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THE SPECIAL REPRESENTATIVE Fi,0
1

R 

TRADE NEGOTIATIONS l 
WASHINGTON 

MEMORANDUM FOR THE PRESIDENT 

FROM: Robert s. Strauss 

1 9 JUN 1979 

SUBJECT: Amendment by Senator Long, Relating to Ships, 
in the MTN Implementing Legislation 

Charlie Schultze in his weekly report of June 9th, (attached) 
expressed concern over a provision in the MTN implementing 
legislation, sponsored by Russell Long, relating to foreign 
subsidized ships. You noted in the margin of the report, 
that you agreed with Charlie. I would share this concern 
and would agree entirely that the section ought to be 
deleted -- if the provision were as Charlie described it. 
Fortunately for the country, the provision differs signifi­
cantly in several important respects from the provision _ 

Charlie described: 

(1) The provision has nothing whatsoever to do 
with the countervailing duty statute (a 
mandatory statute). 

(2) It would not call for the imposition of any 
duties on subsidized ships or the goods carried 
by such ships. 

(3) The ITC has no role whatsoever in the matter. 

(4) The provision amends section 301 of the Trade 
Act of 1974 (a discretionary provision) to 
provide that subsidization of shipbuilding 
may constitute an activity against which a 
private party may complain. If the interagency 
section 301 committee finds and the President 
determines that the activity constitutes an 
"unjustifiable or unreasonable burden on u.s. 
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commerce, then the President must seek removal 
of the measure and may take such counteraction 
as he deems appropriate. 

(5) Because the President must determine that the 
practice is unjustifiable or unreasonable, the 
fact that the United States is a "major sub­
sidizer of shipbuilding" would, in my view, 
significantly influence such a judgment. 

(6) Finally, my lawyers have advised me that the 
provision would only clarify existing law because 
existing section 301 can be interpreted to apply 
to foreign shipbuilding subsidies in its present 
form. 

This is not to suggest that I like this provision. We have 
spent two months trimming this-affiendment back to something 
we can live with. Although no one in the Government �upports 
the proposal, no one who understands it feels strongly that 
in its present form it poses any threat to public policy. 
I have spoken to Russell Long and Paul Hall several times 
about this, and Paul, who logically might be concerned, , 
is not. Russell Long has constituent problems, and we have 
devised this approach to accomodate his needs without 
substantively changing current law. I, therefore, strongly 
recommend that the provision remain in the bill you transmit 
to Congress. 

Attachment 



THE CHAIRMAN OF THE 

COUNCIL OF ECONOMIC ADVISERS 

WASHINGTON 

June 9, 1979 

MEMORANDUM FOR THE PRESIDENT 

From: Charlie Schultze C., L S 

Subject: CEA �eekly Report 

Miscellaneous. 

o George Eads was confirmed by the Senate on June 5 
as the third Member of the CEA. 

o On June 7-8 representatives from the Japanese 
Economic Planning Agency were in Washington for 
a series of fairly technical meetings with the 
CEA. The Japanese were particularly interested 
in our inflation outlook. 

MTN: I am very concerned about one provision in the 
MTN package "negotiated" on the Hill. Senator Long has 
inserted a provision that allows the United States to 
impose countervailing duties on any good transported in 
a ship whose construction was subsidized. This raises 
all kinds of problems. It countervails against a subsidy 
that isn't even on the good in question. It goes beyond 
the MTN codes signed in Geneva -- the Europeans and Japanese 
would be justified in being incensed at this addition, and 
in retaliating against the United States. Since the United 
States is a major subsidizer of shipbuilding, we would be 
dangerously vulnerable to retaliation beyond our control. 
Since almost all ships are subsidized, essentially any 
competitor of any imported product that traveled by ship 
could petition the ITC for a countervail. This could 
seriously overburden the ITC's workload, even if the 
President subsequently turned down every case, and could 
put us in the awkward position of having to use the provision 
to retaliate against "retaliators" even if we never intended 
to do so. Since not one member of the Administration 
supports this provision, it should not be included in the 
Administration's trade bill. I have spoken to Bob Strauss 
about this, and he said he would try to talk Long out of it. 
I do not know if he has had any success. 
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International. 
OECD Ministerials. 
Chairman.) Much of 
be about energy. 

-2-

June 13-15, I will be in Paris for the 
(Lyle Gramley will be Acting Council 

the discussion at the Ministerials will 

Summit Preparation. I am completing a paper for 
Henry Owen's Summit preparatory group on the overall 
economic consequences of higher oil prices. It concludes 
that there is little that traditional economic policy 
can do in practice to avoid the inflation-raising and 
unemployment-increasing effects of those price hikes. 
The major tool we have to fight the problem is concerted 
action to lower oil demand and oil imports, and thereby 
reduce the chances of further large price hikes. 
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THE WHITE HOUSE 

WASHINGTON 

6/7/79 

Please note Eizenstat's comments 
on the Kahn memo. What is your 
view/comment? 

·Rick Hutcheson 
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WASHINGTON 



,' 

THE WHITE HOUSE 

WASHINGTON 

6/7/79 

HOLD 

EIZENSTAT COMMENTS ARE 

CRITICAL. 

DENNIS RAPP CHECKING WITH 

JOE ONEK TO SEE IF STU AND 

FRED KAHN CAN AGREE BEFORE 

THIS GOES TO THE PRES 



THE WHITE HOUSE 

WASHINGTON 

04 Jun 79 

Schultze comment to Kahn memo 
re anti-inflation and NHI 

"Item 4 (Legislation to provid 
competitive ... ) 

is part of the Na�ional Health 
Plan proposal. NHP Phase I 
will combine medicare and 
medicaid and will require HEW 
to award st ate wide contracts 
for �laims processing 
on a comp�tre bidding basis. 
Wouldn't sending up separate 
legislation on this be an 
admission that we do not 
e��eeexpect the NHP proposal to 
pass?" · 
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THE WHITE HOUSE 

WASHINGTON 

June 4, 1979 

MEMORANDUM "FOR THE PRESIDENT 

FROM: 

SUBJECT: 

ALFRED E. KAHN 

Anti-Inflation Initiatives to Complement Your 
Mess

-
age on National Health Insurance 

l\iy anti-inflation working .group on health care costs completed 
their work several weeks ago. They did a good job. Their 
report'recommends a number of important initiatives we can 
undertake to hold down the inflation of these costs, improve 
the cost effectiveness of both Federal and State programs, 
and create more competitive conditions. Most of these 
actions can be taken without Federal legislation. 

Rather than wait for coordination of the entire report with 
all the departments and ag-encies affected, I have decided to 
peel them off (following your suggestion) individually, and 
move on each as it becomes feasible to do so. 

We are ready now to move on three of the items. They do not 
require legislation. I'd like to try to move promptly because 
I am going to propose you announce them shortly after you an­
nounce your leg1slative proposal for Nat1onal Health Insurance. 

It seems to me it would be highly desirable to combine the 
latter ann9uncement, of a major new expenditure program, 
with clear.e�idence·Of your intention to make full use of 
such authority as·_you already/have to contain health cost 
inflation. The three propo,s'ed administrative actions are: 

1. A policy stat-ement that the Federal government will 
build no new hospitals in already oyerbedded areas where 
Federal progra.m."r�sponsibilities toprovide high-quality 
care at reasonable cost cannot be met by contract care or by 
leasing space in existing community hospitals. A companion 
announcement would say that the Federal government will pro­
vide no financial assistance to other agencies for building 
new hospitals in such areas either. 
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__ . I i ve worked closely with OMB on this i tern, and we 
have a-:d.ra-f:t .d�cisiqn memo to you ready to circulate to the 

· agencie�:.affected (VA, DOD,. HEW, HUD, Farmers Home· Adminis-' 
trati�·n ,·: ·:EDA; ;SBA, Appaii:,ichian Regional· cominission, and USDI 
and· T:'='eaiiury)· ·wi.th a very short deadline for their respons� . 

.2 ..• _ ·A · directive. to· HEW to. limit. -increas·es in interim 
Medicaidiand Medicare payments to h'ospitals to the special 
9.7 percent price st�ndard (adjusted according to the method 
specified in your Hospital Cost Containment legislation). 

This action, which would be wholly consistent with 
your anti-inflationary wage/price program, would put cash 
flow pressure on hospital administrators to hold down their 
costs at once, whether or not Congress enacts the Hospital 
Cost Containment bill. The same device was employed during 
the period of mandatory controls, and was highly effective. 

While I could raise this matter directly with 
Secretary Califano, who has the lead responsibility for 
administering the hospital price standards, it would speed 
the process immeasurably if you expressed an interest in our 
resolving it promptly, so as to make it possible for you to 
announce it separately at about the time of your NHI message. 

I have worked closely with OMB on this initiative 
as well and we have a draft decision memo ready for you, 
which I will want to clear with Secretary Califano. We will 
consult on whether announcement of the action at this time 
might jeopardize the Hospital· Cost Containment bill, and 
will advise you before including it in the message I am 
recommending. 

3. A� lett_er ·from you- to the .Governors urging them to 
use their State:powers to.promote competition an� cost 
containment in'the health· care-industry, along lines already 
suggested on our formal State and· local anti-inflation 
program:. .. . . .. _ .. :·' .. '. : 

This would :·i
,
nci�de_ a ·b_r.ief discussion of specific 

areas· where· t_he :: states ' hav.e.:\1\e. -legal and regulatory power 
to crea-te more· competi ti_y_�:. co.ridi tiohs. It would urge them 
to examine and revise·< sf.:i'te l-aws and regulations that ban 
advertising by doctors� -dentists, and eyecare specialists; 
that restrict licensing of doctors, nurses, and health care 
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para-profess�qpa·l·s;. that prohibit the use of generic drugs 
in 'fil-ling prescriptions; and that inhibit or do not re­
qui�e. ':the:: discl?.sli�.e and standardiza� ion. of. ��l::fic insurance 
pla..ns · .. bY:<state-:-regU:la-t;eci: he�al th · ,tnpurajlce. fipns: :::-_ an essen­
t:i_a·i: precondition·. for e£.fecti.ve coinpe·ti.tion· amorig ::them. The 

. Governors; woU!'d.· a"! so be: : asked. to undertake. ·ot:ber· cost con­
tr-ol measJr�s-; . .fhclyding ···se.ttiri'g, up --Stab::� hos'p.t:tal :rate­
setting 'corriinissions and hrtprove -health _'planning. . . . . . ' . . . . 

. . . : .· '. . :· .. - � . . 
. ' 

I have ·b-�en. work.ing with the Fed.E:ra:l ,Trade. corrrrnission, HEW 
and · JU:s.tice ·in completing this···item for·· you. · 

In my view, announcing these i terns at.· about the same time 
you send up your National Health Insurance proposal would 

0 

0 

Confirm your commitment to a plural (Federal-State­
private) health care system rather than one that 
mo�es wholly toward federalization. Such a commit­
ment is inevitable regardless of how you resolve the 
specific issue now before you on HEW's federalized 
health care proposal: 

Reaffirm your determi_nation to do what you can 
directly to reduce unnecessary hospital costs. 

o Remind the public that we have a parallel legisla­
tive proposal before Congress designed to contain 
inflation in hospital costs, and prod Congress into 
moving on it. 

Decision 

Approve coordination of the three administrative 
initiatives with affedted agen6les for announce­
ment, if th.is proves possible,. at about the same 
ti.me: as the ·announcement 9f NHI. 

Dis�pprove. 

Other 

If you approve, we will �om�t�te the required coordination 
with agencies and work out with Jody the timing of a 
separate statement on these initiatives. 
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THE WHITE HOUSE 

WASHINGTON 

June 1" 19{� 
;! . 

.. . 

' ' 
SUBJECT: Anti..:.:.Iriflation Initia_tives to. Complement Your 

Message on Nation�l.R�alth Insu�ance 
' 

'-. 
My anti-inflation working group .. on health ca;r-e costs comp;Leted 
their work several weeks ago .. : _They did a good job. Their· 
report recommends a number of _important initiatives we can 

. undertake to hold down the_ in:E:fa.tion o.f these costs, -improve 
the cost effectiveness _of both<F.edera'l. arid State programs, 
and create rn:ore competitive:cond1tions. Most of these 
action-s can be taken without. Fed�ral legislation. 

" \ � ! o, ' I • 

'� 

" 
. 

.. . 
. 

'. 
. . 

Rather than wait for coordination 6i- the entire report with 
al+. the departments and agericl.es'·affected, I' have decided to 
peel them off (following your'suggestion)- individually, and 
move on each as it becomes fea'sible to do so. 

We- are ready now to move on. six of the. i terns. Three require 
le'gi-sla.tion;· three do"'not.·-� r : d, _ like to try to move promptly 
because I am going to .propose·yoti.announce-them shortly after 

· ,.. , ' 

you,-announce- your .legislative proposal_ for- National Health 
Insurance.·.-··< , ' . . . ' . . . -- '  
It-se'��s

'
:·to me: ft' wc;ui'd' b.e�:highl;y .d�sirable to combine the 

l<itter· arino�ncement;- of a ·hiajor new>expenditure ·program, 
'wfth'�le���evidenc� of you� int��tion to make full use of 
-such: ,a0-:t:.hqr 1 ty·. as -yo-u· already· have to contain· health cos.t 
in'flcitio'ri • .  The. thr¢e ,_prqposed adminis:t:rative actions are: .. ' . . . ... . 

'
: . . . -

� . .. ', . 

· 1. · .  A>p'olicy. st'ate-merit that the -Federal- government will 
buitd no new hospitals in already overbedded· areas where 
Federal program.respon�ibil�ties -to provide high-quality 
care at reasonable cost. ·cannot� be- m_et by contract C!are or by 
leasing space lh existinc�:f': co:rnrrluni ty hospi t_als. A companion 
announcement would say that the Federal government will pro­
vide no financial assistance to other agencies for building 
new hospitals in such areas either. 
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I've worked closely with OMB on this item, and we 
hav,e .a_ draft Q.ecision .'memo to. you ready. to·:circulate to the 
ag'enC'fe's >affec-ted (VA,_·"oob; ·-HEW; HUD, Farmers Horne Adminis­
tration' EDA, SBA\_:- AppalachL:m. Regional <:oimni�ssion, and USDI 
and T:teas�·ry} ·with.� a very :shOrt ·deadline -f0r their response. 

< · ,  ' . ,  - • 

2 . . A directive· to HEW to limit in<:reases in interim 
Medicaid and Medicare payments� to hospi.tals to the special 
9.7 percent price·standard (adjusted according to the method 
specified in your Hospital tost Containment legislation) . 

This action, which would be wholly consistent with 
your anti-inflationary wage/price program, would put cash 
flow pressure on hospital administrators to hold down their 
costs at once, whether or not Congress enacts the Hospital 
Cost Containment bilL The same device was employed during 
the period of mandatory controls, and was highly effective. 

While I could raise this matter directly with 
Secretary Califano, who has the lead responsibility for 
administering the hospital price standards, it would speed 
the process immeasurably if you expressed an interest in our 
resolving it promptly, so. as�to make it possible for you to 
announce it separately at about the time of your NHI message. 

I have worked closely with OMB on this initiative 
as well and we have a draft decision_rnerno ready for you, 
which I will want to clear with Secretary Califano. We will 
consult on whether announcement of the action at this time 
might jeopardize the Hospital Cost Containment bill, and 
will advise you before including it in the message I am 
recommending. 

3. ·A-letter. from you to the_Governors urging them to 
use their �_State· powers- to promote .competition and cost 
containment in· the-· health care ·industry., ·along lines already 

-suggested o,n our -formal State and .loca'l ariti.:..inflation 
program. 

This ··would: ·irt-c'luqe a -brief dis'cussi.on of specific 
areas where:the· States ·have: the legal· and· regulatory power1 
to create __ rriore · c'ornpeti ti ve conditions. It .would urge them 
to examine and revise State l·aws and regulations that ban 
advertising by doctors, dentists, and· eyecare specialists; 
that restrict licensing of doctors, nurses, and health care 
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para."-:Pr'ofessional�; that prohibit the use of generic drugs 
in fillirig.prescriptions; and that inhibit or do not require 
the disclpsure arid standardization' of basic insurance plans 
by-St�te-re�cilated health instir�nce firms-�- an.es�eritial 
preconditi_ori: {or' effective· competitl.on c?-mong them. The 
Governors wou'td also be asked to u-ndertake other· cost con­
trol:_· m�asures; _ .  inci uding setting up State hospital rate­
settingCojnmissions 'and improving health planning. 

I have'been·working with the Federal Trade Commission, HEW 
and· Justice in completing this item for you. 

,. . 

_ Thiee ad�itional actions I'm urging you to announce require 
legislation. Each of them is intended to promote more 
competition in health care, using the Medicare program as 
leverage. All three have been the subject of extensive 
discussion between OMB and HEW since last year; HEW has 
submitted the draft legislation to OMB, and OMB believes 
that coordination and clearance is possible by early next 
week. 

4. Provide for competitive contracting f6r·Medicare 
program administration. Under current law, hospitals may 
choose the insurance company that will audit'their Medicare 
bills; contracts to process physicians' bills are awarded 
by HEW without competitive bidding on a cost reimbursement 
basis. Nearly all hospitals have selected the National Blue 

Cross Association, and the majority of physician billing 
program administration contracts have been awarded to Blue 
Shield. The government has thus been forced to employ a 
single contractor, Blue Cross, on a cost reimbursement 
basis, to administer over $100 billion of hospital benefits. 
This arrangement w�s vital in Medicare's early days, but it 
is inefficient., raises conflicts of interest, and further 
impairs the-�abili ty of other insura"nce coil,lpanies to compete 
with Blue cross·. 

Governmetit- :competitive- contracting. experiments have 
shown tha£_di��atic ieductions· in ad�inistrative costs can 
be achieved� -• Las-t ·ye_ar ;· · an- HJ?W internal report formally recom­
mended making. competitiv-e bidding the normal practice. Blue 

Cross/Blu� Shield, which have the lion's shar� of the business, 
oppose competitive :bidding •, Submission of legislation to 
change the system to a competitive bid basis should not 
impair our hospital cost....:containment coalition, since it 
will tend to put commercial insurers in a fairer position to 
compete with Blue Cross/Blue Shield. 
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·, ,· 

.· 5. · .Medicare. Reimbursement of Health Maintenance Organi­
zation'· (HMO) . HMO members_ have hospitalization rates dramati­
cally belm� ,.,'and· total medical cos:ts somewhat. pelow, comparable 
indi�i�uals treated_ in the tee�f9i-��rvic� s�6tor .. Under 
curr.e,nt .Medicare reimbursement systems, beneficiaries have 
little incEintive·to enroll.in HMOs� and HMOs have little 
incentive tb: seek out. Med.:l..care patients, ·since by statute 
HMOs are· reimbursed·: on a cost basis. and receive reimburse-
ment ·only-for:Medicar�-c9vered services. 

· 

The proposed legislation would pay HMOs for Medi­
care beneficiaries on a c�pitation basis, and, _if they can 
provide Medicare-reimbursed services below the capitation 
rate, the savings would be shared with the beneficiaries. 

6. Legislation to make mandatory the present national 
voluntary guidelines of $3 billion for hospital capital 
expenditures over $150,000. This is an important companion 
p1ece :to hospital cost containment. Up to now"each State 
and local health planning agency has been asked to make this 
voluntary guideline effective by limiting approvals of 
construction and major equipment purchases to two-thirds of 
the 1976-1977 level. The voluntary system has not been 
effective: the legislation would make the cap mandatory, 
and provide for its allocation among the States and health 
planning areas. In areas.where the national guideline of 
four beds/1000 population an� 80% occupancy are exceeded, no 
new beds could be approved unless two were closed for every 
one opened. 

In my view,_announcing these items at about the same time 
you send up your Nat�onal Health Insurance proposal would 

o Confirm your; cornrni tmemt ·to a plural. (Federal-State­
private)· health care ·sys.tem rather.· than one that 
moves wholly tqward.:federalizatiori .. ,.Such a cornrnit­
ment.is inevitable t'egardless·of how·you resolve the 
specific. issue ·now before you on HEW.' s federalized 
health'�are· �ro�bs�l� · · ·  

· 

o Reaffirm your de
,
termin�tion to do what you can directly 

to reduce unneces�ary hospital costs. 

o Remind the public that we have a parallel legislative 
proposal before Congress designed to contain inflation 
in hospital costs, and prod Congress into moving on 
it. 

' .. ;..:: 
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,, Ap'pr9:ve coordination of the thr"ee .. administrative 
. ·, . .  ini-tia-tives with affected agencies for announcement, 

•. · :,_ ·_,\"if .. this proves:possible, at about the-:same time 
; �-5 the.'-'aricnouncemerit of NHI. 

. · · 

.�::�. ·i 
- Appro.v;e··announcement of the three legislative 

initiat'ives·about the time ofNHI announcement. 

Disapprove 

Other 
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THE WHITE HOUSE .. 

WASHINGTON 

June 4, 1979 

MEMORANDUM FOR THE PRESIDENT 

FROM: 

SUBJECT: 

JERRY RAFSHOON � 
Kahn �erne on anti-inflation initiatives to 

complement message on National Health Insurance 

I concur strongly with Fred Kahn. We are getting ready to announce 
our NHI program which, although way under Kennedy's, is still a 
spending program. We must seize the opportunity to announce some 
anti-inflation initiatives in the health area. · It will take the 
President's personal push to get this done immediately because it 
has been my sad experience to note that �nytime this White House 
attempts to do something visible in cost-cutting areas, the staf­
fing system and the determination of "consituent group" oriented, 
traditional Democrats either waters them down or delays them to 
the point of ineffectiveness. Whatever we can do immediately, 
let's do it. 
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