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This doc u m ent is one produ ct of a process estab-

l i s h ed by the Econ omic and Social Re s e a rch In s ti tute

to develop and evaluate a continuing series of major

reform proposals to ex tend health care covera ge to

m o s t , i f not all , Am eri c a n s . Su pported by a gra n t

f rom The Robert Wood Jo h n s on Fo u n d a ti on , t h e

proj ect is de s i gn ed to gen era te the kind of c ri ti c a l

thinking and serious deb a te that wi ll raise the vi s i bi l-

i ty of the probl em of i n adequ a te covera ge and lead

to serious con s i dera ti on of f a r- re aching soluti on s .

We hope to inform , f ac i l i t a te , and re - i nvi gora te the

deb a te over how best to provi de health care covera ge

for the uninsured in the United States.

Approx i m a tely   m i ll i on Am eri c a n s — or   . 

percent of the non-elderly population—are without

any kind of health coverage, either public or private.

This figure is evi den ce of a major social probl em that

n eeds to be re s o lved . It has serious nega tive con s e-

qu en ces that inclu de lack of access to needed care ,

declining health, a n d , for some peop l e , the assu m p-

ti on of c rushing financial bu rden s . Un fortu n a tely,

despite the recent long period of sustained prosperi-

ty and econ omic growt h , the nu m ber of peop l e

wi t h o ut health insu ra n ce pro tecti on has incre a s ed

appreciably in the last decade.

A major purpose of this proj ect has been the

produ cti on of a series of com m i s s i on ed propo s a l s

for extending health care coverage to the uninsured.

The hope is that policy makers wi ll be able to draw

u pon the proposals gen era ted thro u gh this proce s s

to formu l a te a set of com preh en s ive reform s . Th i s

doc u m ent su m m a ri zes each of the   propo s a l s , a ll

of wh i ch have been publ i s h ed in their en ti rety in a

separate volume that is available from the Economic

and Social Research Institute.

This summary document and the book that

includes the full proposals are the culmination of a

year-long process designed to produce  thought-

ful, contrasting approaches to move substantially

toward universal coverage. We wanted the papers to

represent the best, most innovative thinking on this
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important policy issue. And we sought to produce

proposals that draw on the wisdom of people repre-

senting the full range of ideas and philosophical

perspectives.

In issuing invi t a ti ons to po ten tial aut h ors — a ll

ex pert health analysts and re s e a rch ers — we stre s s ed

that we were intere s ted in rethinking our pre s en t

a pproaches to providing health insu ra n ce . We indi-

c a ted that we were looking for new, f resh ide a s .

Although political feasibility is obviously important,

we wanted aut h ors to con s i der approaches that

i nvo lve fundamental reform and perhaps even a

com p l ete overhaul of m a ny current stru ctu re s . We

a s ked aut h ors to ack n owl ed ge the po l i tical difficul-

ties and barriers that would need to be overcome to

i m p l em ent their propo s a l s , but we said that they

should not assume that current vi ews cannot be

changed.

O n ce the aut h ors had com p l eted a dra f t , t h ey

pre s en ted their reform proposals in pers on to a dis-

tinguished and diverse advisory panel of health poli-

cy analysts and re s e a rch ers . These advi s ors ,a ll wi dely

re s pected ex perts ex peri en ced in analyzing health

policy issu e s , repre s ent a broad spectrum of ph i l o-

s ophical pers pective s . The advi s ory panel provi ded

feed b ack , com m en t s , and cri ti ques for each paper.

Their task was to help authors clarify and strengthen

t h eir propo s a l s ; no en dors em ent was asked for or

given,nor should it be inferred.

The  proposals are summarized in this vol-

ume. In addition to a narrative summary of each

proposal, at the end of the document is a table that

provides side-by-side comparisons of various fea-

tures of the proposals. The proposals cover a wide

range of approaches to extending coverage to the

uninsured. Some build on the current system in one

way or another, while others would jettison major

parts of it; still others fall somewhere in between.

Some would move qu i ck ly to vi rtu a lly universal cov-

erage; others would progress more gradually toward

that goal.



These proposals are just one step in an itera tive

proce s s . Th ey do not yet inclu de cost esti m a te s . A

re s e a rch firm is being com m i s s i on ed to model the

proposals for the purpose of providing estimates of

t h eir cost and impact on the uninsu red . As part of

this proce s s , a ut h ors wi ll have the opportu n i ty to

revise their propo s a l s . So, in one sen s e , the propo s-

als that are su m m a ri zed here are provi s i on a l ;

a ut h ors re s erve the ri ght to amend them if t h ey

think it is pru dent to do so. The cost esti m a te s ,

along with the revised versions of the proposals, will

be disseminated at a later date.
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As the proposals put forth in this vo lume show,

the barriers to solving the problem of the uninsured

do not include a lack of viable solutions. There are a

nu m ber of reform stra tegies that would solve the

problem, but deciding on a particular one is difficult

because all viable solutions require making difficult

trade - of fs . However, the fact that there are no easy

or non-controversial solutions to the problem of the

uninsured should not deter us from making a com-

mitment to find a lasting solution. We hope that the

proposals pre s en ted here wi ll help to take us on e

step closer to achieving that end. ■



Overview

A growing nu m ber of l egi s l a tors are eyeing the tax

code as a way of a ll evi a ting the nati on’s uninsu red

probl em . Tod ay ’s tax tre a tm ent of health insu ra n ce

provides more than  billion in tax breaks to help

working families obtain health covera ge . However,

econ omist Stu a rt M. But l er at The Heri t a ge Fo u n d a-

ti on argues that the sys tem is nei t h er a univers a lly

ava i l a ble nor equ i t a ble way to provi de health care

ben ef i t s . For ex a m p l e ,m i ll i ons of l ow - i n come work-

ers and people who work in firms that do not of fer

health coverage do not benefit from today’s tax code

po l i c y, and people with high incomes and gen ero u s

health coverage benefit the most.

Butler proposes a new insurance coverage model

that would make ref u n d a ble tax credits ava i l a ble to

h o u s eholds as a su b s ti tute for the historical tax

tre a tm ent of health ben ef i t s . He vi ews this as a way

of ach i eving near- u n iversal health covera ge for

working families, i n cluding sel f - em p l oyed peop l e .

At the same ti m e , the plan would grant funds to

s t a tes to expand health insu ra n ce covera ge to more

re s i dents and would make insu ra n ce more afford-

able in the private market.

Refundable Tax Credits

The corn ers tone of But l er ’s proposal is a fully ref u n d-

a ble tax credit for working Am ericans that would be

b a s ed on household income and medical co s t s ,

i n cluding prem iums and out - of - pocket ex pen s e s . A

m a j or source of funding would be the repeal of t h e

federal income tax provi s i on that makes em p l oyer

con tri buti ons to em p l oyee s’ health insu ra n ce a non -

t a x a ble form of i n com e . The tax credit would be fed-

era lly funded from gen eral tax revenu e s .S t a tes wo u l d

also receive grants to su pp l em ent the credits for low -

i n come families for wh om the credit might be insu f-

f i c i ent to make covera ge afford a bl e .

6

Reforming the Tax Treatment of Health Care to
Achieve Universal Coverage

Stuart M. Butler has outlined a new proposal to achieve near universal coverage for health insurance
that is built on the following key elements:

• A refundable tax credit available to working households would replace the current tax exclusion
a c c o rded to employees. Employees could no longer exclude from their taxable income the amount
employers contribute on their behalf to health insurance premiums.

• Workers whose employers sponsor coverage would have to use the credit to get coverage at work.
Other employees and individuals could use their tax credit to buy coverage from a range of additional
sources. These would include plans offered by employers, association plans, and plans offered by affinity
groups such as churches, unions, and so on.

• All employers, re g a rdless of whether they sponsored coverage, would have to undertake a
“clearinghouse” function, which could include adjusting employee tax withholdings to reflect their cred-
it, creating an automatic enrollment mechanism for insurance, and setting up a payroll deduction and
payment system for employees to pay their chosen plan.

• To receive a new federal grant to supplement the tax credits, states would have to develop a plan
acceptable to the federal government to make coverage more affordable for low-income workers. 
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To receive the tax cred i t , i n d ivi duals or families

would have to buy a health insu ra n ce plan that fe a-

tu red a minimum level of ben ef i t s . But l er does not

m a n d a te that everyone buy covera ge , but workers

whose em p l oyers of fer covera ge would be requ i red

to tell their em p l oyers wh i ch health plan they wish to

join—or accept enrollment in a default plan or pro-

gram sel ected by the state . But l er ex pects a high

degree of voluntary compliance since any individual

who avoids en ro ll m ent in a minimum plan wo u l d

lose significant tax ben efits for both health insu ra n ce

premiums and expenditures for health care services.

Preserving the Employment Link

But l er says that key fe a tu res of his plan inclu de

com pon ents that make it attractive in the curren t

political arena. The plan would achieve near-univer-

sal covera ge for working households thro u gh the

private market rather than by creating a new federal

entitlement program. He says that it would also pre-

s erve a link bet ween health covera ge and em p l oy-

m ent that many Am ericans take for gra n ted —

making the proposal familiar and fe a s i bl e . Si n ce

enrollment and the financial transactions associated

with insurance would typically be at the workplace,

for many people the sys tem would look very mu ch

as it does today. But people whose employers chose

not to of fer covera ge would sti ll be el i gi ble for the

same tax su b s i dy, even if t h ey bo u ght covera ge on

t h eir own ra t h er than thro u gh their em p l oyer.

Butler sees this as an important step to achieve “hor-

i zontal equ i ty ” so that households with the same

i n come and medical ex penses receive the same tax

benefit, regardless of where they obtain coverage.

Two forms of tax credits would be ava i l a bl e .

Low - i n come families could ch oose bet ween a fixed

flat amount or a refundable sliding-scale credit. The

fixed credit, which Butler says would offer simplicity

and pred i ct a bi l i ty, would avera ge abo ut   ,    per

adult and    per ch i l d , up to a maximum of

  ,   per family. Ho u s eholds above a spec i f i c

income threshold could use the sliding scale subsidy

that would increase as health costs (including pre-

miums and out-of-pocket medical expenses) rise as

a percentage of income. These credits would replace

the current su b s i dy that em p l oyees en j oy bec a u s e

t h ey do not pay income tax on the amount thei r

em p l oyer con tri butes to their insu ra n ce prem iu m s .

The proposed new tax credit structure is designed to

l e ave most middl e - i n come families with little

change in their tax liability.

Expanding Options for Coverage

The work p l ace would con ti nue to be wh ere most

workers receive their health insurance subsidies and

make health plan choices,but they would still be eli-

gi ble for the tax cred i t , even if t h eir em p l oyers did

not sponsor plans. Workers who are not in employ-

er- s pon s ored plans could obtain covera ge thro u gh

o t h er interm ed i a ri e s , i n cluding other em p l oyers’

plans, instead of trying to negotiate with insurers in

the indivi dual market . But l er ’s plan would rem ove

many of the obstacles that make it difficult for fam-

ilies to obtain coverage through “affinity groups”—

chu rch e s , u n i on s , a s s oc i a ti on s , or other or ga n i z a-

ti ons that may be more appealing than em p l oyers .

Self-employed people or those who are temporarily

out of work,as well as employees of firms not spon-

soring insurance, could use the tax benefit to enroll

in plans offered by such organizations.

These affinity groups would not be acting as

i n su rers but as “buying agen t s” that re ach agreem en t s

with insu ra n ce plans that would shoulder ri s k . Th e

a rra n gem ent would be com p a ra ble to the way the

Federal Employees Health Ben efits Program work s .

The Role of States

To su pp l em ent the federal tax credit for health

ex pen s e s , But l er proposes that the federal govern-

m ent provi de an ad d i ti onal   bi ll i on a year to

s t a te s . S t a te su pp l em ents funded with these gra n t s

would be particularly helpful for low-income work-

ers,including those just leaving welfare. The combi-

n a ti on of the federal credit and the ad d i ti onal state

subsidies could en a ble low - i n come workers to

afford a reasonable level of health insurance,he says.

With the federal credit and gra n t , But l er says state s

would have gre a ter flex i bi l i ty to de s i gn progra m s

that make insu ra n ce less ex pen s ive , i n clu d i n g
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expanding el i gi bi l i ty for Medicaid and their State

Children’s Health Insurance Program (S-CHIP).

But l er ack n owl ed ges that en su ring that attrac-

tive and afford a ble health plans would be ava i l a bl e

to indivi duals and families is essen tial to making

this proposal work . The federal govern m ent wo u l d

work cl o s ely with states to make su re that new and

a f ford a ble plans are ava i l a ble to families within a

s t a ble insu ra n ce market , and that plans are afford-

able for people with high medical costs. Butler seeks

to do this thro u gh a “federa l - s t a te” p a rtn ers h i p

de s i gn ed to make new kinds of group plans ava i l-

a ble at “re a s on a bl e” pri ce s . The federal govern m en t

would nego ti a te with states to ei t h er accept

“default” insurance regulation,including limitations

on prem ium underwri ti n g, or implem ent an alter-

n a tive insu ra n ce arra n gem ent that would meet the

federal goal of re a s on a bly pri ced health insu ra n ce .

This set of policies is de s i gn ed to redu ce the nu m-

bers of uninsured.

Outlook

But l er says his proposal incorpora tes el em ents to

en gen der su pport from people with different po l i ti-

cal pers pective s . For ex a m p l e , the tax credit fe a tu re is

l i kely to appeal to those who are attracted to market -

b a s ed soluti ons that en co u ra ge people to buy in the

priva te insu ra n ce market . Yet the plan promises to

ach i eve essen ti a lly universal covera ge by en su ri n g

that subsidies would be ava i l a ble to vi rtu a lly every-

on e , with the size of the su b s i dy being rel a ted to

financial need . The approach would pre s erve Med i c-

aid and S-CHIP and assign important re s pon s i bi l i-

ties to federal and state govern m en t s , while main-

taining some flexibility for states.

Recognizing that his approach would be a fun-

d a m ental ch a n ge from tod ay ’s sys tem , But l er pro-

poses phasing in the tax credit to make the

tra n s i ti on gradual and po l i ti c a lly appe a l i n g. He

n o tes that a logical and po l i ti c a lly fe a s i ble first step

for tax credits would be to target households wi t h-

out access to employer-sponsored coverage. The last

s tep would be to el i m i n a te the tax exclu s i on of

employer-paid health premiums. ■

Stuart M. Butler, Ph.D., is Vice President,

Domestic and Economic Policy Studies, at The

Heritage Foundation.



Overview

In de s i gning this approach , profe s s ors Judith Feder

and Ell en O’ Bri en , at the Geor getown Un ivers i ty

In s ti tute for Health Ca re Re s e a rch and Po l i c y, a n d

L a rry Levitt and Diane Rowl a n d , exec utives at the

Hen ry J. Ka i s er Fa m i ly Fo u n d a ti on , argue that in the

a b s en ce of com preh en s ive reform , it is most appro-

pri a te to target ex p a n s i ons to the pop u l a ti on least

a ble to afford covera ge , and to avoid disru pting ei t h er

the public insu ra n ce sys tem that works qu i te well for

l ow - i n come people or the popular em p l oyer- s pon-

s ored sys tem that provi des covera ge for many Am eri-

c a n s . Th ey ch oose to focus their atten ti on on en su r-

ing that the low - i n come pop u l a ti on has access to

p u bl i cly su b s i d i zed insu ra n ce , and then ex p l ore the

use of a tax credit to en co u ra ge high er- i n come peop l e

to obtain priva te insu ra n ce . Th ey bel i eve that a “l ay-

ered ”a pproach — with public covera ge for the lowe s t -

i n come pop u l a ti on and some form of tax credit for

m odest income peop l e — wi ll be more ef fective than

o t h er com bi n a ti ons in expanding covera ge wh i l e

minimizing the po ten tial that new subsidies wi ll su b-

s ti tute for ex i s ting public or priva te covera ge .

Multiple Policy Instruments

Si n ce the uninsu red pop u l a ti on is a heterogen eo u s

gro u p, the aut h ors bel i eve that different po l i c y

s tra tegies wi ll be more or less ef fective in re ach i n g

d i f ferent segm ents of the uninsu red pop u l a ti on

(those with lower versus high er incom e s ) .

Th erefore , t h ey su ggest Medicaid/S-CHIP ex p a n-

s i on for those with incomes bel ow    percent of

the poverty level,and that any tax credit be targeted

only to people with incomes above that level.

The aut h ors outline several re a s ons for relying on

an ex p a n s i on of p u blic programs ra t h er than a tax

c redit for the low - i n come pop u l a ti on .F i rs t ,m a ny of

the low - i n come uninsu red do not have any incom e

tax liabi l i ty and would need a su b s i dy provi ded in

adva n ce to purchase covera ge . Any cred i t ,t h erefore ,

would need to be ref u n d a bl e , p aya ble in adva n ce ,

and not recon c i l ed for income ch a n ges over the

co u rse of the ye a r. This would add con s i dera bl e

com p l ex i ty to the use of tax credits for lower- i n com e

peop l e . Secon d ,s i n ce abo ut   percent of the unin-

su red lack access to em p l oyer- s pon s ored insu ra n ce ,

most of the uninsu red using the credit would be

Assessing the Combination of Public Programs 
and Tax Credits

9

Judith Feder, Larry Levitt, Ellen O’Brien, and Diane Rowland outline an expansion of Medicaid and
the State Childre n ’s Health Insurance Program (S-CHIP) and explore its interaction with tax credits for
individuals or employers. Specifically, they conclude that:

• Coverage for low-income people is best achieved by extending eligibility for public programs with-
out cost sharing or premiums to all individuals with incomes below 150 percent of the federal povert y
level, and, as in S-CHIP, extending eligibility for public programs with modest premiums and cost sharing
(up to a maximum of 5 percent of income) to people with incomes between 150 percent and 200
percent of poverty. People with incomes above 200 percent of poverty could also be allowed to “buy in”
to public coverage by paying a sliding-scale premium based on income.

• A tax credit that is targeted to small, low-wage employers for providing coverage to their employees
is a more effective and less disruptive complement to a public program than a tax credit directed at
individuals to purchase non-group coverage. 



forced into the non - group market , wh i ch the aut h ors

bel i eve is ri d dl ed with probl em s .F i n a lly, the size of

the tax credits gen era lly propo s ed would not com e

close to covering the actual cost of health insu ra n ce ,

and low - i n come people are the least likely of t h e

u n i n su red to be able to make up the differen ce .

The aut h ors bel i eve that targeting each po l i c y

i n s tru m ent to a different income group within the

uninsured population would be more effective than

e s t a blishing a tax credit alon gs i de ex i s ting or new

p u blic covera ge . Th ey worry that con su m ers wo u l d

not be able to make a meaningful choice between a

tax credit or a public program because of the diffi-

culty in obtaining information about plans and the

com p l ex i ty of the insu ra n ce market . In ad d i ti on ,

h aving tax programs alon gs i de public progra m s

may create incentives for states to pull back or limit

p u blic covera ge , given that fully federa lly financed

tax credits are available as an alternative.

In ch oosing to layer a tax credit on top of a pub-

lic ex p a n s i on , the aut h ors must determine a “c utof f”

point of i n come el i gi bi l i ty for public covera ge ,b a l-

ancing afford a bi l i ty of covera ge with displacem ent of

priva te covera ge . To maximize covera ge and mini-

m i ze disru pti on , the aut h ors bel i eve that 200 percen t

of the federal poverty line should be the cutof f poi n t

for a public covera ge ex p a n s i on . Th ey note ,h owever,

that abru pt ly cut ting of f gen erous credits at a def i n ed

i n come level cre a tes inequ i ties for those just above

the cutof f poi n t . Ex tending el i gi bi l i ty to high er

i n come levels and phasing out the credit more grad-

u a lly miti ga tes the probl em , but the program then

becomes more co s t ly. The aut h ors point out that

s m ooth integra ti on bet ween the two policy instru-

m ents requ i res atten ti on to the ava i l a bi l i ty and ch a r-

acteri s tics of i n su ra n ce produ cts in the priva te mar-

ket . As one way to ad d ress this probl em , the aut h ors

wo u l d , with appropri a te atten ti on to de s i gn , f avor

a ll owing people with incomes above    percent of

the poverty line to “buy in” to the public progra m .

Features of a Medicaid/S-CHIP Expansion

Because of the limitati ons of a tax credit for the low -

i n come pop u l a ti on , the aut h ors advoc a te ex ten d i n g

com preh en s ive ben efits to the low - i n come unin-

su red thro u gh a Medicaid and S-CHIP ex p a n s i on —

basing el i gi bi l i ty solely on income ra t h er than on

i n come and family statu s . Medicaid and S-CHIP

h ave been proven ef fective , in the aut h ors’ vi ew, a t

s erving the low - i n come pop u l a ti on , so they wo u l d

rely on the ex i s ting del ivery, o utre ach , and el i gi bi l i ty -

determ i n a ti on sys tems in the program ex p a n s i on .

Ad d i ti onal ad m i n i s tra tive stru ctu res would be

u n n ece s s a ry. The aut h ors would prefer that el i gi bi l i-

ty be an en ti t l em en t , as with Med i c a i d , ra t h er than

being depen dent on annual state appropri a ti on dec i-

s i on s , as with S-CHIP. However, as in S-CHIP,

en ro ll ees with incomes bet ween   and    percen t

of the federal poverty level would pay some prem i-

ums and cost shari n g.

Designing the Tax Credit

In de s c ri bing the tax subsidies ava i l a ble for peop l e

with incomes above  percent of the poverty level,

the authors outline the way in which various design

fe a tu res would affect the cost and ef fectiveness of a

tax credit in expanding covera ge . One issue is

wh et h er the tax credit should be ava i l a ble to indi-

viduals or to employers. The authors suggest that it

is difficult to de s i gn a modest i n d ivi dual tax cred i t

that is simu l t a n eo u s ly ef fective and well - t a r geted ,

while at the same time avoiding “c rowd - o ut” of

ex i s ting publ i cly spon s ored and em p l oyer- s pon-

s ored insu ra n ce . A bet ter approach , t h ey indicate ,

may be tax credits provided to employers to encour-

a ge gre a ter of fering of i n su ra n ce . An em p l oyer tax

c redit could be targeted to those small , l ow - w a ge

em p l oyers least likely to of fer covera ge . Al t h o u gh

the su ccess of an em p l oyer tax credit depends on

em p l oyers’ wi ll i n gness to expand covera ge , in the

a ut h ors’ vi ew that disadva n t a ge is out wei gh ed by

the adva n t a ges of bet ter targeting and less disru p-

tion of existing insurance arrangements.

Outlook

The aut h ors bel i eve that their approach has an

i m portant po l i tical and policy adva n t a ge : it mini-

m i zes disru pti on to the current sys tem of priva te

and public coverage. Many Americans obtain cover-
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a ge thro u gh their em p l oyer, and su rveys show that

t h ey va lue this approach . In ad d i ti on , em p l oyer-

s pon s ored covera ge all ows risk to be spre ad ac ro s s

people with different incomes and health statu s .

F i n a lly, work - b a s ed covera ge provi des an easy

enrollment and payment mechanism, which is par-

ti c u l a rly useful for low - i n come people who migh t

face cash flow problems if they had to purchase cov-

erage on their own.

With respect to public coverage, the authors

argue that low-income people will always need

m ore public su pport than others if t h ey are to

have affordable access to coverage and services.

Despite some barriers to participation (most pre-

dominantly, the administration of means-tested

eligibility requirements), Medicaid has well-estab-

lished administrative and legal structures that

facilitate access to benefits and protect beneficiaries’

rights. It is unclear that a new program would be

a ble to provi de the same level of su pport — i n

benefits, administrative arrangements, or legal

foundation. The authors conclude that mixing a

public program expansion with tax credits, while

paying close attention to design issues, may be an

effective way to expand coverage in the current pol-

icy climate. ■
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Overview

Health policy researcher Jonathan Gruber, a faculty

m em ber at the Ma s s achu s etts In s ti tute of Tech-

nology, addresses what he sees as two failings of the

c u rrent health sys tem within the con text of tod ay ’s

po l i tical envi ron m en t . Gru ber bel i eves that the

em p l oyer- s pon s ored insu ra n ce approach , wh i ch

provi des covera ge to more than   percent of t h e

priva tely insu red and two - t h i rds of the nati on’s

n on - el derly pop u l a ti on , is seri o u s ly flawed bec a u s e

it leaves people who are unem p l oyed , a re sel f -

em p l oyed , or work in small businesses wi t h o ut an

efficient pooling mechanism in which to buy afford-

a ble covera ge . And while publ i cly su b s i d i zed pro-

grams extend coverage to the elderly, poor children,

and certain other vu l n era ble pop u l a ti on s , m a j or

holes remain in the public safety net , l e aving mil-

lions of Americans beyond reach of coverage.

To ad d ress these issu e s , Gru ber proposes to

build on the voluntary, private system in place today

while “ra ti on a l i z i n g” p u blic safety net programs to

en su re broader covera ge to needy pop u l a ti on s . He

proposes a significant red i s tri buti on of federa l

health out l ays , s eeks to level the playing field on

wh i ch indivi duals purchase insu ra n ce , and tries to

harness the powers of competition to address rising

health care premiums for nearly all Americans.

Using state - b a s ed purchasing pools as the plan’s

fo u n d a ti on , Gru ber tries to ad d ress certain probl em s

that he bel i eves exist in the current em p l oyer- provi d-

ed insu ra n ce sys tem . These probl ems inclu de high

u n i n su red ra tes among Am ericans working for small

bu s i n e s s e s ,“ j ob lock ,” wh i ch leaves workers stu ck in

u n s a ti s f ying jobs for fear of losing covera ge , and the

i n h o s p i t a ble envi ron m ent for high er- risk indivi du a l s

and others in the non - group market , who pay sign i f-

i c a n t ly more for covera ge than do em p l oyees in

group plans. Gru ber ’s reforms would not provi de

u n iversal covera ge , but he pred i cts that almost all
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A Private/ Public Partnership for 
National Health Insurance

Jonathan Gruber has outlined a proposal to substantially reduce the nation’s uninsured rate and allow
nearly all households to obtain affordable health coverage under a voluntary initiative relying heavily on
the private insurance market. The program includes the following elements: 

• Vo l u n t a ry state-based purchasing pools that would offer a menu of health plan choices to all
individuals and employers. 

• Federal subsidies that would be provided on a sliding-scale basis to individuals with incomes up to
300 percent of the federal poverty level buying insurance in the pool; most families with higher incomes
could obtain coverage for 10 percent or less of their income.

• Partial financing would be achieved by limiting the tax exclusion for employer-provided health
insurance to the cost of a median-cost health plan and by phasing out the Medicaid program—and
accompanying federal subsidies—for those families who qualify on the basis of income alone (while the
program remains in place for the elderly and disabled). 

• Health plans and insurers would be paid on both a prospective and retrospective, risk-adjusted
basis that would spread health risk across entire purchasing pools so that higher-risk individuals could
obtain affordable coverage.



U. S . families would be able to obtain covera ge for 10

percent of t h eir income or less. He also ack n owl ed ge s

that his plan would requ i re significant federal ex pen-

d i tu res to help provi de subsidies to the low - i n com e

i n su red . But he uses a vo lu n t a ry and priva te sys tem

to ex tend insu ra n ce to mill i ons of u n i n su red , ra t h er

than advoc a ting a major public ex p a n s i on .

Eligibility and Subsidy Structure

A set of  vo lu n t a ry purchasing pools would be

e s t a bl i s h ed , with one in each state and the Di s tri ct

of Co lu m bi a . All indivi duals or em p l oyers co u l d

p u rchase insu ra n ce from any plan in their loc a l

pool. Most, if not all, insurers would be expected to

p a rti c i p a te , because subsidies would be ava i l a bl e

on ly if covera ge were purch a s ed thro u gh the poo l .

Gru ber ’s approach differs from many others’ in the

form of the su b s i dy. People would not receive

vo u ch ers or tax cred i t s . Ra t h er, on ce they were

determ i n ed to be el i gi ble based on their incom e ,

they would be eligible for reduced-premium or no-

premium coverage.

Health plan purchases would be su b s i d i zed for

both low - i n come and lower- i n come househ o l d s .

Those el i gi ble for subsidies could app ly them

tow a rd covera ge that they purchase indivi du a lly or

t h ro u gh their em p l oyers . All pers ons with incom e s

below  percent of the federal poverty level would

be autom a ti c a lly en ro ll ed in a med i a n - cost plan in

the pool at no cost to them. In addition, their liabil-

ity for cost sharing—deductibles and copayments—

would be limited to  percent of i n com e . A secon d

su b s i dy group would inclu de those in families

bet ween   percent and    percent of the federa l

poverty level (wh i ch for a family of four inclu de s

those making between , and , annual-

ly ) . The su b s i dy for this income group va ries wi t h

i n com e — f rom  percent of i n come for those wi t h

i n comes at   percent of poverty to   percent for

those at    percent of poverty (assuming they

chose a median-cost plan).

People in both su b s i dy groups could en ro ll in

plans co s ting more than the median plan, but they

would be responsible for the cost difference between

the med i a n - cost plan and the high er- cost plan.

Families in the   percent to    percent su b s i dy

group that chose a plan co s ting less than the med i-

an-cost plan would get half the difference back in a

ch eck from the govern m ent as an incen tive to

ch oose lower- cost plans. However, to prevent fra u d

associated with the sale of plans that do not provide

adequate coverage,individuals in the lowest-income

su b s i dy bracket would not see any savi n gs if t h ey

opted for plans co s ting less than the median plan.

Persons with incomes above  percent of the fed-

eral poverty level would not receive a su b s i dy, but

t h eir insu ra n ce costs could dec rease because they

could purchase through the pool.

E m p l oyers would be all owed to purchase insu r-

ance through the pool and could offer workers plan

opti ons both in and out s i de the poo l . But to mini-

m i ze the adverse sel ecti on that of ten re sults wh en

employers have an incentive to encourage just their

h i gh - risk em p l oyees to use the poo l , the propo s a l

i n clu des strong incen tives for em p l oyers to sel ect

the pool as their sole source of covera ge . The most

i m portant incen tive is that low - i n come workers

would not be el i gi ble for subsidies unless the

employer chose the pool as their exclusive source of

covera ge . As a furt h er incen tive for em p l oyers to

ch oose the pool exclu s ively, the plan would waive

both the requirement that employers offer continu-

a ti on covera ge thro u gh COBRA and cover other

state mandates.

Financing

The plan would be financed from three source s .

Some federal gen eral fund revenues would be

requ i red , but the new program would gen era te som e

s avi n gs to of fs et the incre a s ed co s t s . Savi n gs wo u l d

be realized by putting a cap—equal to the cost of the

m ed i a n - cost plan—on the amount of em p l oyer-

paid prem iums that could be exclu ded from em p l oy-

ees’ taxable income. Savings also would be generated

by phasing out S-CHIP and the ac ute care com po-

nent of Medicaid. Under this approach, after a tran-

s i ti on peri od , Medicaid would become a progra m

on ly for el derly and disabl ed peop l e , and the rem a i n-

der of the Medicaid and S-CHIP populations would

be moved into the new subsidy program.
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Administration, Regulation, and
Risk Adjustment

The federal govern m ent would ad m i n i s ter the pro-

gram out of a new “ Priva te / Pu blic Pa rtn ers h i p

Health In su ra n ce Agen c y.” This new agency wo u l d

be re s pon s i ble for establishing and overs eeing new

p u rchasing pools and coord i n a ting su b s i dy pay-

m en t s . The agency would en su re that on ly “tru e”

i n su ra n ce produ cts are of fered , while en co u ra gi n g

i n d ivi duals to ch oose ef f i c i en t , l ow - cost plans. A

minimal set of reg u l a ti ons would requ i re on ly that

e ach plan be financially sound and that each of fer

guaranteed-issue coverage and renewability, a mini-

mal ben efits pack a ge , and free or nominal co - p ays

for one well - child visit annu a lly, prenatal care , a n d

i m mu n i z a ti on s . Before an annual open - en ro ll m en t

period, individuals would get information on costs,

benefits, and quality-related data on plans for selec-

ti on purpo s e s . E ach plan would be requ i red to

ch a r ge com mu n i ty - ra ted prem iu m s . The ef fects of

adverse selection would be minimized through risk-

ad ju s ted paym ents to plans using a mix of f actors ,

i n cluding dem ogra phic and health-con d i ti on fac-

tors and retro s pective risk ad ju s tm ent based on

actual costs of certain cases.

Outlook

Gruber acknowledges that his proposal represents “a

f a i rly radical dep a rtu re” f rom the current priva te

and public sys tems of providing health insu ra n ce .

He notes that his plan would upset many stake-

h o l ders — i n cluding bu s i n e s s e s , u n i on s , con s erva-

tive s , certain insu rers , and Medicaid program advo-

cates. These players would likely balk at an approach

that would redu ce the tax su b s i dy to em p l oyer- pro-

vided health insurance,increase government spend-

ing and bu re a u c rac y, c re a te com peti ti on amon g

insurers,and reduce the Medicaid entitlement.

Gru ber says , h owever, that his approach wo u l d

ach i eve a meaningful redu cti on in the nu m ber of

u n i n su red under a market - ori en ted stra tegy that

relies on com peti ti on as the best way to con tro l

m edical co s t s . In ad d i ti on , Gru ber bel i eves that

advoc a tes for the poor would recogn i ze the impor-

tant income red i s tri buti on inherent in the approach .

He also thinks that em p l oyers would like the fact

that the proposal drops certain mandate s , a n d

group insu rers should favor an approach that

expands their products.

F i n a lly, Gru ber vi ews his approach as more

politically palatable than many other alternatives. It

would rely on a priva te soluti on to ad d ress a major

n a ti onal probl em and would be ch e a per than tax

c red i t - b a s ed propo s a l s . And while the plan wo u l d

not lead to universal health insu ra n ce covera ge , i t

would guarantee universally affordable coverage. ■

Jonathan Gruber, Ph.D., is Professor of Economics at

the Massachusetts Institute of Technology and the

Director of the Program on Children at the National

Bureau of Economic Research, where he is a Research

Associate.



15

Overview

The current policy debate around health care cover-

a ge ex p a n s i on cen ters largely on ei t h er ex p a n d i n g

p u blic progra m s , su ch as Medicaid and S-CHIP, or

using the tax system to encourage more individuals

to purchase health covera ge in the priva te market .

Jacob S. Hacker, a Ju n i or Fell ow of the Ha rva rd

Un ivers i ty Soc i ety of Fell ows , o utlines a propo s a l

that differs from these policy opti on s . He wo u l d

rep l ace the current scattered patchwork of vo lu n-

t a ry priva te covera ge and re s i dual public progra m s

with an employer mandate and enrollment of much

of the pop u l a ti on in an ex p a n ded Med i c a re pro-

gram called “Medicare Plus.”

This is a va ri a ti on of a “p l ay or pay ” em p l oyer

m a n d a te model with the fo ll owing twi s t : for many

em p l oyers , the pay opti on would be far less co s t ly

than the play opti on , so most firms would pay the

payroll tax and automatically enroll their employees

in Med i c a re Plu s . Hacker bel i eves that, as a re su l t ,

Medicare Plus could eventually cover as much as 

percent of the population—a result that he argues is

desirable.

Medicare Plus

Med i c a re Plus is de s i gn ed to provi de a mech a n i s m

by which all Americans would have access to afford-

able,guaranteed coverage with a defined package of

benefits. In addition to the standard Medicare bene-

fits pack a ge , Med i c a re Plus would cover outp a ti en t

pre s c ri pti on dru gs , preven tive servi ce s , m en t a l

health services, and maternal and child health serv-

ices. Additionally, Medicare Plus would have a single

dedu cti ble and coi n su ra n ce ra te and an out - of -

pocket spending cap.

Al t h o u gh Medicaid and S-CHIP would be ph a s ed

o ut and form er program participants en ro ll ed in

Med i c a re Plu s ,l ow - i n come families and ch i l d ren and

the working disabl ed would con ti nue to receive

“ wra p a ro u n d ” covera ge for ad d i ti onal servi ces now

Medicare Plus: Increasing Health Coverage 
by Expanding Medicare

Jacob S. Hacker has proposed a plan to achieve universal coverage by building on the Medicare pro g r a m .
The proposal includes the following elements: 

• Employers could choose either to offer and automatically enroll employees in a plan at least as
generous as that available under an enhanced Medicare benefits package or to pay a modest payroll-
based contribution to help fund enrollment of their employees in Medicare Plus. 

• Workers whose employers paid the contribution instead of providing their own plan would be
enrolled automatically in Medicare Plus at their workplace, although they could use their employers’
contributions (minus a penalty) to purchase other coverage that met the same standards as the work-
place plans.

• States would have strong financial incentives to use outreach eff o rts to enroll non-workers in
M e d i c a re Plus, which would effectively replace Medicaid and the State Childre n ’s Health Insurance
Program (S-CHIP). 

• Individuals outside the workforce who are not enrolled by their state would have an individual buy-in
option available, with the premium based on income.
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provi ded by state Medicaid progra m s . In ad d i ti on ,t h e

n on - working disabl ed and the el derly would con ti nu e

to receive their current Medicaid ben efits pack a ge .

Role of Employers

Under this plan, employers would be responsible for

en su ring that em p l oyees and their depen dents are

en ro ll ed in health insu ra n ce . E m p l oyers would be

requ i red ei t h er () to provi de and con tri bute to the

cost of priva te covera ge at least equ iva l ent to

Med i c a re Plus and autom a ti c a lly en ro ll thei r

employees and dependents in the plan, or () to pay

a modest payro ll tax (a minimum of  percent for

l ow - w a ge em p l oyers and a maximum of  percen t )

and en ro ll their em p l oyees in Med i c a re Plu s .

Because the payroll tax is less than the amount that

most em p l oyers would pay for other covera ge —

e s pec i a lly small em p l oyers , l ow - w a ge firm s , a n d

those with high er- risk em p l oyees—the Med i c a re

opti on would be less co s t ly and, t hu s , a t tractive to

many employers.

E m p l oyer- s pon s ored insu ra n ce would retain its

f avored tax statu s , with two excepti on s . The tax

exclu s i on for em p l oyer-paid prem iums would be

c a pped at twi ce the va lue of a Med i c a re Plus plan,

and no tax-exclusion would be permitted if employ-

ers of fered on ly ben efits that “ wra pped aro u n d ”

Med i c a re Plus (to prevent em p l oyers from econ o-

mizing by dropping standard coverage and offering

only add-on coverage).

Role of Employees

Working Am ericans would be en ro ll ed thro u gh

their employer (as described above),and non-work-

ing indivi duals could buy into Med i c a re Plus on

their own.

All en ro ll ees would pay a prem ium tow a rd thei r

Med i c a re Plus covera ge , b a s ed on family size and

i n com e . The level of prem ium would be set to keep

the nominal divi s i on of em p l oyer and em p l oyee

re s pon s i bi l i ties similar to what it is tod ay in firm s

that do spon s or covera ge . To pro tect poor and near-

poor indivi du a l s , en ro ll ees would not con tri bute

a nything to prem iums if t h eir incomes were less

than    percent of the federal poverty level , wo u l d

p ay a sliding-scale prem ium if t h eir incomes were

bet ween    and    percent of the poverty level ,

and would pay the full prem ium if t h eir incom e s

were above    percent of the poverty level . Co s t -

s h a ring (dedu cti bles and cop aym ents) would also be

s tri ct ly limited for poor en ro ll ees and gradu a lly

i n c re a s ed bet ween    and   percent of the pover-

ty level .

Hacker also su ggests that after an initial peri od

with the new system, an individual mandate should

be put in place to ensure universal coverage.

Role of States and Federal Government

Many working Americans currently eligible for pub-

lic programs would be autom a ti c a lly en ro ll ed in

Med i c a re Plus thro u gh their work p l ace . The state

would be re s pon s i ble for en ro lling the rem a i n i n g

u n i n su red . In ad d i ti on , s t a tes would maintain thei r

financial role in covera ge thro u gh mainten a n ce - of -

ef fort paym ents to Med i c a re Plus equal to thei r

existing and projected spending on Medicare and S-

CHIP ben efits for ch i l d ren , n on - el derly adu l t s , a n d

the working disabl ed . S t a tes wo u l d , h owever, be

given federal financial incen tives (in the form of

redu ced state mainten a n ce - of - ef fort paym en t s ) , to

en ro ll the uninsu red . In ad d i ti on , s t a tes would be

en co u ra ged to su b s i d i ze Med i c a re Plus prem iu m s

for the unemployed.

The federal govern m en t , t h ro u gh the He a l t h

Ca re Financing Ad m i n i s tra ti on , would be re s pon s i-

ble for ad m i n i s tering Med i c a re Plu s . The aut h or

e s ti m a tes that  percent to   percent of the pop u-

l a ti on could even tu a lly en ro ll in Med i c a re Plu s ,

wh i ch would give the program bargaining levera ge

and en su re broad pooling of ri s k . Hacker bel i eve s

that this approach would move the co u n try tow a rd

inclusive social insurance in health care. But because

the role of the priva te insu ra n ce sector would be

ret a i n ed , and because em p l oyers and indivi du a l s

would be free to purchase qu a l i f i ed covera ge on thei r

own,the proposal should not be construed as a “sin-

gl e - p ayer ”p l a n . The federal govern m ent would be

l a r gely re s pon s i ble for financing the progra m , wi t h

the principal financing sources being payro ll - b a s ed
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con tri buti on s , ben ef i c i a ry prem iu m s ,s t a te mainte-

n a n ce - of - ef fort paym en t s , and gen eral income tax

revenues.

Outlook

Hacker con cedes that this proposal cuts against the

grain of the current political debate because it pres-

ents an integra ted approach to universal covera ge

rather than a series of incremental steps. Moreover,

it shifts pri m a ry re s pon s i bi l i ty for public covera ge

to the federal govern m en t , and dra m a ti c a lly ex-

pands an establ i s h ed federal progra m . But the

i m m ed i a te po l i tical and econ omic cl i m a te that

s eems to su pport on ly increm ental reform may

s h i f t . As times ch a n ge , Hacker bel i eves that curren t

policy options may be less appealing, and a plan like

his may be vi ewed in a more favora ble ligh t , for

three reasons.First,his plan builds on Medicare and

works through the employer-based system of insur-

a n ce , both of wh i ch are popular and familiar insti-

tuti on s . Secon d , t h ere would be few new costs for

em p l oyers that curren t ly do not provi de covera ge ,

and costs would be reduced for most employers that

c u rren t ly do of fer covera ge . Th i rd , priva te health

i n su rers would retain their ro l e , and those insu rers

choosing not to contract with Medicare Plus would

not face extensive regulation. To show how the pro-

posal could become re a l i ty, Hacker outlines a lon g -

term , s tep - by - s tep policy agenda that could cre a te

s el f - rei n forcing po l i tical pre s su res en co u ra ging full

implementation. ■

Jacob S. Hacker, Ph.D., is a Junior Fellow of the

Harvard University Society of Fellows.
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Overview

Health policy re s e a rch ers John F. Ho l a h a n , Len M.

Ni ch o l s , and Linda J. Blu m ber g, at the Urb a n

In s ti tute , propose a new insu ra n ce covera ge model

that,like S-CHIP, would give states increased federal

funding and considerable flexibility to extend cover-

a ge to families with incomes bel ow  percent of

poverty and those with high health risks at any

income level. The foundation of this new model is a

p u rchasing pool or ga n i zed by com bining curren t

Medicaid and S-CHIP rec i p i en t s , those newly el i gi-

ble for su b s i d i e s , and others . To receive su b s i d i e s ,

people would have to purchase covera ge thro u gh

the state purchasing poo l , but the pool would be

open to all. Participants would be assured of paying

no more than the statewi de com mu n i ty ra te . Any

health plan opera ting thro u gh the pool would be

required to accept all enrollees. The federal govern-

m ent would establish a minimum set of requ i red

ben efits and co s t - s h a ring provi s i on s , but state s

would have flex i bi l i ty to de s i gn their own standard

benefit packages. The new higher federal match (

percent high er than the current Medicaid match )

Expanding Health Insurance Coverage: 
A New Federal/State Approach

John F. Holahan, Len M. Nichols, and Linda J. Blumberg have outlined a new proposal to cover the
u n i n s u red that would extend the subsidized coverage that is available under the State Childre n ’s Health
Insurance Program (S-CHIP) to all lower-income people. The proposal is built on the following key elements: 

• The federal government would provide financial incentives to states to expand health coverage
subsidies to all families and individuals with incomes below 250 percent of the federal poverty level and
those facing higher-than-average health expenses, regardless of income. Subsidized coverage could be
purchased only through purchasing pools, which states would have broad discretion to design. 

• Federal funding would be in the form of a match amounting to 30 percent more than the current
Medicaid match, provided to states in exchange for meeting minimum federal standards. States choos-
ing to participate would have to provide coverage to those meeting the eligibility rules, but could specify
a minimum benefits package consistent with federal guidelines, as in the S-CHIP program. Non-partici-
pating states would continue their Medicaid and S-CHIP programs.

• The new program would effectively replace Medicaid and S-CHIP. People below 150 percent of
p o v e rty would get full subsidies, while those between 150 and 250 percent of poverty would get
partial subsidies, and the high-risk (regardless of income) would be subsidized as well. A set of uniform
federal rules would apply nationally.

• All individuals, including those with high health costs, could buy insurance through a state-
designed purchasing pool at a premium no higher than a statewide community rate for a standard
benefit package. Employers must offer employees the state pool coverage as an option, but they could
choose whether to buy coverage exclusively through the pool.

• The state purchasing pool would combine existing Medicaid, S-CHIP, state employees’ purchasing
programs, and willing participants from the private sector to create administrative efficiencies, pool
insurance risks, and improve bargaining clout for those within the pool. 
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would go to participating states to help fund cover-

a ge for everyone bel ow  percent of poverty,

including previous Medicaid enrollees.

The aut h ors argue that a purely federal ex p a n-

s i on of covera ge is po l i ti c a lly impo s s i bl e . Th ey

e s ch ew that approach in favor of what they see as

a more accept a ble federa l - s t a te partn ers h i p. Th e

re s e a rch ers ack n owl ed ge that the program would be

ex pen s ive in terms of govern m ent do ll a rs , but they

s ay that would be the case with any program that

ex tends covera ge broadly. The federal govern m en t

would assume the bulk of the bu rden for the new

s pen d i n g.

Coverage and Subsidies 

The aut h ors have devi s ed a stru ctu re that cre a te s

s trong incen tives for states to parti c i p a te but doe s

not force them to do so. Pa rti c i p a ting states wo u l d

receive an infusion of federal funds to pay for the

bulk of the subsidies—at a ra te equ iva l ent to the

c u rrent high er S-CHIP federal match . In retu rn for

these funds, s t a tes would have to meet minimu m

standards. They would have to offer a standard ben-

efits package and conform to federal rules that sim-

plify current com p l ex and differing program ru l e s .

They would implement nationally uniform eligibili-

ty standards that are based on income alon e . Th e

a ut h ors argue that this provi s i on would gre a t ly

increase fairness: the subsidy to which needy people

a re en ti t l ed would not depend on the state wh ere

they live or whether they fall into some category that

m a kes them el i gi ble for S-CHIP ra t h er than

Medicaid or vi ce vers a . S t a tes would provi de fully

su b s i d i zed covera ge to those bel ow   percent of

poverty. People between  percent and  percent

of poverty also would be subsidized, but would pay

m ore in prem iu m s , co - p aym en t s , and dedu cti bl e s

up to a specified federal limit.

The aut h ors bel i eve that the fe a tu res of t h ei r

a pproach would en su re that afford a ble covera ge

would be available to everyone. Health plans partic-

i p a ting in the pool would be requ i red to accept all

who app ly for covera ge and provi de covera ge at a

prem ium ref l ecting the statewi de com mu n i ty ra te .

People with incomes bel ow   percent of poverty

could enroll at any time. Others could buy coverage

du ring the open - en ro ll m ent peri od or at other

times by paying a penalty. States opting for the new

m odel would autom a ti c a lly en ro ll indivi duals cur-

ren t ly insu red by Medicaid and S-CHIP and co u l d

enroll state employees.

The aut h ors ex pect many of the uninsu red to

en ro ll . The gen erous subsidies would provi de a

s trong incen tive for low - i n come people to join the

poo l . And because of the guara n tee of being abl e

to buy covera ge at the com mu n i ty - ra ted prem iu m ,

h i gh er- risk people not el i gi ble for incom e - rel a ted

subsidies also could be ex pected to use the poo l .

These high er- risk participants inclu de both those

who are now uninsu red because they cannot

a f ford to pay the high - risk ra tes and those who are

n ow covered but could save by buying thro u gh the

poo l . In d ivi duals curren t ly covered under co s t ly

priva te indivi dual covera ge also would be ex pected

to join the new state poo l . The aut h ors would not

requ i re em p l oyers to of fer covera ge , but if t h ey did,

t h ey could rely on the pool as the sole source for

covera ge or make other arra n gem en t s . In the latter

c a s e , t h ey would sti ll have to give em p l oyees the

opti on of ch oosing poo l - b a s ed covera ge , bec a u s e

subsidies would be ava i l a ble on ly inside the poo l .

Al t h o u gh su b s i d i zed covera ge would not be lim-

i ted to people who have been wi t h o ut insu ra n ce ,

the aut h ors con tend that fe a tu res of the sys tem

m a ke it unlikely that a large nu m ber of em p l oyers

would drop covera ge .

The authors acknowledge that the financial

incentives would not persuade everyone to buy cov-

erage. So, after five years, they would permit states

to mandate that everyone obtain health insurance

coverage.

Federal/State Relations 

Accepting federal do ll a rs would obl i ga te states to

c a rry out a nu m ber of re s pon s i bi l i ti e s : m eeting fed-

eral standards for el i gi bi l i ty determ i n a ti on , o ut-

re ach , and en ro ll m en t ; i n corpora ting Medicaid and

S-CHIP and other groups of i n d ivi duals into pur-

chasing poo l s ;e s t a blishing procedu res for inform i n g

en ro ll ees abo ut plan ch oi ce s ; e s t a blishing qu a l i ty
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s t a n d a rds and provi der paym en t s ; and devel oping a

plan for adjusting premiums based on risk. Further-

more, states would have to develop a standard bene-

fits pack a ge ; s et equ i t a ble su b s i dy sch edu l e s ; or ga n-

ize purchasing pools and negotiate with health plans

or establish competitive bidding mechanisms; oper-

a te or con tract for a disco u n ted fee - for- s ervi ce (FFS)

program to ensure beneficiary choice; and operate a

re s i dual Medicaid program to cover all groups and

ben efits requ i red under Medicaid but not incorpo-

rated into the new program.

Financing

The aut h ors ack n owl ed ge that a public program to

cover many curren t ly uninsu red people would be

expensive. States and the federal government would

jointly finance the new program, but the bulk of the

n ew mon ey would come from federal cof fers . Th e

authors note that states would save money for sever-

al re a s on s : the new high er federal match wo u l d

a pp ly to form er Medicaid el i gi bl e s , as well as to

remaining Medicaid ex pen d i tu res on lon g - term

c a re not incorpora ted into the new progra m , a n d

s t a tes would be paying out less for safety - n et

providers. On the other hand, they would be cover-

ing many more peop l e . The new federal spen d i n g

would come out of general revenues.

Outlook

This proposal relies on a state - federal partn ers h i p.

The authors acknowledge that such an approach has

its we a k n e s s e s , but they bel i eve that a federa lly

foc u s ed approach is “po l i ti c a lly unre a l i s ti c” at this

point. When the momentum of the nation is toward

gre a ter rel i a n ce on state govern m ent in partn ers h i p

with the federal govern m en t , building on the S-

CHIP model is the ri ght approach , the aut h ors con-

ten d . Un l i ke Med i c a i d , S-CHIP has com bi n ed high-

er federal matching paym ents with more state

f l ex i bi l i ty, wh i ch makes the approach attractive to

s t a te s , po l i ti c i a n s , and citi zens who prefer to see pro-

gram ad m i n i s tra ti on at the state level . F i n a lly, t h e

a ut h ors bel i eve that their proposal is less likely than

s ome altern a tives to gen era te oppo s i ti on because it

would not requ i re em p l oyers and con su m ers wh o

a re happy with their current covera ge arra n gem en t s

to change the way they obtain coverage. ■

John F. Holahan, Ph.D., is Director of the Health

Policy Research Center at the Urban Institute.

Len M. Nichols, Ph.D., is Principal Research

Associate at the Urban Institute.

Linda J. Blumberg, Ph.D., is Senior Research

Associate at the Urban Institute.
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Overview

University of California faculty members Richard

Kronick and Thomas Rice propose that the United

States adopt a health care financing system that

would provide comprehensive health insurance to

all non-elderly, legal residents and replace most

major components of the current system, except for

Medicare and Medicaid-financed long-term care.

While employers and employees would continue to

contribute to the health system, employers no

longer would be involved with providing insurance.

Instead, the federal government would oversee the

new system, and states would administer it. All

health insurance choices offered by the states would

have to include services specified in a federally

defined benefits package that states may choose to

augment. Eligible residents would have at least one

health insurance option that does not require pre-

miums. The primary revenue source, a payroll tax

levied on employers and employees, would be sup-

plemented by general federal revenues, state

revenues,and, possibly, individual contributions for

certain plans or benefits beyond those included in

the standard benefits package. States would receive

an annual fixed-dollar contribution from the fed-

eral government to encourage them to contain

costs.

Central Role for States

This new sys tem would be predom i n a n t ly financed

and overs een by the federal govern m en t , but it

would be administered by the states. To participate,

s t a tes would be requ i red to implem ent univers a l

covera ge (def i n ed as at least   percent of n on -

el derly, l egal re s i dents en ro ll ed ) , of fer at least on e

health plan without premiums, monitor and ensure

service quality, and collect and compile data to eval-

uate the system. If it chose not to participate,a state

A State-Based Proposal for Achieving 
Universal Coverage

Richard Kronick and Thomas Rice propose that the United States adopt a health care financing system
that would:

• Give all legal U.S. residents a “right” to comprehensive health insurance coverage. Health insurance
would be a social insurance program, not a means-tested program.

• Make states responsible for designing and administering the health care financing system, allowing
them the flexibility to create systems that meet the needs of their residents. To receive federal funding,
states would need to assure that nearly all legal residents would be covered and have access to at least
one zero-premium plan that includes a federally defined standardized benefits package.

• Replace the current health care financing system, which largely relies on employment-based health
insurance, with one relying on a payroll tax levied on employers and employees. This tax would be
supplemented by federal general revenues, state revenues, and, possibly, individual contributions for
plans or benefits beyond those in the standardized benefits package.

• Retain Medicare and Medicaid-financed long-term care.

• Monitor state implementation and make a substantial investment in measuring quality and
outcomes, particularly for vulnerable groups.
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would forfeit the federal mon ey that otherwi s e

would have been ava i l a ble but could con ti nue to

receive federal matching funds for Medicaid and S-

C H I P. The aut h ors assume that states would be

eager to participate in order to access the new feder-

al funds, and they believe that g iven the mandatory

p ayro ll tax on em p l oyers and em p l oyees de s c ri bed

bel ow, t h ere likely would be trem en dous po l i ti c a l

pressure on states to join the new system.

Under this proposal, Congress would establish a

n a ti on a l , s t a n d a rd ben efits pack a ge , to wh i ch all

states and their health plans would have to conform.

The pack a ge would ro u gh ly mirror ben efits pack-

a ges curren t ly provi ded by most large em p l oyers .

Dental care and lon g - term care would be provi ded

only at state option. The federal government would

oversee the quality of care delivered in each state, as

well as wh et h er medical nece s s i ty is being def i n ed

too narrowly by health plans. There would be low or

no cop aym ents for basic servi ces su ch as inpati en t ,

outpatient, and preventive care.

The federal government would pay participat-

ing state governments an amount equal to the

estimated cost of providing the standard benefits

package to all legal residents, minus the state gov-

ernment financial responsibility amount (

percent of their current Medicaid and S-CHIP

spending on those services that would be included

in the standard benefits package). Most of the fed-

eral money raised would come from a payroll tax

on employers and employees that would equal

approximately  percent of that currently spent by

employers and employees for today’s employer-

sponsored benefits packages. The tax would be

uniform throughout the country and divided

between employers and employees based on their

current distribution of spending. However, the

authors suggest a lower tax rate for employers with

predominantly low-wage workers. The difference

between the amount of money the federal govern-

ment would be obligated to pay to the states and the

amount raised by the payroll tax would be financed

by general revenues, much of which would be a

transfer from federal Medicaid funds currently used

to support Medicaid and S-CHIP. Any needed addi-

tional funds could be drawn from anticipated

budget surpluses.

The aut h ors propose that a qu a s i - i n depen den t ,

bi p a rtisan federal qu a l i ty com m i s s i on be estab-

l i s h ed to mon i tor and measu re health care qu a l i ty

and provide financial incentives to states to improve

qu a l i ty. A porti on of the federal paym ents to state s

would be dedu cted and provi ded to the qu a l i ty

commission to distribute a “quality bonus” to states

that improve their performance.

The Medicaid program for long-term care serv-

i ces would remain intact , i n cluding rei m bu rs em en t

for insti tuti on a l , h om e , and com mu n i ty - b a s ed

long-term care, with the current federal formula for

matching payments. In addition,the federal govern-

m ent would ad m i n i s ter direct ly Med i c a i d ’s pay-

m ents to low - i n come Med i c a re rec i p i ents for

pre s c ri pti on dru gs , cop aym en t s , dedu cti bl e s , a n d

Part B premiums, rather than relying on the states to

fill in the gaps of a federal program. Ninety percent

of the financial burden lifted from the states by this

federal assu m pti on of re s pon s i bi l i ty would be

added to states’ financial responsibilities.

Outlook

Kronick and Rice indicate that two main features of

the proposal are likely to cre a te oppo s i ti on : tra n s-

forming current vo lu n t a ry em p l oyer and em p l oyee

p aym ents into a mandatory payro ll tax, and state

govern m ent ad m i n i s tra ti on . Some em p l oyers wi t h

rel a tively young and high ly paid em p l oyees migh t

end up paying more in payro ll taxes than they now

p ay for health insu ra n ce , as would em p l oyers wh o

c u rren t ly of fer no health ben ef i t s . Some provi ders ,

i n su rers , and citi zens would be nervous abo ut giv-

ing state govern m ents gre a ter con trol over health

care financing and delivery.

Non et h el e s s , the aut h ors bel i eve that a payro ll

tax would be superior to other options for financing

universal coverage (such as a value-added tax or an

i n c rease in income taxe s ) , s i n ce it would be more

palatable politically and similar to the way in which

the Un i ted States curren t ly finances health care .

Th ey also assert that public sector- d riven covera ge

would be bet ter than the current arra n gem en t , for

t wo re a s on s : E m p l oyer- b a s ed financing com bi n ed
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with means-te s ted public covera ge for the poor

inevitably leaves large gaps in coverage,and employ-

ers have not con s i s ten t ly su cceeded in banding

toget h er to add gre a ter va lue in purchasing health

coverage. In addition, the authors believe that state,

ra t h er than federa l , ad m i n i s tra ti on is nece s s a ry for

the system to be flexible in responding to the needs

of each state’s residents and providers.

In the en d , the aut h ors claim that interests on

both sides of the political spectrum will find things

t h ey like in the propo s a l . Ma ny on the left should

find mandated universal covera ge (within parti c i-

pating states) with no required premiums attractive,

and many on the ri ght should like the opportu n i ty

s t a tes would be given to de s i gn sys tems that meet

t h eir need s . The aut h ors bel i eve that with growi n g

numbers of uninsured Americans, rising health care

co s t s , and incre a s ed pati ent dissati s f acti on wi t h

provi ders and HMOs, the co u n try may be re ady to

experiment with approaches that are “more revolu-

tionary than evolutionary.” ■

Richard Kronick, Ph.D., is Associate Professor in the

Department of Family and Preventive Medicine at

the University of California at San Diego.

Thomas Rice, Ph.D., is Professor in the Department

of Health Services at the School of Public Health,

University of California at Los Angeles.
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Overview

E con omist Ma rk V. Pa u ly, a profe s s or at the Wh a rton

S ch oo l , proposes a tax-cred i t / co u pon approach to

expanding health covera ge that, he says , em ph a s i ze s

the adva n t a ge of beginning reform with a rel a tively

s tra i gh tforw a rd ,f i n a n c i a lly fe a s i bl e , and easily mod i-

f i a ble interven ti on . He stresses that there is mu ch

u n cert a i n ty abo ut the re s ponse of i n su rers and con-

su m ers to major ch a n ge s , and thus it is de s i ra ble to

adopt an approach that could be easily ch a n ged as

ex peri en ce shows what works and what does not.

Thu s , he proposes a two - phase plan that would ini-

ti a lly provi de ref u n d a ble tax credits to lower middl e -

i n come families and indivi du a l s , who make up 

percent of the uninsu red . If priva te markets work

well in the first ph a s e , t h en credit opti ons would be

ex ten ded to the poor, and parti c i p a ti on would be

m ade mandatory for those uninsu red with incom e s

a bove    percent of the federal poverty level .

A Two-Phase Plan

The first phase of Pa u ly ’s flex i ble tax credit plan

d ivi des the under- pop u l a ti on into three gro u p s ,

e ach tre a ted differen t ly. Lower- m i d dl e - i n com e

h o u s eholds (those with incomes bet ween   per-

cent and    percent of poverty, rega rdless of a ge ,

s ex , or rel a ti onship of f a m i ly mem bers) would be

el i gi ble for a vo u ch er or tax credit to purch a s e

health insu ra n ce . Pa u ly recom m ends a flat amount

of , for individuals and , for families. He

e s ti m a tes that su ch a credit would be large en o u gh

to cover about one-half to two-thirds of the premi-

um for modera tely com preh en s ive covera ge . He

believes that using coupons as a vehicle for the cred-

its would improve take - u p, s o lve cash flow prob-

l em s , and permit easy ad m i n i s tra ti on . Mi n i m a l

restrictions would be placed on the type or compre-

h en s iveness of i n su ra n ce that could be purch a s ed ,

or on the pricing of the insu ra n ce . A publ i cly pro-

vi ded or con tracted fall b ack insu ra n ce plan wo u l d

of fer policies on the same terms as and with the

same su b s i dy ava i l a ble for priva tely purch a s ed

p l a n s . Pa rticipants would be perm i t ted to use the

vo u ch er to buy a wi de ra n ge of d i f ferent insu ra n ce

po l i ces of t h eir ch oi ce , i n cluding a low - cost po l i c y

whose premium approximately equals the subsidy.

Very low - i n come households (those wi t h

incomes below  percent of poverty) would be eli-

An Adaptive Credit Plan for Covering the Uninsured

Mark V. Pauly has outlined a new proposal to reduce the number of uninsured that would:

• Implement a relatively straightforw a rd intervention that could be easily modified in response to
lessons learned from this new approach.

• Provide lower-middle-income households with flexible, refundable tax credits or “coupons,”
redeemable for insurance premiums or a reduction in taxes, for any licensed medical-surgical insurance
policy with a premium at least as large as the credit.

• Make very low-income households eligible for publicly provided or contracted insurance, or for
equivalent-cost private insurance, with no premium share required.

• Allow households with incomes above the median to retain the tax exclusion for group coverage,
until mandated to participate in the new program at some point in the future.

• Guarantee that all health insurance policies are renewable.
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gi ble for publ i cly provi ded or con tracted com pre-

hensive insurance, with no premium share required.

Ho u s eholds with incomes above    percent of

poverty (with a few exceptions for people with high

health risks and, po s s i bly, those with incomes near

the threshold) would not be el i gi ble for the new

program initially but would retain the tax exclusion

for group coverage.

Under the program,all insurance policies would

carry a provision for guaranteed renewability. Plans

whose premiums approximately equal the tax credit

would use adjusted community rating, while cover-

age beyond that level could be risk-rated. The public

alternative plans would be regulated, rated,and sub-

s i d i zed on the same basis as priva te insu ra n ce , s o

that the public and private plans are competing.

The second phase of this plan would proceed

d i rect ly from the re sults of Phase I. If priva te mar-

kets work well and covera ge ra tes incre a s e , very -

l ow - i n come households would be perm i t ted to use

tax credit co u pons to purchase priva te insu ra n ce

equal in va lue to the cost of p u blic covera ge . In

ad d i ti on , h o u s eholds with incomes above    per-

cent of poverty would be requ i red to buy covera ge .

Ad d i ti onal reg u l a ti ons for low - cost covera ge plans

could be ad ded at this point if n eeded , but on ly if

they did not discourage take-up.

Financing 

Pa u ly con tends that the new credits or vo u ch ers

can be logically viewed as reductions in taxes. As

credits are used, federal tax revenues decline, so the

financing comes from general revenues. Partici-

pants who purchase more expensive coverage

would use their own resources to pay the additional

premium amount. Full coverage for the very poor

would be financed by a combination of state and

federal revenues.

How Would Markets Respond?

The key to the plan’s success is how the new credits

would affect the priva te insu ra n ce market . Pa u ly is

opti m i s tic that insu rers would devel op produ ct s

that would make good use of the tax credits. But he

acknowledges that this is an open question that can

be answered only by actual experience.

By of fering tax subsidies for families and indivi d-

uals to purchase their own covera ge , Pa u ly ’s plan

would en a ble people to more easily afford ei t h er

em p l oyer- b a s ed or indivi dual covera ge . Fu rt h er-

m ore , it would prom o te more equ i ty bet ween unin-

su red workers and lower- w a ge workers who sac ri f i ce

wages to afford employer-sponsored coverage. Some

10 mill i on people under age  buy covera ge in the

co s t ly indivi dual market , and an ad d i ti onal   m i l-

l i on people would be el i gi ble for insu ra n ce cred i t s

u n der the first phase of his plan. Pa u ly bel i eves that if

the credits were sufficiently generous,many of these

people would be eager to obtain com preh en s ive

insurance.

Pa u ly notes that the influx of n ew con su m ers

could help indivi dual markets functi on bet ter by

su b s t a n ti a lly lowering ad m i n i s tra tive costs and

reducing probl ems with risk va ri a ti on .G en era lly, t h e

l ower- m i d dl e - i n come uninsu red are re a s on a bly

good risks. If enough new buyers who are good risks

en tered the market , the proporti on of h i gh risks in

the pool would diminish. In su rers would ex pend less

ef fort to iden tify proporti on a tely fewer high ri s k s ,

which would lead to lower underwriting costs. With

g u a ra n teed ren ew a bi l i ty, people who maintained

their insurance would be protected against high pre-

miums even if they eventually became high risks.

Probl ems may em er ge , but Pa u ly bel i eves that

t h ey could be ad d re s s ed . Hi gh - risk pools or com-

mu n i ty ra ting ru l e s , or a com bi n a ti on of the two,

could be used to deal with risk segmentation, if that

remains an issue in some markets.

Outlook

Pa u ly seeks to rely as mu ch as po s s i ble on priva te

markets because of their ability to satisfy consumers

with va rying de s i re s — h ow mu ch insu ra n ce they

want, what they expect from their insurer, and how

they value different aspects of plan performance.

Pauly’s hope is that a combination of tax credits

and market forces with rel a tively little new reg u l a-

ti on would su b s t a n ti a lly redu ce the nu m ber of

u n i n su red . His two - phase plan is inten ded to be
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easy to ad m i n i s ter, f i n a n c i a lly fe a s i bl e , and perm i s-

s ive ra t h er than re s tri ctive . In ad d i ti on , he cl a i m s

that it would be easily mod i f i a ble if the propo s a l s’

goals were not met.

The proposal would leave intact the current sys-

tem of em p l oyer- s pon s ored group health covera ge

while neutralizing incen tives so that some workers

m i ght move out of poorly managed or ex pen s ive

s m a ll - group markets and into the indivi dual mar-

ket . Pa u ly con tends that this shifting could hel p

i m prove indivi dual markets wi t h o ut hu rting ef f i-

cient group markets.

Pa u ly fra n k ly admits that the outcomes of h i s

plan would depend on variables that are difficult to

pred i ct . But he bel i eves that if the plan works well ,

l a r ge nu m bers of people who are curren t ly unin-

su red would ben ef i t , and if the plan fails, po l i c y

makers would gain a better understanding of which

kinds of markets private insurers could be expected

to serve and the role priva te insu rers could play in

helping to cover the uninsured. ■

Mark V. Pauly, Ph.D., is Bendheim Professor and

Chair of the Department of Health Care Systems,

Professor of Health Care Systems, Insurance and Risk

Management and Public Policy and Management at

the Wharton School, and Professor of Economics in

the School of Arts and Sciences at the University of

Pennsylvania.
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Overview

Stanford University researchers Sara J. Singer, Alan

M. Garber, and Alain C. Enthoven, in consultation

with Mark B. McClellan, have developed a plan for

near-universal coverage that they believe would

make private health care plans more affordable for

low- and middle-income people while promoting

competition to increase the value of insurance

offerings. The authors say that their plan preserves

the best features of the existing health insurance

system while closing gaps in coverage and providing

more choices for consumers. Tax credits and the

creation of new mechanisms for purchasing private

health insurance are the key features. Viable reform,

the authors contend, must include incentives for

health plans to control medical costs and to offer

“high-value” coverage to all who seek it, regardless

of income or medical history. The authors believe

that an approach that combines new “insurance

exchanges” with targeted subsidies will achieve this

end while giving consumers a wide choice of plans

at a reasonable cost.

Insurance Exchanges

One of the two key com pon ents of this proposal is

the cre a ti on of i n su ra n ce exch a n ges de s i gn ed to

Near-Universal Coverage Through Health-Plan
Competition: An Insurance Exchange Approach

Sara J. Singer, Alan M. Garber, and Alain C. Enthoven have designed a comprehensive, new appro a c h
for expanding access to health insurance. The proposal is built on the following key elements:

• The plan would provide near-universal coverage by making private plans more aff o rdable and
helping low- and middle-income people buy coverage. This would be accomplished through tax credits
and by creating “insurance exchanges” that would provide health insurance choices and pro m o t e
competition among health plans.

• Insurance exchanges would be operated by public or private entities or employers (for their own
employees). Exchanges would offer individuals a choice of at least two health plans in every geographic
region at community-rated premiums. The “U.S. Insurance Exchange” would be established to serve
individuals and companies with fewer than 50 employees in areas where private exchanges do not
emerge. Coverage purchased through exchanges would be exempt from state small-group reform laws
and insurance mandates.

• Low- and middle-income Americans who purchase insurance through an exchange would receive
refundable tax credits valued at 70 percent of the median-cost plan. The credits would apply only for
coverage purchased through the exchanges. Eligible low-income individuals who did not enroll in a
health plan would be automatically enrolled in a federally funded default plan organized by the state.
Other individuals would continue to exclude from taxable income their individual or employer-paid
health insurance contributions, but a phased-in cap would limit this exclusion.

• A new “Insurance Exchange Commission” would be created. It would be similar to the Securities
and Exchange Commission—having authority to distribute tax credits and default payments, accredit
insurance exchanges, risk-adjust premiums across insurance exchanges, and serve as an information
clearinghouse for consumers.
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h elp indivi duals buy re a s on a bly pri ced covera ge .

Exch a n ge s , at least one of wh i ch would serve every

geogra phic regi on , could be priva te or public en ti-

ties, for-profit or nonprofit organizations, electronic

i n su ra n ce purchasing progra m s , or em p l oyers (cer-

ti f i ed as exch a n ges for their own em p l oyee s ) .

E m p l oyers or indivi duals would have the guara n-

teed right to purchase coverage from any plan in the

exch a n ge at a uniform “com mu n i ty ra te .” O f feri n g

ch oi ce among mu l tiple plans, with incen tives for

i n d ivi duals to sel ect high - va lue plans, t h e s e

exch a n ges would have a role com p a ra ble to that of

the Federal Employees Health Ben efits Program or

Ca l PERS (wh i ch serves public em p l oyees in

Ca l i forn i a ) . Ide a lly, n e a rly everyone would be cov-

ered through the exchanges.

The aut h ors recogn i ze that the new insu ra n ce

exch a n ges could not su cceed unless they captu red a

l a r ge share of the health insu ra n ce market . Wi t h o ut a

l a r ge share , t h ey would be unable to attract health

plans or nego ti a te ef fectively. The major drawi n g

point for exch a n ges is that the new tax credit su b s i-

dies could be used on ly for covera ge purch a s ed

t h ro u gh a qu a l i f i ed exch a n ge . In ad d i ti on , exch a n ge s

would be exem pt from state ben efit mandate s , wh i ch

would make them a com peti tive opti on for em p l oy-

ers who now sel f - i n su re , as well as all ow them to form

and opera te ac ross state lines. A ri s k - ad ju s tm en t

m echanism would be establ i s h ed among exch a n ge s

to financially pro tect exch a n ges that might attract a

d i s proporti on a te share of h i gh - risk en ro ll ee s .

A new federal In su ra n ce Exch a n ge Com m i s s i on

( I E C ) , a n a l ogous to the Sec u ri ties and Exch a n ge

Commission, would be established to distribute new

tax credits and default plan payments and to oversee

the new insu ra n ce exch a n ge s . The IEC would have

the aut h ori ty to deny or wi t h d raw certi f i c a ti on for

exch a n ges that failed to meet standard s . Requ i re-

m ents would inclu de accepting all indivi duals and

groups in their servi ce area at a flat prem ium ra te ,

of fering “m e a n i n gful ch oi ce s” of p l a n s , s t a n d a rd i z-

ing some basic fe a tu res of ben efit pack a ge s , per-

forming minimal risk ad ju s tm en t , c re a ting incen-

tives for plans to en ro ll and care for high - co s t

p a ti en t s , and helping con su m ers to com p a re the

value of health plan offerings.

Tax Credits

The second key component of this proposal is a sub-

sidy in the form of tax credits for low- and middle-

i n come househ o l d s . The aut h ors propose a new

refundable tax credit set at  percent of the cost of

the med i a n - pri ce plan prem ium sold in the geo-

graphic area the previous year. The credit would be

ava i l a ble on ly to those who buy covera ge thro u gh

the insu ra n ce exch a n ge s . Those now el i gi ble for

Medicaid or the State Ch i l d ren’s Health In su ra n ce

Program (S-CHIP) could choose the tax credit sub-

s i dy, but many would stay with the current su b s i-

d i zed programs because the subsidies are

substantially greater ( percent of Medicaid bene-

fits rather than  percent of the median plan). The

tax credits would be ava i l a ble not just to low -

i n come households but to a large porti on of t h e

population; the credit would be phased out starting

at an annual income of    ,    for an indivi du a l

and   ,    for a couple or family, and would be

f u lly ph a s ed out at   ,    for an indivi dual and

   ,    for a couple or family. A federal paym en t

s ys tem would prep ay prem iums to the insu ra n ce

exch a n ge so that indivi duals would pay on ly the

portion above the tax credit. A credit available only

at tax time would not help people who cannot

afford to pay premiums during the year.

The new sys tem of tax credit subsidies would be

i m p l em en ted in con ju n cti on with a ch a n ge in the

c u rrent tax tre a tm ent of em p l oyer-paid health insu r-

a n ce prem iu m s . Pre s en t ly, the amount that em p l oy-

ers con tri bute for the workers’ health insu ra n ce doe s

not count as taxable income to em p l oyee s . Th e

a ut h ors argue that this way of subsidizing health

covera ge is nei t h er equ i t a ble nor ef f i c i en t : the t a x

s avi n gs ben efit high - i n come people more than low -

i n come peop l e , and the sys tem makes em p l oyee s

i n s en s i tive to the cost of covera ge . The aut h ors

would not el i m i n a te the tax exclu s i on , but they

would cap it at the pri ce of the median plan. This cap

would be ph a s ed in over   ye a rs and would be geo-

gra ph i c a lly ad ju s ted . The plan also makes the tax

exclu s i on ava i l a ble to people who do not get it now,

su ch as indivi duals whose em p l oyers do not of fer

i n su ra n ce .
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State Responsibilities

States would develop “default plans” to serve as a

backup for the exchange-based system. Any person

eligible for the tax credits, Medicaid, or S-CHIP

who declined or neglected to purchase insurance

through an exchange would automatically be en-

rolled in a default plan designated by the state. The

providers of services for default plans would gener-

ally be “safety net” institutions, such as county

hospitals and cl i n i c s . The federal govern m en t

would subsidize states to help them pay for services

provided by default plans. The subsidy would be 

percent of the value of the tax credit. In addition,

states would be financially rewarded for moving

people from the default plans to the tax-credit sub-

sidy program and for demonstrating improvements

in preventive services and the effectiveness of health

care.

Financing

The aut h ors note that the proposal would impose a

su b s t a n tial cost on the federal govern m en t . New

costs inclu de the tax credits for lower- i n com e

Am eri c a n s , default paym ents to states for en ro ll ee s

in their default plans, ad d i ti onal paym ents to the

In ternal Revenue Servi ce to ad m i n i s ter the tax

a s pects of the plan, and an opera ting bu d get for the

I E C . These costs would be financed from three

s o u rces—a cap on the current unlimited exclu s i on of

em p l oyer-paid health insu ra n ce , s avi n gs that wo u l d

acc rue over time from ch a n ged con su m er beh avi or

and incre a s ed health plan com peti ti on , and gen era l

revenu e s .

Outlook

The aut h ors note that by building on the current sys-

tem and pre s erving its best fe a tu re s ,t h eir plan wo u l d

not tri gger a major disru pti on of health insu ra n ce

covera ge . The approach would retain the em p l oyer-

b a s ed sys tem and give lower- i n come Am ericans the

opti on of s t aying in Medicaid or S-CHIP. The cap on

the tax exem pti on for em p l oyer-paid health covera ge

would be ph a s ed in over a 10-year peri od . All of

these factors,the authors argue, bode well for build-

ing bipartisan support for this plan.

But the aut h ors ack n owl ed ge that the propo s a l

f aces hu rdl e s . The plan comes with a high pri ce .

Fu rt h er, m a ny of the low - i n come families wh o

would receive new subsidies are alre ady en ro ll ed in

i n su ra n ce plans. Al t h o u gh some would argue that

this is an inef f i c i ent use of tax funds, the aut h ors

bel i eve that of fering the su b s i dy on ly to those wh o

l ack insu ra n ce is inequ i t a bl e , and it would en co u r-

age employers to drop coverage.

The other major hu rdl e , according to the

authors, will be convincing the public of the merits

of l i m i ting the tax exclu s i on for em p l oyer- p a i d

health prem iu m s . Tod ay ’s exclu s i on ben efits high -

i n come people and families who buy high - co s t

plans. But the authors hope that the g radual phase-

in of the cap and pegging the cap to the cost of a rea-

s on a bly repre s en t a tive and gen erous priva te plan

would temper some criticism.

The aut h ors su ggest that cri tics may rej ect the

proposal for an indepen dent federal agency to over-

s ee health insu ra n ce as yet another intru s ive bu re a u-

cracy. The authors counter that the IEC’s role would

be limited mostly to set ting minimum standard s

rather than playing a hands-on regulatory role.

Finally, because the plan does not feature a man-

d a te to cover every Am eri c a n , it is unlikely to

ach i eve full universal covera ge , wh i ch may make it

fall short in the eyes of some.

The aut h ors con clu de that overa ll their plan

poses little threat to existing interests or institutions.

It preserves private health insurance, makes it easier

for indivi duals to buy covera ge , and pro tects safety

n et provi ders — a ll fe a tu res that have heretofore

engendered bipartisan support. ■
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Overview

Urban Institute analyst Alan R. Weil proposes a plan

for universal covera ge that com bines three key el e-

m en t s : making access to a standard free health

i n su ra n ce plan a “ri gh t ,” requ i ring em p l oyers to

“play or pay,” and allowing everyone not covered by

an em p l oyer plan to buy covera ge thro u gh large

p u rchasing pools call ed “ i n su ra n ce exch a n ge s .”

Unless an em p l oyer of fers one of the federa lly

def i n ed standard ben efit pack a ge s , a utom a ti c a lly

enrolls all employees, and pays for  percent of the

em p l oyer prem ium and  percent of depen den t

coverage,the employer and the firm’s employees pay

a payro ll tax equal to approx i m a tely what the aver-

a ge em p l oyer and em p l oyee prem ium is tod ay.

People not covered by employer plans receive cover-

age through insurance exchanges that operate in all

geogra phic regi ons and can be priva te or publ i c

entities licensed by the federal government.

Health Insurance Exchanges

Weil sees the insu ra n ce exch a n ge — wh i ch he com-

p a res in functi on to a stock exch a n ge—as the key

to or ganizing insu ra n ce markets to en su re that

affordable coverage is available to all and to promote

com peti ti on among health plans. The federal gov-

ern m ent would license health insu ra n ce exch a n ge s

to provide coverage to individuals not receiving cov-

era ge thro u gh an em p l oyer. Exch a n ges would con-

tract with mu l tiple health plans, a ll ow en ro ll ed

individuals to select any plan,and pay plans for each

en ro ll ee in the exch a n ge who sel ects that plan. Th e

exch a n ges could take any own ership or govern a n ce

form (priva te , p u bl i c , corpora te , n on - prof i t ) . Th ey

The Medical Security System: A Proposal to Ensure
Health Insurance Coverage for All Americans

Alan R. Weil proposes creating a Medical Security System (MSS) to provide health insurance coverage
to every legal resident under age 65. His plan would:

• Guarantee all non-elderly Americans access to a basic health coverage package at no cost to them,
by requiring employers either to provide coverage or pay a payroll tax to finance coverage purchased
through insurance exchanges.

• License health insurance exchanges designed to organize the insurance market. The exchanges
would operate in defined geographic areas and contract with health plans that would offer all their
products on a guaranteed-issue, community-rated basis.

• Enable individuals to obtain insurance through a health insurance exchange or their employer. At
their option, employers could opt out of the MSS financing system by providing part- and full-time
employees with a health plan equal to or greater in value than one of the standard benefits packages.

• Eliminate the State Children’s Health Insurance Program (S-CHIP) and the low-income and adult
components of Medicaid, folding those beneficiaries into the MSS, while waiving copayments and
providing wraparound coverage for services not included in the basic package. 

• Rely on a payroll tax, existing government funding sources, individual premium payments, and
additional appropriations for financing.
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would opera te in def i n ed geogra phic areas that

a pprox i m a te health care market s . An exch a n ge

choosing to operate within a geographic area would

h ave to serve the en ti re are a . Mu l ti p l e , com peti n g

exchanges could operate in any given area.

Exch a n ges would com bine the funds they

receive from the payro ll tax and other govern m en t

funding sources with the prem ium con tri buti on s

m ade by indivi duals and pass them along to health

plans.

At a minimum, exchanges would have to offer all

standard benefits packages (as defined by a national

boa rd ) , a “n o - co s t” p l a n , and a medical savi n gs

account (MSA) option. They also would be required

to of fer all of t h eir produ cts on a guara n teed - i s su e ,

community-rated basis. They would not bear risk or

have any regulatory power.

Weil bel i eves that exch a n ges that perform thei r

functions well would obtain a sufficient enrollment

base to be financially self-sustaining. However, since

the MSS cannot functi on wi t h o ut the exch a n ge s ,

s t a tes would be requ i red to cre a te an exch a n ge if

none developed in some area of the state.

Benefit Options

A nati onal boa rd would cre a te a series of s t a n d a rd

ben efits plans ref l ecting a ra n ge of opti ons wi t h

re s pect to cost sharing and del ivery sys tem (ti gh t ly

m a n a ged , l oo s ely managed , u n m a n a ged ) . As noted

a bove , a ll exch a n ges would of fer all standard plans,

as well as a no-cost plan,which may or may not cor-

respond to one of the standard plans. As a practical

m a t ter, an exch a n ge , k n owing the funds it wo u l d

receive per member, would ask health plans to spec-

ify what benefits they could offer for that per-mem-

ber amount. The benefit design of the received bids

would determine what an exch a n ge could of fer at

no co s t . G iven this met h od , it is important to note

that the specifics of the no-cost plan would va ry

among exchanges.

Every exch a n ge would of fer an MSA opti on .

However, an indivi dual who el ects this opti on

would be required to remain in the MSA for renew-

able periods of five years at a time.

To sign i f i c a n t ly redu ce opportu n i ties for ri s k

selection, exchanges also would not be permitted to

offer below-cost plans and then refund excess funds

to enrollees of such plans.

Employer Plans

E m p l oyers could opt out of the payro ll tax by pro-

viding part- and full - time em p l oyees with a health

plan equal to or gre a ter in va lue than one of t h e

standard benefits packages.Employers choosing this

opti on would be requ i red to con tri bute at least 

percent of the cost of i n d ivi dual covera ge ( per-

cent for depen den t s ) . E m p l oyers providing thei r

own coverage would need to make employee partic-

ipation in the company’s health plan automatic and

mandatory. Employer exemptions would be granted

for renewable three-year periods.

Other Subsidies

The proposal would el i m i n a te the State Ch i l d ren’s

Health In su ra n ce Program (S-CHIP) and the low -

i n come child and adult com pon ents of Med i c a i d ,

folding those ben ef i c i a ries into the MSS. The por-

ti on of Medicaid that serves people with disabi l i ti e s

would be recon f i g u red as wra p a round covera ge

beyond the basic ben efits ava i l a ble thro u gh the MSS.

In the MSS, s t a tes would ad m i n i s ter a sys tem

that permits indivi duals in low - i n come families to

obtain cop aym ent and dedu cti ble waivers . (The “n o -

co s t” plans would likely have cop aym ents and/or

dedu cti bl e s , but not prem iums.) Wa iver el i gi bi l i ty

would be guara n teed for everyone with incom e

bel ow poverty and all other current mandatory

Medicaid el i gi ble pop u l a ti on s , but states could adopt

broader eligibility standards.Eligibility would be for

one year and would have to be renewed annually.

All ch i l d ren in families that receive the co s t - s h a r-

ing waiver also would receive state - ad m i n i s tered fee -

for- s ervi ce covera ge for the ad d i ti onal servi ces that

Medicaid curren t ly provi des beyond those inclu ded

in the “n o - co s t” p l a n . Ad d i ti on a lly, the porti on of

Medicaid that serves people with disabi l i ties wo u l d

be reconfigured as wraparound coverage beyond the

basic benefits available through the MSS.

The MSS also would inclu de a ref u n d a ble tax



33

credit for exempt employers’ low-income employees

who otherwise would not be able to afford the co s t

of their required contributions.

Financing

The MSS would rely on three sources of f i n a n c i n g :

() a payro ll tax approx i m a ting current priva te

insurance spending; () new general revenues com-

bi n ed with a porti on of ex i s ting state and federa l

Medicaid and S-CHIP funds for poverty-related eli-

gible populations; and () individual premium con-

tri buti ons to pay for high er- cost plans of fered by

health insu ra n ce exch a n ge s . The payro ll tax ra te s

would be set to approx i m a te current priva te insu r-

a n ce spen d i n g. Financing for the public su b s i dy

programs discussed above would retain the existing

Medicaid matching stru ctu re bet ween the federa l

government and the states.

Outlook

Weil notes that his proposal would differ funda-

mentally from the current system and would require

a su b s t a n tial tra n s i ti on . He ack n owl ed ges that this

plan would have difficulty passing muster in today’s

political climate. Since the last major health reform

a t tem pt in the early    s , it has become clear that

m a n d a tes are a ligh tning rod in the con text of

expanding health covera ge . Weil admits that, i f h i s-

tory is a guide , em p l oyers are likely to balk at the

i dea of a ny mandate , p a rti c u l a rly one invo lvi n g

ex p a n s i on of p ayro ll taxes for purposes out s i de of

t h eir con tro l . S ti ll , he argues that the univers a l i ty,

i n d ivi dual ch oi ce , and market ori en t a ti on com po-

n ents of his plan could mute cri ticisms since they

a re va lues that dom i n a te public policy discussion s

today. In the end,he claims that his plan could make

a significant differen ce in gen era ting a more equ i-

t a ble distri buti on of health care re s o u rce s . In ad d i-

ti on , he bel i eves that by stru ctu ring market

com peti ti on around health plans, his plan doe s

m ore to prom o te qu a l i ty than reforms that rely on

market forces at the point of service. ■

Alan R. Weil, J.D., M.P.P., is Director of the Assessing

the New Federalism project at the Urban Institute.
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Overview

E lliot K. Wi ck s , Jack A . Meyer, and Sharon Si l ow -

Ca rro ll , health policy analysts at the Econ omic and

Social Re s e a rch In s ti tute , h ave cra f ted a propo s a l

that would provi de health covera ge for all Am er-

i c a n s . The aut h ors con tend that the plan wo u l d

ach i eve universal covera ge while reducing the fra g-

m en t a ti on and inequ i ties of the pre s ent financing

s ys tem , s i m p l i f ying ad m i n i s tra ti on of health cover-

a ge , and maintaining the role of m a rket - b a s ed dec i-

s i on-making and em p l oyer- s pon s ored priva te

health insu ra n ce . Th ree el em ents are the keys to

en su ring that covera ge is univers a l : G en erous tax

c redit subsidies would en su re that everyone had the

means to buy covera ge , federal law would requ i re

everyone to purchase covera ge , and a fall b ack cover-

a ge sys tem would be in place to guara n tee tem po-

ra ry covera ge for anyone who would otherwise fall

t h ro u gh the crack s .

Subsidy Structure

Most of the uninsu red lack covera ge because they

cannot afford it, according to the aut h ors . So they

propose to establish a tax credit sys tem that wo u l d

provi de every Am erican with a “ref u n d a bl e” t a x

c red i t , va rying by income but su f f i c i ent to make

coverage affordable for everyone. Those at or below

the poverty level would have a credit su f f i c i ent to

A Plan for Achieving Universal Health Coverage:
Combining the New with the Best of the Past 

Elliot K. Wicks, Jack A. Meyer, and S h a ron Silow-Carroll have outlined a proposal to achieve univer-
sal health coverage while maintaining a market-based system and simplifying administration. Key ele-
ments of the proposal include the following:

• Refundable tax credits, payable in advance, for all households, with the credit varying by income,
sufficient for those below the federal poverty level to cover the full cost of coverage comparable to
Medicaid and gradually reduced for higher-income people.

• A requirement that everyone buy coverage at least as comprehensive as Medicare plus drugs and
well-child care. Those not meeting the requirement would be automatically covered by Medicare as a
backup but would have to pay a premium plus a penalty (at tax time) for every month without private
coverage.

• A requirement that all employers offer (but not necessarily pay for) a minimum benefits plan no
less comprehensive than Medicare.

• Elimination of the federal tax provision that permits employees to exclude from their taxable
income the amount that their employer pays for health coverage.

• Establishment of purchasing pools, or aggregate purchasing arrangements, to serve as a source of
health coverage for individuals and small employers. Insurers are re q u i red to participate and offer a
standard benefits plan comparable to Medicare.

• Centralized administration of all claims, coordination of benefits, etc., to reduce administrative
duplication and inefficiency.
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buy covera ge com p a ra ble to that provi ded by

Medicaid tod ay. Ho u s eholds above the med i a n

income would have a credit approximately equal to

the average value of the tax break received by people

whose em p l oyers pay for health insu ra n ce . (Th e s e

premiums are a non-taxable form of compensation

that produ ces annual tax savi n gs avera ging abo ut

    for an indivi dual and   ,   for a family. )

Ho u s eholds bet ween the poverty level and the

median income would be eligible for tax credits that

a re gradu a lly scaled back from the full Med i c a i d -

equivalent level to the standard tax credit.

The probl ems with tax credits are that typ i c a lly

they do not produce any benefit until tax time, and

the benefit is limited to the amount of a household’s

tax liabi l i ty. Wi cks and his co lleagues would de a l

with these probl ems by making the credit paya bl e

du ring the year and not limited by tax liabi l i ty. In

other words, people could “get money back” even if

they owe no federal taxes.

The new tax credit system would make Medicaid

and the State Ch i l d ren’s Health In su ra n ce Progra m

(S-CHIP) unnecessary, so these programs would be

el i m i n a ted . ( Medicaid would sti ll cover lon g - term

care—at states’ expense. And for special-needs pop-

u l a ti on s , s t a tes would provi de non - m edical but

h e a l t h - rel a ted servi ces now provi ded thro u gh the

Medicaid program.)

The new tax credit system also would replace the

c u rrent federal tax su b s i dy provi s i on that exclu de s

em p l oyer prem ium con tri buti ons from em p l oyee s’

t a x a ble incom e . The aut h ors cri ti c i ze the tax exclu-

s i on as being inequ i t a ble and inef f i c i ent because it

fails to provi de assistance to people whose em p l oy-

ers do not provi de covera ge , and it more heavi ly

su b s i d i zes high er- i n come peop l e , who typ i c a lly

h ave gen erous em p l oyer-paid covera ge and do not

need help anyway.

The authors contend that universal coverage

cannot be achieved in a system that depends

entirely on the voluntary purchase of coverage. To

ensure that everyone has coverage requires one of

two conditions: either everyone must be required to

buy coverage, or a public system must be in place

that automatically covers everyone. The authors

choose elements of both: they mandate the pur-

chase of private coverage that is at least as compre-

hensive as Medicare benefits plus prescription

drugs and well-child care coverage. But recognizing

that some people will not heed the mandate for a

variety of reasons, the authors also structure

Medicare as a fallback system to automatically cover

anyone who lacks private coverage. The medical

bills of people who lack coverage but show up in a

doctor’s office or a hospital for treatment will have

their expenses paid by Medicare. But the authors

want to preserve the private coverage system and

avoid having Medicare become the default coverage

system of choice for large numbers of people.

Th erefore , not on ly would they requ i re people to

p ay a prem ium for every month they are wi t h o ut

priva te covera ge (in the form of a tax liabi l i ty

due as part of t h eir income tax); t h ey also wo u l d

i m pose a pen a l ty on top of the prem ium to make

priva te covera ge a more attractive altern a tive than

Med i c a re .

Organizing the Purchase of 
Private Coverage

Th o u gh they su pport priva te covera ge , the aut h ors

ack n owl ed ge that the sys tem has not worked well

for everybody. To make su re that everyone has a

re ady way to buy covera ge , the aut h ors wo u l d

require all employers to offer coverage, though they

would not nece s s a ri ly have to pay anything tow a rd

the premium. In addition,each state would establish

a purchasing pool, or aggregate purchasing arrange-

ment (APA),specially designed to serve as a conven-

i ent and ef f i c i ent way for indivi duals and small

employers (those with up to 100 employees) to pur-

chase covera ge . The smallest em p l oyers (those wi t h

10 or fewer workers) would be required to offer cov-

era ge thro u gh the A PA , and even large em p l oyers

could opt to do so.

Any insurer offering coverage in a state would be

requ i red to parti c i p a te in the purchasing pool by

of fering at least two plans—one with covera ge

equal to Medicaid (to en su re re ady ava i l a bi l i ty of

such a plan for people at or below the poverty level)

and one equ iva l ent to Med i c a re plus pre s c ri pti on

drugs and well-child care. Coverage would be guar-
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a n teed to all app l i c a n t s , wh et h er indivi duals or

gro u p s . Th ere would be no exclu s i ons or waiti n g

peri ods for pri or medical con d i ti on s . And prem i-

ums would be com mu n i ty - ra ted—that is, every-

body buying covera ge as indivi duals or em p l oyee s

of s m a ll groups would be in the same insu ra n ce

pool and pay the same rates for the standard cover-

a ge plans. In d ivi dual em p l oyees could ch oose from

any plan available through the APA. Insurers would

participate in a risk-adjustment system to compen-

sate insurers that might end up with more than their

fair share of higher-risk enrollees.

One of the fe a tu res of the current sys tem that

particularly bothers the authors is its administrative

inefficiencies. The analysts charge that the processes

for submitting claims, determining eligibility, calcu-

lating copayment obligations, coordinating benefits,

and so forth are woef u lly du p l i c a tive , bu rden s om e ,

and inef f i c i en t . Th ey would rep l ace them with a

cen tra l i zed mechanism that would functi on mu ch

as the credit card reconciliation system does, with a

s i n gle cen tra l i zed sys tem that handles everyt h i n g

electronically.

Financing

The aut h ors would have the federal govern m en t

f i n a n ce the tax credits in the new sys tem , with the

m on ey coming from gen eral revenu e s . But not all

s pending would be new. L a r ge savi n gs would be

realized by eliminating the tax exclusion of employ-

er-paid insu ra n ce prem iums and by term i n a ti n g

Medicaid and S-CHIP. As they do now, em p l oyers

and indivi duals would con ti nue to pay prem iu m s

(above and beyond the tax credits).

Outlook

The aut h ors ack n owl ed ge that this is a far- re ach i n g

proposal that dep a rts apprec i a bly from the statu s

qu o. Th ey know it wi ll not be easy to sell . L i ke any

plan that seri o u s ly ad d resses the probl em of t h e

u n i n su red , it is ex pen s ive . And it invo lves com p u l-

sory elements that some will find objectionable. But

the aut h ors argue that these are pri ces that have to

be paid to achieve universal coverage.

They also believe that many features of the plan

wi ll have broad appe a l . Be s i des being simpler and

more equitable than the current system,the new tax

credit approach would give everyone the capacity to

buy “m a i n s tre a m” c a re . Nobody would be sti gm a-

tized by being in a special public program that may

h ave con n o t a ti ons of wel f a re . The plan would pre-

serve, even strengthen, the private market for insur-

a n ce and em p l oyer- b a s ed covera ge . No servi ce s

would go unpaid; t h ere would be no ch a ri ty care

and no uncom pen s a ted care . But , most import a n t ,

because coverage would be universal, financial con-

s traints would no lon ger prevent anyone from get-

ting needed care. ■

Elliot K. Wicks, Ph.D., is Senior Fellow at the

Economic and Social Research Institute and Senior

Consultant with Health Management Associates.

Jack A. Meyer, Ph.D., is the founder and President of

the Economic and Social Research Institute.

Sharon Silow-Carroll, M.S.W., M.B.A., is Senior

Research Manager at the Economic and Social

Research Institute.



The following table provides a side-by-side comparison of the features of the

reform plans that are described in detail in the preceding narrative. The plans

are identified by the names of the authors.
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A Comparison of Reform Plan Features



Working uninsured individ-

uals and families; the plan

would achieve near- u n i ve r s a l

c ove rage for all working

households of legal U.S. 

re s i d e n t s .

People below 150% of pove rt y

l e vel cove red at no cost; those

b e t ween 150% and 200% of

p ove rty would pay some 

p remiums and cost sharing.

H i g h e r-income people could

buy-in to public cove rage and

pay a sliding-scale pre m i u m .

E m p l oyees of small, low - w a g e

firms benefit from tax cre d i t .

Individuals and households

under 300% of the federa l

p ove rty level would re c e i ve

subsidies. Households with

incomes below 150% of

p ove rty level would be eligi-

ble for no-cost cove ra g e .

All Americans not cove red 

by Medicare or employe r-

s p o n s o red insura n c e .

Individuals with incomes

under 250% of the federa l

p ove rty level and those at

high health risk. Subsidies

a vailable only to those who

e n roll through the state 

p u rchasing pool.

Refundable tax credit, funded

via repeal of federal income

tax provision that makes

e m p l oyer contributions to

e m p l oye e s ’ health insura n c e

non-taxable income; federa l

tax re venues would fund

g rants to states to help low -

income families buy cove ra g e .

S - C HIP expansion, federa l l y

s u b s i d i zed, with some state

match, for those with limited

incomes, and a federal tax

c redit subsidy for small

e m p l oyers to help cover 

w o r k e r s .

Household income deter-

mines eligibility for no-pre m i-

um plans (for households

under 150% of pove rty leve l )

or re d u c e d - p remium plans

(for households under 300%

of the federal pove rty level 

on a sliding-scale basis but

p remium not more than 10 %

of income). 

Premiums for those buying

into Medicare Plus would be

scaled to income, with lowe r-

income citizens paying only a

small percent of income.

E m p l oyers would be eligible

for transitional subsidies and

for reductions in their contri-

bution rate based on firm

i n c o m e .

I n c reased federa l - f u n d i n g

match to participating states;

full subsidies to people below

150% of pove rty; cost-sharing

up to 7% of income for people

b e t ween 150% and 200% of

p ove rty and to 12% for people

b e t ween 200% and 250% of

p ove rt y. Higher-risk individu-

als, re g a rdless of income, pay

no more than a statewide

community rate. 

None, but to re c e i ve tax cre d-

it, individual or family would

h a ve to buy a health plan that

included a minimum set of

benefits. High-level of vo l u n-

t a ry compliance expected

among most workers since

e m p l oyees re q u i red to tell

e m p l oyers which health plan

they wished to join.

N o n e . N o n e . None initially but individual

mandate would apply eve n-

tually if a nontrivial share 

of Americans remained 

u n i n s u re d .

After five years, states could

mandate that eve ryone be

c ove re d .

Would make refundable tax

c redits available to working

households. States would 

get grants to expand health

c ove rage to more re s i d e n t s

and make insurance more

a f f o rdable. Cove rage obtained

at work or from a range of

other organizations such 

as churches or unions.

Expand Medicaid and the

State Childre n’s Health

I n s u rance Pro g ram for low -

income people. Possible 

combination with tax credit 

to small, low-wage firms to

expand employer offerings.

Establishment of purc h a s i n g

pools in eve ry state thro u g h

which households with

incomes up to 300% of the

f e d e ral pove rty level would be

eligible for no-cost or

reduced-cost cove rage on a

sliding-scale basis; automatic

plan enrollment for lowe s t -

income households. 

A modified “play or pay”

a p p roach that creates incen-

t i ves for workers and employ-

ers to buy into “Medicare

Plus,” a national pro g ra m

based on Medicare .

Extend the type of subsidize d

c ove rage that is curre n t l y

a vailable under S-CHIP to all

l owe r-income people and 

s u b s i d i ze insurance for the

highest risk.

A Comparison of Reform Plan Features

Butler Feder / Levitt / O’Brien /
Rowland

Gruber Hacker Holahan / Nichols /
Blumberg

Savings from elimination of

existing tax exclusion, and

f e d e ral general tax re ve n u e s .

Fe d e ral general re venues, with

state matching payments.

Fe d e ral general re ve n u e s ,

savings from replacement of

Medicaid and S-CHIP h e a l t h

p ro g rams, and limits on tax

e xclusion for employe r- p ro-

vided insura n c e .

Pa y roll contributions and pre-

miums, general re venues, and

other smaller sourc e s .

Fe d e ral general re venues, and

cuts in existing pro g ra m s

since the need would be

reduced as health reform is

i m p l e m e n t e d .

G e n e r a l
A p p ro a c h

Ta rg e t
P o p u l a t i o n

F o rm of
Public 
P ro g r a m s

M a n d a t e s
f o r
C o v e r a g e

Sources of
Funding



All non-elderly legal re s i d e n t s . Principal target group is

l owe r-middle income families

and individuals with incomes

a b ove the federal pove rt y

line, or about half of the 

u n i n s u red. Ve ry low - i n c o m e

families cove red publicly, at

least initially.

Low and modera t e - i n c o m e

people who are not eligible

for Medicare .

All legal U.S. residents under

age 65.

All of the uninsure d .

Fe d e ral subsidies to states 

to finance availability of no-

cost cove rage to all legal 

re s i d e n t s .

A voucher or tax credit larg e

enough to cover one-half to

t w o - t h i rds of the premium for

m o d e rately compre h e n s i ve

c ove rage. The credits would

be in the form of coupons

w o rth $1,500 for individual

c ove rage and $3,500 for 

family cove rage. No-cost 

publicly financed cove rage for

ve ry low income households.

Continuation of Medicaid/

S - C HIP for eligible individuals

and families who choose to

stay in these pro g ra m s ;

refundable tax credits equal

to 70% of median-cost health

plan; federal payments to

states equal to 50% of the tax

c redit to cover the costs of

running “default plans” for

people who do not enroll. 

Pa y roll tax, Medicaid, and 

S - C HIP f u n d s .

Refundable tax credits for all

households but va ry i n g

a c c o rding to income—m i n i-

mum credit approx i m a t e l y

$ 700 a year for an individual

and $1,200 a year for a family.

People below 100% of pove rt y

would get credit sufficient to

buy cove rage comparable to

Medicaid. Those above that

l e vel up to median income

would get gradually re d u c e d

subsidies. 

All legal residents under age

65 automatically cove red by

c o m p re h e n s i ve benefits.

Eve ryone would have at least

one health insurance option

that would not re q u i re pay-

ment of premiums. T h e re

would be a mandatory payro l l

tax. 

N o n e . N o n e . All employers and employe e s

would pay a new payroll tax.

All people would have to

e n roll or be enrolled by

d e f a u l t .

Eve ry individual and family

would have to have health

c ove rage at least as compre-

h e n s i ve as Medicare’s, plus

p rescription drugs and we l l -

child care. Those who fail to

s h ow proof of purchase would

pay a premium plus a penalty

for Medicare backup cove ra g e

for eve ry month without other

c ove rage. 

Kronick / Rice Pauly Singer /Garber /
Enthoven

Weil Wicks /Meyer /
Silow-Carroll

Pr i m a ry re venue source would

be a payroll tax levied on

e m p l oyers and employe e s ,

supplemented by federal gen-

e ral re venues, state re ve n u e s ,

and, in some states, pre m i u m

payments from individuals. 

Fe d e ral budget re ve n u e s ;

those who buy more expen-

s i ve cove rage would pay out-

of-pocket. Full cove rage for

those with incomes below

125% of the federal pove rt y

l e vel would be financed

t h rough a combination of

state and federal re ve n u e s .

Phased-in cap on current fed-

e ral tax exclusion; genera l

re venues; and savings ove r

time from changing consumer

behavior and incre a s i n g

health plan competition.

Pa y roll tax, premiums, and

f e d e ral subsidies.

Fe d e ral general re venues, but

p a rtially offsetting savings

would be re a l i zed from the

elimination of Medicaid and

S - C HIP and from making

e m p l oye r-paid health pre m i-

ums taxable income for

e m p l oyees. 

All non-elderly legal re s i d e n t s

would be guaranteed compre-

h e n s i ve health insurance as a

“right” (at no direct cost)

t h rough a public insura n c e

a p p roach designed by each

state and monitored by the

f e d e ral government. 

A refundable tax

c re d i t / voucher system would

make some level of cove ra g e

a f f o rdable to lowe r- m i d d l e -

income people who curre n t l y

h a ve no health insura n c e .

Ve ry - l ow-income households

would initially be eligible for

publicly financed ze ro - p re m i-

um compre h e n s i ve insura n c e .

Combines refundable tax

c redits and insura n c e

e xchanges to promote lowe r-

cost, higher- value health 

c ove rage while allow i n g

e m p l oyers and individuals 

to continue current arra n g e-

ments if they desire. 

A new Medical Se c u r i t y

System would be created to

p rovide universal cove ra g e ,

making cove rage a “r i g h t . ”

Tax credits for all households,

va rying by income. Unive r s a l

c ove rage achieved by mandat-

ing that eve ryone have or buy

health cove rage and having

M e d i c a re automatically 

c over anyone tempora r i l y

u n i n s u red. Builds on pre s e n t

system of private health 

plans and employe r- b a s e d

c ove ra g e .
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To qualify for the tax cre d i t ,

families would have to enro l l

in a health plan that included

at least the minimum insur-

ance package, which would

be primarily catastrophic 

c ove ra g e .

C o m p re h e n s i ve but not

specifically delineated.

Physician services, inpatient

and outpatient hospital, pre-

scription drugs, nominal 

payments for well-child care ,

p renatal care, and immuni-

z a t i o n s .

A defined benefit package

similar to Medicare plus out-

patient prescription drugs,

p re ve n t i ve services, mental

health benefits, and maternal

and child health care. 

States determine a new stan-

d a rd benefit package—within

f e d e ral guidelines—for eve ry-

one under 250% of pove rt y

and those at high health risk.

Would establish a default 

system of health insura n c e

regulation to encourage ava i l-

ability of affordable insura n c e ;

would establish a benchmark

health plan with basic fea-

t u res and catastrophic 

p rotection. Would monitor

state compliance and work 

with states on a plan to

eliminate uninsura n c e .

Would make federal funds

a vailable at enhanced

Medicaid matching rates 

to states willing to cover 

t a rgeted uninsure d .

Funds subsidies, sets 

minimal rules, provides 

oversight of purchasing 

pool administra t i o n .

The Health Care Financing

A d m i n i s t ration would have

p r i m a ry responsibility for

administering Medicare Plus.

In addition to offering stan-

d a rd fee-for- s e rvice cove ra g e ,

M e d i c a re Plus would also

a l l ow beneficiaries to enroll 

in private health plans that

c o n t racted with the pro g ra m .

Financial support, monitor

state compliance of minimum

rules, oversee state spending

and enforc e m e n t .

Would develop a mechanism

to supplement federal tax

c redit for eligible workers and

help cover those who did not

p u rchase minimum insura n c e .

Would have to use additional

f e d e ral funds to expand exist-

ing or develop new pro g ra m s

to achieve target levels of cov-

e rage. Would work with

health insurers on insura n c e

reform that keeps benefits

a f f o rd a b l e .

Would provide cove rage to

l ow-income uninsured re s i-

dents, consistent with federa l

rules affecting eligibility, ben-

efits, administration, and

other pro g ram aspects.

Not addressed, except for

continued responsibility for

remaining parts of Medicaid.

Would transform fro m

p rovider of insurance to a por-

tal for cove rage under the

new Medicare Plus system.

States would continue to

finance care for the eligible

aged, blind and disabled. In

addition, they would have to

reach out to and enroll non-

workers, provide wra p a ro u n d

c ove rage for those who would

h a ve been in Medicaid, and

s u b s i d i ze premiums for

u n e m p l oyed people. 

I n c reases role of states signif-

icantly while granting more

f l e x i b i l i t y.

Repeal of the federal income

tax provision that makes

e m p l oyer contributions to

e m p l oye e s ’ health insura n c e

a non-taxable form of income.

Ex p l o res tax credits to individ-

uals or employers, the latter

to subsidize the offering of

c ove rage to uninsured work-

ers with modest incomes.

Limits the tax exclusion for

e m p l oye r- p rovided insura n c e

equal to no more than the

cost of the median-cost plan

in each purchasing pool.

Cap on tax exclusion of

e m p l oye r- p rovided health

i n s u rance at level of twice the

a ve rage premium of Medicare

Plus cove ra g e .

Fe d e ral taxes would be

i n c reased if surplus not 

a va i l a b l e .

Major Ta x
C h a n g e s

Level of
B e n e f i t s

Role of
F e d e r a l
G o v e rn-
m e n t

Role of 
S t a t e
G o v e rn-
m e n t
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A federally-defined standard

benefit package. Benefits

would include pre s c r i p t i o n

drug cove rage; dental and

long-term care would not be

re q u i red. 

To qualify for the credit, the

plan would have to cove r

e f f e c t i ve medical and surg i c a l

s e rvices, prescription drugs,

and medical devices based on

a standard definition. Pa t i e n t

cost sharing would be permit-

ted, as would managed care. 

G e n e rally determined by the

market, with minimum stan-

d a rds set by the Insura n c e

Exchange Commission,

including goods and serv i c e s

k n own to be medically effec-

t i ve and provided at re a s o n-

able cost.

G u a rantee is for basic cove r-

age, but individual may 

supplement with own funds

to buy more compre h e n s i ve .

A package of benefits com-

p a rable to Medicare’s plus a

p rescription drug benefit and

well-child care cove rage. 

Would impose payroll taxe s

on employers and employe e s ,

calculate money needed and

p rovide funds to each state

health care system, monitor

state implementation of

expansions, measure quality

and health outcomes, deter-

mine and update standard

benefit package, monitor and

regulate quality of care in

s t a t e s .

Would make information

about insurance purc h a s i n g

and plans available, including

price and quality and could

s u b s i d i ze the production 

and distribution of such infor-

mation. It also would be (or 

c o n t ract with) an insurer of

last re s o rt. 

Establish the Insura n c e

Exchange Commission to

oversee insurance exc h a n g e s ,

distribute tax credits and

make default plan payments.

Establishes U.S. Insura n c e

Exchange as backup in 

markets without priva t e

e xc h a n g e s .

Would set up and re g u l a t e

i n s u rance exchanges, forward

tax re venues, and determine

s i ze of payroll tax. 

Would fund all tax cre d i t s .

Would establish genera l

guidelines for states setting

up the aggregate purc h a s i n g

a r rangements (APA). Wo u l d

continue to operate Medicare ,

for the elderly and as a 

t e m p o ra ry back-up plan for

people who do not have pro o f

of private cove ra g e .

States would have much flexi-

bility in designing a system—

h ow to pay health care

p roviders (e.g., single paye r

vs. competing health plans),

be responsible for raising re v-

enue to supplement federa l

financing, meet federa l

re q u i rements, and enroll re s i-

dents in health plans. Wo u l d

p rovide information on enro l l-

ment options and pro c e d u re s ,

negotiate with health plans

and providers, regulate health

plans, and collect data to

e valuate the system. 

Would have primary role of

selecting or managing the

public plan for poor people

not currently cove red by

Medicaid. Could continue to

regulate individual insura n c e

and regulate risk-rating. In

addition, states could choose

to provide payments for peo-

ple with high medical expens-

es, possibly allowing smaller

deductibles or less-constra i n-

ing upper limits in low - c o s t

p l a n s .

Continue to provide Medicaid

and S-CHIP; use new federa l

funds to pay for care under

default plans by re i m b u r s i n g

safety-net prov i d e r s .

States would continue to pay

some Medicaid costs to keep

c ove rage at current leve l s ;

would subsidize copayments

under basic plan for low -

income re s i d e n t s .

Each state would be re q u i re d

to establish an aggregate pur-

chasing arrangement thro u g h

which small employers and

individuals would purc h a s e

c ove rage. In exchange for no

longer financing the acute

p o rtion of Medicaid or S-CHIP,

states would assume gre a t e r

responsibility for long-term

c a re services under Medicaid. 

Pa y roll tax substitutes for 

e m p l oyer and employee 

p remiums, which has impli-

cations for tax exclusion 

p rovision of employer 

p remium contributions.

No major tax code changes,

but tax credits in the form of

coupons would help people

p u rchase qualified health

i n s u rance. The new vo u c h e r s

would be viewed and tre a t e d

as tax reductions for those

who use them.

Phased-in cap on current 

f e d e ral tax exclusion for

e m p l oye r-paid pre m i u m s .

New payroll tax would be

established for employe r s

and employe e s .

The tax exclusion for 

e m p l oye r-paid health 

p remiums would be 

e l i m i n a t e d .
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Would continue to be a major

s o u rce of cove rage. Wo u l d

h a ve to bring premium ra t e s

into line with federal or state

underwriting and benefit

re q u i rements, but would 

benefit from administra t i ve

savings associated with the

automatic enrollment system.

Would stay the same as

t o d a y, although some market

reforms might be necessary.

Could participate in state-

established purchasing pool

or continue to operate out-

side of such arra n g e m e n t s .

Would stay the same as

today; would compete for

business from Medicare Plus

s y s t e m .

Health plans participating in

the new state plan would be

re q u i red to accept all appli-

cants, with premiums set at 

a statewide community ra t e .

Payments to plans would be

risk adjusted. Insurers would

not be subject to any new 

f e d e ral market re g u l a t i o n s

outside the state purc h a s i n g

p o o l .

Similar to present but would

h a ve to inform employe e s

about the tax credit pro g ra m

and deliver the tax cre d i t .

Would serve as a clearing-

house, creating automatic

e n rollment mechanisms for

i n s u rance, setting up payro l l

deduction and payment 

systems for employees and

p roviding proof of insura n c e

for each worker.

Similar to present. If tax cre d i t

we re pursued, small low -

wage employers would be

e n c o u raged to offer insura n c e

to their employees; em-

p l oyers would re c e i ve the 

tax credit if they prov i d e d

i n s u ra n c e .

Would continue to offer

health cove rage to workers,

but could do so within the

p u rchasing pool or outside 

of it. 

E m p l oyers would enroll work-

ers at workplace. They could

choose to sponsor cove ra g e

at least as generous as the

new pro g ra m ’s or pay a mod-

est payroll-based contribution

to fund public cove rage. 

Would continue to have

choice to offer health cove r-

age to their workers. If they

o f f e r, they must make state

plans available, but they can

also offer plans outside the

state pool.

I n s u rance industry and states

would have to work together

to develop a means for

adjusting risk among plans.

Possible reforms in the indi-

vidual insurance market

unless tax credits could be

applied to a publicly managed

i n s u rance pro d u c t .

Pu rchasing pools are founda-

tion of proposal: subsidies

a re available only for cove r-

age purchased through the

pools. 

To avoid adverse selection,

m e a s u res are imposed to

make it more difficult for

e m p l oyers to shift betwe e n

public and private cove ra g e .

50% to 70% of the population

might eventually enroll in

M e d i c a re Plus, prov i d i n g

s t rong bargaining leve ra g e

and broad pooling of risk. No

new regulations are imposed

on private insurance, and

t h e re are no insurance pools. 

State-established purc h a s i n g

pools are foundation of pro-

posal. Medicaid (except the

disabled and elderly) and 

S - C HIP e n rollees and state

e m p l oyees would be included

in the pool. The pool would 

be open to individuals and

e m p l oyers, and insurers 

could offer standard benefit

package at a statewide com-

munity rate, plus add-on

p roducts priced separa t e l y. 

Medicaid and S-CHIP w o u l d

continue as now.

Medicaid and S-CHIP w o u l d

continue and be expanded.

G radual phase out of

Medicaid and S-CHIP ( a n d

accompanying federal subsi-

dies) for those families who

qualify on income alone.

Medicaid remains in place for

the elderly and disabled.

Would eventually re p l a c e

existing public pro g rams for

the uninsured with a single

national pro g ram based 

on Medicare. Medicaid and 

S - C HIP would be phased out

with eligibles automatically

e n rolled in the new Medicare

p ro g ram or employe r- s p o n-

s o red plans.

Pa rticipating states would

re c e i ve enhanced federal 

S - C HIP matching rate for all

c u r rent Medicaid and S-CHIP

beneficiaries under 250% 

of pove rty; all states must

continue smaller, re s i d u a l

Medicaid pro g ram for childre n

and adults with special needs

as well as all long term care

s e rvices; would eliminate 

f e d e ral payments to states

c overing individuals with

incomes above 250% of

p ove rt y. No change in 

n o n - p a rticipating states.
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In some states, plans would

compete for business fro m

states and would have to

include services specified in a

f e d e rally-defined benefits

package. Some states might

choose to pay prov i d e r s

d i rectly and eliminate the ro l e

of insurers/health plans. 

Would continue to be major

s o u rce of cove rage. Would be

re q u i red to guara n t e e

renewability in the individual

market and to set pre m i u m s

on modified community-ra t i n g

basis in the small-group mar-

ket. Insurers would re d e e m

vouchers or certificates.  

Would compete to prov i d e

l ow-cost, high-quality care ;

collect and re p o rt quality of

c a re and health outcomes

d a t a .

Plans would contract with

health insurance exc h a n g e s

to offer range of plans, in-

cluding a “no-cost” plan (that

is, no enrollee contribution);

would market plans and 

monitor quality of care .

Would continue to be major

s o u rce of cove rage but would

be re q u i red to offer a policy

that covers the services 

c o m p a rable to Medicare plus

p rescription drugs and we l l -

child care, to participate in

p u rchasing pools, and to 

community rate in individual

and small-group markets. 

E m p l oyers would no longer

p rovide or buy health 

c ove rage for their workers.

Although employer role 

would be eliminated, both

e m p l oyers and employe e s

would have to contribute to

financing cove rage. 

Similar to current ro l e . May become their own insur-

ance exchange; continue to

offer benefits to employe e s ;

or purchase cove rage fro m

e xc h a n g e s .

E m p l oyers would collect 

p a y roll tax but could opt out

by offering own genero u s

plans to employe e s .

E m p l oyers would be re q u i re d

to offer (but not necessarily

pay for) cove rage for employ-

ees and dependents. Benefits

must be at least compara b l e

to Medicare plus a pre s c r i p-

tion drug benefit and we l l -

child care. Employers with 10

or fewer employees would

h a ve to offer cove ra g e

t h rough the purchasing pool.

Since cove rage in no-cost

plan is automatic, eve ryone is

pooled together, though

states would have latitude to

decide specifics. 

Few restrictions would be

placed on qualifying cove r-

age. But all policies must

h a ve a guaranteed re n e w-

ability clause, and low - c o s t

policies must be sold under

modified community ra t i n g .

Plans with more genero u s

c ove rage could charge higher

p remiums to high-risk people.

I n s u rers could impose modest

waiting periods for people

who did not enroll during

open season. 

The Fe d e ral Insura n c e

Exchange Commission would

d e velop risk- adjustment

s t rategies. Payments would

be risk-adjusted both

b e t ween health plans within

an exchange and acro s s

e xchanges. 

I n s u rers selling through 

i n s u rance exchanges would

be re q u i red to offer guara n-

teed-issue, community ra t e d

s t a n d a rd benefit packages. 

All health plans would have 

to accept all individual and

s m a l l - g roup applicants and

p rovide immediate and full

c ove rage for all cove red 

benefits with no waiting 

periods or exclusions for prior

conditions. Insurers selling

individual and small-gro u p

c ove rage would have to price

p remiums on a community-

rated basis. Pu rchasing pools

( A PAs) open to all individuals

and gro u p s .

Would va ry by state, but new

state pro g ram could re p l a c e

S - C HIP and portions of

M e d i c a i d .

Medicaid and S-CHIP w o u l d

continue, and more low -

income people would be 

s u b s i d i zed to enroll in these

p ro g rams or some other 

public pro g ra m .

M e d i c a re remains intact; 

people enrolled in Medicaid

and S-CHIP may stay in these

p ro g rams or opt instead for

tax credits to be used in the

p r i vate market.

S - C HIP would be subsumed;

Medicaid would be mostly

s u b s u m e d .

S - C HIP and Medicaid larg e l y

replaced, except for disabled

and elderly.
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