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Congressional Commission on Health Care. The
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model to simulate numerous health reforms at
the state and federal levels ranging from expan-
sions in the Medicaid program to changes in the
tax treatment of health benefits.   
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works directly with members of Congress in
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tives. Mr. Sheils also directed an analysis of
health reform models proposed by eight major
stakeholder groups as part of the Coverage 2000
project sponsored by the Robert Wood Johnson
Foundation (RWJF). This included proposals by
the American Medical Association, the Health
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Employees International Union, and the Ameri-
can Hospital Association.

RANDAL HAUGHT Is responsible for the development
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Lewin Group’s senior micro-simulation modeler
for over 12 years. He developed the models used
to simulate the impact of a broad range of health
reform proposals including Medicaid expan-
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states in estimating the impact of various expan-
sions in Medicaid and S-CHIP at the state level.
Mr. Haught was also the senior micro-
simulation modeler for the Lewin Group’s
analysis of the Coverage 2000 proposals for
RWJF.

About Covering America

THE COVERING AMERICA PROJECT promotes serious
consideration of a diverse range of comprehen-
sive proposals to provide affordable health cov-
erage for the millions of uninsured Americans.
The project has published 17 proposals for major
expansion of health coverage written by leading
health analysts and researchers. The proposals
are available from the Economic and Social Re-
search Institute or on line at www.esresearch.
org.

 COVERING AMERICA is coordinated by the Economic
and Social Research Institute in Washington,
D.C., and is made possible by a grant from The
Robert Wood Johnson Foundation, Princeton,
New Jersey. The Foundation does not endorse
the findings of this or any other independent re-
search or policy project.
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Preface

This document is part of the Covering America project,
which is directed by the Economic and Social Re-
search Institute and supported by a grant from The
Robert Wood Johnson Foundation. The purpose of
the project is to generate serious thinking and debate
about comprehensive policies to extend health cov-
erage to uninsured Americans. One major part of the
effort was the publication of a series of major pro-
posals by leading health researchers and analysts
that explore a variety of options for moving toward
universal coverage. The first volume of 10 proposals
was published by the Economic and Social Research
Institute in June 2001. In November 2002 a second
volume of three additional proposals was published,
and in fall 2003, a third volume that includes three
more proposals was published. (The books that con-
tain these proposals can be ordered from ESRI, and
the proposals are available in PDF on our web site at
www.esresearch.org.)

As part of this project, The Robert Wood Johnson
Foundation, under the direction of Linda Bilheimer,
commissioned John Sheils and Randall Haught of the
Lewin Group to prepare estimates of the effects the
proposed reforms would have on the number of
people who would be covered by public and private
health insurance and the costs of extending coverage.
This document, which provides estimates for the 10
expansion reform proposals published in volume 1,
is the result of that effort.

The Advisory Panel that helped direct the Cover-

ing America project also played a part in this aspect of
the project. Mr. Sheils presented the modeling meth-
odology and preliminary results to the Advisory
Panel, and the members provided useful suggestions
that led to some additional analysis and refinements

of the results. The reform proposal authors also had
an opportunity to review the preliminary results and
to comment on the application of the methodology to
their specific proposals. Although some changes
were made in response to these suggestions, some
differences of opinion remain. Because it was
thought that debate about these issues could be in-
formative, we permitted authors to append com-
ments to this report, indicating where they may dis-
agree with some aspect of the modeling. These com-
ments appear in the text of the report.

In addition to this summary report, the Lewin
Group prepared detailed individual cost and cover-
age estimates for each of the 10 proposals (referred to
as appendices B through K in this report). These are
available on the ESRI web site (www.esresearch.org/
covering_america.php) and The Robert Wood John-
son web site (www.rwjf.org). Also available is a
document that provides a detailed explanation of the
methodology used for this study.

The Economic and Social Research Institute ex-
tends appreciation to John Sheils and Randall
Haught for their willingness to respond to numerous
suggestions for revisions by ESRI staff. We also thank
Linda Bilheimer of the Foundation for her leadership
and cooperation in seeing this effort to its successful
conclusion.

Jack Meyer, Ph.D., Director
Elliot K. Wicks, Ph.D., Editor and Manager
Covering America Project
Economic and Social Research Institute
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Executive Summary

In 2001, the Economic and Social Research Institute,
as part of the Covering America project sponsored by
The Robert Wood Johnson Foundation (RWJF), pub-
lished 10 proposals to expand health insurance cov-
erage. Prepared by major experts in the field, these
proposals range from expanding eligibility under
Medicaid to adopting a tax-financed health care sys-
tem for the entire non-Medicare population. All of
these proposals provide some form of subsidy to
lower-income groups. Several are also designed to
strengthen consumer incentives to enroll in cost-
efficient health plans (Figure ES-1).

The Lewin Group was engaged to develop a de-
tailed analysis of the cost and coverage impacts of
these proposals. For each proposal we estimated the
reduction in the number of uninsured, the net cost to
the federal government, and the financial impact on
major stakeholder groups, including providers, em-
ployers, consumers, and state and local governments.
To facilitate discussion, we classified the 10 propos-
als into five categories of proposals with similar ap-
proaches. These include:
•  Incremental Reforms: There are two proposals to ex-

pand coverage through existing sources, including
Medicaid/S-CHIP expansions, and tax credits for
private coverage.

•  Voluntary Insurance Pool Proposals: Three proposals
would establish voluntary insurance pools offering
a selection of health plans and would provide sub-
sidies for coverage for low- and moderate-income
people.

•  Employer Contribution Requirement, that is, “Pay-or-
Play,” Proposals: Two proposals would require em-
ployers to either provide insurance to their work-
ers or pay a payroll tax that automatically covers
their workers under a newly created public plan.

•  Replace the Employer Health Benefits Tax Exclusion

with a Tax Credit: Two proposals would provide re-
fundable tax credits to purchase insurance while
making employer contributions for health benefits
taxable to the worker.

•  Tax-financed Health Care System: One proposal

would replace the current premium-financed sys-
tem with a state-administered payroll tax-financed
system covering the entire non-Medicare popula-
tion.

To illustrate the impact of these proposals, we
present cost and coverage estimates assuming that
these programs are fully implemented in 2002. For
budgetary purposes, 10-year estimates of the cost of
these proposals reflecting proposed phased-in dates
are presented in the appendices to this report.

Changes in Coverage and National Health
Spending

We estimate that there was an average of 41.9 million
uninsured people at any given time during 2002. All
10 of the proposals analyzed would substantially re-
duce the number of people without health insurance.
The Wicks et al. and Kronick and Rice proposals are
the only ones that require all people to have insur-
ance. However, despite the mandate for universal
coverage, we estimate that about 1.6 million un-
documented persons and “hard-to-reach” people
would remain uninsured (Figure ES-2).

The two “pay-or-play” proposals introduced by
Hacker and Weil would achieve near-universal cov-
erage by requiring all employers to provide insur-
ance for their workers. This reduces the number of
uninsured by about 37 million people. However,
nearly 5 million non-working uninsured people
would still be without coverage.

The remaining six proposals would encourage
voluntary increases in coverage with premium sub-
sidies, tax credits, and automatic enrollment mecha-
nisms. We estimated the effect of these inducements
to obtain coverage based primarily on studies of how
changes in the price of insurance and/or the use of
automatic enrollment affect the likelihood of obtain-
ing coverage. Our estimates of the reduction in the
number of uninsured under these proposals range
from about 11.8 million people under the Singer et al.
proposal to 26.9 million people under the Butler pro-
posal.
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FIGURE ES-2: CHANGES IN PRIMARY SOURCES OF HEALTH INSURANCE UNDER
REFORM PROPOSALS

Coverage Sources (millions) National Health Spending a/

Number
Uninsured

Private
Coverage
Outside

Insurance
Pools

Private
Coverage
through

New
Insurance

Pools /
Exchanges

New Public
Plan

Current
Public

Programs

Total Health
Spending
(billions)

Health
Spending

per
Person

CURRENT SYSTEM TOTALS

Current System
(Baseline) 41.9 173.2 N/A N/A 64.8 $1,548.0 $5,550

CHANGES FROM BASELINE

Incremental Reforms

Public Coverage
Expansion with Employer
Tax Credit: Feder, Levitt,
O’Brien and Rowland

(12.0) (7.3) — — 19.3 $26.1 $93

Adaptive Tax Credit
Plan: Pauly (20.5) 9.5 — — 11.0 $36.6 $131

Voluntary Insurance Pool Proposals

An Insurance Exchange
Approach: Singer,
Garber, and Enthoven

(11.8) (62.9) 74.7 — — $23.0 $82

Private Public
Partnership: Gruber (14.5) (117.3) 157.5 — (25.4) $36.7 $131

Federal/State Approach:
Holahan, Nichols, and
Blumberg

(15.2) (85.1) 126.1 — (25.7) $34.0 $121

Pay-or-Play models

Medicare Plus: Hacker (37.0) (51.0) — 113.6 (25.6) $32.3 $115

The Medical Security
System: Weil (36.7) (0.4) 64.5 — (27.2) $57.2 $204

Proposals to Replace Tax Exclusion with Tax Credits

Tax Credits with
Insurance Pool: Wicks,
Meyer, and Silow-Carroll

(40.3) (50.0) 117.4 — (27.1) $52.1 $186

Variable Tax Credits:
Butler (26.9) 23.4 — — 3.5 $23.5 $84

Tax-Financed Health Care System

A State-Based Ap-
proach: Kronick and Rice (40.3) (173.2) 241.0 b/ — (27.5) $32.7 $116

a/ Includes changes in utilization of health services and insurer/program administration, as well as research, construction, and public
health activities.
b/ The Kronick and Rice proposal permits states to adopt either a new public plan—such as a single-payer model—or provide private
coverage though an insurance pool offering a choice of health plans. For illustrative purposes, we assumed that all states would adopt
a private insurance pool model.

Source: Lewin Group estimates using the Health Benefits Simulation Model (HBSM).

All of these proposals would result in an in-
crease in national health spending; increases
range from $23.0 billion to $57.2 billion for 2002.
National health spending in 2002 is estimated to
have been about $1.5 trillion, an average of about

$5,550 per person. This includes all spending for
all health services purchased by all payers, in-
cluding households, employers, and state, local,
and federal governments. It also includes the
cost of administering insurance and public pro-
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grams. We estimate that health spending for the
uninsured will increase by between 40 and 50
percent as this population obtains health insur-
ance, resulting in an increase in total national
health spending.

Incremental Reforms

Two proposals would expand coverage through
a Medicaid/S-CHIP-style expansion and refund-
able tax credits. Mark Pauly proposes to cover all
people living below 125 percent of the federal
poverty level (FPL) under a Medicaid/S-CHIP-
style program and to provide a refundable tax
credit for private health insurance for people
between 125 percent and 325 percent of the FPL.
The proposal developed by Judith Feder, Larry
Levitt, Ellen O’Brien, and Diane Rowland would
also expand eligibility under the Medicaid/S-
CHIP program to all people living below 150
percent of the FPL, and allow people with in-
comes through 300 percent of the FPL to “buy-
in” to Medicaid/S-CHIP by paying a premium
that varies with income. In addition, the Feder et
al. proposal would provide a refundable tax
credit to small firms (fewer than 50 workers)
with lower-income workers.

We estimate that the Feder et al. proposal
would cover about 12.0 million of the 41.9 mil-
lion people who are without insurance. Federal
costs less offsets under this proposal would be
about $34.1 billion, if fully implemented in 2002
(Figure ES-3). The Pauly proposal would reduce
the number of uninsured by about 20.5 million
people with a net federal cost of $89.7 billion.
Average federal costs per newly insured person
would be $2,842 under Feder et al. and $4,376
under Pauly. These cost estimates reflect the fact
that many of those who would qualify for the tax
credits would be individuals and employers who
currently have health insurance.

Under both the Feder et al. and the Pauly
proposals, we assume that the increase in federal
spending would be financed by increases in the
personal income tax.

Voluntary Insurance Pool Proposals

Three of the proposals would create voluntary
state-operated insurance pools featuring a menu
of privately run health plan options that would
be open to both individuals and employer
groups. These include the proposals developed
by John Gruber; Sara Singer, Alan Garber, and
Alain Enthoven; and John Holahan, Len Nichols,
and Linda Blumberg. Although there are im-
portant differences in these proposals, each
would provide subsidies to low- and middle-
income people to purchase health insurance. To
encourage enrollment in plans offered through
insurance pools, these subsidies would be avail-
able only to people taking coverage through the
public insurance pool. These proposals would
also create financial incentives for people to en-
roll in cost-efficient health plans modeled on the
principles of managed competition.

Individuals and groups with high health care
costs due to age and/or illness would be at-
tracted to the insurance pool because they would
generally find the community-rated premium in
the pool to be lower than what they now pay for
private coverage. Under the Singer et al. and the
Gruber proposals, this accumulation of higher-
cost people in the pool—known as “adverse se-
lection”—would raise premiums in the pool,
which in turn would increase the government’s
cost of subsidizing premiums for income-eligible
people in the pool. Under Holahan et al., the
government would pay the full cost of services
provided to pool enrollees in excess of the com-
munity-rated premium for the entire non-
Medicare population in each state. Covering the
most costly people in the insurance pool is de-
signed to reduce premiums in the private mar-
ket, resulting in increased coverage.

We estimate that if fully implemented in
2002, these proposals would reduce the number
of uninsured by: 11.8 million people under
Singer et al.; 14.5 million people under Gruber;
and 15.2 million people under Holahan et al.
(Figure ES-2). New federal spending net of off-
sets to other programs would range from $102.8
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billion under Singer et al. to $190.5 billion under
Gruber. Net federal costs per newly insured per-
son would be about $8,700 under Singer et al.,
$13,200 under the Gruber proposal, and $8,400
under Holahan et al. (Figure ES-3). These esti-
mates reflect the cost of subsidies to low- and
moderate-income people and the government
cost of adverse selection in the pools.

The full amount of net new federal spending
under the Holahan proposal would be financed
with an increase in personal income taxes ($127.4
billion) (Figure ES-3). The Singer et al. proposal
would be financed with a cap on the tax-exempt
amount of employer health benefits, raising $8.4
billion in revenues and increased personal in-
come taxes of about $94.4 billion. The Gruber
proposal would also cap the amount of the em-
ployer health benefits tax exemption, resulting in
about $12.0 billion in new revenues, and would
raise an additional $149.1 billion through in-
creases in the personal income tax. In addition,
the Gruber proposal includes a state “mainte-
nance of effort” payment based on the amounts
states save by folding portions of Medicaid into
the insurance pools created under this proposal.

Pay-or-Play Proposals

Jacob Hacker and Alan Weil have each devel-
oped proposals that require employers to con-
tribute to the cost of covering their workers. Un-
der both proposals, employers who do not pro-
vide a minimum standard of coverage for their
workers are required to pay a payroll tax that
automatically covers their workforce under a
newly created public program. Non-workers are
also required to have insurance and can obtain
coverage through the public plan. Under both
plans, people who are not covered through these
means are automatically enrolled in the public
plan. The Hacker proposal would cover public
plan enrollees under a single public health plan
modeled on Medicare, while the Weil proposal
would provide a selection of private health plans
to enrollees with financial incentives for people
to enroll in lower-cost plans.

The employer payroll tax would be 7.7 per-

cent under Weil, compared with 5.0 percent un-
der Hacker.1 Firms with lower-wage workers
would generally find that paying the payroll tax
is less costly than offering coverage, while firms
with higher-wage workers generally would find
it less costly to provide the coverage. Thus, the
Hacker proposal would be more costly to the
government than the Weil proposal because the
former would attract more workers to the public
plan while collecting lower revenues per enrol-
lee. We estimate that the net new federal cost of
these proposals (including offsets) would be
$241.9 billion under the Hacker proposal and
$160.9 billion under the Weil proposal (Figure
ES-3).

We estimate that both proposals would cover
about 37.0 million of the 41.9 million people who
do not have insurance. Due to the employer re-
quirements under these proposals, we assume
that all workers and dependents would be cov-
ered. Under both proposals, non-workers (in-
cluding workers during periods of non-
employment) are also required to have coverage,
and a default enrollment process would be cre-
ated to facilitate coverage. However, these pro-
posals do not include any penalties for failing to
have coverage, which is likely to result in less
than full enrollment for the non-worker popula-
tion. Average net federal costs per newly insured
person would be $6,538 under the Hacker pro-
posal and $4,384 under the Weil proposal.

Both plans would have a significant impact
on employer costs. The average cost to firms that
do not now offer coverage would average
roughly $1,000 per worker under either pro-
posal. Firms that currently offer insurance would
see savings averaging about $409 per worker

                                                            
 1 The Weil proposal requires employers who do not
provide coverage to pay a total payroll tax of 11.0
percent, 7.7 percent of which is paid by the employer
and 3.3 percent is paid by the worker. Under the
Hacker proposal, employers who do not provide cov-
erage are required to pay a payroll tax of 5.0 percent,
with the worker paying a monthly public plan pre-
mium ranging from $50 for single individuals to $140
for couples with children.
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under Hacker and about $22 per worker under
Weil (see Figure 17 below).

Public costs under these programs would be
partially funded with the payroll taxes paid by
employers that decide not to provide health in-
surance, along with state maintenance-of-effort
payments based on the amounts saved by folding
much of Medicaid into the new programs. These
proposals would also require increases in federal
income tax collections of $87.5 billion under
Hacker and $58.9 billion under Weil (Figure ES-
3).

Replacing the Tax Exclusion with Tax
Credits

Two of the proposals analyzed in this study
would replace the existing income tax exclusion
for employer-sponsored health benefits with a re-
fundable tax credit (“refundable” means that the
amount of the tax credit is permitted to exceed
the amount of taxes due). These include the pro-
posals developed by Stuart Butler and by Elliot
Wicks, Jack Meyer, and Sharon Silow-Carroll.
Under these proposals, all individuals and fami-
lies would receive the full amount of the credit
regardless of how much of the premium was paid
by an employer. The tax credit also would be
available to people without employer-sponsored
health benefits, who, under the current system,
receive no tax benefits. However, all employer
contributions for health benefits would be treated
as taxable income to the employee.

These proposals are intended to change con-
sumer incentives in ways that would help control
health spending. Under the current system, em-
ployer contributions for health care are tax-
exempt. The value of the exemption increases in-
definitely as the employer’s contribution rises.
This encourages the use of comprehensive health
plans with minimal copayment requirements that
can lead to increased utilization of health services
and higher costs. The tax credit model is designed
to reduce this incentive by permitting people to
enroll in lower-cost plans without forfeiting any
of their tax benefit.

Both of these proposals emphasize market-

based consumer choice as a means of controlling
costs. The Wicks et al. proposal would facilitate
this market-based approach by establishing “ag-
gregate purchasing arrangements” (APAs)
throughout the country that offer a selection of
health plans to small groups and individuals,
while the Butler proposal adopts insurance mar-
ket rules that assure access to coverage in the pri-
vate market at premiums that do not vary with
health status. Also, while neither proposal re-
quires employers to contribute to the cost of cov-
ering their workers, both require employers to fa-
cilitate coverage for their employees, including
administering health plan selection and arranging
for premium payments and tax credits through
payroll withholding.

There are several important differences be-
tween the two proposals, however. First, the
Wicks et al. proposal requires all Americans to
have health insurance while the Butler proposal
does not. Second, the minimum benefits package
under Butler is a high-deductible policy, while
Wicks et al. require a more comprehensive bene-
fits package. Third, unlike the Wicks et al. pro-
posal, the tax credit under the Butler proposal
applies to both premium payments and out-of-
pocket expenses, which is expected to encourage
individuals to enroll in high-deductible health
plans. Fourth, the Wicks et al. proposal eliminates
the tax exemption for employer health benefits
from the personal income tax, but retains it for
the Social Security FICA payroll tax. The Butler
proposal eliminates the exclusion for FICA taxes
as well. Consequently, the Butler proposal creates
stronger financial incentives for consumers to
shift to cost-efficient health plans.

We estimate that the Wicks et al. proposal
would achieve nearly universal coverage. Of 41.9
million people who do not now have coverage,
about 40.3 million would become covered. This
estimate reflects the fact that the Wicks et al.
proposal includes substantial tax penalties for
people who do not maintain their coverage. The
1.6 million people who remain uninsured would
be undocumented immigrants and some low-
income people who do not file tax returns. The
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Butler proposal would cover about 26.9 million of
those who are now without coverage. If imple-
mented in 2002, net new federal costs less offsets
would be about $230.8 billion under Wicks et al.
and $236.1 billion under Butler (Figure ES-3).
Federal costs per newly insured person would be
about $5,727 under the Wicks et al.  proposal and
$8,777 under the Butler proposal.

Both proposals would eliminate the tax ex-
emption for employer-sponsored insurance for
the federal income tax, raising about $76.4 billion.
The Butler proposal would raise an additional
$54.6 billion by eliminating the exclusion in de-
termining Social Security payroll taxes, and
eliminating section 125 cafeteria plans for health
benefits. Personal income taxes would also be in-
creased to fully fund these programs by $154.4
billion under the Wicks et al.  proposal and $105.1
billion under the Butler proposal.

Tax-Financed System

Richard Kronick and Thomas Rice propose that
state governments individually devise programs
for financing a minimum level of coverage for all
of their legal residents. States could establish a
single-payer program or create an insurance pool
that offers a selection of health plans. The federal
government would support the states with fi-
nancing raised from a payroll tax assessed on all
employers and employees (9.4 percent). In turn,
the federal government would mandate that
states create such programs within minimum
specifications, including:
•  States would be required to establish a program

covering at least 98 percent of their population.
The benefits package must include low cost
sharing such as a $10 copayment for all physi-
cian and hospital outpatient services and a $10
copayment of each prescription. There would
be no deductible.

•  At least one zero-premium health plan must be
offered in all areas of the state.

•  All health plans in the state’s program, includ-
ing those with zero premiums, must include a
comprehensive benefits package (no require-

ment for long-term care).
We estimate that virtually all Americans

would be insured under the program. Those who
remain uninsured—about 1.6 million peo-
ple—would be undocumented immigrants and
lower-income non-workers who are difficult to
reach. If fully implemented in 2002, the various
state programs would cover about 240.9 million
people with net new federal spending of $551.7
billion (Figure ES-3). This would be funded with
payroll tax revenues of $505.1 billion and an in-
crease in federal personal income taxes of $46.6
billion.

The proposal would increase health spending
in currently insuring firms by about $197 per
worker. The cost of the proposal to firms that do
not now offer coverage would be about $1,760 per
worker.

Caveats

Many of the proposals considered in this study
have never been attempted on a broad scale in the
United States. Consequently there are few data on
the likely outcomes of such programs that can be
used to estimate their impacts. In particular, pro-
grams that substantially restructure the health
care financing system could fundamentally
change consumer, employer, and provider incen-
tives in ways that would have a significant im-
pact on program costs.

To illustrate the potential sensitivity of our
estimates to these assumptions, we estimated the
number of uninsured who would become cov-
ered and the net federal costs under each of these
reform proposals using alternative participation
and cost assumptions. We developed high-range
and low-range estimates of enrollment by varying
the participation rates for these programs by
about 25 percent above and below our best esti-
mate values. We also estimated net program costs
under these proposals at these high- and low-
range enrollment levels assuming that per capita
costs and revenues differ from our projections by
5 percent above and below our best estimates.
This provided us with the range estimates pre-
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sented in Figure 21 in the report.
Although we have tried to base our analyses

on the best data and research now available, these
estimates should be considered illustrative of
potential program impacts rather than point es-
timates of actual program outcomes. In fact, our
analysis indicates that the ultimate impact of
these proposals on government health spending

and coverage is very sensitive to assumptions
about employer and consumer behavioral re-
sponses under the new incentives created by
these programs. Consequently, policy makers
should recognize that, over time, any major
health initiative is likely to require continued re-
finements in program design and financing. n
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Introduction

In 2001, the Economic and Social Research Institute,
as part of the Covering America project sponsored by
The Robert Wood Johnson Foundation (RWJF), pub-
lished 10 proposals to expand health insurance cov-
erage. Prepared by major experts in the field, these
proposals range from expanding eligibility under
Medicaid to replacing the current tax exclusion for
employer-sponsored health benefits with refundable
tax credits. They all involve providing subsidies to
assist lower-income people in obtaining coverage.
Several proposals are also designed to change the in-
centives faced by those who now have health insur-
ance coverage to encourage consumers to enroll in
cost-efficient health plans.

The Lewin Group was engaged to develop a de-
tailed analysis of the cost and coverage impacts of
these proposals. For each proposal we developed es-
timates of the number of people who would become

insured and changes in the number of people with
coverage from various sources. As shown in Figure 1,
we estimate that there were about 41.9 million unin-
sured people in 2002 under current policy.

In this project we estimated the cost and coverage
impacts of these proposals on major stakeholder
groups, including providers, employers, consumers,
state and local governments, and the federal gov-
ernment. We developed these estimates using The
Lewin Group Health Benefits Simulation Model
(HBSM). HBSM is a micro-simulation model of the
U.S. health care system designed to simulate the im-
pact of major health reform initiatives on coverage,
health services utilization, and health spending by
the major payers for care. The model simulates
changes in eligibility for public programs such as
Medicaid and the State Children’s Health Insurance
Program (S-CHIP).

FIGURE 1: PEOPLE BY PRIMARY SOURCE OF COVERAGE UNDER CURRENT POLICY IN 2002
(TOTAL POPULATION = 279.9 MILLION)

Non-group - 11.1 
million

4%

Employer - 
162.1million

58%CHAMPUS/Others - 
3.6 million

1%

Medicare - 33.8 
million
12%

Medicaid/S-CHIP - 
27.4 million

10%

Uninsured - 41.9 
million
15%

Note: Coverage presented on an average monthly basis.

Source: Lewin Group estimates using the Health Benefits Simulation Model (HBSM).
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It also simulates the impact of changes in the tax
treatment of health benefits and other subsidies that
affect incentives for consumers, employers, and
health plans. In addition, the model includes a
simulation of health insurance markets that enables
us to estimate patterns of health plan selection by
employers and consumers under these health reform
models. A detailed documentation of the data and
methods used in HBSM is presented in appendix A.

For each of the 10 proposals we prepared a de-
tailed analysis of their cost and coverage effects, in-
cluding their impacts on major stakeholder groups,
which are presented in appendices B through K.
These analyses include a brief summary of the provi-
sions and rationale for each proposal. They also pre-
sent a summary of the assumptions used to simulate
the impact of these proposals and a discussion of the
results of our analysis.

The purpose of this report is to present the key
components of these proposals and to compare their
estimated cost and coverage impacts. Due to the
complexity of these reform models, we classified the
10 proposals into five categories with similar ap-
proaches to reform that will facilitate these compari-
sons. (Note: In some cases proposals share charac-
teristics with those in more than one group. For pur-
poses of this paper, they were classified according to
their most distinguishing features.) These groups of
reform models include:

Incremental Reforms: Two proposals expand cov-
erage through existing forms of public and private
coverage.
•  Judith Feder, Larry Levitt, Ellen O’Brien, and Di-

ane Rowland propose an expansion in Medi-
caid/S-CHIP, together with a targeted employer
health expense tax credit.

•  Mark Pauly proposes a Medicaid/S-CHIP expan-
sion, combined with a refundable tax credit for
low- and moderate-income individuals and fami-
lies.

Voluntary Insurance Pool Proposals: Three of the
proposals would establish voluntary insurance pools
that would offer a selection of private health plans
with incentives to enroll in cost-efficient health plans.
They also provide subsidies to low- and moderate-
income individuals and families.
•  Sara Singer, Alan Garber, and Alain Enthoven

propose to create insurance “exchanges” offering a

choice of health plans and a refundable health in-
surance premium tax credit to lower-income indi-
viduals and families.

•  Jon Gruber proposes a public insurance pool of-
fering a choice of health plans to the Medicaid/
S-CHIP population, lower-income people qualify-
ing for premium subsidies under the proposal, and
individuals and employer groups that wish to
participate.

•  John Holahan, Len Nichols, and Linda Blumberg
propose to create community-rated insurance
pools covering the Medicaid/S-CHIP population,
people qualifying for subsidies provided under the
proposal, and others who voluntarily choose to be
enrolled in the pools.

Pay-or-Play Proposals: Under these proposals, em-
ployers must either provide insurance to their work-
ers or pay a payroll tax that automatically covers
these individuals under a public program.
•  Jacob Hacker proposes a pay-or-play program,

called “Medicare Plus,” where all individuals who
do not have employer coverage are automatically
covered under a newly created public program
with a modified Medicare insurance package.

•  Alan Weil Proposes a “Medical Security System”
where people not covered by an employer plan
would obtain coverage through a public program
sponsoring a selection of health plans with incen-
tives for people to enroll in cost-efficient health
plans.

Proposals to Replace the Employer Health Benefits Tax
Exclusion with a Tax Credit: Under these two propos-
als, all individuals and families would receive a re-
fundable tax credit structured in a way that creates
financial incentives to enroll in lower-cost health
plans. Employer contributions for health benefits
would become taxable to the individual.
•  Elliot Wicks, Jack Meyer, and Sharon Silow-Carroll

propose refundable tax credits for premiums that
vary with income for the entire non-Medicare
population, while creating insurance pools, called
“exchanges,” that offer a selection of health plans
to all consumers.

•  Stuart Butler proposes a refundable tax credit for
premiums and out-of-pocket payments for health
services that varies with the amount of spending as
a percentage of income.

Tax-Financed Health Care System: Richard Kronick
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and Thomas Rice propose to replace our current
premium-financed system with a payroll tax-
financed system. States would be given an allotment
of funds to cover their non-Medicare population un-
der either a single-payer system or through a pub-
licly sponsored insurance pool offering a selection of
health plans. Financial incentives would be used to
encourage enrollment in cost-effective plans.

The estimates presented in the following sections
assume that these proposals are fully implemented in
2002. This enables us to compare the impacts of these
proposals once they are fully phased in and opera-
tional. In fact, it would take several years to imple-
ment these programs. Several of these proposals are
also phased into operation in a series of steps over a
period of several years. In addition, experience
shows that there will be a lag of some years between
the time these programs are implemented and the
point where the population is generally aware of
their potential eligibility. Consequently, for budget-
ary purposes, we provide program cost estimates for

2003 through 2012 that reflect the various phase-in
schedules of these proposals in the detailed analyses
of these proposals presented in appendices B
through K.

In the following sections, we compare the esti-
mated impacts of each of these proposals on the un-
insured and major stakeholder groups, including
providers, employers, consumers, and governments.
We also present range estimates for each of these
proposals that illustrate the sensitivity of our cost
and coverage estimates to key assumptions.

Our discussion is presented in the following sec-
tions:
•  Incremental Reform Proposals;
•  Voluntary Insurance Pool Proposals;
•  Pay-or-Play Proposals;
•  Replacing the Tax Exclusion with Tax Credits;
•  Tax-Financed System;
•  Comparison of Program Impacts; and
•  Caveats. n
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Incremental Reform Proposals

Judith Feder, Larry Levitt, Ellen O’Brien, and Diane
Rowland propose expanding eligibility for low-
income people under the Medicaid and/or S-CHIP
programs. They propose that the federal government
mandate that states offer full health insurance cover-
age—either under Medicaid/S-CHIP or a new pro-
gram—to all individuals living below certain low-
income thresholds. They also propose to allow indi-
viduals above these income thresholds to “buy in” to
these state insurance programs with premiums that
vary with income. Additionally, they propose crea-
tion of a refundable federal income tax credit for
small firms with high percentages of low-income
workers that provide health insurance to employees
(Figure 2).

Mark Pauly’s proposal would extend coverage to

people living below 325 percent of the federal pov-
erty level (FPL). People below 125 percent of the FPL
would be covered under a Medicaid-style program,
while people between 125 percent of the FPL and 325
percent of the FPL would qualify for a refundable tax
credit of $1,500 for single coverage and $3,500 for
family coverage. The credit would be phased out for
families living between 275 percent and 325 percent
of the FPL.

Eligible people would be able to apply the credit
to premium payments under either non-group or
employer health plans. For workers with employer
coverage, the credit would be equal to the credit they
qualify for less the value of their tax exclusion for
employer health benefits.

FIGURE 2: PROPOSALS THAT EXPAND MEDICAID/S-CHIP AND PROVIDE TAX CREDITS

Public Program Expansions with Employer Tax Credits:

Judith Feder, Larry Levitt, Ellen O’Brien, and Diane Rowland

The Adaptive Credit Plan:

Mark Pauly

Public Program Expansions

Type of expansion Expansion could be through Medicaid, S-CHIP or a new
program

Expansion could be through Medicaid,
S-CHIP or a new program

Benefits

Below 150% of FPL — free coverage

150%-200% FPL — contribution required

200%-300% of FPL — buy-in

All below 125% FPL — free coverage

Eligible groups All including non-custodial adults a/ All including non-custodial adults a/

Federal matching rate
Enhanced matching rate

(65%-84%, depending on state)

Standard matching rate

(50%-74%, depending on state)

Individual Tax Credit

Income-eligible group N/A 125%-325% of FPL

Credit amount N/A $1,500 Single-$3,500 Family

Credit phase-out N/A Phase down to $700 single, $2,000
family between 275% and 325% FPL

Eligible coverage N/A

Credit applies to non-group premiums
and employer coverage up to the total
premium amount. Credit for employer
coverage is reduced by value of tax ex-
clusion

Firm Tax Credit

Eligible firms Firms with 50 or fewer workers and average payroll less
than $30,000 N/A

Credit amount Between 6.3% and 50.0% of total premiums depending on
firm size and average salary N/A

Currently insuring employers Also eligible N/A

a/ Adults who do not have custodial responsibility for a child.
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FIGURE 3: PROPOSALS COMBINING MEDICAID/S-CHIP EXPANSION WITH TAX CREDITS IN
2002

Medicaid Expansion with
Employer Tax Credit:

Judith Feder, Larry Levitt,
Ellen O’Brien, Diane Rowland

The Adaptive Tax Credit Plan:

Mark Pauly

Medicaid/S-CHIP Expansion

Eligible People (millions)

Number Enrolled (millions)

Net Reduction in Uninsured (millions)

Total Cost (billions)

Federal Share of Cost (billions)

State Share of Cost (billions)

69.5

19.4

11.3

$43.8

$31.2

$12.6

18.8

11.1

7.9

$32.0

$19.0

$13.0

Tax Credits

Eligible People (millions)

Number Enrolled (millions)

Net Reduction in Uninsured (millions)

Total Cost (billions)

Federal Share of Cost (billions)

State Share of Cost (billions)

13.3

6.7

0.7

$5.9

$5.9

—

85.7

80.5

12.6

$70.8

$70.8

—

Combined Program

Eligible People (millions)

Number Enrolled (millions)

Net Reduction in Uninsured (millions)

Total Cost (billions)

Federal Share of Costs (billions)

State Share of Costs (billions)

82.8

26.1

12.0

$49.7

$37.1

$12.6

104.5

91.6

20.5

$102.8

$89.8

$13.0

Federal Costs Less Offsets (billions)

Total Offsets (billions)

Federal Costs Less Offsets (billions)

$3.0

$34.1

$0.1

$89.7

Source: Lewin Group estimates using the Health Benefits Simulation Model (HBSM).

Under the Pauly proposal, people would be re-
quired to report their insurance status to the IRS
with their tax returns. Income-eligible people
without coverage would be sent coupons for the
amount of the credit they are eligible to receive
that could be redeemed with insurers for a health
insurance policy. To encourage enrollment, people
would be permitted to use the coupon to purchase
a policy equal in cost to the coupon amount. This
would enable people to obtain coverage at no ad-
ditional cost to themselves. While this would en-
courage people to take coverage, the insurance
they would be able to obtain with the coupon
amount is expected to provide only limited bene-
fits (for example, high-deductible plan, etc.).2

                                                            
 2 All plans are required to community rate policies that
do not require additional payments (that is, premium
equals credit amount). However, the premium for cov-

We estimate that about 69.5 million people are
eligible for the Medicaid expansion and buy-in
under the Feder et al. model. We estimate that of
these, about 19.4 million would enroll (Figure 3).
The number of uninsured people would be re-
duced by about 11.3 million people, which is about
a 27 percent reduction in our estimate of the num-
ber of uninsured people in 2002 (41.9 million peo-
ple). The total cost of this Medicaid/S-CHIP ex-
pansion net of partial premium payments under
the buy-in would be about $43.8 billion (including
state and federal shares). The federal share of the
cost of this program would be $31.2 billion, with
the states paying $12.6 billion.

                                                                                          
erage in excess of that amount may be risk rated. All
policies are guaranteed renewable at premiums no
greater than those charged for average risks.
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About 13.3 million workers and dependents are
in small low-wage firms that would be eligible for
the employer tax credit under the Feder et al. pro-
posal (that is, firms with 50 or fewer workers with
average salary below $30,000). Of these, about 6.7
million people would be covered by firms that
would receive the credit. This includes about 6.0
million people in qualifying firms that already of-
fer coverage and about 700,000 people in firms that
are induced to offer coverage by the tax credit. The
cost of the employer tax credit would be $5.9 bil-
lion.

The Medicaid-style coverage expansion under
the Pauly model would cover people living below
125 percent of the FPL. About 11.1 million of these
people would enroll, of whom 7.9 million would

be people who otherwise would have been unin-
sured. Total federal costs net of offsets would be
about $19.0 billion. About 85.7 million people
would be eligible for the tax credit under the Pauly
proposal, of whom 80.5 million would enroll. The
credit would reduce the number of uninsured by
another 12.6 million people at a total federal cost of
$70.8 billion (that is, net of offsets).

The total reduction in the number of uninsured
under the Pauly proposal (that is, Medicaid expan-
sion and credit combined) would be 20.5 million
people at a net federal cost of $89.7 billion. The
Feder et al. proposal would reduce the number of
uninsured by a total of about 12.0 million people.
Total federal costs net of offsets under the Feder et
al. proposal would be about $34.1 billion in 2002. n
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Voluntary Insurance Pool Proposals

Three proposals would create voluntary open-access,
state-operated insurance pools featuring a menu of
privately run health plan options at various premium
levels. These include the proposals developed by
John Gruber; Sara Singer, Alan Garber, and Alain
Enthoven; and John Holahan, Len Nichols, and
Linda Blumberg.

Participation would be open to both individuals
and employer groups. Although there are important
differences among these proposals, each would pro-
vide subsidies to low- and middle-income people to
purchase health insurance. To encourage enrollment
in health plans offered through insurance pools,
these subsidies would be available only to people
taking coverage through the pools. All three of these
proposals would create incentives to enroll in cost-
effective plans by requiring individuals to pay the
cost of enrolling in more costly health plans.

The subsidies under the Singer et al. proposal
would be in the form of refundable tax credits, while
the Gruber and Holahan et al. proposals would pro-
vide premium subsidies (Figure 4). Also, the Gruber
and Holahan et al. proposals would fold the non-
Medicare Medicaid/S-CHIP population into the
premium subsidy program, while Singer et al. would
leave the Medicaid/S-CHIP program unchanged.

Under all three proposals, premium subsidies are
available to both workers with employer coverage
and people who do not work for an employer that of-
fers coverage. However, the basis for computation of
subsidies varies across proposals. Under Singer et al.,
workers with employer coverage can take the maxi-
mum of the tax credit or the employer health benefits
tax exclusion. In the Gruber proposal, the premium
subsidy is first applied to the employee contribution
amount, with the remaining subsidy used to reduce
the employer contribution. Under Holahan et al., the
subsidy applies only to the worker premium contri-
bution amount.   

Under all three proposals, the premium subsidy
is available to workers only if they take coverage

through the insurance pools.3 For example, under
Holahan et al., all employers that sponsor insurance
are required to offer coverage through the public
plan as an option so that employees are able to obtain
the subsidies available only through the pool. How-
ever, employers are encouraged under Holahan et al.
to offer private coverage alternatives as well. This
differs from the Gruber proposal, which makes sub-
sidies to employees available only if the employer of-
fers coverage exclusively through the pool.

Premiums in the plans offered through the pools
are based on actual health spending for people en-
rolling in these pools under both the Gruber and
Singer et al. proposals.4 However, the Holahan et al.

proposal would set premiums based on average costs
for the non-Medicare population throughout the
community. By charging a community rate, the pool
is designed to attract people with expected costs that
are in excess of the community rate, while permitting
people with lower expected costs to obtain coverage
in the private market at premiums that are lower
than the community rate.

This migration of higher-cost cases to the public
pool under the Holahan et al. proposal is designed to
reduce private insurer premiums for those who re-
main in the private market, resulting in an increase in
the number of employers offering coverage. The pro-
gram effectively subsidizes the cost of coverage for
higher-cost populations by an amount equal to the
difference between actual costs for the enrolled
population and the state-wide community rate. The
increase in coverage resulting from this approach
and the cost of subsidizing care for higher-cost
populations are reflected in our estimates.

                                                            
 3 Under the Singer et al. plan, workers not enrolled in the
public exchange (that is, public insurance pool) can receive
the subsidy if their employer has established itself as an
exchange by meeting certain coverage requirements.
 4 Under the Singer et al. plan, the premium is community
rated across all enrollees in all exchanges, including those
established by employers.
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FIGURE 4: VOLUNTARY INSURANCE POOL PROPOSALS

Insurance Exchange Approach:

Sara Singer, Alan Garber, Alain
Enthoven

Public/Private Partnership:

Jon Gruber

Federal/State Approach:

John Holahan, Len Nichols,
Linda Blumberg

Purchasing pools
Voluntary “exchanges” for em-
ployers and individuals: offers
selection of health plans

Voluntary for employers and in-
dividuals: offers selection of
health plans

Voluntary for employers and in-
dividuals: offers selection of
health plans

Employer coverage

Employers can continue private
plans, offer coverage through
an exchange, or establish a se-
lection of plans so they qualify
as an exchange

Employers can offer private
coverage, through the public
pool, or both

Employers must offer coverage
through the public pool, but
may also offer other private in-
surance as well

Availability of subsidies Only to those in an exchange
Only to those in firms where the
employer offers only public pool
coverage

Only to those in public pools

Subsidies for workers with
employer coverage

Take the maximum of the credit
or the tax exemption

Subsidy applies to full amount
of the premium

Subsidy applies to worker share
of premium only

Form of subsidy Refundable tax-credit Premium subsidies Premium subsidies

Amount of subsidy

Tax-credit equals 70% of me-
dian cost plan for those with in-
comes below $31,000 sin-
gle/$51,000 family; subsidy
phased-out between $31,000
and $41,000 for single/$51,000
and $61,000 for families

Subsidy equals full premium for
median-cost plan for people
below 150% FPL; phased out
between 150% FPL and 300%
of FPL

Subsidy equals full premium for
people below 150% of FPL;
phased out between 150% of
FPL and 250% of FPL

Disposition of Medicaid/S-
CHIP Retained in current form Folded into public pool Folded into public pool

Federal match for subsidies 100% 100% with state maintenance-
of-effort payment

Enhanced matching rates, 65%-
84%, depending on state

Default enrollment

Default enrollment of people
eligible for full credit; unclaimed
credit amount transferred to
state to provide services to un-
insured

Automatic enrollment of people
below 150% of FPL No provision

Managed competition

incentives

—People pay full cost of en-
rolling in higher cost plan in ex-
change

—Tax exclusion for employer
benefits capped at 105% of
median cost plan (phased-in
over 10 years)

—In the public pool, all people
must pay full cost of enrolling in
above median-cost plan

—Tax exclusion for health bene-
fits capped at median cost plan

Employers are required to make
a fixed premium contribution;
people pay full cost of enrolling
in higher-cost plan

Basic premiums in public plan Actual costs in exchange Actual costs in public plan

Community-wide costs; de-
signed to attract high-cost cases
to public pool and reduce cost
of private coverage outside the
pool

All three of these proposals would change the
sources of coverage for a large portion of the popu-
lation. For example, under the Gruber model, about
157.5 million people would be enrolled in the public
pool (Figure 5). Enrollment in private health plans
under his proposal would decline from 173.2 million
people under current policy to about 55.9 million
people. Public pool enrollment would reach 126.1
million people under the Holahan et al. proposal,
with about 88.1 million people covered under private
health plans.

Enrollment in exchanges under Singer et al.

would be 74.7 million people, with 110.3 million
people covered under private health plans that are
not constituted as exchanges under this proposal.
The number of uninsured would be reduced from its
current level of 41.9 million people by 11.8 million
people under Singer et al.; 14.5 million people under
Gruber; and 15.2 million under Holahan et al..

Premium subsidies under the Gruber proposal
would be about $247.6 billion. The federal share of
this cost would be $190.5 billion after offsets. Net
federal costs would be about $102.8 billion under
Singer et al. and $127.4 billion under Holahan et al.   



18

FIGURE 5: COST AND COVERAGE IMPACTS OF VOLUNTARY INSURANCE POOL PROPOSALS IN
2002

Insurance “Exchange”
Approach:

Sara Singer, Alan Garber, and
Alain Enthoven

Public/Private Partnership:

Jon Gruber

Federal/State Approach:

John Holahan, Len Nichols,
 and Linda Blumberg

Sources of Coverage (millions)

Reduction in Uninsured (currently 41.9
million people) 11.8 14.5 15.2

People with Private Coverage through
Insurance Pools/Exchanges 74.7 157.5 126.1

People with Private Coverage outside
Insurance Pools/Exchanges (currently
173.2 million people)

110.3 55.9 88.1

Program Costs (billions)

Total Subsidies a/ $109.3 $247.6 $156.0

Federal Spending Net of Offsets $102.8 $190.5 $127.4

a/ Includes the cost of premium and cost sharing subsidies including the cost of administering these subsidies. For the Holahan et al. proposal,
subsidies include the cost of coverage in the voluntary pool in excess of community rated premium collections.

Source: Lewin Group estimates using the Health Benefits Simulation Model (HBSM).

COMMENTARY BY SARA SINGER, ALAN GARBER, AND ALAIN ENTHOVEN

We believe that our proposed plan will be substantially less costly than estimated by the Lewin Group.
First, with strong incentives for participation, the exchanges created in our proposal would enjoy economies
of scale. FEHBP has administrative costs of about 1 percent. Lewin assumes that administrative costs are
nearly five times as large, based on the experience of a single, very small exchange.

Second, under our proposal health plans compete on price, since people pay the differences in premiums
out of pocket. Lewin’s analysis, which assumes that the benefit packages will be at best similar to current
managed care plans, assumes no savings from a choice of plans including more cost-effective packages of
services. In addition, managed competition, by injecting price sensitivity in the entire marketplace, is likely to
lower costs for all plans—in part, by well-documented managed care spillover effects.

The simulation also greatly underestimates the effective coverage under our plan by ignoring the direct
care provision that will occur through default plans. In the absence of a compulsory plan, some individuals
will inevitably fail to purchase insurance. Under our proposal, such individuals, if they are low income, would
automatically be enrolled in a default plan, where they would have coverage and access to primary care and
preventive services. The default plans are discussed but apparently not included in Lewin’s coverage estimate.

Our plan contains several features to minimize the effects of adverse selection, including risk adjustment
within and across insurance exchanges. If employers with below-average-risk workers whose incomes are
high enough to make it advantageous to forgo the tax credits seek coverage in the non-exchange market,
our proposal provides for inclusion of the non-exchange market in the risk-adjustment calculations.

Finally, the “bottom-line” measure of cost per incremental covered life and the suggestion that a lower
cost represents “efficiency” is misleadingly narrow. Any plan with tax credits for low-income Americans
achieves benefits by providing income support for all the poor and by extending health insurance coverage.
Only the latter benefit is included in a performance measure like the cost per incremental insured life. Only if
one believes that income transfers to the poor are wasteful or irrelevant can this benefit be ignored.
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COMMENTARY BY JOHN HOLAHAN, LEN NICHOLS, AND LINDA BLUMBERG

Our goals in developing this plan were to help both low-income Americans and those with high expected
health care costs buy health insurance. We also wanted to create a safe haven to purchase insurance, pre-
serve a major financial role for employers, avoid mandates, permit choice among plans, and provide a deci-
sion-making role for states. These features are keys to political viability.

We applaud the Lewin Group (Lewin) for its comprehensive modeling efforts, but our own estimates sug-
gest that our plan would provide more coverage at a lower cost than they predict. We offer only two of
many technical comments in this limited space.

First, Lewin asserts that participation rates among the uninsured are 70 percent for those for whom cov-
erage is free. But the data in Table 16, Appendix F, indicates that actual participation rates are well below
this. Lewin assumes no participation in the pool among the uninsured who are currently eligible for Medicaid
but not enrolled. This assumption is unrealistic since the new pool, with half the insured population, would
carry less stigma and fewer enrollment barriers than today’s Medicaid. Therefore, participation and coverage
rates should be significantly higher than Lewin’s analysis allows.

Second, program costs should be lower. The authors model fully phased-in coverage immediately, while
cost savings are discussed only in the long run and only in the appendix. Lewin acknowledges in the appendix
but not in the main estimate that the bargaining power of the new pools would be strong, given their market
share, and that costs would therefore grow substantially more slowly than under current law. These cost
savings are not part of the estimates shown in the main report.

We agree that many Americans—about 20 million—would remain uninsured. This is true for any volun-
tary plan. However, our plan provides a stable, easily administered foundation that would allow people with
low income and high risk to purchase quality health insurance. We believe the combination of these two
types of subsidies is critical for the ultimate success of reforms intended to expand coverage. Once these
structures are functioning effectively, mandates or higher subsidy rates can be used if and when Americans
decide that universal coverage is a high priority.
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Pay-or-Play Proposals

Jacob Hacker and Alan Weil have each created
proposals that require employers to contribute to
the cost of covering their workers. Under both
proposals, employers who do not provide a mini-
mum standard of coverage for their workers are
required to pay a payroll tax that automatically
covers their workers under a newly created public
program. Non-workers are also required to have
insurance and can obtain coverage through the
public program. In addition, both programs elimi-
nate the current Medicaid/S-CHIP programs for
the non-Medicare population and cover these indi-
viduals through the public program, unless they
become covered by an employer health plan. Un-
der both proposals, people who are not covered
through these means are automatically enrolled in
the public program.

The “Medicare Plus” program proposed by
Hacker would cover all people without employer
coverage under a single publicly operated health
plan modeled on Medicare (Figure 6). Benefits
would be based on the current Medicare benefits
package, modified to include prescription drugs,
maternity services, and pediatric care. The benefits
package also would be changed to include a $250
deductible with an out-of-pocket limit of $2,500
that applies to all services.5

Unlike the Hacker proposal, the public pro-
gram under the “Medical Security System” pro-
posed by Weil would be an insurance pool offering
a selection of private health plans to participants.
The pool would offer at least one zero-premium
health plan. Participants would be permitted to en-
roll in more costly plans but would be required to
pay the full amount of the additional premium for
more costly coverage. Under the Weil proposal, the
benefits package provided by plans in the insur-
ance pool would be determined by a national
board.

Under both proposals, employers must either
provide a minimum standard benefits package

                                                            
 5 The current Medicare benefits package does not cover
outpatient prescription drugs and does not limit out-of-
pocket spending.

(that is, the benefits package offered in the public pro-
gram) or pay a payroll tax. Employers who decide to
offer coverage would be required to pay a minimum
percentage of the premium—85 percent for workers
and 75 percent for dependents under the Weil pro-
posal. Under the Hacker proposal, employers are re-
quired to pay at least 75 percent for employees work-
ing 20 or more hours per week and 50 percent for em-
ployees working fewer than 20 hours per week.

Payroll tax rates are higher under the Weil proposal
than under the Hacker proposal. Under the Weil pro-
posal, the tax paid by employers that do not provide
coverage is equal to about 7.7 percent of Social Secu-
rity-covered earnings (about $82,000 per year). The tax
rate for employers under the Hacker proposal is 5.0
percent of Social Security-covered earnings.

Employers are likely to decide between paying the
tax or offering coverage based on whichever costs them
less. Firms with lower-wage workers would generally
find that paying the payroll tax is less costly than of-
fering coverage, while firms with higher-wage workers
generally would find it less costly to provide coverage.
Consequently, the percentage of eligible employers
choosing to pay the payroll tax increases as the tax rate
decreases. Thus, we expect enrollment in the public
program to be higher under the Hacker proposal than
under the Weil proposal because the Hacker proposal
has a lower employer payroll tax rate.

Under both proposals, workers would contribute to
the cost of their coverage. Under the Weil proposal,
workers in firms that decide to enroll in the publicly
sponsored insurance pool (that is, those paying the tax)
would pay a payroll tax of 3.3 percent. Under the
Hacker proposal, employees in the public plan would
pay a monthly premium ranging from $50 for single
individuals to $140 for workers with a spouse and chil-
dren. The premium under the Hacker proposal is fully
subsidized for people living below 200 percent of the
FPL and is phased in for families with incomes be-
tween 200 percent and 300 percent of the FPL.   



21
C

O
V

E
R

IN
G

 A
M

E
R

IC
A

 |
 C

O
S

T
 A

N
D

 C
O

V
E

R
A

G
E

 A
N

A
L

Y
S

IS

FIGURE 6: COMPARISON OF PAY-OR-PLAY MODELS FOR HEALTH REFORM

The Medical Security System:

Alan Weil

Medicare Plus:

Jacob Hacker

Employer requirement Employers that do not provide a minimum standard of coverage must pay a tax that automatically covers
their workers and dependents through a public program

Minimum benefits standard

Minimum standard package determined by na-
tional board:

—Inpatient/outpatient hospital

—Physicians services

—Mental health/substance abuse

—$10 co-pay per visit

—$10,000 out-of-pocket limit

Medicare benefits plus:        Revised cost sharing:

—Prescription drugs 20% co-pay

—Preventive services $250 deductible per 
person

—Mental health $2,500 per person 
out-of-pocket limit

—Maternity care

Minimum employer pre-
mium contribution

85% for workers

75% for dependents

75% for employees working 20 or more hours per
week

50% for employees working less than 20 hours
per week

Default enrollment Yes; without financial penalty Yes; without financial penalty

Payroll tax rates

11.0% total

7.7% employer

3.3% worker

5.0% total

5.0% employer

0.0% worker

Wage base Social Security covered earnings Social Security covered earnings

Phase-in of tax rate for cur-
rently non-insuring firms None 1.5% rate reduction phased in over 10 years

Medicaid Folded into public exchanges Folded into Medicare Plus

Provider payment levels Private-sector rates Medicare rates

Choice of health plans Selection of plans offered in exchange None: Medicare Plus only

Premium for workers in
public program None (worker pays employee share of payroll tax)

$50/month single

$100/month single with children

$90/month married couples

$140/month married couples with children

No premium below 200% FPL

Phase-in between 200% FPL and 300% FPL

Premium for non-workers in
public program None No premium below 200% FPL; phase-in between

200% of FPL and 300% of FPL

Employee premium contri-
bution subsidy

—Full subsidy below FPL

—Subsidy phased out between FPL and 200% of
FPL

—Full subsidy below 200% of FPL

—Subsidy phased out between 200% and 300%
FPL

Cost sharing subsidy No cost sharing below FPL
—No cost sharing below FPL

—Subsidy phased out between FPL and 150% of
FPL

Spousal equity provision None

Firms with workers covered under a spouse’s plan
must forward to those plans an amount based
upon the payroll tax for those workers. This trans-
fer is administered by the public pool

The Hacker proposal includes a unique feature
designed to promote greater equity in the financ-
ing of health care for workers across employers.
Under today’s system, working spouses will often
take coverage as a dependent on a working
spouse’s employer-sponsored health plan. This

means that insuring employers are paying much of the
cost of covering workers in other firms. Under either
proposal, workers can still elect to take coverage
through a working spouse. However, under the Hacker
proposal, firms with workers covered on a spouse’s
plan are required to pay an amount based on the pay-
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roll tax; this amount is then forwarded by the pub-
lic plan to the employers that cover these workers.6

Under either of these proposals, the number of
uninsured would be reduced by about 37 million
people, which is equal to about 88 percent of the
41.9 million people who currently lack coverage
(Figure 7). We assume that the pay-or-play model
would be fully effective in enrolling all workers
and dependents in a health plan. However, moni-
toring coverage for people is expected to be diffi-
cult during periods when they are not associated
with employment (that is, as a worker or a de-
pendent). Also, neither proposal specifies any pen-
alties for people who allow their coverage to lapse.
Thus, we assume that only about 70 percent of
non-workers become covered.7 The uninsured
would also include many undocumented immi-
grants who might avoid the government program
(we assume full enrollment of undocumented
workers while employed). We estimate that about
5.0 million people would remain uninsured despite
the use of an automatic enrollment procedure for
workers and dependents under both proposals.

Employers would be more likely to elect to pay
the tax under the Hacker proposal than under the
Weil proposal because the Hacker model imposes
a lower payroll tax rate on non-insuring employ-
ers. Thus, many of the employers who now spon-
sor coverage would find it less costly to eliminate
their health plan and cover their workers under the
public plan. The number of people with private
coverage would decline from 173.2 million people
under current law to about 121.4 million people
under the Hacker proposal. By comparison, private
coverage would actually increase to 172.7 million
people under the Weil proposal due to the rela-
tively higher employer tax rate under his proposal
(7.7 percent).

Public program enrollment would be 64.5 mil-
lion people under the Weil proposal and 113.2 mil-
lion people under the Hacker proposal. These en-
rollees would include the Medicaid and S-CHIP

                                                            
 6 However, the specific calculations used vary by
whether the workers involved are covered under the
public plan or private coverage.
 7 We assumed that about 70 percent of non-workers
would enroll in the public plan based on the average
enrollment rate in the Medicaid program for uninsured
people.

populations who would become covered under the
public program; workers and dependents in firms that
decide to pay the tax rather than provide coverage; and
other non-workers who decide to enroll in the public
program.

FIGURE 7: ESTIMATED IMPACT OF THE PAY-
OR-PLAY MODELS FOR HEALTH REFORM IN
2002

The Medical
Security
System
(MSS):

Alan Weil

Medicare
Plus:

Jacob
Hacker

Changes in Sources of Coverage (in millions)

Reduction in Uninsured (41.9
million people under current
policy)

36.9 37.0

People in Public Program 64.5 113.2

People with Private coverage
(173.2 million under current
policy)

172.7 121.4

Program Costs (in billions)

Federal Cost Net of Offsets $160.9 $241.9

Federal Cost Net of Payroll Tax
and State Maintenance of
Effort (assumed to be raised
through income tax)

$58.9 $87.5

Employer Costs per Worker

Currently Insuring Firms

Currently Non-insuring Firms

($22)

$970

 ($409)

$1,124

Source: Lewin Group estimates using the Health Benefits Simulation
Model (HBSM)

The total federal cost of these programs if fully im-
plemented in 2002 would be $160.9 billion under the
Weil proposal and $241.9 billion under the Hacker
proposal. After subtracting payroll tax revenues, state
maintenance-of-effort payments ($37.3 billion under
Weil and $26.7 under Hacker) and other offsets, net
federal costs drop to $58.9 billion under the Weil pro-
posal and $87.5 billion under the Hacker proposal.
These include total benefits costs under the public pro-
gram and other subsidies less payroll tax revenues,
premium payments to the public program, and state
maintenance-of-effort payments.

The impact of these proposals on employers’ costs
would vary depending on whether the firm is already
offering insurance, the level of benefits provided, and
the wage level of their workers. While most insuring
firms already comply with the minimum benefit and
contribution requirements under these proposals, some
insuring firms would face additional costs for upgrad-
ing their health plans to meet the minimum benefits
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and employer contribution requirements. Insuring
employers would also incur the cost of covering
workers who are currently ineligible under their
health plans (that is, part-time and temporary
workers).

However, some insuring firms would be able to
reduce their costs by discontinuing their plans and
paying the payroll tax. Also, under the spousal eq-
uity provisions in the Hacker proposal, employers
that offer insurance would receive payments from
other employers (administered by the public plan)
for each working dependent spouse who is cov-
ered as a dependent under their plan. Thus, some
insuring firms could see substantial savings under

these proposals.
The average cost per worker in non-insuring firms

would be about $970 under the Weil proposal and
$1,142 under the Hacker proposal. This includes the
employer payroll tax in firms that decide to pay the tax
as well as the cost of insurance among firms that decide
to provide coverage. On average, costs per worker
would change little under the Weil proposal, although
some individual firms would see substantial changes in
costs. However, under the Hacker proposal, employers
that currently offer insurance would, on average, save
about $409 per worker. This reflects the impact of the
spousal equity provisions of the Hacker plan. n

COMMENTARY BY ALAN WEIL

I developed the Medical Security System to illustrate an alternative vision of the American health care sys-
tem in which everyone has health insurance and everyone contributes to the cost of that coverage. A key fea-
ture of the Medical Security System is its reliance upon the political process to establish the value of the core
coverage guaranteed to everyone, which then determines the tax rate necessary to generate the funds for
that coverage. Layered on top of that political process is the individual’s ability to purchase more or better
coverage with his or her own funds. In essence, the Medical Security System leaves to the political process
how much of the overall cost of the health care system will be shared and how much will be borne by indi-
viduals and families.

The cost estimates generated by the Lewin Group do not purport to take these dynamics into considera-
tion. This is appropriate, given the limitations of their model. However, the consequence is that the estimates
implicitly assume that this fundamental change in how the health care system is financed has no effect on
health care spending.

The estimates provide some useful information for comparing the short-term consequences of changing
the health care system in various ways. They do not capture the effects of changes in the underlying dynam-
ics of the system, which is the most interesting dimension along which the proposals vary.

I have two specific comments on the estimates. First, the tax rates in the proposal were selected as an il-
lustration of what would be needed to generate in aggregate what employers and employees pay for health
insurance coverage today. I neglected to include a transition period or subsidies for lower-wage firms. The re-
sults of the modeling highlight the importance of these features. It is also likely the political process would
yield lower tax rates (and less comprehensive coverage) than I used for illustration.

Second, the estimates assume that every employer decides whether to offer coverage or pay the tax solely
on the basis of minimizing cost. This assumption is not consistent with employers’ current behavior, which
also takes into consideration labor market conditions and the employers’ own expectations about their ability
to manage cost. I believe firms that promote better health care delivery would be disproportionately likely to
offer coverage, thereby providing a source of innovation in the health care system.
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COMMENTARY BY JACOB HACKER

The Lewin Group’s work deserves commendation, and I largely agree with the findings. Nonetheless, the
presentation invites erroneous judgments, and so I briefly outline here what the results do and do not mean.

Let me begin, however, by stressing the most important finding: My plan would cover nearly everyone
while adding only $32.3 billion, or $115 per American, to the amount the nation spends for health care. De-
spite my appreciation of this central result, I must note that the estimated coverage expansion is clearly too
small, because it does not account for the provision of my plan that automatically covers all income tax filers
who do not show proof of insurance. On the other hand, the estimated administrative costs (3.5 percent to
11 percent, depending on the size of an enrollee’s employer) are clearly too high: Medicare pays only around
3 percent for administration, and Medicare Plus’s costs should not be much more.

My main objection, however, is to the prominent use of “net new federal cost per newly insured person”
to compare plans. First, the measure does not really capture “net new federal cost”—that is, federal spend-
ing minus offsetting spending and revenue changes. Rather, it essentially represents new federal spending,
which is properly seen as “gross new federal cost.” Second, the measure has the perverse effect of encour-
aging proposals to shift costs onto private actors and the states. (By way of illustration, a chief reason Weil’s
otherwise similar plan scores “better” is that its much higher payroll tax discourages employers from enrolling
their workers in the public program, thereby imposing more of the costs of mandated coverage on business.)

Finally, and most important, the measure penalizes proposals that cover a larger share of Americans, be-
cause the marginal cost of covering the uninsured rises as more are covered. Thus, the measure is misleading
not simply because reform proposals “are designed to achieve more than just reducing the number of unin-
sured.” More fundamentally, it misleads because it is only weakly related to the true challenge of financing a
proposal and because, all else equal, federal spending per newly insured person is necessarily higher for pro-
posals that cover more Americans.
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Replacing the Tax Exclusion with Tax Credits

Two of the proposals analyzed in this study would
replace the existing income tax exclusion for em-
ployer-sponsored health benefits with a refundable
tax credit. These include the proposals developed
by Stuart Butler and by Elliot Wicks, Jack Meyer
and Sharon Silow-Carroll.

Under these proposals, all individuals and
families would receive the full amount of the
credit, regardless of how much of the premium
was paid by an employer (Figure 8). The tax credit
also would be available to people without em-
ployer-sponsored health benefits who under the
current system receive no tax benefit for health in-
surance. However, all employer contributions for
health benefits would be treated as taxable income
to the employee.

These proposals are intended to change con-
sumer incentives in ways that would help control
health spending. Under the current system, em-
ployer contributions for health care are tax-exempt.
The value of the exemption increases indefinitely
as the employer’s contribution rises, which en-
courages the use of comprehensive health plans
with minimal cost-sharing requirements that lead
to increased health spending. For example, under
the Wicks et al. tax credit model, individuals re-
ceive a fixed amount (for example, $700 sin-
gle/$1,500 family) that can be applied to the pur-
chase of insurance. Selecting a lower-cost health
plan does not reduce the amount of the tax subsidy
(unless the policy costs less than the credit) as it
would under the current tax exemption. This en-
courages individuals to conserve on health
spending by seeking out cost-effective health
plans.

The Butler plan alters incentives differently.
Under the current system, the tax exclusion applies
only to insurance premiums and not to out-of-
pocket spending for health services (except in cer-
tain section 125 plans), which creates a financial in-
centive for people to consume as much of their
health care as possible through insurance. This en-
courages use of comprehensive health plans that
tend to increase health services utilization by
making people largely insensitive to cost at the

point of service. Under the Butler proposal the credit
applies to both premium payments and out-of-pocket
spending for health services, which eliminates the tax
incentive to obtain health services through insurance.
The expectation is that this would encourage enroll-
ment in less comprehensive plans making people more
sensitive to the price of services with a resulting reduc-
tion in health spending.

Both of these proposals emphasize market-based
consumer choice as a means of controlling costs. While
under today’s system employee coverage options are
limited to the plans selected by their employer, con-
sumers would be able to take their tax credit and use it
to buy coverage from any health plan they chose. The
Wicks et al. proposal would facilitate this market-based
approach by establishing “aggregate purchasing ar-
rangements” (APAs) throughout the country that offer
a selection of health plans to small groups and indi-
viduals. Both Butler and Wicks et al. would also adopt
insurance market rules that assure access to coverage at
premiums that cannot vary with the health status of the
individual.

The authors of both proposals specify a minimum
benefits package. In the Wicks et al. proposal, all indi-
viduals in the non-Medicare population are required to
have insurance coverage that is at least as comprehen-
sive as the current Medicare benefits package plus pre-
scription drugs and well-child care. The minimum
benefits package under the Butler proposal would
cover most medical services and prescription drugs
subject to 20 percent coinsurance, a $1,000 deductible
per person, and a $2,000 deductible per family.

Both proposals retain a role for employers in pro-
viding coverage to their workers. Wicks et al. would
require all employers to offer health insurance, but
would not require them to contribute to the cost of
coverage. Butler also does not require the employers to
pay for coverage. However, his proposal does require
employers to facilitate coverage for their workers, in-
cluding administering plan selection and arranging for
premium payments and tax credits through payroll
withholding.

Although conceptually similar, there are important
differences in these two proposals. Some of these dif-
ferences include:
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FIGURE 8: PROPOSALS THAT REPLACE THE TAX EXCLUSION FOR EMPLOYER HEALTH
BENEFITS WITH A REFUNDABLE TAX CREDIT

Stuart Butler Elliot Wicks, Jack Meyer, and Sharon Silow-
Carroll

Universal coverage Optional: Must have minimum level of cov-
erage to qualify for credit

Mandatory: Tax penalty for non-
compliance

Basis for tax credit Insurance premiums, including employer
share plus out-of-pocket spending

Insurance premium, including employer
share

Tax credit amount

Credit: 25% of costs up to 5% of income,
40% of costs between 5% and 15% of in-
come, 60% of costs over 15% of     in-
come. Maximum of $5,000   sin-
gle/$12,000 family

Below FPL: Amount needed to purchase
Medicaid benefits; amounts phased down
with income to $700 single/$1,500 family
for those at or above median income level

Optional fixed credit
People with incomes below $20,000:
$1,000 per adult; $500 per child; $2,500
per family maximum

No provision

Tax exclusion

Eliminates: Income tax and FICA payroll tax
exclusions for employer benefits; health
expense deduction; and exemptions for
health benefits in flexible spending ac-
counts

Eliminates: Income tax exclusion for em-
ployer benefits; health expense deduction;
and health benefits exemption under
“cafeteria plans”; retains FICA payroll tax
exclusion

Minimum benefit

—Inpatient/outpatient care

—Physician care

—Prescription drugs

—Mental health

—20% copay

—$1,000 deductible ($2,000 family)

Medicare benefits plus

—Prescription drugs (average $15 copay
per prescription)

-—Well-child/maternity care

Employer role

Employers must facilitate (but not contrib-
ute to) coverage for workers, including:

-—Health plan choice

—Premium payments through payroll
withholding

—Tax credits through payroll withholding

—Automatically enroll in default plan
employees that do not select a plan on
their own

Employers must offer coverage but are not
required to contribute to the cost of cover-
age.

Purchasing pool None

Aggregate purchasing arrangements
(APAs) offer selection of health plans. In-
cludes: firms with fewer than 10 workers;
current Medicaid-eligible; and others opt-
ing into the APA

Disposition of Medicaid

Retained and expanded by providing a
block grant to states of $6.0 billion plus
value of unclaimed tax credits for states to
use to expand coverage

Dissolved and folded into APA

Insurance regulation
Eliminate health status rating: premiums
permitted to vary by age, sex, geography,
and family type

Community rate for APA population and all
firms with 100 or fewer workers

Default enrollment None
People without coverage are automatically
covered by Medicare when they access
health care providers

•  Computation of Credit: Under the Wicks et al.
model, the credit is equal to the amount required
to purchase the current Medicaid benefits pack-
age for all people below the FPL. The credit is
phased down with income so that people with

incomes greater than the median income level re-
ceive $700 for single coverage and $1,500 for family
coverage. Under the Butler proposal, the credit is
computed on the basis of total out-of-pocket spend-
ing for premiums and health services (copay



27
C

O
V

E
R

IN
G

 A
M

E
R

IC
A

 |
 C

O
S

T
 A

N
D

 C
O

V
E

R
A

G
E

 A
N

A
L

Y
S

IS

amounts, non-covered services) as a percentage
of family income.

•  Universal Coverage: The Wicks et al. proposal re-
quires that all Americans have insurance cover-
age and imposes substantial tax penalties on
those who do not comply. The Butler proposal
does not require that everyone have coverage,
but it does limit the credit only to those who
have insurance that at least conforms to the
minimum standard benefits package under his
proposal. In addition, employees who do not
voluntarily select a plan would be enrolled by
their employer in a default plan.

•  Medicaid: The Wicks et al. proposal terminates
Medicaid for the non-Medicare population and
subsidizes the purchase of coverage for these in-
dividuals through APAs with the tax credits.
The Butler proposal retains Medicaid and pro-
vides block grants to states to expand coverage
for low-income people who are not currently eli-
gible for the program. Funding for these block
grants would be based on the unused tax credit
amount for people who do not obtain coverage
plus an additional $6.0 billion (amount specified
in proposal).

The Wicks et al. proposal would cover nearly
all Americans. The number of people without cov-
erage would decline from about 41.9 million to
about 1.6 million people (Figure 9). Those who re-
main uninsured would include undocumented
immigrants and very-low-income people who do
not file tax returns. It is important to note however,
that under Wicks et al., all uninsured people are
automatically covered under the augmented Medi-
care benefits package when they access a health
care provider. Thus, the proposal covers virtually
all of the health spending it is intended to cover.
Although the Butler proposal does not require all
people to have insurance, we estimate that it
would reduce the number of uninsured by about
26.9 million people.

One of the most important differences between
the Wicks et al. and Butler proposals is that the
Butler proposal eliminates the tax exemption on
health benefits for both the personal income tax
and FICA payroll tax, while the Wicks model
eliminates only the personal income deduction.
This results in a greater incentive to move to

lower-cost health plans under the Butler model. We es-
timate that the Butler proposal would induce about
36.5 million people to move to lower-cost health plans
such as HMOs and high-deductible plans. By compari-
son, because of the differences in tax incentives, the
Wicks et al. proposal would shift about 28.2 million
people to lower-cost plans.

FIGURE 9: IMPACT OF REPLACING THE TAX
EXCLUSION FOR HEALTH BENEFITS WITH A
REFUNDABLE TAX CREDIT IN 2002

Stuart
Butler

Proposal

Proposal by:

Elliot Wicks, Jack
Meyer, and Sharon

Silow-Carroll

Reduction in uninsured
(millions) 26.9 40.3

Privately insured who shift
to lower cost plan
(millions)

36.5 28.2

Tax credit payments with
administration (billions) $222.4 $314.4

Block grants to states
(billions) $9.4 —

Federal cost less offsets
(billions) $236.1 $230.8

Federal cost after elimina-
tion of the health benefits
tax exclusion (billion)

$105.1 $154.4

Source: Lewin Group estimates using the Health Benefits Simulation
Model (HBSM).

Total tax credit payments (including administra-
tion) would be $222.4 billion under the Butler proposal
and $314.4 billion under the Wicks et al. proposal. We
estimate that there would be an additional $9.4 billion
in block grant payments to the states under the Butler
proposal. (This brings total federal spending before off-
sets to $231.8 billion under the Butler proposal.) Under
both proposals, these expenditures are largely offset by
increased tax revenues resulting from elimination of
the income tax exclusion. Costs under Wicks et al. also
would be partly offset by the funding that otherwise
would have been used for the Medicaid program.

Total federal costs less offsets would be about
$236.1 billion under the Butler model and $230.8 billion
under the Wicks et al. proposal. Federal costs net of
elimination of the health benefits tax exclusion would
be $105.1 billion for the Butler proposal and $154.4 bil-
lion under the Wicks et al. proposal. The difference in
net costs under the two proposals is roughly equal to
the revenue loss from the FICA payroll tax exemption
that is retained in the Wicks proposal. n
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COMMENTARY BY ELLIOT WICKS, JACK MEYER, AND SHARON SILOW-CARROLL

An oversight on our part when we wrote the proposal causes the Lewin Group analysis to overstate the
portion of the federal cost that would have to be financed through income taxes or general revenues. The
Lewin analysis correctly notes that we would eliminate the income tax provision that makes employer-paid
premiums not taxable as personal income for employees, and that we did not explicitly eliminate the tax ex-
emption for Social Security and Medicare taxes. Our intent, however, was that employer-paid premiums
would be taxed exactly like employee wages—to create neutral incentives between receiving compensation
as wages or health premiums—and would thus be subject to both income and FICA taxes.

Had we been more complete in spelling out our intent, the portion of the net new federal spending that
would have to be financed by general revenues or income taxes would presumably have been reduced by
about one-third, from about $155 billion to about $105 billion. We come to this conclusion because the
Lewin analysis (Figure 14) shows that the Butler proposal, which eliminates the tax exemption for both in-
come and FICA taxes, generates about $50 billion more than ours does. Of course, the net new federal
spending total would be unaffected, but the amount of new taxes needed would be reduced by $50 billion.

We believe that the Lewin analysis probably understates one source of saving for our proposal.  While
Lewin does not characterize our approach as a managed competition approach, in writing the proposal we
intentionally structured the incentives in such a way as to foster managed competition very much along the
lines outlined by other proposals that rely on this form of competition to constrain costs. We believe that our
proposal would generate substantial additional savings from this source that are not recognized in the Lewin
analysis.

One final point regarding the number of people that would be covered by our plan: Our proposal, alone
among those analyzed, would achieve true universal coverage in the sense that every legal resident seeking
medical care would have the cost of his or her medical services paid for by either their own coverage or by
the fallback Medicare system. The Lewin analysis acknowledges this but does not count as insured the people
who do not enroll prior to seeking care. While it may be technically accurate to count them as “uninsured,” it
is not accurate to view them as being without coverage. The important point is that lack of coverage would
no longer be a barrier to deter anyone from receiving needed medical care.
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Tax-Financed System

Richard Kronick and Thomas Rice propose that
state governments individually devise programs
for financing a minimum level of coverage for all
of their legal residents. The federal government
would support the states with financing raised
from a payroll tax assessed on all employers and
employees. In turn, the federal government would
mandate that states create such programs within
minimum specifications, monitor the state pro-
grams, and impose financial penalties for noncom-
pliance. States could establish a single-payer health
plan or create an insurance pool that offers a selec-
tion of private health plans.

Each state would develop a program providing
a standardized benefit package to all legal resi-
dents in their jurisdiction except Medicare recipi-
ents and people covered under CHAMPUS. States
would be required to meet certain requirements
before they receive funding. Each state must have a
program covering at least 98 percent of legal resi-
dents (Figure 10), and at least one zero-premium
health plan must be offered in all areas of the state.
All health plans in the state’s program, including
those with zero premiums, must include a com-
prehensive benefits package (no requirement for
long-term care). The benefits package must include
low cost sharing such as a $10 copayment for all
physician and hospital outpatient services and a
$10 copayment for each prescription. There would
be no deductible.

This benefits design simplifies program ad-
ministration in several ways. The requirement that
a zero-premium plan be available to all people in
the program eliminates the need to create a pro-
gram to provide premium subsidies to lower-
income people. The use of low cost sharing also
reduces or eliminates the need to create a program
to subsidize cost sharing as is required under other
proposals. Also, in states offering a choice of health
plans, individuals would pay the full additional
cost of enrolling in more costly plans, which would
create incentives for individuals to enroll in cost-
efficient plans.

FIGURE 10: MAJOR PROVISIONS OF KRONICK
AND RICE TAX-FINANCED PROPOSAL

Proposal Provisions

Richard Kronick and Thomas Rice

Source of
coverage

All of the non-Medicare population would
obtain coverage through a state-operated
program funded with a payroll tax

Form of
coverage

States can establish either a single-payer sys-
tem or provide a selection of alternative
health plans in each area

Minimum
coverage
requirement

States must cover at least 98% of the popu-
lation (excluding undocumented immigrants)

Minimum
benefits

State health plans must cover

—Medically necessary inpatient and outpa-
tient care

—Physician services

—Acute nursing and home health care

—Mental health care (in parity with physician
care)

—Preventive services

—Prescription drugs

—Durable medical equipment

Maximum
Co-Payments

$10 co-payment for physician and outpatient
services and a $10 co-payment for each pre-
scription; no deductible

Managed
competition

State must provide at least one zero premium
plan (that is consumer pays the full cost of
selecting a more costly plan) in all areas of
the state

Financing

Payroll tax equal to 95% of current spending
for

—Current employee and employer contribu-
tions for employer insurance

—Non-group coverage for workers and de-
pendents

—Out-of pocket spending for workers and
dependents

Employers of
low-wage
workers

Payroll tax rate reduced by two percentage
points for employers where average wage is
under $8.00 per hour

Retiree
benefits

Employers with retiree health benefits would
be taxed on windfall

Federal
payments to
states

The federal contribution to each state would
be equal to projected health spending in the
state less the state’s required contribution

State contribution equals 90% of

—Current Medicaid/S-CHIP spending for cur-
rently covered services that would be covered
under state program

—State spending for Medicare dual-eligible
population

—Medicaid/S-CHIP spending for children for
services not covered under new state pro-
gram
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The program would eliminate the linkage be-
tween employment and insurance coverage, except
to the extent that employers must pay a payroll
tax. This enables individuals to change jobs with-
out changing to another insurance plan. De-linking
coverage from employment would also reduce
administrative costs by aggregating coverage for
each state into a single insurance group.

The federal government would collect a payroll
tax levied on all employers and employees. The
rate would be set at the level that would raise an
amount equal to 95 percent of what is currently
spent nationally for benefits covered under the
new federally imposed minimum package. We es-
timate that the total payroll tax rate would be 9.4
percent, with employers paying 7.0 percent and
workers paying 2.4 percent.8 The employee payroll
tax contribution would be in pre-tax dollars for all
workers. In addition, corporations with retiree
health obligations would be taxed on their windfall
gain resulting from the government’s assumption
of health benefits for early retirees (that is, non-
Medicare retirees).

Medicaid would continue as under the current
program for long-term care services, including
nursing home care, home health, and community-
based services. The Medicare dual eligible popula-
tion would be covered under a new program cov-
ering non-long-term care services, including pre-
scription drugs, copayments, deductibles, and Part
B premiums. The program would be fully funded
by the federal government. All other Medicaid re-
cipients would be covered under the new state
programs. Federal obligations to Medicaid and S-
CHIP for services now covered under the state
programs would be available to fund the program.

The federal government would disburse to the
states the difference between their estimated pro-
gram costs and each state’s expected contribution.
The states’ contribution would be equal to 90 per-
cent of the state’s current spending for the acute
care services (that is, excluding long-term care)
under the Medicaid program except for the aged

                                                            
 8 Employers whose average employee earns less than $8
per hour would pay a payroll tax two percentage points
lower than the standard tax rate.

and disabled populations.9

We estimate that virtually all Americans would be
insured under the program. Those who remain unin-
sured would be undocumented immigrants and lower-
income non-workers who are difficult for states to
reach. The various state programs would cover about
240.9 million people (Figure 11). The total cost of the
program (including state and federal shares) net of off-
set would be about $610.6 billion if fully implemented
in 2002. The federal share of costs would be $577.5,
with states paying $33.1 billion.

FIGURE 11: IMPACTS OF KRONICK AND RICE
TAX-FINANCED PROPOSAL IN 2002

Tax-Financed Plan:

Richard Kronick
and Thomas Rice

Sources of Coverage (millions)

Reduction in uninsured (currently 41.9
million people)

Public plan enrollment

40.3

240.9

Program Costs (billions)

Total program costs (state and federal)

   Federal share

   State share

$610.6

$577.5

$33.1

Federal Program Funding (billions)

Federal cost net of offsets a/

Payroll tax revenues

Total               9.4%

Worker share         2.4%

Employer share       7.0%

Employer tax on retiree savings

Amount financed with income tax

$551.7

$498.7

$6.4

$46.6

Net New Employer Costs per Worker per Year

Currently insuring employers

Non-insuring employers

$197

$1,758

a/ Offsets include Medicaid program savings of $47.7 billion less
increases in other government program costs of $1.3 billion. Offsets are
reduced by the amount of the tax loss resulting from the wage effects
attributed to increased employer costs under the proposal ($20.6 billion).

Source: Lewin Group estimates using the Health Benefits Simulation
Model (HBSM)

                                                            
 9 Details of this computation are presented in the appendix
describing this proposal.
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The federal share of costs for the program
($577.5 billion) would be partly offset by savings to
other government programs. The total federal cost
of the program less these offsets would be about
$551.7 billion. The program would be funded with
payroll tax revenues of $498.7 billion, a tax on em-
ployers for retiree savings of about $6.4 billion, and
an increase in the personal income tax of about
$46.6 billion.

The impact of the program on employers would
vary, depending on the earnings level of their workers
and the cost of health benefits currently provided to
their workers.

Firms that currently offer insurance would on aver-
age see an increase in costs of about $197 per worker
per year. Costs for firms that do not now provide cov-
erage would be about $1,758 per worker per year. n

COMMENTARY BY RICHARD KRONICK AND THOMAS RICE

John Sheils and Randy Haught have provided comparative analyses of a widely disparate set of proposals,
and we appreciate their care, effort, and good judgment. We comment here on three aspects of their work:
a curious treatment of changes in state tax liability that affects the analysis of all of the proposals; the charac-
terization and modeling of our proposal as “managed competition;” and the limitations of this sort of mod-
eling exercise.

First, we think it is a mistake that the analysis treats changes in state tax liability differently than changes
in federal tax liability or employer payments. Changes in the latter are assumed by Sheils and Haught to be
“financed” by individuals (Figure 19). However, there is not a similar assumption about changes in state in-
come tax liability; proposals that increase state liabilities (for example, Feder et. al. and Pauly) are not as-
sumed to result in increases in state income tax payments. Conversely, proposals such as ours that decrease
state financial liability are not assumed to result in lower state income tax payments.  This asymmetric treat-
ment of state and federal tax liabilities unfairly disadvantages proposals, such as ours, that envision an initial
decline in state liabilities.

Second, in modeling the effects of our proposal, Sheils and Haught assume that all states would adopt
the “managed competition” model of contracting, with competing private health plans, rather than a single-
payer model. Although the actions of politicians are difficult to predict, we doubt that all 50 states would
adopt managed competition systems. Many constituencies dislike managed care. We would expect at least
some states to implement variants of single-payer systems, and, if these systems produce positive outcomes,
for such systems to spread. In other work, Sheils and Haught assume that single-payer systems will result in
substantial reductions in administrative costs. (See, for example, The Lewin Group, Cost and Coverage Analy-
sis of Nine Proposals to Expand Health Insurance Coverage in California, Final Report prepared for the Cali-
fornia Health and Human Services Agency, April 2002.) The modeling results therefore should provide at least
partial credit for “single-payer” savings.

Third, regarding the limited ability of modeling to provide guidance to policy, we are struck that Sheils
and Haught’s analyses of our proposal would be virtually identical if we had proposed an entirely federally fi-
nanced and administered system rather than the state-based approach we did propose. State-based account-
ability under a federal framework is a key of our proposed system, yet the inherent limitations of the model-
ing exercise force them to largely ignore this feature of our work.
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Comparison of Program Impacts

One of the objectives of this analysis was to esti-
mate the impact that these health reform proposals
would have on various stakeholder groups, in-
cluding providers, state and local governments,
employers, and households. As discussed above,
HBSM was used to estimate the change in the
number of uninsured people and the net cost of
these proposals to the federal government. In ad-
dition, we estimated the impact on total national
health spending, which reflects increased health
services utilization for the uninsured, changes in
provider payment levels, and administrative costs.

We also estimated the impact of these propos-
als on spending and revenues for state and local
governments including spending under state
safety-net programs, income tax revenues, and
state and local government worker benefits. In ad-
dition, we estimated the impact on employers by
size of firm and current insuring status. We also
estimated the impact on household out-of-pocket
spending for health insurance and health services
for families by income level, age, and current in-
sured status. These data are provided in the de-
tailed analyses of these proposals presented in the
appendices to this report.

In this section, we present a summary compari-
son of our estimates of the impact of the various
proposals on these stakeholder groups. As dis-
cussed above, to facilitate these comparisons, we
have used uniform data and assumptions to model
each proposal (see Appendix A). This is designed
to assure that differences in estimates across pro-
posals are attributed to differences in program de-
sign rather than mere inconsistencies in assump-
tions. Our analyses of the impacts of these propos-
als on these stakeholder groups are presented in
the following sections:
•  Coverage effects;
•  National health spending;
•  Federal costs;
•  State and local governments;
•  Private employers; and
•  The household sector.

Coverage Effects

Figure 12 compares coverage effects for each proposal.
In general, the proposals that would expand coverage
voluntarily would cover substantially fewer people
than those that include a mandate for people to obtain
coverage. The incremental reform proposals intro-
duced by Feder et al. and Pauly—that is, proposals that
expand voluntary coverage under existing public and
private programs—would cover between 12 million
and 21 million of the 41.9 million people who do not
have coverage. The proposals to create voluntary sub-
sidized coverage through newly created insurance
pools—that is, Singer et al., Gruber, and Holahan et
al.—would cover between 12 million and 15 million of
the uninsured.

We estimate that the proposals that mandate cover-
age for some or all of the population would cover at
least 88 percent of the uninsured. For example, the two
pay-or-play proposals introduced by Hacker and Weil
would each cover about 37 million people. This reflects
the fact that these proposals would require all employ-
ers to either cover all of their workers or pay a payroll
tax that automatically covers their workforce under a
newly established public program. These proposals
also require the non-working population to obtain in-
surance and implement a default enrollment system to
cover those who can be identified as not having insur-
ance. However, because these proposals impose no
penalty for failing to enroll, we assumed there would
be less than full enrollment among the non-working
population (including workers during periods of non-
employment) under these proposals.

The Wicks et al. proposal would cover about 40.3
million people, leaving only about 1.6 million people
without coverage. Wicks et al. also use a mandate and a
default enrollment system similar to those proposed by
Hacker and Weil et al. However, compliance with the
coverage mandate in the Wicks et al. proposal is ex-
pected to be greater because it includes substantial tax
penalties for people who do not maintain coverage.10

                                                            
 10 Penalties equal the average premium by family type for
each of the months they went without insurance in the prior
year, plus a 10 percent penalty.
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The Kronick and Rice proposal would also achieve
nearly full coverage under its tax-financed proposal.
This is because all individuals living in an area can
be enrolled in the system for life based on their Social
Security number. Also, people do not have to pay a
premium to become covered because the program is
fully funded through taxes that are automatically
collected through payroll withholding.

The Butler proposal would cover about 26.9 mil-
lion of the uninsured even though it does not include
a mandate to have insurance. This is because Butler
would implement an automatic enrollment process
administered by all employers regardless of whether
the employer contributes to the cost of coverage. Un-
der this system, workers who did not voluntarily se-
lect a health plan would be enrolled in a default
health plan unless they file a form with the state
saying they did not want the insurance. Available
evidence indicates that the automatic enrollment
process increases participation in employee benefits
programs. We estimate that automatic enrollment
would more than double the number of workers in
non-insuring firms who would acquire non-group
insurance, resulting in substantial enrollment despite
the absence of a coverage mandate.

Figure 12 also shows changes in the number of
people with various types of private and public in-
surance, including newly created public programs
under these proposals. The Feder et al. and the Pauly
proposals would expand coverage largely through
expansions in the current Medicaid and S-CHIP pro-
grams. Six of the proposals would create insurance
pools offering a selection of private health plans
competing for enrollment based on price and other
factors such as health plan network and quality. The
Hacker proposal is the only one that creates a new
public insurance program, which in his proposal is
modeled on the Medicare program.11 The Butler pro-
posal provides tax credits for purchases of health in-
surance in the private market without creating pub-
licly sponsored insurance pools or creating/ ex-

                                                            
 11 The Kronick and Rice proposal permits states to cover
the non-Medicare population through either a public pro-
gram or a publicly sponsored insurance pool with com-
peting private health plans. For illustrative purposes, we
have assumed that all states adopt the insurance pool ap-
proach.

panding public health plans.

National Health Spending

Health spending in the United States is projected to
reach about $1.5 trillion for 2002. This includes total
expenditures for health services provided through
government programs and private insurance as well
as the cost of administering coverage under public
and private insurance programs, research, construc-
tion, and public health activities. Under all of these
proposals, there would be a net increase in national
health expenditures as uninsured people become
covered and benefits are improved for many of those
who are currently insured.

The change in national health spending under
these proposals is an important measure for com-
paring health reform proposals. It shows how these
proposals affect the total amount that society would
pay for health services, regardless of who would pay
for it. In this study, we estimated the changes in
spending under each proposal for the following:
•  Health services utilization for newly covered peo-

ple;
•  Changes in provider reimbursement;
•  Savings from changes in consumer incentives; and
•  Changes in administrative costs.

Health Services Utilization for Newly Covered People

We estimated the increase in health services utiliza-
tion for both newly insured people and currently in-
sured people who become covered for more services
as a result of each proposal. In this analysis, we have
assumed that utilization of health services for newly
insured people would, on average, increase to the
levels observed among insured people with similar
demographic and health status characteristics.12

Similarly, people who become covered under a more
comprehensive benefits packages under these pro-
posals are assumed to use newly covered services
(for example, prescription drugs, dental care etc.) at
the levels observed among people who are currently
covered for these services.

                                                            
 12 Using these assumptions, we estimate that utilization of
health services for currently uninsured people would in-
crease by about 70 percent once they become insured.
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These are simplifying assumptions that encom-
pass complex changes in how people will change
their utilization of health services as they become in-
sured. For example, the increase in access to primary
care for this population would probably result in a
reduction in preventable emergency room visits and
hospitalizations. However, we would also expect a
general increase in the use of elective services such as
primary care, corrective orthopedic surgery, ad-
vanced diagnostic tests, and other care that the unin-
sured either forgo or delay. Our assumptions en-
compass these changes by assuming that utilization
of health services for newly insured people would
“look like” utilization of such services for insured
people with similar characteristics.

We estimate that the cost of this increased utili-
zation would range between about $14.3 billion un-
der the Singer et al. proposal to about $34.8 billion
under the Wicks et al. proposal (Figure 13). The in-
crease in health services utilization under these pro-
posals generally varies in proportion to the number
of newly insured people under each proposal.

Changes in Provider Reimbursement

The impact of these proposal on health spending is
also affected by provider payment levels for services.
Under these proposals, provider payment levels are
affected in two ways. First, under all of the propos-
als, providers would be paid for services provided to
newly insured people that otherwise would have
been provided free as uncompensated care. Second,
under some of these proposals, people are moved to
or from public programs where provider reim-
bursement levels are generally lower than under pri-
vate plans by 20 percent or more, depending on the
type of service.

In this study, we estimated the total change in
provider reimbursement due to reduced uncompen-
sated care and shifts to or from public health plans
under these proposals. However, we assume that
due to market forces, some of the net change in reim-
bursement would be negotiated back to private pay-
ers in the form of reduced cost shifting. Based on
prior studies of cost shifting, we assume that 40 per-
cent of savings from reduced uncompensated care
and provider payment increases would be passed on
to privately insured people in the form of reduced

cost shifting. Similarly, we assume that 40 percent of
reductions in provider reimbursement for services,
such as a shift from private coverage to public cover-
age, are passed on to privately insured people as an
increase in the cost shift.

The increases in provider reimbursement under
these proposals vary from about $4.7 billion under
the Feder et al. and Pauly proposals to about $16.1
billion under the Weil proposal. Provider payment
increases are largest under the Gruber, Wicks et al.,
Holahan et al., and Weil proposals because these
plans would cover much of the Medicaid population
under private health plans through the insurance
pools created under these proposals.

Savings from Changes in Consumer Incentives

Five of the proposals are designed to reduce costs by
using a “managed competition” model. In general,
managed competition gives people access to a selec-
tion of health plans competing on the basis of price
and quality. Employers are permitted to contribute to
the cost of health benefits, but the contribution must
be a fixed amount so that individuals face the full
cost of selecting a more costly health plan. The man-
aged competition model is used in the exchanges and
coverage pools created under the proposals by Singer
et al., Gruber, Holahan et al., Weil, and Kronick and
Rice.13 In addition, the Holahan et al. proposal re-
quires employers to make a fixed contribution for all
of their workers, including those taking coverage
outside the voluntary purchasing pool.

We estimated the impact this would have on
health spending based on studies of the impact of
changes in the price for insurance on managed care
enrollment and the amount saved in typical man-
aged care plans. The savings from managed compe-
tition under these proposals ranges between $3.6 bil-
lion under Weil and $13.4 billion under Holahan et
al. Managed competition savings generally vary with
the portion of the population that is covered in an ar-
rangement where the fixed employer contribution is
required.   

                                                            
 13 The Singer et al. and Gruber proposals would also cap
the value of the tax exemption for employer health bene-
fits to increase incentives to enroll in less costly health
plans.
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The Wicks et al. and Butler proposals also seek to
change consumer incentives by eliminating the tax
exclusion for employer health benefits and replacing
it with a tax credit. As discussed above, under Wicks
et al., the tax credit is a fixed-dollar amount that does
not vary with the premium amount (unless the in-
surance costs less than the credit amount). This con-
trasts with the current tax exemption, which does
vary with the premium amount. Switching to the
credit approach eliminates the existing tax incentive
to purchase more comprehensive coverage, resulting
in reduced health services utilization. The Butler plan
provides the credit for both insurance premiums and
out-of-pocket spending.14 This eliminates the tax in-
centive to consume care through insured arrange-
ments rather than through direct purchases of serv-
ices from providers, resulting in increased consumer
price sensitivity at the point of service.

The reduction in health spending would be $8.5
billion under the Wicks proposal and $17.0 billion
under the Butler proposal. There are two reasons
why the Butler proposal shows larger savings. First,
the minimum benefits package under Wicks et al. is
substantially more comprehensive than the high-
deductible plan required as a minimum under But-
ler. Second, while both proposals eliminate the in-
come tax exclusion for employer health benefits, the
Butler plan also eliminates the exclusion for Social
Security taxes, resulting in a greater effect on cover-
age and utilization.

Changes in Administrative Costs

These proposals would also have significant impacts
on administrative costs in the system, including:
•  The insurer cost of administering coverage for

newly insured people (that is, claims processing
general administration, marketing costs and
profit);

•  The cost of administering the various purchasing
pools created under some of the proposals (that is,
enrollment processing, solicitation of health plan
bids, contract negotiation, and marketing); and

                                                            
 14 The Butler proposal requires people to have at least a
minimum level of insurance coverage (a plan covering ba-
sic services with a $1,000 deductible) to qualify for the
credit; this is to prevent people from discontinuing cover-
age and just using the credit to cover direct purchases of
health services.

•  The cost of administering income-tested subsidies
for people receiving subsidies under these propos-
als.

The change in administrative costs would vary
from savings of about $1.0 billion under Kronick and
Rice to an increase of up to $14.4 billion under the
other proposals. This reflects the fact that the Kronick
and Rice proposal would reduce administrative costs
by going to a tax-financed system that does not re-
quire premium collections or the premium subsidies
found in other proposals. By comparison, the other
proposals would often expand on small-group and
individual coverage where administrative costs are
typically highest.

Impact on Per Capita Health Spending

Figure 13 also presents estimates of the average in-
crease in national health spending per newly insured
person. The smallest increase in spending per newly
insured person was $811 under the Kronick and Rice
proposal, which reflects the impact of the changes in
consumer incentives under the proposal that would
lead to reduced health services utilization. The aver-
age increase in health spending per newly insured
person under the other proposals ranged from about
$873 under the Hacker proposal to about $2,548 un-
der the Gruber proposal.

Federal Spending

The federal cost of the various programs created un-
der these proposals ranges from a low of $37.1 billion
under the Feder et al. incremental proposal to a high
of $577.5 billion under the Kronick and Rice tax-
financed program (Figure 14). Program costs include
the cost of any benefits or subsidies provided under
these programs less premium collections (if applica-
ble). Program costs also include the cost of adminis-
tering subsidies and coverage for affected people.

The federal share of the cost for these programs is
equal to total program costs less offsets to other pro-
grams. Federal costs net of these offsets vary from
$34.1 billion under Feder et al. to $551.7 billion under
Kronick and Rice.

Figure 14 presents the sources of funding for
these programs, including payroll taxes, state main-
tenance-of-effort payments, reduction or elimination
of the health benefits tax exclusion, and increases in



38

FI
G

U
R

E 
14

: C
H

A
N

G
ES

 I
N

 F
ED

ER
A

L 
H

EA
LT

H
 S

PE
N

D
IN

G
 A

N
D

 S
O

U
R

C
E 

O
F 

FI
N

A
N

C
IN

G
 U

N
D

ER
 H

EA
LT

H
 R

EF
O

R
M

 P
R

O
PO

SA
LS

O
ff

se
ts

Fi
na

nc
in

g 
So

ur
ce

s
To

ta
l

Fe
de

ra
l

Sh
ar

e 
of

Sp
en

di
ng

Sa
vi

ng
s 

O
ff

se
ts

 fr
om

Re
pl

ac
in

g/
Re

du
ci

ng
C

ur
re

nt
 S

ub
sid

y
Pr

og
ra

m
s 

a/

W
ag

e
Ef

fe
ct

 T
ax

O
ff

se
ts

O
th

er
O

ff
se

ts

N
et

 N
ew

Fe
de

ra
l

Sp
en

di
ng

El
im

in
at

in
g/

C
ap

pi
ng

 T
ax

Ex
cl

us
io

n
Pa

yr
ol

l T
ax

In
co

m
e 

Ta
x 

or
G

en
er

al
Re

ve
nu

es

St
at

e
M

ai
nt

en
an

ce
of

 E
ff

or
t

N
et

 N
ew

Fe
de

ra
l

Sp
en

di
ng

 p
er

N
ew

ly
 In

su
re

d
Pe

rs
on

In
cr

em
en

ta
l R

ef
or

m
s

Pu
bl

ic
 C

ov
er

ag
e

Ex
pa

ns
io

n 
w

ith
Em

pl
oy

er
 T

ax
 C

re
di

t:
Fe

de
r, 

Le
vi

tt
, O

’B
rie

n
an

d 
Ro

w
la

nd

$3
7.

1
—

$3
.0

—
$3

4.
1

—
—

$3
4.

1
—

$2
,8

42

A
da

pt
iv

e 
Ta

x 
C

re
di

t
Pl

an
: P

au
ly

$8
9.

8
—

$0
.1

—
$8

9.
7

—
—

$8
9.

7
—

$4
,3

76

Vo
lu

nt
ar

y 
In

su
ra

nc
e 

Po
ol

 P
ro

po
sa

ls

A
n 

In
su

ra
nc

e
Ex

ch
an

ge
 A

pp
ro

ac
h:

Si
ng

er
, G

ar
be

r, 
an

d
En

th
ov

en

$1
09

.3
—

$6
.2

$0
.3

$1
02

.8
$8

.4
—

$9
4.

4
—

$8
,7

12

Pr
iv

at
e 

Pu
bl

ic
Pa

rt
ne

rs
hi

p:
 G

ru
be

r
$2

47
.6

$3
7.

5
$1

9.
5

$0
.1

$1
90

.5
$1

2.
0

—
$1

49
.1

$2
9.

4
$1

3,
13

7

Fe
de

ra
l/S

ta
te

A
pp

ro
ac

h:
 H

ol
ah

an
,

N
ic

ho
ls,

 a
nd

 B
lu

m
be

rg
$1

56
.0

$1
3.

9
$1

2.
1

$2
.6

$1
27

.4
—

—
$1

27
.4

—
$8

,3
82

Pa
y-

or
-P

la
y 

M
od

el
s

M
ed

ic
ar

e 
Pl

us
: H

ac
ke

r
$2

85
.3

$3
8.

0
$3

.1
$2

.3
$2

41
.9

$1
.7

$1
26

.0
$8

7.
5

$2
6.

7
$6

,5
38

Th
e 

M
ed

ic
al

 S
ec

ur
ity

Sy
st

em
: W

ei
l

$2
04

.2
$4

7.
4

($
4.

5)
$0

.4
$1

60
.9

—
$6

4.
7

$5
8.

9
$3

7.
3

$4
,3

60

Pr
op

os
al

s 
to

 R
ep

la
ce

 T
ax

 E
xc

lu
sio

n 
w

ith
 T

ax
 C

re
di

ts

Ta
x 

C
re

di
ts

 w
ith

In
su

ra
nc

e 
Po

ol
: W

ic
ks

,
M

ey
er

, a
nd

Si
lo

w
-C

ar
ro

ll

$3
14

.4
$8

4.
1

($
0.

8)
$0

.3
$2

30
.8

$7
6.

4
—

$1
54

.4
—

$5
,7

27

Va
ria

bl
e 

Ta
x 

C
re

di
ts

:
Bu

tle
r

$2
31

.8
—

($
2.

8)
($

1.
5)

$2
36

.1
$1

31
.0

—
$1

05
.1

—
$8

,7
77

Ta
x-

Fi
na

nc
ed

 H
ea

lth
 C

ar
e 

Sy
st

em

A
 S

ta
te

-B
as

ed
A

pp
ro

ac
h:

 K
ro

ni
ck

an
d 

Ri
ce

$5
77

.5
$4

7.
7

($
20

.6
)

($
1.

3)
$5

51
.7

—
$5

05
.1

 a/
$4

6.
6

—
$1

3,
68

9

a/
 A

lso
 in

cl
ud

es
 $

6.
4 

bi
lli

on
 in

 t
ax

 o
n 

sa
vi

ng
s 

fo
r 

re
tir

ee
 c

ov
er

ag
e 

un
de

r 
th

e 
pr

op
os

al
.

So
ur

ce
: L

ew
in

 G
ro

up
 e

st
im

at
es

 u
sin

g 
th

e 
H

ea
lth

 B
en

ef
its

 S
im

ul
at

io
n 

M
od

el
 (H

BS
M

).



3939
C

O
V

E
R

IN
G

 A
M

E
R

IC
A

 |
 C

O
S

T
 A

N
D

 C
O

V
E

R
A

G
E

 A
N

A
L

Y
S

IS

federal income taxes. In this study, we assumed
that federal spending in excess of specified reve-
nues would be funded through an increase in the
federal personal income tax payments sufficient to
pay for the program (the effect this has on house-
holds is discussed below).15

One way to compare the cost of these proposals
is in terms of the net new federal cost per newly in-
sured person, which ranges from $2,842 under the
Feder et al. proposal to $13,689 under the Kronick
and Rice model.

Evaluating these proposals purely in terms of
the net federal cost per newly insured person ig-
nores the fact that some of them are designed to
achieve more than just reducing the number of
uninsured. For example, some of the proposals are
designed to shift the public into programs with in-
centives to control health spending growth. Some
proposals also achieve improved equity in federal
subsidies for health coverage such as extending tax
benefits to people who do not have access to em-
ployer coverage. (Employer-sponsored coverage is
tax-exempt under current law.) Thus it is impor-
tant to look as well at the overall effect on health
care costs and the impact on various stakeholders.

State and Local Government Impacts

All of these proposals would have a significant
impact on health spending for state and local gov-
ernments. States pay for about 44 percent of the
Medicaid program ($95.8 billion) and provide
about $36.2 billion in health benefits through pub-
lic hospitals, public clinics, and other state pro-
grams. Some of these proposals would expand
Medicaid/S-CHIP-like programs, resulting in in-
creased state spending. Other proposals require
only a maintenance-of-effort contribution to the
cost of newly established programs, resulting in
little net change in state spending. Also, the cost of
state and local safety net programs serving the
medically indigent would be reduced as currently
uninsured people become covered.

State and local tax revenues also would be af-
fected by these reforms. For example, programs

                                                            
 15 Federal tax payments were proportionally increased
for families at all income levels.

that increase employer-sponsored coverage are ex-
pected to slow wage growth for affected workers, re-
sulting in a reduction in income and payroll tax reve-
nues for states and localities with these types of taxes.
In addition, proposals that require employers to con-
tribute to the cost of insurance for workers and de-
pendents can increase costs for state and local em-
ployee benefits programs. This includes the effect of
minimum benefits and employer contribution stan-
dards for government workers and the cost of covering
those government workers who are not currently eligi-
ble under the state employees’ health benefits plans
(for example, part-time and temporary workers).

The incremental expansion proposals introduced by
Feder et al. and Pauly would increase eligibility under
current Medicaid/S-CHIP programs. Under these pro-
posals, states would be required to contribute to the
cost of this coverage, resulting in an increase in state
spending of between $12 billion and $13 billion under
both proposals (Figure 15). (Feder et al. would use an
enhanced federal matching rate.) There would be little
change in state Medicaid spending under the other
proposals because they require only maintenance of ef-
fort for current state Medicaid/S-CHIP funding.

Each proposal would reduce expenditures for
health services under safety net programs. As unin-
sured people obtain coverage, many would start to use
private physicians and hospitals, resulting in reduced
safety net expenditures for this population. In addition,
safety net providers would be able to obtain reim-
bursement for services provided to newly insured peo-
ple who continue to use these providers. With the ex-
ception of the Kronick and Rice proposal, savings to
safety net providers would range between $6.6 billion
under Feder et al. to $13.5 billion under Holahan et al.
Safety net savings under the Kronick and Rice proposal
would be about $23.4 billion, which is about $10.0 bil-
lion more than under any of the other proposals. The
reason for this is that their proposal requires that all of
the non-Medicare population be covered under a broad
benefits package with little cost sharing. This increases
the share of the charge for these services that would be
covered by insurance for both newly insured people
and currently insured people who are also using these
providers.

These reform proposals would potentially affect
state income, and payroll tax revenues in two ways.   
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FIGURE 15: CHANGES IN HEALTH SPENDING FOR STATE AND LOCAL GOVERNMENTS UNDER
REFORM PROPOSALS IN 2002 (BILLIONS)

A B C D E A+B+C-D-E

Medicaid/S-CHIP
Spending Safety Net

Other
Programs

Changes in Em-
ployer Benefits
Tax Exclusion

Wage Effect Tax
Revenue In-

crease/(Decrease) a/
Net Cost
(Savings)

Incremental Proposals

Public Coverage Expansion with
Employer Tax Credit: Feder,
Levitt, O’Brien and Rowland $12.6 ($6.6) — — $0.3 $5.7

Adaptive Tax Credit Plan: Pauly $13.0 ($10.3) — — $0.0 $2.7

Voluntary Insurance Pool Proposals

An Insurance Exchange
Approach: Singer, Garber, and
Enthoven — ($13.4) ($0.5) $0.3 $0.4 ($14.6)

Private Public Partnership:
Gruber — ($7.6) ($0.5) $0.7 $1.2 ($10.0)

Federal/State Approach:
Holahan, Nichols, and Blumberg $2.8 ($13.5) ($0.3) — $1.5 ($12.5)

Pay-or-Play Models

Medicare Plus: Hacker — ($10.8) — $0.2 $0.5 ($11.5)

The Medical Security System:
Weil $2.3 ($9.4) — — ($2.4) ($4.7)

Proposals to Replace the Tax Exclusion with Tax Credits

Tax Credits with Insurance Pool:
Wicks, Meyer, and Silow-Carroll ($1.9) ($10.1) ($0.6) $14.6 $0.3 ($27.5)

Variable Tax Credits: Butler — ($7.7) — $13.7 $0.0 ($21.4)

Tax-Financed Health Care System

A State-Based Approach:
Kronick and Rice ($3.7) ($23.4) ($0.7) — ($3.4) ($24.4)

a/ Increases in tax revenues are counted as an offset to program costs while decreases are counted as a program cost.

Source: Lewin Group estimates using the Health Benefits Simulation Model (HBSM).

First, several of these plans require employers
to contribute to the cost of covering all of their
workers. Economic theory and evidence indicates
that these increases in employer costs would be
passed on to workers in the form of reduced wage
growth resulting in a corresponding reduction in
revenues from state and local income taxes.

Second, several of these proposals would either
limit or eliminate the tax exclusion for employer-
sponsored health benefits. This would lead to an
automatic increase in income tax revenues in states
that base tax payments on the amount of taxable
income reported to the federal government.16 For
example, states would see an increase in tax reve-

                                                            
 16 Many of the states with income taxes base taxable in-
come on federal adjusted gross income (AGI), which,
under these plans, would be the taxable value of em-
ployer-sponsored health benefits.

nues of about $14.6 billion under Wicks et al. and about
$13.7 billion under Butler, because these proposals
eliminate the tax exclusion for employer-sponsored
health benefits. The gains in tax revenue are substan-
tially smaller under the proposals that only cap the ex-
clusion (that is, Gruber, Singer et al., and Hacker).The
net cost of these reforms to state and local governments
is equal to the sum of changes in Medicaid/S-CHIP
spending, tax revenues, and safety net program sav-
ings. States would see a net increase in spending under
Feder et al. ($5.7 billion) and Pauly ($2.7 billion). All
other proposals would result in net savings ranging
between $4.7 billion under Weil and $27.5 billion under
Wicks et al.

Impact on Private Employers

We estimate that private employers will spend about
$284.3 billion on health benefits in 2002. This includes
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total benefits and insurer administrative costs less
employee premium contributions. Private em-
ployer spending (that is, $284.3) includes spending
of about $264.7 billion for workers and dependents
and $19.5 billion for retirees. Figure 16 presents the
changes in employer health spending for insuring
and non-insuring firms under each of the propos-
als.

All of the proposals included in this study af-
fect private employer health spending in some
way. For example, the Feder et al. incremental re-
form proposal would reduce spending for firms
that currently provide coverage by an average of
about $128 per worker (Figure 17). This reflects the
employer tax credit under their proposal, most of
which would go to firms that already offer cover-
age. It also reflects the fact that some of those who
become eligible and enroll in the Medicaid/S-
CHIP expansion would be people who discontinue
their employer coverage in favor of taking publicly
subsidized coverage (that is, “crowd out”). In ad-
dition, it reflects cost-shift savings due to reduced
uncompensated care expenditures for providers.

The three voluntary pool proposals (that is,
Singer et al., Gruber, and Holahan et al.) would
also result in savings to insuring employers by of-
fering what in many cases would be a lower-cost
coverage alternative. For example, the publicly
sponsored insurance pool under the Gruber pro-
posal would cover the Medicaid/S-CHIP popula-
tion and people eligible for newly created pre-
mium subsidies. Average costs for these groups
are $203 and $181 per person per month (PMPM)
(Figure 18).

Employers can be expected to take coverage in
the pool in cases where the public pool premium is
less than what they are now paying for health in-
surance. This would include age-rated firms with
older workers and experience-rated and/or self-
funded health plans with high-cost enrollees. Con-
sequently, the publicly sponsored insurance pool
would experience a disproportionate accumulation
of higher-cost cases (that is, adverse selection).
Under the Gruber proposal, costs for the employer
groups that shift to the publicly sponsored insur-
ance pool would be $261 PMPM, which would
raise the premium in the public pool to $243

PMPM (Figure 18).
These selection effects would result in a public sub-

sidy for employers with higher-cost workers. For ex-
ample, in the Gruber proposal, employers with costs of
$261 PMPM are able to cover their workers under the
public pool by paying a premium of only $243 PMPM.
This results in an increase in public-sector health care
costs because the average premium the government
must pay to cover the Medicaid/S-CHIP and other
low-income populations in the pool is $243 PMPM,
even though costs for this population are only between
$181 PMPM and $203 PMPM. The amount the gov-
ernment pays for this population in excess of their ac-
tual costs is a subsidy to private employers who opt
into the public pool.

While there are important differences among the
three voluntary insurance pool proposals, they all re-
sult in a substantial amount of adverse selection into
the public pools. This has the effect of providing public
subsidies to employers with higher-cost workers who
enroll in the public pools. Average savings per worker
in currently insuring firms would be $279 under Singer
et al., $673 under Gruber, and $451 under Holahan et
al. (Figure 17).

The two pay-or-play proposals would require em-
ployers that do not now offer insurance to contribute to
the cost of covering their workers. Average costs per
worker in firms that do not now offer coverage would
be $1,124 under the Hacker proposal and $970 under
the Weil proposal (Figure 17). Costs for currently in-
suring firms would actually decline by about $409 per
worker under the Hacker model, due largely to spousal
equity provisions requiring employers to contribute to
the cost of covering workers who take coverage as a
dependent on a spouse’s employer plan.

The Kronick and Rice proposal would cost firms
that do not now offer coverage about $1,758 per
worker, which is nearly twice the cost for these firms
under the pay-or-play proposals. This is because, un-
like under the pay-or-play model, employers must pay
the payroll tax even if it is more than the cost of pro-
viding public coverage. Costs for employers that cur-
rently offer coverage would increase on average by
about $197 per worker. This is because the employer
payroll tax rate under the proposal (7.0 percent) is
greater than the average employer share of the



42

FI
G

U
R

E 
16

: C
H

A
N

G
ES

 I
N

 E
M

PL
O

Y
ER

 H
EA

LT
H

 S
PE

N
D

IN
G

 U
N

D
ER

 H
EA

LT
H

 R
EF

O
R

M
 P

R
O

PO
SA

LS
 (

B
IL

LI
O

N
S)

C
ur

re
nt

ly
 In

su
rin

g 
Fi

rm
C

ur
re

nt
ly

 N
on

-In
su

rin
g 

Fi
rm

A
ll 

Fi
rm

s

Pr
em

iu
m

s
Pa

yr
ol

l
Ta

xe
s

Pr
em

iu
m

Su
bs

id
y 

a/
To

ta
l

Pr
em

iu
m

s
Pa

yr
ol

l

Ta
xe

s
Pr

em
iu

m
Su

bs
id

y 
a/

To
ta

l
Pr

em
iu

m
s

Pa
yr

ol
l

Ta
xe

s
Pr

em
iu

m
Su

bs
id

y 
a/

To
ta

l

C
U

RR
EN

T 
SP

EN
D

IN
G

C
ur

re
nt

 L
aw

$2
84

.3
—

—
$2

84
.3

—
—

—
—

$2
84

.3
—

—
$2

84
.3

C
H

A
N

G
ES

 IN
 E

M
PL

O
YE

R 
H

EA
LT

H
 S

PE
N

D
IN

G

In
cr

em
en

ta
l R

ef
or

m
s

Pu
bl

ic
 C

ov
er

ag
e 

Ex
pa

ns
io

n
w

ith
 E

m
pl

oy
er

 T
ax

 C
re

di
t:

Fe
de

r, 
Le

vi
tt

, O
’B

rie
n 

an
d

Ro
w

la
nd

($
10

.1
)

—
($

4.
7)

($
14

.8
)

$1
.0

—
($

0.
7)

$0
.3

($
9.

1)
—

($
5.

4)
($

14
.5

)

A
da

pt
iv

e 
Ta

x 
C

re
di

t P
la

n:
Pa

ul
y

($
2.

5)
—

—
($

2.
5)

$1
.4

—
—

$1
.4

($
1.

1)
—

—
($

1.
1)

Vo
lu

nt
ar

y 
In

su
ra

nc
e 

Po
ol

 P
ro

po
sa

ls

A
n 

In
su

ra
nc

e 
Ex

ch
an

ge
A

pp
ro

ac
h:

 S
in

ge
r, 

G
ar

be
r,

an
d 

En
th

ov
en

($
23

.7
)

—
—

($
23

.7
)

$0
.5

—
—

$0
.5

($
23

.2
)

—
—

($
23

.2
)

Pr
iv

at
e 

Pu
bl

ic
 P

ar
tn

er
sh

ip
:

G
ru

be
r

($
28

.7
)

—
($

48
.3

)
($

77
.0

)
$0

.9
—

($
0.

6)
$0

.3
($

27
.8

)
—

($
48

.9
)

($
76

.7
)

Fe
de

ra
l/S

ta
te

 A
pp

ro
ac

h:
H

ol
ah

an
, N

ic
ho

ls,
 a

nd
Bl

um
be

rg
($

38
.2

)
—

—
($

38
.2

)
$2

.6
—

—
$2

.6
($

35
.6

)
—

—
($

35
.6

)

Pa
y-

or
-P

la
y 

M
od

el
s

M
ed

ic
ar

e 
Pl

us
: H

ac
ke

r
($

79
.1

)
44

.5
—

($
34

.6
)

$2
.4

$3
0.

7
—

$3
3.

1
($

76
.7

)
$7

5.
2

—
($

1.
5)

Th
e 

M
ed

ic
al

 S
ec

ur
ity

Sy
st

em
: W

ei
l

($
22

.4
)

22
.2

—
($

0.
2)

$9
.4

$1
9.

4
—

$2
8.

8
($

13
.0

)
$4

1.
6

—
$2

8.
6

Pr
op

os
al

s 
to

 R
ep

la
ce

 T
ax

 E
xc

lu
sio

n 
w

ith
 T

ax
 C

re
di

ts

Ta
x 

C
re

di
ts

 w
ith

 In
su

ra
nc

e
Po

ol
: W

ic
ks

, M
ey

er
, a

nd
Si

lo
w

-C
ar

ro
ll

$5
.5

—
—

$5
.5

—
—

—
—

$5
.5

—
—

$5
.5

Va
ria

bl
e 

Ta
x 

C
re

di
ts

: B
ut

le
r

($
11

.0
)

20
.2

—
$9

.2
—

—
—

—
($

11
.0

)
$2

0.
2

—
$9

.2

Ta
x-

Fi
na

nc
ed

 H
ea

lth
 C

ar
e 

Sy
st

em

A
 S

ta
te

-B
as

ed
 A

pp
ro

ac
h:

Kr
on

ic
k 

an
d 

Ri
ce

($
24

1.
8)

25
8.

5
—

$1
6.

7
—

$5
1.

8
—

$5
1.

8
($

24
1.

8)
$3

10
.3

—
$6

8.
5

a/
 In

cl
ud

es
 d

ire
ct

 p
re

m
iu

m
 s

ub
sid

es
 a

nd
 t

ax
 c

re
di

ts
. 

Pr
em

iu
m

 s
ub

sid
ie

s 
ar

e 
re

co
rd

ed
 a

s 
an

 o
ff

se
t 

to
 e

m
pl

oy
er

 c
os

ts
.

So
ur

ce
: L

ew
in

 G
ro

up
 e

st
im

at
es

 u
sin

g 
th

e 
H

ea
lth

 B
en

ef
its

 S
im

ul
at

io
n 

M
od

el
 (H

BS
M

).



43

FI
G

U
R

E 
17

: C
H

A
N

G
E 

IN
 E

M
PL

O
Y

ER
 C

O
ST

S 
PE

R
 W

O
R

K
ER

 P
ER

 Y
EA

R
 U

N
D

ER
 H

EA
LT

H
 R

EF
O

R
M

 P
R

O
PO

SA
LS

C
ur

re
nt

ly
 In

su
rin

g 
Fi

rm
C

ur
re

nt
ly

 N
on

-In
su

rin
g 

Fi
rm

A
ll 

Fi
rm

s

Pr
em

iu
m

s
Pa

yr
ol

l
Ta

xe
s

Su
bs

id
ie

s
To

ta
l

Pr
em

iu
m

s
Pa

yr
ol

l

Ta
xe

s
Su

bs
id

ie
s

To
ta

l
Pr

em
iu

m
s

Pa
yr

ol
l

Ta
xe

s
Su

bs
id

ie
s

To
ta

l

In
cr

em
en

ta
l R

ef
or

m
s

Pu
bl

ic
 C

ov
er

ag
e 

Ex
pa

ns
io

n
w

ith
 E

m
pl

oy
er

 T
ax

 C
re

di
t:

Fe
de

r, 
Le

vi
tt

, O
’B

rie
n 

an
d

Ro
w

la
nd

($
12

0)
—

($
55

)
($

17
5)

$2
3

—
($

13
)

$1
0

($
80

)
—

($
48

)
($

12
8)

A
da

pt
iv

e 
Ta

x 
C

re
di

t P
la

n:
Pa

ul
y

($
30

)
—

—
($

30
)

$3
2

—
—

$3
2

($
22

)
—

—
($

22
)

Vo
lu

nt
ar

y 
In

su
ra

nc
e 

Po
ol

 P
ro

po
sa

ls

A
n 

In
su

ra
nc

e 
Ex

ch
an

ge
A

pp
ro

ac
h:

 S
in

ge
r, 

G
ar

be
r,

an
d 

En
th

ov
en

($
27

9)
—

—
($

27
9)

$2
5

—
—

$2
5

($
20

2)
—

—
($

20
2)

Pr
iv

at
e 

Pu
bl

ic
 P

ar
tn

er
sh

ip
:

G
ru

be
r

($
25

1)
—

($
42

2)
($

67
3)

$4
5

—
($

30
)

$1
5

($
17

2)
—

($
32

9)
($

50
1)

Fe
de

ra
l/S

ta
te

 A
pp

ro
ac

h:
H

ol
ah

an
, N

ic
ho

ls,
 a

nd
Bl

um
be

rg
($

45
1)

—
—

($
45

1)
$1

30
—

—
$1

30
($

30
4)

—
—

($
30

4)

Pa
y-

or
-P

la
y 

M
od

el
s

M
ed

ic
ar

e 
Pl

us
: H

ac
ke

r
($

93
5)

$5
26

—
($

40
9)

$8
2

$1
,0

42
—

$1
,1

24
($

66
5)

$6
52

—
($

13
)

Th
e 

M
ed

ic
al

 S
ec

ur
ity

 S
ys

-
te

m
: W

ei
l

($
28

5)
$2

63
—

($
22

)
$3

17
$6

53
—

$9
70

($
11

4)
$3

65
—

$2
51

Pr
op

os
al

s 
to

 R
ep

la
ce

 T
ax

 E
xc

lu
sio

n 
w

ith
 T

ax
 C

re
di

ts

Ta
x 

C
re

di
ts

 w
ith

 In
su

ra
nc

e
Po

ol
: W

ic
ks

, M
ey

er
, a

nd
Si

lo
w

-C
ar

ro
ll

$6
5

—
—

$6
5

—
—

—
—

$4
8

—
—

$4
8

Va
ria

bl
e 

Ta
x 

C
re

di
ts

: B
ut

le
r

($
13

0)
$2

39
—

$1
09

—
—

—
—

($
96

)
$1

77
—

$8
1

Ta
x-

Fi
na

nc
ed

 H
ea

lth
 C

ar
e 

Sy
st

em

A
 S

ta
te

-B
as

ed
 A

pp
ro

ac
h:

Kr
on

ic
k 

an
d 

Ri
ce

($
2,

85
2)

$3
,0

49
—

$1
97

—
$1

,7
58

—
$1

,7
58

($
2,

11
7)

$2
,7

17
—

$6
00

So
ur

ce
: L

ew
in

 G
ro

up
 e

st
im

at
es

 u
sin

g 
th

e 
H

ea
lth

 B
en

ef
its

 S
im

ul
at

io
n 

M
od

el
 (H

BS
M

).



44

FIGURE 18: AVERAGE COST PER-MEMBER PER-MONTH (PMPM) FOR PEOPLE IN PUBLIC POOL
UNDER THE GRUBER PROPOSAL IN 2002a/

$203

$181

$261
$243

$149

$-

$50

$100

$150
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$300

Medicaid/S-CHIP
shifted to public

pool b/

Newly enrolled
through subsidies c/

People in firms that
shift to public pool

d/

Average in public
pool

People in firms with
private coverage /e

PUBLIC POOL ENROLLEES

a / Includes benefits costs, excluding program administration on a per-member per-month (PMPM) basis. Assumes a uniform benefits package
based on Federal Employees Health Benefits Plan (FEHBP).

b/ Includes Medicaid and S-CHIP enrollees excluding Medicare recipients and disabled. Cost estimated using uniform FEHBP-style benefits
package. Excludes the cost of wrap-around benefits for this population.

c/ Includes previously uninsured people and individuals currently with non-group coverage who enroll in the publicly sponsored insurance pool.

d/ Includes workers and dependents in firms that shift to the public pool because it is less costly than their current private coverage.

e/ Includes workers and dependents in firms that decide to continue with private coverage.

Source: Lewin Group estimates using the Health Benefits Simulation Model (HBSM).

cost of coverage per worker under their existing
health plans.

Finally, we estimate that the two proposals to re-
place the employee health benefits tax exclusion with
a refundable tax credit—that is, the Wicks et al. pro-
posal and the Butler proposal—would both result on
average in an increase in costs to employers that cur-
rently provide coverage. Under both proposals,
many firms would experience savings as their work-
ers shift to lower-cost plans in response to the change
in the tax treatment of employer-sponsored health
benefits. However, under the Wicks et al. proposal,
many employers would see additional costs as they
upgrade coverage to the minimum standard benefits
package required under the proposal. Consequently,
employers who now offer coverage would see on av-

erage a net increase in spending of about $65 per
worker.

Employer costs would also increase under the
Butler proposal, even though the minimum benefits
package under his proposal is a high-deductible plan
(that is, $1,000 deductible). The main reason for this
is that, unlike Wicks et al., Butler eliminates the tax
exclusion for Social Security taxes as well as the in-
come tax exclusion (the Wicks et al. proposal elimi-
nates only the income tax exclusion for employer
benefits). Thus, the Butler plan requires workers and
employers to pay Social Security and Medicare pay-
roll taxes on the value of the health benefits they
provide to the worker. The employer share of these
payroll tax payments (that is, half) would be sub-
stantial, resulting in an overall average net increase
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in employer costs of about $109 per worker under the
Butler proposal.

Household Sector Impacts

We estimated the impact of these health reform pro-
posals on families, including changes in premiums,
health spending, incomes, and taxes, as shown in
Figure 19. We estimated the following effects for
families:
•  Premium provision impacts: Includes changes in

family spending for health insurance premiums
less premium subsidies and tax credits received.

•  Out-of-pocket spending: Includes changes in direct
payments by families for copayments and non-
covered services.

•  Wage effects: Wage changes (after taxes) resulting
from changes in employee health benefits costs. In-
creases in wages are counted as an offset to family
health spending, while wage losses are counted as
an increase in family health spending.

•  Government financing: This includes tax payments
required to fully fund the program, including re-
ductions in or elimination of the tax exclusion for
employer health benefits.

Household health spending would be affected in
several ways under these reform proposals. Al-
though some of them would encourage enrollment in
high-deductible health plans, the various proposals
generally reduce family out-of pocket expenses for
health services by extending coverage to a large
number of uninsured people. Family premium ex-
penses also would be reduced for insured families
that qualify for premium subsidies under these pro-
posals. Also, some proposals would replace premi-
ums with a payroll tax payment, such as the Kronick
and Rice tax-financed proposal and the two pay-or-
play proposals (public insurance pool enrollees
only). In addition, some proposals would reduce or
replace the tax exemption for employer-sponsored
health benefits with a tax credit that would also af-
fect the cost of coverage to families.

Changes in employer spending for health benefits
under these proposals ultimately would be reflected
in family wage income. Economic theory and evi-
dence indicates that wage levels would adjust in the
labor markets to reflect the change in employer
health benefits costs under these proposals. Thus, in-

creases in employer health benefits costs are eventu-
ally passed on to workers in the form of reduced
wage growth. For example, the increase in costs to
firms that do not now offer insurance under the
Hacker pay-or-play proposal ($1,124 per worker,
shown in Figure 17 above) would eventually result in
a corresponding reduction in wage growth for af-
fected workers. Conversely, the savings to firms that
currently offer insurance under the Hacker proposal
($409 per worker) would be passed on to workers as
increased wage growth.

In this analysis, we count these changes in wages
as changes in family health care costs. For example,
reductions in wages resulting from increases in em-
ployer costs are counted as an increase in the cost of
health care to the family. Similarly, increases in
wages due to reductions in employer health benefits
costs are treated as offsets to family health spending.
The impact of these wage effects can be significant.
The net change in family spending, including these
wage effects, is shown in Figure 20.

These estimates should be treated with caution,
however. Our analysis assumes that the changes in
wages occur immediately upon employers’ incurring
changes in the cost of coverage. In fact, there is con-
siderable debate among economists about how long
it would take for these wage effects to materialize.

The estimated impact on households changes
dramatically when we also account for the family tax
payments that would be required to fully fund the
program. All of these proposals would result in a net
increase in federal spending, as shown in Figure 14
above. For illustrative purposes, we assumed that the
unfunded federal cost of these proposals would be
financed with a proportionate increase in federal
personal income tax payments. When financing is in-
cluded, families would see on average a net increase
in health spending averaging between about $178 per
family under the Feder et al. proposal to $668 per
family under the Wicks et al. proposal (Figure 20).
Thus, households would ultimately pay the full cost
of any health reform proposal. For example, em-
ployer spending for health benefits is ultimately
passed on to workers in the form of reduced wages
and/or reductions in other fringe benefits. Under all
of these proposals, increases in government spending
are also passed on to households in the form of
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higher taxes. Even corporate income taxes and fed-
eral deficit spending have been shown to ultimately
affect households in the form of reduced investment

income and/or changes in consumer interest rates
and product prices.

FIGURE 19: CHANGES IN HOUSEHOLD SPENDING FOR HEALTH CARE UNDER HEALTH REFORM
PROPOSALS (BILLIONS)

A B C D E F A+B-C+D+E+F

Change in
Premiums

Net of Sub-
sidies a/

Change in
Out-of-Pocket

After-Tax
Wage Gain/

(Loss) b/

Taxes on
Employer

Health
Benefits c/

Payroll Tax
Payments

Federal
Income Tax
Payments

Net Impact on
Households

Incremental Reforms

Public Coverage
Expansion with
Employer Tax
Credit: Feder, Levitt,
O’Brien and
Rowland

$5.6 ($8.1) $10.4 — — $34.1 $21.2

Adaptive Tax Credit
Plan: Pauly ($47.4) ($7.4) $1.0 — — $89.7 $33.9

Voluntary Insurance Pool Proposals

An Insurance
Exchange
Approach: Singer,
Garber, and
Enthoven

($28.4) ($19.5) $16.0 $8.4 — $94.4 $38.9

Private Public
Partnership: Gruber ($39.8) ($12.5) $60.5 $12.0 — $149.1 $48.3

Federal/State
Approach: Holahan,
Nichols, and
Blumberg

($41.6) ($14.1) $26.6 — — $127.4 $45.1

Pay-or-Play Models

Medicare Plus:
Hacker ($28.6) ($15.4) $1.3 $1.6 — $87.5 $43.8

The Medical
Security System:
Weil

($29.8) ($12.0) ($25.4) — $19.4 $58.9 $61.9

Proposals to Replace Tax Exclusion with Tax Credits

Tax Credits with
Insurance Pool:
Wicks, Meyer, and
Silow-Carroll

($162.5) ($12.4) ($9.1) $91.0 — $154.4 $79.6

Variable Tax Credits:
Butler ($175.6) ($11.5) ($8.2) $118.7 — $105.1 $44.9

Tax-Financed Health Care System

A State-Based
Approach: Kronick
and Rice

($109.4) ($63.9) ($56.1) — $129.5 $46.6 $58.9

a/ Includes changes in premiums under the proposal less premium subsidies and tax credits for premiums.

b/ Wage gains are treated as an offset (reduction) in household health spending while wage losses are treated as an increase in health spending.

c/ Includes reductions/elimination of employer health benefits tax exclusion.

Source: Lewin Group estimates using the Health Benefits Simulation Model (HBSM).
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FIGURE 20: CHANGES IN AVERAGE ANNUAL HEALTH SPENDING PER FAMILY UNDER HEALTH
REFORM PROPOSALS (DOLLARS)

A B C D E F A+B-C+D+E+F

Premiums a/ Out-of-Pocket
After-Tax

Wage Gain/
(Loss) b/

Taxes on
Employer

Health
Benefits c/

Payroll Tax Federal
Income Tax

Coverage,
plus Wage
Effect, plus
Financing

CHANGES IN PER FAMILY SPENDING UNDER REFORM OPTIONS

Incremental Reforms

Public Coverage
Expansion with
Employer Tax Credit:
Feder, Levitt, O’Brien
and Rowland

$47.0 ($68) $87 — — $286 $178

Adaptive Tax Credit
Plan: Pauly ($395) ($61) $8 — — $746 $282

Voluntary Insurance Pool Proposals

An Insurance
Exchange Approach:
Singer, Garber, and
Enthoven

($240) ($161) $134 $73 — $788 $326

Private Public
Partnership: Gruber ($308) ($97) $468 $93 — $1,154 $374

Federal/State
Approach: Holahan,
Nichols, and Blum-
berg

($355) ($120) $226 — — $1,085 $384

Pay-or-Play Models

Medicare Plus:
Hacker ($240) ($129) $11 $13 — $735 $368

The Medical Security
System: Weil ($258) ($104) ($220) — $168 $510 $536

Proposals to Replace Tax Exclusion with Tax Credits

Tax Credits with
Insurance Pool:
Wicks, Meyer, and
Silow-Carroll

($1,360) ($108) ($77) $763 — $1,296 $668

Variable Tax Credits:
Butler ($1,478) ($97) ($69) $999 — $885 $378

Tax-Financed Health Care System

A State-Based
Approach: Kronick
and Rice

($858) ($501) ($440) — $1,016 $365 $462

a/ Includes changes in premiums under the proposal less premium subsidies and tax credits for premiums.

b/ Wage gains are treated as an offset (reduction) in household health spending while wage losses are treated as an increase in health spending.

c/ Includes reductions/elimination of employer health benefits exclusion plus new taxes required.

The average family spending figures presented in
Figure 20 mask a substantial shift in the distribution
of income across socio-economic and demographic
groups under these proposals. In general, our analy-
sis showed that all of these proposals would reduce
average health spending (that is, health spending
with wage effects and financing) for families with
less than $50,000 in annual income, while increasing
spending for people at higher income levels. This re-

flects the fact that all of these proposals would in-
crease the proportion of health spending funded
through payroll and income taxes, both of which are
substantially more progressive than financing health
care through premiums. Estimates of the change in
family spending by income, age, and current insured
status are presented in the detailed analyses for each
of these proposals presented in appendices B
through K. n
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Caveats

Many of the proposals considered in this study have
never been attempted on a broad scale in the United
States. Consequently, there are few data on the likely
outcomes of such programs that can be used to esti-
mate their impacts. In particular, programs that sub-
stantially restructure the health care financing system
could fundamentally change consumer, employer,
and provider incentives in ways that would have a
significant impact on program costs.

For example, it is difficult to predict the states’
willingness to implement optional expansions in
Medicaid/S-CHIP coverage. It is also difficult to
predict enrollment behavior among newly eligible
groups such as non-custodial adults, many of whom
are in substantially different economic and family
circumstances from the currently eligible population.
In addition, there is wide disagreement over the ex-
tent to which newly eligible people with employer-
sponsored coverage would shift to public coverage.

There is also little evidence to guide us in esti-
mating the impact of the various tax subsidy and
premium subsidy programs considered in this study.
We have attempted to estimate the number of eligi-
ble people who would be induced to take coverage
due to these programs based on historical data on the
relationship between the price of private insurance
and the number of people with coverage. However,
the methods used to provide health insurance subsi-
dies could have a significant impact on coverage lev-
els. For example, a health insurance tax credit ad-
ministered through the tax code may have a very dif-
ferent impact on coverage from a premium voucher
program that involves a separate application and in-
come verification process.

Several of these proposals also include changes in
tax incentives and/or managed competition models
designed to create incentives for people to enroll in
lower-cost and/or high-deductible health plans. Our
estimates are based on extrapolations from data on
the impact of price on the choice of health plans and
estimates of the savings that can be realized through
various types of managed care. However, it is un-
clear whether these assumptions adequately model
the changes in coverage and spending that would re-
sult from the unique incentives created under the

proposals.
Another concern is estimating the impact of the

automatic enrollment provisions introduced under
these proposals. We have estimated the impact of
automatic enrollment based on an analysis of the dif-
ference between enrollment rates in employer plans
and the percentage of workers in non-insuring firms
who purchase non-group coverage (adjusted for dif-
ferences in demographic characteristics and the price
of coverage). However, it is likely that workers have,
to some degree, sorted themselves into jobs with
health benefits based on their preferences for health
coverage. This means that some of what we have at-
tributed to automatic enrollment may actually be due
to this sorting, so that we may have overestimated
the impact of adopting automatic enrollment.

There are also issues with our simulation of de-
fault enrollment systems that would automatically
cover people who do not have coverage. We have as-
sumed that this would be successful for employed
people who can be tracked through the employer in-
come tax withholding system. However, we estimate
that only about 70 percent of the non-worker popu-
lation could be tracked through IRS records, which
leaves several million people without insurance. We
assume that nearly all of these people are picked up
if the proposal includes substantial tax penalties for
failing to maintain coverage. In fact, we have little
empirical basis for these assumptions, which can
have a large impact on our enrollment estimates.

Throughout this analysis, we have also assumed
that the various subsidy schemes are administra-
tively feasible, even though it is unclear how some of
these programs would be implemented. For example,
for a refundable tax credit program to be effective,
there must be ways for individuals to obtain the tax
credit at the time they are purchasing coverage rather
than waiting until the following spring for their tax
refund. Similarly, the government would need to de-
velop the administrative structures required to ad-
minister a means-tested premium subsidy program.
We assume that these administrative issues are re-
solved so that people who are induced by the sub-
sidy to take the coverage can do so.
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To illustrate the potential sensitivity of our esti-
mates to these assumptions, we estimated the num-
ber of uninsured who would become covered and
net public program costs under each of the reform
proposals using alternative participation and cost as-
sumptions. We developed high-range and low-range
estimates of enrollment by varying the participation
rates for these programs by about 25 percent above
and below our best estimate values.17 Figure 21 pre-
sents the resulting estimates of the number of unin-
sured people who would become covered. We also
present our estimates of net program costs under
these proposals at these high- and low-range enroll-
ment levels assuming that per capita costs and reve-
nues differ from our projections by 5 percent above
and below our best estimates.18

Finally, all of the estimates presented above as-
sume that these programs are fully implemented in
2002. In fact, our experience with S-CHIP and prior
Medicaid eligibility expansions indicates that it
would take up to two years before these programs
are fully implemented. This reflects the time it takes
to establish and implement new programs and lags
between the time the program is introduced and

                                                            
 17 We varied the enrollment rates by the amount of the
standard error of estimate for the program participation
regression equations that form the basis of our enrollment
estimates. This results in an approximate variation in cov-
erage rates of 25 percent on either side of the predicted
value. Under the Hacker and Weil proposals, we assumed
full enrollment of workers and dependents with 25 per-
cent variation in enrollment of non-workers. High-range
enrollment of the uninsured was capped at 40.3 million
(affects proposals by Wicks et al. and Kronick and Rice).
 18 In the low-range estimates, we assume the following:
(1) low-range enrollment in public program (that is, 25
percent lower), and (2) per capita program costs are 5
percent lower than estimated. In the high-range scenario,
we assume the following: (1) high-range enrollment in
public program (that is, plus 25 percent), and (2) per cap-
ita program costs are 5 percent greater than estimated.

 the point at which the public has become generally
aware of their potential eligibility. Consequently, for
budgetary purposes, we provide in the appendices
(appendices B through K) 10-year estimates of the
cost of these programs, which reflect these expected
lags in enrollment, and the actual dates of imple-
mentation for these proposals.

Although we have tried to base our analyses on
the best data and research now available, these esti-
mates should be considered illustrative of potential
program impacts rather than point estimates of ac-
tual program outcomes. In fact, our analysis indicates
that the ultimate impact of these proposals on gov-
ernment health spending and coverage is very sensi-
tive to assumptions about employer and consumer
behavioral responses under the new incentives cre-
ated by these programs.

Furthermore, the estimates are based on projec-
tions of health care costs, which are very sensitive to
underlying health care trends. Consequently, policy
makers should recognize that any major health ini-
tiative is likely to require continued refinements in
program design and financing over time. n




