration now.

4, Total Costs. We have several basic concerns about the cost implied
in the HEW proposal. First, the Federal financing implied will have a
major impact on the Federal budget. Payments to individuals have
increasingly squeezed out all other pressing national needs in the last
decade, and any major expansion of payments to individuals will create
further inflexibility in the total Federal budget. By adding to the
Federal expenditures for health with the implementation of Phase I, we
further increase the most rapidly rising uncontrollable portion of the
Federal budget (Medicare and Medicaid are now doubling every five
years). While we have indicated we support implementing substantial new
benefits and eligibility, we have severe resource constraints in FY
1983. Therefore, as your economic advisors, we are more cautious than
HEW in proposing new costs.

Second, there are still major questions about the estimates of the HEW
plan. The cost estimates are very rough and most components are still
unverified. We cannot accurately assess the costs of HEW's plan. The
combination of scarce resources and uncertain cost estimates should make
us extremely cautious about what we add to the budget for this program.

We believe that a universal Phase I plan can be developed with
additional Federal expenditures of $10 billion in 1980 dollars (or $15
billion in 1983). If we decide to add $15 billion in 1983 to Federal
programs for the poor and aged, this would be the largest single-year
increase in outlays resulting from a permanent, new program that the
Federal Government has ever made -- larger than any weapon system,
highway program, or other social program, including Social Security.

Table I presents a preliminary comparison of the costs of HEW's Phase I
approach and the plan as we propose to modify it. Cost estimates for
the plan resulting from modifications proposed by OMB, CEA, and Treasury
are as rough as HEW's, as they depend largely on the modeling HEW has
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done over the previous two years. HoWéver, while the absolute costs

themselves are not precise, the differences should be indicative of the
differences between the plans.

The major programmatic differences between the HEW plan as proposed and
the HEW plan as modified by us are:

° Using an "all-related individuals 1living under the same roof"
filing unit for Medicaid eligibility which removes seven million
persons living in non-poor households from HEW's estimate of new
beneficiaries eligible for free care, and also reduces the
number of people getting free care through the spenddown. Most
persons removed by this change are non-employed young people
1iving at home. (Initial tentative estimate is savings of about
$3 billion, 1980 dollars, from the HEW plan.)

Not extending Medicare to those aged -- largely Federal, State,
and local government retirees -- who have not paid Social
Security taxes. Many of these people currently have better
coverage than Medicare. Others in this group would be newly
covered by Medicaid. All would be able to spenddown into
Medicaid and would be guaranteed the opportunity to purchase
catastrophic coverage. (According to HEW, saves $1.6 billion,
1980 dollars, from their plan.)

Instituting a 1-for-1 spenddown, rather than the 1-for-2
spenddown supported by HEW. HEW proposes that all persons be
permitted a $1 for $2 spenddown (each dollar of out-of-pocket

/ /'/ / medical expenses reduces income counted for health care

eligibility by $2). HEW feels that a spenddown is necessary to

_ eliminate the "notch" effects and that a $1 for.$2 spenddown is
o~ 1 2

nol#rref
A

preferable because it diminishes high marginal tax rates. A
spenddown is clearly necessary to eliminate the "notch," but
analysis suggests that the analogy of high marginal tax rates in
wel fare programs does not apply to health programs because

ze
/ﬂhrlé 7 medical expenses are unpredictable and are almost wholly

unrelated to work effort. (According to HEW, saves $1.5 billion,
1980 dollars, from their plan.)

Other significant differences between the costs of the economic
advisors' approach and the plan presented by HEW are: Tlower cost for -
required new catastrophic coverage, less upgrading of Medicaid fees, and
lower subsidies for others in the modified plan. These changes lower
the total cost of the plan we would recommend to $18 billion, with
Federal expenditures of $12 billion in 1980. If those costs are
projected to 1983, using the current rates of increase, the comparable
figures, shown in Table I, are about $25 billion and $15 billion.

You should note that there is a basic policy difference between your

economic advisors and HEW about the most appropriate way to reduce the
Federal cost of this plan. Rather than cut various benefits, OMB, CEA,
and Treasury propose to scale back certain design elements, but retain

Electrostatic Copy Made
for Presewation Purpeses




11

the concept of universality. The most notable example is in changing
the filing unit for Medicaid eligibility. This approach lowers the
number of potential recipients substantially without excluding singles
and childless couples.

Conclusion

In conclusion, we believe that you can be presented a plan which meets
our serious concerns if you make three decisions:

(o]

That changes in benefits, eligibility, reimbursements, and
adninistration for the aged and poor be made through the existing
Medicare and Medicaid programs.

° That Federal expenditures be set at $15 billion in 1983.

That the Federal Government not attempt to regulate the health
system through controlling reimbursement in the private sector.



TABLE I

INCREASED EXPENDITURES UNDER PHASE I OPTIONS

1980 Costs ($ in Billions)
Healthcare Healthcare OMB Approach
(HEW acctg.)  (OMB acctg.) (OMB estimates)

Difference

Federal Private Federal Private Federal Private

3.0 3.0 1.4

Aged and Disabled

Poor 8.0 8.0 5.0

Near Poor 5.1 5.1 3.0
Employed 1.6 5.2 4.3 7.0 5.8
"3N" (other persons) .3 1.2 1.2
Prevention .3 .3 _
Adninistration 1.5 2.7 1.2

Total 19.8 5.2 24.6 7.0 11

5.0 3776 76

Total 1983 Costs {$ in Billions)

27.5 7.2 34.2 9.7 16.4 8.1
34.7 43.9 24.5

Program:

Program:

Program:

Prog./Est.:

Acctg.:
Program:

Prog./Est.:

HEW approach extends Medicare to the approximate 1 million
now without it. (Largely government workers, they lack
Social-Security-covered employment.) OMB approach does

not.

In measuring income to determine who is poor, HEW counts the
nuclear family as one unit, treats each child 22 or over (25
or over if student) as a separate income unit, treats’
subfamilies as a separate unit, and treats each other adult
(or couple) as a separate unit. OMB counts all related
persons in a household as part of the family incame unit.
HEW approach eliminates all State Medicaid limits on covered
services and moves Medicaid fees to 100% of Medicare level.
HEW approach provides 2 for 1 spenddown; OMB approach
provides 1 for 1. Different definition of family also
partly responsible.

HEW accounting excludes the reinsurance fund from Federal
costs and excludes mandated enployee premiums from private
costs. OMB accounting includes these items. OMB approach
would not contain reinsurance fund, subsidies for employer
buy-ins, or expanded earned income tax credit (EITC). HEW

. approach includes these items. Lower estimate of cost of

mandated workplace insurance built up from figures supplied
by major private insurer.

OMB accounting includes premiums of 3N "buy-in." HEW
accounting does not.

HEW approach includes separate prevention package; OMB
approach does not.

Independent estimate of administrative costs of HEW approach
is above HEW estimate. OMB approach administrative cost
figure starts fram this higher estimate and assumes ratio of
administrative costs to benefits is the same in OMB
approach.




