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This volume is the second in a series that presents

comprehensive proposals to extend health insurance

coverage to most, if not all, Americans. Since the first

volume was published in June , the problem of

the uninsured has, if anything, grown worse. The

downturn in the economy has caused large numbers

of people to lose their jobs and, in the process, their

health insurance. Nothing on the economic horizon

suggests that market forces alone will enable more

people to get coverage in the near future. The need

for imaginative, far-reaching proposals to reform the

way we make health insurance available and afford-

able for all Americans remains as strong as ever.

The purpose of this volume, and the Covering

America project, is to help supply that need. While

the authors as well as the sponsor and staff of this

project realize that the current political climate does

not make achievement of universal coverage likely

in the immediate future, we are convinced that it is

important to keep that objective alive by creating a

forum where new and creative ideas can be devel-

oped, dissected, debated, and refined. The project

seeks to do this by convening leading experts repre-

senting the full range of philosophical and political

perspectives and developing diverse, comprehensive

proposals and careful analyses designed to lay the

groundwork for future progress in covering the

uninsured. What distinguishes the proposals pro-

duced as part of this process from most of those that

have appeared in the last several years is their

emphasis on achieving universal or near-universal

coverage. This document presents a portion of the

creative work produced as a result of these efforts.

Proposals to Reduce the Number of
Uninsured

The first narrative section of this document includes

summaries of three new proposals to protect

Americans against the financial burdens of paying
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for expensive medical care. Like the  proposals

published in the previous volume in this series, the

new reform proposals were prepared by distin-

guished health analysts representing diverse philo-

sophical perspectives and very different ideas about

the direction reform should take. Although we place

no constraints on the authors regarding the

approach they devise, we do ask them to put their

ideas to the test of presenting their proposal in per-

son before our advisory panel of expert health

researchers and analysts for their review and cri-

tique. (Panel members were not asked for endorse-

ment of any proposal; none was given, and none

should be inferred.) After reflecting on the com-

ments of the advisory panel as well as those of the

Economic and Social Research Institute staff, the

authors prepared the final versions of their propos-

als, which appear here.

The three proposals in this volume differ

markedly in their approach to improving coverage

for the uninsured. The first uses tax credits but

retains most of the features of the present system,

while adding new ones to improve accountability

and incentives for good performance. The second

also uses tax credits but relies very heavily on

reforms that would greatly strengthen market forces

and incentives for individual consumers to econo-

mize on utilization of health resources. The third

proposal departs dramatically from the other two,

proposing that the nation adopt a single-payer sys-

tem that would automatically cover all citizens with

no cost sharing at the point of service use and no

payment of premiums. The proposals are summa-

rized briefly in the following paragraphs and in a

feature-by-feature comparison in the table that

immediately follows this introduction, which also

summarizes the features of the proposals included

in the first volume of this series.

David Kendall, Jeff Lemieux, and S. Robert Levine

have prepared a plan that, while relying heavily on

Overview

by Elliot K. Wicks and Jack A. Meyer



the basic structure of the present system, adds new

federally financed, refundable tax credits to make

coverage affordable. Families with an annual income

up to , and no employer-sponsored coverage

would receive a full credit of , a year, while

those with employer-sponsored coverage would get

,. Employers, including those not paying for

coverage, would be responsible for helping workers

to enroll in a health plan at the work site, passing

along federal tax credits, and deducting the cost of

coverage from employees’ paychecks. States would

be required to establish purchasing groups (similar

to the federal employees’ plan) or other purchasing

options that would allow every individual and busi-

ness to choose from a variety of competing health

plans. After five years, a commission would decide

whether the federal government should mandate

that everyone have coverage; people failing to get

coverage would not be allowed to claim the personal

exemption on their federal income tax. The authors

are especially concerned that decision makers be

held accountable for achieving good results. They

assign state governments major responsibility for

improving coverage rates, access to care, health care

quality, outcomes, and public health. Consistent

with the emphasis on accountability, the grants that

support these activities would be tied to states’ abili-

ty to achieve specified performance levels. States

would use the grants to supplement tax credits,

strengthen the safety net, assure health plan choice,

and measure quality and outcomes. Finally, the

authors would establish a health information infra-

structure to improve communication, enhance

secure information exchange among stakeholders,

and enable continuous improvement of health care

safety and quality and cost-effective use of health

care resources.

Tom Miller proposes reforms that place more

emphasis on the end of achieving access to health

services than on the means of expanding insurance

coverage. He would redesign incentives to promote

efficiency and economy, especially by assigning more

responsibility for health spending decisions to indi-

vidual consumers and less to third-party payers.

Everyone would be eligible for tax credits to cover 

percent of the cost of coverage, but the credits could

6

be used to purchase only high-deductible “cata-

strophic” plans. Miller also would eliminate legal

restrictions that limit the sale and attractiveness of

medical savings accounts (MSAs) and other individ-

ual health savings accounts. These forms of coverage

incorporate strong incentives for individual con-

sumers to economize on the purchase of care

because they would be spending “their own” money

to cover front-end costs. These changes, Miller con-

tends, should help to bring down the price of cover-

age and make it more affordable, thereby improving

coverage rates. Efforts to publicize provider prices

should be encouraged so consumers would have

information that allows them to bargain individually

to get better prices from their providers. Miller

would eliminate the tax provisions that now encour-

age choice of employer-based plans over individual

coverage. He would put greater emphasis on

expanding the safety net system as an alternative to

covering all of the uninsured and would increase

funding for and accessibility to high-risk pools for

the uninsurable. He sees a need for greater flexibility

in health insurance regulation, so that states would

compete to attract insurers by designing less onerous

regulations. Finally, he would institute tax incentives

to encourage voluntary contributions to aid the

uninsured, allowing people to get a  percent tax

credit for contributions to approved agencies that

provide coverage for low-income uninsured people.

James A. Morone proposes abandoning the

employer-based approach to coverage and replacing

it with a single-payer model that would guarantee

universal coverage. He says that, although our cur-

rent work-based system may have made sense at a

time of unionized industrial-based employment,

stable and often lifelong jobs, and only limited for-

eign competition, that is no longer the case. Now few

workers stay in a single full-time job for long, and

the new economy requires that employers be able to

quickly adjust the size of their workforces, with con-

sequent disruptions of insurance coverage. A better

alternative to an employer-based system is to cover

all Americans under Medicare. All legal residents,

young and old alike, would be covered automatically

under an augmented Medicare program that would

add coverage for prescription drugs, durable medical
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equipment, home health care, and treatment for

drug addiction and would have no premium pay-

ments or cost sharing. Morone sees a need for

renewed emphasis on primary care. Thus Medicare

would fund primary care in non-traditional settings,

such as schools, and would expand delivery of home

health services. The entire Medicare system, includ-

ing coverage for those over age , would be funded

solely by a new earmarked federal value-added tax;

the current Medicare payroll tax would be abolished.

Although clearly a federally centered approach, the

plan would provide some flexibility and room for

experimentation. States could opt out (for residents

under age ) by implementing an alternative pro-

gram that meets federal guidelines and by paying 

percent of the cost of that program. Further flexibil-

ity would be permitted by allowing employers to

provide coverage to supplement the Medicare bene-

fit package. Morone argues that costs would be kept

under control because taxes would have to be raised

if expenses increased.

Commentaries and Strategies for
Overcoming Barriers to Success

The second section of this document includes three

essays reflecting on the  proposals produced in the

previous volume. Although the commentaries were

written in response to the earlier proposals, many of

the observations are applicable to the three propos-

als contained in this volume as well. These com-

mentaries are prepared by people with the kinds of

insight, experience, and expertise that allow them to

look at reform from a broad perspective. The

authors address various factors that impede initia-

tives to reduce the number of uninsured and offer

suggestions for overcoming them. The highlights of

the essays are presented here.

In their paper, “Medicaid: What Any Serious

Health Reform Proposal Needs to Consider,” Chris-

tine Ferguson, Patricia Riley, and Sara Rosenbaum

argue that reformers who would replace or signifi-

cantly change the structure of Medicaid need to

understand and consider carefully the crucial roles

that Medicaid plays in state government. Failure to

do so could jeopardize key activities of state govern-

ment and leave many people without social services

that are vital to their well-being. The authors’ first

major point is that Medicaid funding has come to

represent a very large portion of every state’s budget

for social services, and that these funds partially

finance agencies, particularly their administrative

and oversight functions, that serve populations in

addition to Medicaid enrollees. Taking away all

Medicaid funds as a result of a transfer of Medicaid

functions to some new program would threaten

states’ capacity to provide social services for an array

of needy groups of people. The authors’ second

major point is that a high proportion of Medicaid

funds go to provide services that are not defined as

“medical services” by conventional insurance stan-

dards—for example, special-education services,

services for people with physical and developmental

disabilities and the frail elderly, and home- and

community-based services. These services go to the

sickest, neediest people who are considered unin-

surable in conventional health insurance terms and

who require services that conventional insurance is

not structured to support. Medicaid is based on a

social welfare model that cannot be adequately

replaced by simply giving everyone the means to

buy conventional coverage in the health insurance

market. Reformers must recognize this fact and

design their reforms to ensure that neither the

financial health of states nor the social needs of vul-

nerable groups are jeopardized.

In their commentary, “Mobilizing, Framing, and

Leading: Three Policy Thought Experiments for

Covering America,” Edward Lawlor and Ann Dude

look at three successful non-health-related policy

reforms to see what lessons can be learned about

reformulating health reform strategies to enhance

the chances for achieving universal coverage. The

three initiatives are the efforts by Mothers Against

Drunk Driving (MADD) to pass legislation to curb

alcohol-related driving injuries; the  education

reform act known as “No Child Left Behind”; and

the  North Atlantic Free Trade Agreement

(NAFTA). The authors conclude that MADD’s suc-

cess illustrates the importance of attention to bot-

tom-up policy development, the passion and

personal investment of committed individuals and
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local and state organizations, and the establishment

of links between the technical policy reformers and

social movement players outside Washington, D.C.

The success of the education bill, the authors say,

shows the importance of the interplay among com-

promise, presidential stewardship, and careful fram-

ing of the issue in terms of common symbolic

ground. NAFTA illustrates success in achieving

major policy enactment in spite of strong opposi-

tion by powerful interest groups and shows the

importance of technical and institutional policy

moves, the power of leadership, and the positive

influence of sophisticated framing and reframing of

the issues in the face of partisan differences and ide-

ological barriers.

Bruce Vladeck, in “Ends and Means in Health

Insurance Policy,” provides a general critique of the

reform proposals in the first volume in this series. He

begins by arguing that too many of the authors have

falsely assumed that access to the kind of insurance

they propose will ensure access to adequate health

care. Vladeck says that, in a desire to constrain costs,

many of the proposals would provide people with

coverage that is too limited to allow them to afford

the care they need. Low-income people in particular

need coverage that does not include substantial cost

sharing in the form of deductibles and copayments;

otherwise, they will be deterred from getting med-

ically necessary outpatient services—a fact that

Medicaid recognizes and the proponents of bare-

bones, high-deductible plans do not. Vladeck goes

on to suggest that the authors may be incorrect in

concluding that the only way to achieve universal

coverage is through incremental steps toward that

goal. The nation has been pursuing an incremental

strategy to expand health coverage for  years, yet

the number of uninsured people has grown steadily

during that time. Vladeck contends that some real

experiences—for example, the “Reagan Revolution”

and the “Contract with America”—show that non-

incremental strategies are more likely to be success-

ful in achieving the ultimate goal, even if not all at

once. Vladeck also notes that many of the proposals

try to create health insurance markets that match

those of economic theory. They seek to create a

structure that would give consumers economic

incentives to choose an efficient, cost-effective health

plan from among a range of options, which, in turn,

is expected to induce health plans to compete to

control costs and maximize consumer preferences.

The problem, Vladeck contends, is that average con-

sumers do not want that kind of choice and rational-

ly prefer to avoid the transactional and information

costs of purchasing health insurance as individuals.

Moreover, he argues, a large body of evidence shows

that competition in health markets does not control

costs over the long run. Vladeck closes by offering

the outlines of a reform he favors. The guiding prin-

ciple is that, once covered, no one should lose health

insurance. Existing Consolidated Omnibus Budget

Reconciliation Act (COBRA) mechanisms could be

built on to implement the principle. People who do

not file tax returns would be eligible for Medicaid or

subsidies adequate to fully finance previous cover-

age. Anyone else whose job or family status changes,

and who is not immediately protected by new cover-

age, would be covered under COBRA, with the costs

paid for by a combination of public funds and indi-

vidual contributions tied to income. ■
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Tax credits to low- and middle-income individuals and families to be used in either individual or group market. States receive 

performance-based grants to improve coverage rates, access, quality, and outcomes.

A Comparison of Reform Plan Features

Kendall/Levine/Lemeiux

General Approach

Low- and middle-income individuals and families.Target Population

Advanceable and refundable tax credits for low- and middle-income people. Medicaid, S-CHIP, and Medicare would continue.

Federal government provides grants to states to improve coverage, access, quality, and outcomes. States subsidize costs of 

coverage when credits are not large enough to make coverage affordable; may use purchasing pools or high-risk pools.

Form of Public Programs

After five years, a commission would decide whether to establish an individual mandate.Mandates for Coverage

Not specified; presumably general revenue, but alcohol and tobacco tax mentioned.Sources of Funding

None apart from tax credit for coverage.Major Tax Changes

Not regulated, but states have responsibility to prevent underinsurance; after five years, a commission would assess adequacy

of benefits.

Level of Benefits

Finances and oversees tax credits. Provides performance-based grants to states. Establishes commission to study health benefits

and technology and a federal information exchange/clearinghouse to report and disseminate information on quality and outcomes.

Role of Federal Government

Uses federal grants to supplement tax credits, strengthens safety net, assures health plan choices (e.g., through pools), and meas-

ures quality and outcomes. Continues operating Medicaid and S-CHIP.Role of State Government

Continue largely unchanged.

Effects on Existing Public Programs

Essentially unchanged.

Role of Insurers/Health Plans

Required to offer (but not pay for) a menu of health plans, facilitate an annual enrollment for employees, withhold premiums, and

administer tax credits.Role of Employers

Purchasing pools are an option to meet the requirement that states assure that everyone has a choice of plans available at reason-

able cost. States could use federal grants to subsidize high-risk people in the pool. Alternatively, states could impose community

rating to spread risk.

Risk Share/Purchasing Pools/
Insurance Regulation

The first two pages of this table provide a side-by-side comparison of the features of the reform plans that are described in

detail in the following chapters. The subsequent pages of the table summarize the features of the reform plans presented in

the previous volume. The plans are identified by the names of the authors.
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Tax credits available to all to provide 30% subsidy for high-deductible coverage.

Strengthen safety net and establish high-risk pools for the uninsurable. Strong

incentives for consumers to economize.

“Single-payer” approach. All legal residents covered by Medicare, with expanded

and rationalized benefits package and no copayments. Particular emphasis on

community medicine. States could choose to opt out for residents under age 65

by designing their own system under federal guidelines.

Miller Morone

Working uninsured, including individuals, and people who decline public coverage. All legal residents.

Medicaid, S-CHIP, and Medicare would continue for the time being. Better-funded

high-risk pools.

Medicare covers all legal residents, but Medicaid remains as a source of longer-

term care, disability coverage, and wraparound coverage for Medicare. Many

other programs (maternal and child benefits, for example) would be subsumed

under new program.

None. All legal residents covered by Medicare or state alternative.

Reductions in other federal health and non-health spending. Earmarked federal value-added tax (VAT).

Advanceable tax credits as an option to exclusion of employer premium. 

More flexible tax treatment of MSAs and IRA-type health savings accounts to

encourage growth.

Medicare payroll taxes and premiums abolished and replaced with VAT.

Medicare’s claim on general revenues (Part B) ended. Tax relief for state Medicaid

programs.

Minimum equal to services covered in minimum-cost FEHBP plan but with signifi-

cant front-end deductible (e.g., 5% of income) and maximum out-of-pocket obli-

gation; thus catastrophic coverage. 

Similar to Medicare but with addition of prescription drugs, maternal and child

health services, mental health services, emphasis on primary care, including

neighborhood health centers and extensive new home health benefits.

Fund tax credits, help fund high-risk pools, and additional funding for safety net.

Require guaranteed-renewal option for coverage eligible for tax credit.  

New Department of Health organizes and runs expanded Medicare program.

Oversees optional state waiver programs. IRS designs and implements a value

added tax. Earned Income Tax Credit expanded to offset regressive effects of VAT. 

Would compete for insurers by adopting attractive insurance regulation. Long-term care portion of Medicaid remains. Have the option of designing and

paying for 25% of costs to operate federally approved and monitored alternative

to federal Medicare.

Medicaid, S-CHIP, and Medicare continue for the time being. Medicare vastly expanded to all legal residents with expanded benefits. Medicaid

continues for long-term care. Many other programs replaced by new Medicare.

Similar to present but with greater flexibility to sell MSAs and other new insur-

ance products.

Can offer supplementary coverage to expand benefits beyond Medicare level.

Essentially unchanged. Do not contribute toward Medicare coverage but could pay for supplemental 

benefits (with continued tax exclusion for employees).

Purchasing pools could accept all employers and individuals and risk-rate new

entrants for two years. To further offset adverse selection, pools could require

multi-year contracts of customers and impose penalties for early exit from pool.

States would compete to be the single legal domicile for insurers by passing

favorable insurance regulations.

Medicare is the single pool and the only insurer for all citizens for the standard

benefits package, so there are no risk-sharing issues.



Working uninsured individ-

uals and families; the plan

would achieve near-universal

coverage for all working

households of legal U.S. 

residents.

People below 150% of poverty

level covered at no cost; those

between 150% and 200% of

poverty would pay some 

premiums and cost sharing.

Higher-income people could

buy-in to public coverage and

pay a sliding-scale premium.

Employees of small, low-wage

firms benefit from tax credit.

Individuals and households

under 300% of the federal

poverty level would receive

subsidies. Households with

incomes below 150% of

poverty level would be eligi-

ble for no-cost coverage.

All Americans not covered 

by Medicare or employer-

sponsored insurance.

Individuals with incomes

under 250% of the federal

poverty level and those at

high health risk. Subsidies

available only to those who

enroll through the state 

purchasing pool.

Refundable tax credit, funded

via repeal of federal income

tax provision that makes

employer contributions to

employees’ health insurance

non-taxable income; federal

tax revenues would fund

grants to states to help low-

income families buy coverage.

S-CHIP expansion, federally

subsidized, with some state

match, for those with limited

incomes, and a federal tax

credit subsidy for small

employers to help cover 

workers.

Household income deter-

mines eligibility for no-premi-

um plans (for households

under 150% of poverty level)

or reduced-premium plans

(for households under 300%

of the federal poverty level 

on a sliding-scale basis but

premium not more than 10%

of income). 

Premiums for those buying

into Medicare Plus would be

scaled to income, with lower-

income citizens paying only a

small percent of income.

Employers would be eligible

for transitional subsidies and

for reductions in their contri-

bution rate based on firm

income.

Increased federal-funding

match to participating states;

full subsidies to people below

150% of poverty; cost-sharing

up to 7% of income for people

between 150% and 200% of

poverty and to 12% for people

between 200% and 250% of

poverty. Higher-risk individu-

als, regardless of income, pay

no more than a statewide

community rate. 

None, but to receive tax cred-

it, individual or family would

have to buy a health plan that

included a minimum set of

benefits. High-level of volun-

tary compliance expected

among most workers since

employees required to tell

employers which health plan

they wished to join.

None. None. None initially but individual

mandate would apply even-

tually if a nontrivial share 

of Americans remained 

uninsured.

After five years, states could

mandate that everyone be

covered.

Would make refundable tax

credits available to working

households. States would 

get grants to expand health

coverage to more residents

and make insurance more

affordable. Coverage obtained

at work or from a range of

other organizations such 

as churches or unions.

Expand Medicaid and the

State Children’s Health

Insurance Program for low-

income people. Possible 

combination with tax credit 

to small, low-wage firms to

expand employer offerings.

Establishment of purchasing

pools in every state through

which households with

incomes up to 300% of the

federal poverty level would be

eligible for no-cost or

reduced-cost coverage on a

sliding-scale basis; automatic

plan enrollment for lowest-

income households. 

A modified “play or pay”

approach that creates incen-

tives for workers and employ-

ers to buy into “Medicare

Plus,” a national program

based on Medicare.

Extend the type of subsidized

coverage that is currently

available under S-CHIP to all

lower-income people and 

subsidize insurance for the

highest risk.

Butler Feder/Levitt /O’Brien/
Rowland

Gruber Hacker Holahan/Nichols /
Blumberg

Savings from elimination of

existing tax exclusion, and

federal general tax revenues.

Federal general revenues, with

state matching payments.

Federal general revenues,

savings from replacement of

Medicaid and S-CHIP health

programs, and limits on tax

exclusion for employer-pro-

vided insurance.

Payroll contributions and pre-

miums, general revenues, and

other smaller sources.

Federal general revenues, and

cuts in existing programs

since the need would be

reduced as health reform is

implemented.

General
Approach

Target
Population

Form of
Public 
Programs

Mandates
for
Coverage

Sources of
Funding

A Comparison of Features of Reform Plans in Volume I



All non-elderly legal residents. Principal target group is

lower-middle income families

and individuals with incomes

above the federal poverty

line, or about half of the 

uninsured. Very low-income

families covered publicly, at

least initially.

Low and moderate-income

people who are not eligible

for Medicare.

All legal U.S. residents under

age 65.

All of the uninsured.

Federal subsidies to states 

to finance availability of no-

cost coverage to all legal 

residents.

A voucher or tax credit large

enough to cover one-half to

two-thirds of the premium for

moderately comprehensive

coverage. The credits would

be in the form of coupons

worth $1,500 for individual

coverage and $3,500 for 

family coverage. No-cost 

publicly financed coverage for

very low income households.

Continuation of Medicaid/

S-CHIP for eligible individuals

and families who choose to

stay in these programs;

refundable tax credits equal

to 70% of median-cost health

plan; federal payments to

states equal to 50% of the tax

credit to cover the costs of

running “default plans” for

people who do not enroll. 

Payroll tax, Medicaid, and 

S-CHIP funds.

Refundable tax credits for all

households but varying

according to income—mini-

mum credit approximately

$700 a year for an individual

and $1,200 a year for a family.

People below 100% of poverty

would get credit sufficient to

buy coverage comparable to

Medicaid. Those above that

level up to median income

would get gradually reduced

subsidies. 

All legal residents under age

65 automatically covered by

comprehensive benefits.

Everyone would have at least

one health insurance option

that would not require pay-

ment of premiums. There

would be a mandatory payroll

tax. 

None. None. All employers and employees

would pay a new payroll tax.

All people would have to

enroll or be enrolled by

default.

Every individual and family

would have to have health

coverage at least as compre-

hensive as Medicare’s, plus

prescription drugs and well-

child care. Those who fail to

show proof of purchase would

pay a premium plus a penalty

for Medicare backup coverage

for every month without other

coverage. 

Kronick/Rice Pauly Singer/Garber/
Enthoven

Weil Wicks/Meyer/
Silow-Carroll

Primary revenue source would

be a payroll tax levied on

employers and employees,

supplemented by federal gen-

eral revenues, state revenues,

and, in some states, premium

payments from individuals. 

Federal budget revenues;

those who buy more expen-

sive coverage would pay out-

of-pocket. Full coverage for

those with incomes below

125% of the federal poverty

level would be financed

through a combination of

state and federal revenues.

Phased-in cap on current fed-

eral tax exclusion; general

revenues; and savings over

time from changing consumer

behavior and increasing

health plan competition.

Payroll tax, premiums, and

federal subsidies.

Federal general revenues, but

partially offsetting savings

would be realized from the

elimination of Medicaid and

S-CHIP and from making

employer-paid health premi-

ums taxable income for

employees. 

All non-elderly legal residents

would be guaranteed compre-

hensive health insurance as a

“right” (at no direct cost)

through a public insurance

approach designed by each

state and monitored by the

federal government. 

A refundable tax

credit/voucher system would

make some level of coverage

affordable to lower-middle-

income people who currently

have no health insurance.

Very-low-income households

would initially be eligible for

publicly financed zero-premi-

um comprehensive insurance.

Combines refundable tax

credits and insurance

exchanges to promote lower-

cost, higher-value health 

coverage while allowing

employers and individuals 

to continue current arrange-

ments if they desire. 

A new Medical Security

System would be created to

provide universal coverage,

making coverage a “right.”

Tax credits for all households,

varying by income. Universal

coverage achieved by mandat-

ing that everyone have or buy

health coverage and having

Medicare automatically 

cover anyone temporarily

uninsured. Builds on present

system of private health 

plans and employer-based

coverage.
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To qualify for the tax credit,

families would have to enroll

in a health plan that included

at least the minimum insur-

ance package, which would

be primarily catastrophic 

coverage.

Comprehensive but not

specifically delineated.

Physician services, inpatient

and outpatient hospital, pre-

scription drugs, nominal 

payments for well-child care,

prenatal care, and immuni-

zations.

A defined benefit package

similar to Medicare plus out-

patient prescription drugs,

preventive services, mental

health benefits, and maternal

and child health care. 

States determine a new stan-

dard benefit package—within

federal guidelines—for every-

one under 250% of poverty

and those at high health risk.

Would establish a default 

system of health insurance

regulation to encourage avail-

ability of affordable insurance;

would establish a benchmark

health plan with basic fea-

tures and catastrophic 

protection. Would monitor

state compliance and work 

with states on a plan to

eliminate uninsurance.

Would make federal funds

available at enhanced

Medicaid matching rates 

to states willing to cover 

targeted uninsured.

Funds subsidies, sets 

minimal rules, provides 

oversight of purchasing 

pool administration.

The Health Care Financing

Administration would have

primary responsibility for

administering Medicare Plus.

In addition to offering stan-

dard fee-for-service coverage,

Medicare Plus would also

allow beneficiaries to enroll 

in private health plans that

contracted with the program.

Financial support, monitor

state compliance of minimum

rules, oversee state spending

and enforcement.

Would develop a mechanism

to supplement federal tax

credit for eligible workers and

help cover those who did not

purchase minimum insurance.

Would have to use additional

federal funds to expand exist-

ing or develop new programs

to achieve target levels of cov-

erage. Would work with

health insurers on insurance

reform that keeps benefits

affordable.

Would provide coverage to

low-income uninsured resi-

dents, consistent with federal

rules affecting eligibility, ben-

efits, administration, and

other program aspects.

Not addressed, except for

continued responsibility for

remaining parts of Medicaid.

Would transform from

provider of insurance to a por-

tal for coverage 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 wraparound

coverage for those who would

have been in Medicaid, and

subsidize premiums for

unemployed people. 

Increases role of states signif-

icantly while granting more

flexibility.

Repeal of the federal income

tax provision that makes

employer contributions to

employees’ health insurance

a non-taxable form of income.

Explores tax credits to individ-

uals or employers, the latter

to subsidize the offering of

coverage to uninsured work-

ers with modest incomes.

Limits the tax exclusion for

employer-provided insurance

equal to no more than the

cost of the median-cost plan

in each purchasing pool.

Cap on tax exclusion of

employer-provided health

insurance at level of twice the

average premium of Medicare

Plus coverage.

Federal taxes would be

increased if surplus not 

available.

Major Tax
Changes

Level of
Benefits

Role of
Federal
Govern-
ment

Role of 
State
Govern-
ment

Butler Feder/Levitt /O’Brien/
Rowland

Gruber Hacker Holahan/Nichols /
Blumberg
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A federally-defined standard

benefit package. Benefits

would include prescription

drug coverage; dental and

long-term care would not be

required. 

To qualify for the credit, the

plan would have to cover

effective medical and surgical

services, prescription drugs,

and medical devices based on

a standard definition. Patient

cost sharing would be permit-

ted, as would managed care. 

Generally determined by the

market, with minimum stan-

dards set by the Insurance

Exchange Commission,

including goods and services

known to be medically effec-

tive and provided at reason-

able cost.

Guarantee is for basic cover-

age, but individual may 

supplement with own funds

to buy more comprehensive.

A package of benefits com-

parable to Medicare’s plus a

prescription drug benefit and

well-child care coverage. 

Would impose payroll taxes

on employers and employees,

calculate money needed and

provide 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

states.

Would make information

about insurance purchasing

and plans available, including

price and quality and could

subsidize the production 

and distribution of such infor-

mation. It also would be (or 

contract with) an insurer of

last resort. 

Establish the Insurance

Exchange Commission to

oversee insurance exchanges,

distribute tax credits and

make default plan payments.

Establishes U.S. Insurance

Exchange as backup in 

markets without private

exchanges.

Would set up and regulate

insurance exchanges, forward

tax revenues, and determine

size of payroll tax. 

Would fund all tax credits.

Would establish general

guidelines for states setting

up the aggregate purchasing

arrangements (APA). Would

continue to operate Medicare,

for the elderly and as a 

temporary back-up plan for

people who do not have proof

of private coverage.

States would have much flexi-

bility in designing a system—

how to pay health care

providers (e.g., single payer

vs. competing health plans),

be responsible for raising rev-

enue to supplement federal

financing, meet federal

requirements, and enroll resi-

dents in health plans. Would

provide information on enroll-

ment options and procedures,

negotiate with health plans

and providers, regulate health

plans, and collect data to

evaluate the system. 

Would have primary role of

selecting or managing the

public plan for poor people

not currently covered by

Medicaid. Could continue to

regulate individual insurance

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-constrain-

ing upper limits in low-cost

plans.

Continue to provide Medicaid

and S-CHIP; use new federal

funds to pay for care under

default plans by reimbursing

safety-net providers.

States would continue to pay

some Medicaid costs to keep

coverage at current levels;

would subsidize copayments

under basic plan for low-

income residents.

Each state would be required

to establish an aggregate pur-

chasing arrangement through

which small employers and

individuals would purchase

coverage. In exchange for no

longer financing the acute

portion of Medicaid or S-CHIP,

states would assume greater

responsibility for long-term

care services under Medicaid. 

Payroll tax substitutes for 

employer and employee 

premiums, which has impli-

cations for tax exclusion 

provision of employer 

premium contributions.

No major tax code changes,

but tax credits in the form of

coupons would help people

purchase qualified health

insurance. The new vouchers

would be viewed and treated

as tax reductions for those

who use them.

Phased-in cap on current 

federal tax exclusion for

employer-paid premiums.

New payroll tax would be

established for employers

and employees.

The tax exclusion for 

employer-paid health 

premiums would be 

eliminated.

Kronick/Rice Pauly Singer/Garber/
Enthoven

Weil Wicks/Meyer/
Silow-Carroll
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Would continue to be a major

source of coverage. Would

have to bring premium rates

into line with federal or state

underwriting and benefit

requirements, but would 

benefit from administrative

savings associated with the

automatic enrollment system.

Would stay the same as

today, although some market

reforms might be necessary.

Could participate in state-

established purchasing pool

or continue to operate out-

side of such arrangements.

Would stay the same as

today; would compete for

business from Medicare Plus

system.

Health plans participating in

the new state plan would be

required to accept all appli-

cants, with premiums set at 

a statewide community rate.

Payments to plans would be

risk adjusted. Insurers would

not be subject to any new 

federal market regulations

outside the state purchasing

pool.

Similar to present but would

have to inform employees

about the tax credit program

and deliver the tax credit.

Would serve as a clearing-

house, creating automatic

enrollment mechanisms for

insurance, setting up payroll

deduction and payment 

systems for employees and

providing proof of insurance

for each worker.

Similar to present. If tax credit

were pursued, small low-

wage employers would be

encouraged to offer insurance

to their employees; em-

ployers would receive the 

tax credit if they provided

insurance.

Would continue to offer

health coverage to workers,

but could do so within the

purchasing pool or outside 

of it. 

Employers would enroll work-

ers at workplace. They could

choose to sponsor coverage

at least as generous as the

new program’s or pay a mod-

est payroll-based contribution

to fund public coverage. 

Would continue to have

choice to offer health cover-

age to their workers. If they

offer, they must make state

plans available, but they can

also offer plans outside the

state pool.

Insurance 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

insurance product.

Purchasing pools are founda-

tion of proposal: subsidies

are available only for cover-

age purchased through the

pools. 

To avoid adverse selection,

measures are imposed to

make it more difficult for

employers to shift between

public and private coverage.

50% to 70% of the population

might eventually enroll in

Medicare Plus, providing

strong bargaining leverage

and broad pooling of risk. No

new regulations are imposed

on private insurance, and

there are no insurance pools. 

State-established purchasing

pools are foundation of pro-

posal. Medicaid (except the

disabled and elderly) and 

S-CHIP enrollees and state

employees would be included

in the pool. The pool would 

be open to individuals and

employers, and insurers 

could offer standard benefit

package at a statewide com-

munity rate, plus add-on

products priced separately. 

Medicaid and S-CHIP would

continue as now.

Medicaid and S-CHIP would

continue and be expanded.

Gradual phase out of

Medicaid and S-CHIP (and

accompanying federal subsi-

dies) for those families who

qualify on income alone.

Medicaid remains in place for

the elderly and disabled.

Would eventually replace

existing public programs for

the uninsured with a single

national program based 

on Medicare. Medicaid and 

S-CHIP would be phased out

with eligibles automatically

enrolled in the new Medicare

program or employer-spon-

sored plans.

Participating states would

receive enhanced federal 

S-CHIP matching rate for all

current Medicaid and S-CHIP

beneficiaries under 250% 

of poverty; all states must

continue smaller, residual

Medicaid program for children

and adults with special needs

as well as all long term care

services; would eliminate 

federal payments to states

covering individuals with

incomes above 250% of

poverty. No change in 

non-participating states.

Effects on
Existing
Public
Programs

Role of
Insurers/
Health
Plans

Role of
Employers

Risk Share/
Purchasing
Pools/
Insurance
Regulation

Butler Feder/Levitt /O’Brien/
Rowland

Gruber Hacker Holahan/Nichols /
Blumberg
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In some states, plans would

compete for business from

states and would have to

include services specified in a

federally-defined benefits

package. Some states might

choose to pay providers

directly and eliminate the role

of insurers/health plans. 

Would continue to be major

source of coverage. Would be

required to guarantee

renewability in the individual

market and to set premiums

on modified community-rating

basis in the small-group mar-

ket. Insurers would redeem

vouchers or certificates.  

Would compete to provide

low-cost, high-quality care;

collect and report quality of

care and health outcomes

data.

Plans would contract with

health insurance exchanges

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

source of coverage but would

be required to offer a policy

that covers the services 

comparable to Medicare plus

prescription drugs and well-

child care, to participate in

purchasing pools, and to 

community rate in individual

and small-group markets. 

Employers would no longer

provide or buy health 

coverage for their workers.

Although employer role 

would be eliminated, both

employers and employees

would have to contribute to

financing coverage. 

Similar to current role. May become their own insur-

ance exchange; continue to

offer benefits to employees;

or purchase coverage from

exchanges.

Employers would collect 

payroll tax but could opt out

by offering own generous

plans to employees.

Employers would be required

to offer (but not necessarily

pay for) coverage for employ-

ees and dependents. Benefits

must be at least comparable

to Medicare plus a prescrip-

tion drug benefit and well-

child care. Employers with 10

or fewer employees would

have to offer coverage

through the purchasing pool.

Since coverage in no-cost

plan is automatic, everyone is

pooled together, though

states would have latitude to

decide specifics. 

Few restrictions would be

placed on qualifying cover-

age. But all policies must

have a guaranteed renew-

ability clause, and low-cost

policies must be sold under

modified community rating.

Plans with more generous

coverage could charge higher

premiums to high-risk people.

Insurers could impose modest

waiting periods for people

who did not enroll during

open season. 

The Federal Insurance

Exchange Commission would

develop risk- adjustment

strategies. Payments would

be risk-adjusted both

between health plans within

an exchange and across

exchanges. 

Insurers selling through 

insurance exchanges would

be required to offer guaran-

teed-issue, community rated

standard benefit packages. 

All health plans would have 

to accept all individual and

small-group applicants and

provide immediate and full

coverage for all covered 

benefits with no waiting 

periods or exclusions for prior

conditions. Insurers selling

individual and small-group

coverage would have to price

premiums on a community-

rated basis. Purchasing pools

(APAs) open to all individuals

and groups.

Would vary by state, but new

state program could replace

S-CHIP and portions of

Medicaid.

Medicaid and S-CHIP would

continue, and more low-

income people would be 

subsidized to enroll in these

programs or some other 

public program.

Medicare remains intact; 

people enrolled in Medicaid

and S-CHIP may stay in these

programs or opt instead for

tax credits to be used in the

private market.

S-CHIP would be subsumed;

Medicaid would be mostly

subsumed.

S-CHIP and Medicaid largely

replaced, except for disabled

and elderly.

Kronick/Rice Pauly Singer/Garber/
Enthoven

Weil Wicks/Meyer/
Silow-Carroll
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David B. Kendall, Jeff Lemieux, and S. Robert Levine have outlined a plan for a

performance-based approach for achieving near-universal coverage. It establish-

es universal coverage as a national mission and has the following elements:

 -, refundable, advanceable tax credits to individuals

and families.

-  to states linked to improvements in coverage

rates, access to care, health care quality, outcomes, public health, and pro-

tection from financial hardship for their residents.

-   (similar to the federal employees’

plan) or other purchasing options that would allow every individual and

business to choose from a variety of competing health plans.

  to permit workers to enroll in a health plan at the

work site, pass along federal tax credits, and deduct the cost of coverage

from employees’ paychecks.

  ,    enforced through disallowance

of the personal exemption for federal income tax.

      to improve

communication and enhance secure information exchange among stake-

holders and enable continuous improvement of health care safety and

quality and cost-effective use of health care resources.

Kendall, Lemieux, and Levine

Key Elements
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Overview

For as long as health insurance rates have been

measured systematically in the United States, there

has been no progress in reducing the number of

uninsured. Even after slight improvements in cover-

age rates at the tail end of arguably the strongest

economy in the nation’s history, coverage rates are

still lower now than they were in . Failure is all

too common in health care policy and reform

efforts.

Covering the uninsured requires a new approach

to health policy. Current policies are based on prop-

agating rules and manipulating behavior, rather

than on achieving results. For example, Medicaid

provides substantial federal funding in exchange for

compliance with federal requirements. Yet, even

where federal law requires coverage for certain cate-

gories, such as low-income, pregnant women and

children, there is no automatic assessment of how

effective state efforts are to enroll people. Not sur-

prising, large gaps between eligibility and enroll-

ment rates persist, especially in the case of children.

Rules and incentives are necessary and impor-

tant tools, but they are more useful in helping to set

the conditions for success than as ends in them-

selves. Health policy needs to include real-time

assessment of performance and continuous recali-

bration of methods to achieve the desired outcome.

Describing success so everyone can help to pursue it

is more likely to inspire progress than merely pre-

scribing behavior based on an incomplete theory or

an inappropriate model.

Our vision of success is that nearly all U.S. resi-

dents have health care coverage, which they select

for themselves and which provides them with a level

of coverage that is appropriate to their health status

and income level. Health care would be delivered

safely without waste and with the best possible indi-

vidual and population-based outcomes. People who

remain uninsured for whatever reason would be

assured access to community-based outpatient and

preventive care services rather than having to rely

on emergency room and hospital-based care only,

often delivered too late in the course of illness to be

effective.

In general, the government would ensure that

everyone has the opportunity to get coverage, and

individuals would be responsible for obtaining it

and using resources wisely. We seek broad recogni-

tion that as a community, decisions about the use of

health care resources affect our common health and

our common wealth.

There can be no real progress or success without

clearly defined accountability. Our framework for

accountability is straightforward: The federal gov-

ernment provides a basic level of subsidy to every-

one according to need and supports the research

and encourages the information flow necessary for

high-quality, cost-effective use of health care ser-

vices. The states make sure that coverage is afford-

able and a choice of health plans is available to

people in diverse circumstances. Employers act as

conduits for enrolling and paying for coverage (even

if they choose to make no contribution themselves),

and individuals are responsible for securing cover-

age and paying their fair share.

Here, then, are the key ingredients of our pro-

posal that are necessary for success:

Tax credits for employer-sponsored and individual

health insurance to improve affordability. Our tax

credits would apply to both employer-sponsored

A Performance-Based Approach to Universal 
Health Care
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coverage and individually purchased coverage. They

would be available to the uninsured as well as people

who are struggling to afford coverage they already

have. The existing tax exclusion for employer-spon-

sored coverage would not be repealed. Therefore,

the tax credits would not disrupt employer-spon-

sored coverage. In addition, the credits would be

refundable, which means that low-income workers

can use them even if they pay no income tax. They

would also be advanceable so workers could use the

credit at the time they purchase coverage.

Workplace focus to make coverage easy to get.

People are accustomed to getting coverage at work,

and our proposal would enable all uninsured work-

ers to do so. However, it would not require employ-

ers to sponsor or contribute to coverage.

Voluntary purchasing groups or other options to

make choices widely available. As a condition for

receiving new federal grants, states would ensure

that all employers and individuals could choose

among competing group insurance plans through at

least one, but preferably several, private purchasing

groups. Alternatively, a state could issue a menu of

options to make choosing coverage convenient. A

modified version of the federal employees’ system

would be made available to individuals and small

businesses as a backup if a state did not follow

through.

Performance-based grants to assist states in

improving coverage and health care for all their citi-

zens, and to reward those that succeed. All states

would receive a base amount to help them improve

insurance options in the state, disseminate informa-

tion about obtaining coverage, advertise the impor-

tance of coverage, protect people with high health

care costs, and help assure basic care for those who

lack coverage. To reward states that succeed, the fed-

eral government would give additional grants to

states that could document increases in coverage

rates. These new state grants would not require state

spending to receive federal funding as current pro-

grams like Medicaid require. Moreover, these grants

would not dictate the means for making improve-

ments. Instead, the federal government would

reward states that improve coverage rates so that

coverage is equally available and affordable to the

young and old, sick and healthy, poor and rich. A

portion of the base grant would be set aside for

states to participate in national collaborative efforts

to develop and test measures of health care quality,

access, outcomes, and public health. Those meas-

ures would become the basis for additional per-

formance-based grants to states when the data

become available.

Information networks to assess state performance,

improve quality, and inform policy. In order to fully

assess the performance of states, much more data

about health care processes and outcomes will be

needed. This very same kind of data is important to

health professionals, hospitals, and patients in order

to avoid costly medical mistakes and to improve

quality generally. The same data is also important

for research on “the benefit of benefits,” which is the

subject of controversies involving insurance cover-

age decisions in the private and public sectors. The

federal government would catalyze the creation of

information networks that can economically pro-

duce this data while keeping patients’ medical

records private.

Individual responsibility to obtain coverage. With

State Children’s Health Insurance Program (S-

CHIP), Medicaid, tax credits, purchasing groups,

and the new state grants, coverage for children

would be universally available and affordable. A few

years after enactment, parents would be denied the

personal exemption—a small tax benefit—for any of

their children who remained uninsured. As it

becomes clear that coverage is more affordable and

easy to obtain, adults remaining uninsured would

lose their personal exemption as well.

Our plan is divided into two phases to encour-

age adjustments in federal policy based on a system-

atic, objective assessment of experience and to allow

for an evolution in the political dynamic surround-

ing issues related to health care coverage.1 The focus

of Phase One is simply getting people coverage

through tax credits and performance grants,

1 For a similarly staged implementation of a tax credit, see Mark Pauly.
“An Adaptive Credit Plan for Covering the Uninsured.” In Jack A. Meyer
and Elliot K. Wicks (eds.). Covering America: Real Remedies for the
Uninsured. Washington: Economic and Social Research Institute, 2001,
pp. 135–52.
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because some coverage is better than no coverage.

Phase One would set in place the accountability

framework, rules, and incentives described above.

Focusing on the relationship between work and cov-

erage would help correct the misperception that the

uninsured are non-workers (most are not). It also

would help bind together the interests of the middle

class with those who are trying to enter the middle

class by making health care coverage more secure

for everyone.

The focus of Phase Two is solving the problem of

underinsurance (inadequate benefits for a given

health condition or income level) and enforcement

of an individual mandate for coverage for all

adults—explicitly shifting the burden of responsi-

bility for having coverage to the individual. Five

years after our proposed tax credits and other

reforms went into effect, we propose a commission

to study the impact of the credits and performance

grants, to recommend changes if necessary, and,

most important, to recommend whether to deny

uninsured adults the personal exemption on their

taxes. Because any coverage mandate must decide

what level of coverage is sufficient, the commission

would also need to examine the prevalence of

underinsurance. Ultimately, the remaining unin-

sured must take responsibility for their own health

coverage. But before we take that final step, we must

make health insurance considerably more afford-

able and easier to acquire than it is today.

Assessing Performance: The Missing Link
in Health Policy

A generation ago, health care financing only

involved making sure people were reimbursed for

their doctor and hospital bills. Indeed, the govern-

ment appeared to be as capable as insurance compa-

nies of managing such a basic kind of transaction.

Today, health care is dramatically different.

Scientific advances in screening and diagnostic

tools, pharmaceuticals, and surgery techniques have

dramatically increased our ability to detect and treat

disease at its earliest stages. The possibilities for care

are complex and seemingly endless. Knowledge is

exploding, and no single doctor can be an expert

about you, all the health problems you may face,

and the many treatment options available. Health

care increasingly requires patients to become active

participants in their care, often involving multiple

health professionals. Health care is moving from a

focus on episodes of acute intervention to meeting

the expanding need for care that is integrated and

has continuity, especially for people with chronic

conditions. In response to new knowledge and new

challenges, policy makers need to let what we have

termed the “new health care” flourish.2

The old policy levers are not working. Central-

ized, bureaucratic systems cannot keep track of an

ever more complex care delivery system. The efforts

by HMOs to control costs centrally produced a back-

lash, which prompted a general retreat from controls

on physician and patient behavior. As an alternative,

HMOs and other health plans have begun to deploy

a wide variety of evolving tools that can empower

physicians and patients: disease management, case

management, pharmacy benefit management, self-

care support, nurse hotlines, decision-support tech-

nology, provider and facility evaluations, and net-

work contracts.

Given the growing importance of access to inte-

grated care, especially for people with chronic con-

ditions, health insurance, including federal and state

health care programs, should consist of more than

financial support for people who cannot afford

health care. Such insurance must be a ticket to

accessible, high-quality, cost-effective care that seeks

to achieve the best possible outcome for everyone in

every circumstance.

Managing an increasingly complex health care

system requires a focus on performance. Perfor-

mance is also a key ingredient in cost restraint

because medical mistakes can be expensive, and

waste cannot be identified without continuous and

systematic assessment of medical effectiveness.

Both health care policy and coverage itself

should be subject to ongoing performance assess-

ment. Consider the relatively simple act of signing

2 David Kendall, Jeff Lemieux, S. Robert Levine, and Kerry Tremain. “The
New Health Care.” Blueprint: Ideas for a New Century 12
(September/October 2001): 58–59.



24

up people for free coverage. At a time when mort-

gage applications and other complex financial

transactions commonly occur on the Internet, it has

taken a partnership between a health care founda-

tion and government officials in California to devel-

op the nation’s first online application, known as

health-e-app, which permits community organiza-

tions and applicants themselves to check eligibility

for Medicaid and S-CHIP.3

In areas other than health care, the federal gov-

ernment demands accountability from states for

using federal funds. The recently enacted reautho-

rization of the Elementary and Secondary Educa-

tion Act granted more flexibility to states and school

districts in exchange for more rigorous performance

measures. Formulas for performance rewards, how-

ever, need to be devised carefully. Some perform-

ance rewards in the  welfare reform act have

been criticized as wasteful. For example, the District

of Columbia “won” a bonus for reducing teenage

pregnancies for reasons that remain unclear even

though it had made no efforts to do so. Perfor-

mance-based grants in health care should be aimed

at improvements that are not attributable to larger

demographic or economic trends.

Any health care policy that runs on autopilot

needs to be challenged, even when it is fairly suc-

cessful. For example, health insurance tax policy—

which consists mostly of excluding employer-paid

insurance premiums from personal taxation—

requires minimal government intervention. To be

sure, the current tax exclusion for employment-

based coverage has been extraordinarily successful

in creating a fairly stable private health insurance

system. It has created a joint public and private

health care financing system that covers most

Americans with virtually no public bureaucracy. But

outside the occasional congressional hearing, there

is no formal scrutiny of this public expenditure,

which is the third most expensive federal health care

program after Medicare and Medicaid. This tax pol-

icy has remained nearly the same for  years,

despite being highly regressive, inflationary, and

unfair to workers whose employers do not offer cov-

erage; to workers between jobs; and to workers who

might prefer coverage other than the health plan

chosen by their employer. Tax credits can compen-

sate for many of the weaknesses of the existing tax

exclusion.

Expanding Coverage with Tax Credits

We propose fixed-dollar tax credits as a base subsidy

to help low- to middle-income workers purchase

health coverage. The maximum credits would be

, for single coverage and , for a family

plan for taxpayers who do not have an employer-

sponsored plan, or  for individuals and ,

for families that do have employer-subsidized cover-

age. The higher tax credit for people without

employer-sponsored coverage reflects the fact that

people with employer-sponsored health coverage

already get a substantial tax break under current

law. In subsequent years, the tax credits would

increase by the average annual increase in the pre-

miums of plans. The credits would be refundable—

that is, they would be fully available even to those

who otherwise would not pay any income tax.

The tax credits would be available to people or

families whose incomes fall below certain levels. For

taxpayers using the tax credit to help purchase fam-

ily coverage, the top income for the full credit would

be , a year. The tax credit for families would

phase down to zero at incomes of , and

above. For people using the tax credit for single cov-

erage, the top income for the full credit would be

, a year; the credit would be available in

smaller amounts for single coverage for taxpayers

with incomes up to , a year. (Of course, peo-

ple whose incomes are too high to qualify for the tax

credit could still receive the tax breaks for health

coverage already available under current law.) 

The phase-out ranges for tax credits begin at lev-

els above the point where the phase-out ranges of

the Earned Income Tax Credit end. Therefore, the

tax credits should not create troublesome disincen-

tives for additional work or higher earnings. In fact,

the employment focus of the proposed program is

intended to strengthen the connection between

working and health benefits.3 See http://www.healtheapp.org/.
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Extending the tax credits to people who have

coverage at work is essential for two reasons: stabili-

ty and fairness. The current tax system favors

employment-based coverage, especially for high-

wage workers. Making substantial tax credits avail-

able only for coverage purchased in the individual

market, however, would tilt the tax incentive toward

individual coverage. That could destabilize the

employment-based system by giving some employ-

ers—especially those with low-wage workers—an

incentive to drop coverage. While individual choice

of coverage is one of the goals of our proposed sys-

tem, we believe it will work better in the context of

group coverage.

Tax credits at the levels we propose would create

a similarly sized tax benefit for coverage in either the

individually purchased or employment-based mar-

ket, at least for most people, which would reduce the

potential for tax policy to distort decisions about

where to get coverage. We believe our tax credit pro-

posal would expand both employer-based and indi-

vidual coverage.

These tax credits are designed to induce those

not covered to purchase insurance and to reward

those who already have coverage for making the sac-

rifice. Economists widely agree that employer-pro-

vided benefits are a substitute for wages or other

forms of employee compensation. That is why we

have proposed tax relief to people who already make

sacrifices to get coverage at work, a policy known as

horizontal equity. Denying tax credits to those who

have worked hard and played by the rules would be

unfair. Moreover, it would disrupt health care deliv-

ery as people sought to change insurance coverage

in search of the highest possible subsidy.

A final design issue is whether the tax credit

should be a flat dollar amount or a percentage of the

insurance premium price. Each option has advan-

tages and disadvantages, so whichever one is chosen,

additional measures are needed to compensate for

its weaknesses.4 We have chosen a flat dollar tax

credit primarily because it is easier for employers to

administer than a percentage tax credit would be. A

flat dollar credit would remain the same regardless

of employee’s choice of health plan, unlike under a

percentage tax credit, which would require employ-

ers to calculate a separate tax credit for each

employee. A flat tax credit, however, is not fair to

older and sicker people because they often must pay

significantly more for insurance. Our proposal for

performance grants would require states to choose

between requiring insurers to charge everyone the

same insurance rate regardless of age or health sta-

tus (a practice known as community rating) or pro-

viding supplemental subsidies for older, sicker

people (or a combination of the two).

Using Tax Credits at Work

The next element of our proposal asks employers to

handle enrollment in health plans and payroll

deductions and adjustments for workers with health

coverage—even if the employer does not pay a part

of the cost.

We propose that all employees, on their first day

on the job and each year thereafter, receive an

enrollment form for health insurance. At the very

least, the enrollment form would contain the cover-

age choices available under a state-arranged menu

of options or purchasing group. Employees who do

not select a plan and do not have coverage from

another source would have to sign a form stating

that their choice not to have insurance is deliberate;

those forms would be forwarded to the state, which

could target the worker for additional outreach

efforts.

Employers that do sponsor coverage would

deduct premiums from employees’ paychecks, as

they do now. In addition, they would add on to an

employee’s pay the tax credit for which the employ-

ee was eligible, up to the amount of the employee’s

share of the premium. In effect, companies would

transfer tax credits to their employees right on those

employees’ paychecks, providing an automatic fed-

eral subsidy, and making private health insurance

more affordable. The federal government would pay

employers back contemporaneously, through book-

keeping adjustments in the amounts withheld and

sent to the federal government for employees’ tax

payments. At the end of the year, the company

4 See Stuart Butler and David B. Kendall. “Expanding Access and Choice
for Health Care Consumers Through Tax Reform.” Health Affairs 18 (6)
(November/December 1999): 45–57.
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would show the amount added to workers’ pay from

the tax credit on their W-2 forms. Then workers

would file for the tax credit on their tax returns,

which would be the final determination of exactly

how much they would receive. It is important to

note that workers whose employers pay a large share

of the premium are still eligible for the full amount

of the tax credit for which they qualify. The credit

advanced on their paychecks would be limited to the

employee’s share of the premium, but any remain-

der would be claimed through the tax filing process

as described above.

Employers that do not sponsor coverage never-

theless would give their employees enrollment

forms for at least one menu of health plans offered

by a state-sanctioned purchasing group or another

menu developed by the state insurance commis-

sioner. (Those employers could provide options

from other insurance companies or groups as long

as they also supplied the insurance commissioner’s

menu.) Like firms that sponsor coverage, these

employers would be required to handle payroll

deduction of premiums and forward those pay-

ments to the purchasing group. They would also

add back to employees’ paychecks the tax credits for

which employees were eligible. Again, the company

would be reimbursed for the tax credits via its busi-

ness tax arrangements. Health policy analyst Lynn

Etheredge has shown that the cost of making such

transactions is minimal, and the practice is com-

mon, given the widespread use of electronic payroll

processing services for many payroll-withholding

functions, ranging from taxes to pensions to chari-

table contributions.5

How would employers know whether an

employee was eligible for a tax credit? The employer

would not need to know precisely, because the final

tax credit would be determined on each employee’s

individual tax return, but the employee’s hourly

wage could be used as a guideline. For wages below

 an hour, employers would assume employees

were eligible for the full credit for either individual

or family coverage. For wages up to  an hour,

employers could adjust employees’ pay for the full

tax credit for family coverage. The Internal Revenue

Service could add a worksheet on the W-4 form so

that employees with multiple jobs or a spouse who

works could figure an appropriate amount to add to

their pay. But in any case, employees taking the

credit at work—as long as their wages were within

the guidelines—would not be subject to interest or

tax penalties on tax credits received in advance if it

turned out at the end of the year that they did not

qualify for the credit.

Pooling Insurance Risk and Grants 
to the States

Our plan would establish a federal grant program

that would require the states to provide everyone

who lacks employer-sponsored coverage with a

menu of reasonably priced health plan choices. The

menu of choices could be as formal as one offered

by a purchasing group similar to the Federal

Employees Health Benefits Program (FEHBP) plan

or as informal as a list of insurance products com-

piled by the state insurance commissioner, as

described above. “Reasonable” means that someone

who is sick and has a low to moderate income would

not have to pay more for insurance than someone

who is healthy. Community rating laws would be

one of several ways for the state to satisfy the

requirement for reasonable prices. States could also

create and subsidize local purchasing groups (simi-

lar to the federal employees plan), negotiate with

local insurers for options available to everyone in

the state, risk-adjust or reinsure health plans or

groups with a high proportion of older or sicker

enrollees, or directly subsidize high-risk residents.

The state grants would total  billion a year

and would consist of two portions: () a base

amount of about  billion, allocated to each state

based on a state’s population, to create and adminis-

ter a menu of reasonably priced choices, and () a

performance-based amount for the rest of the grant,

which would be divided between improvements in

the state’s insurance coverage rates and improve-

ments in health care quality, access, and outcomes;

public health; and the adequacy of benefits

5 Lynn Etheredge. “Health Insurance Tax Credits for Workers: An Efficient
and Effective Administrative System.” Washington: Health Insurance
Research Project, George Washington University, 2001.
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throughout the population. (The performance-

based portion is described in the next section.) The

state grants would not depend on matching funds

from the states, as do Medicaid and S-CHIP.

Although the menu of choices is aimed primari-

ly at people without job-based coverage, it could

also benefit employers too small to offer workers a

choice of health plans. States would ensure that all

businesses, as well as individuals without employer-

sponsored coverage, receive a menu of health plan

options from at least one source each year. If, after

two years, a state failed to ensure that at least one

such menu was available to its residents, individuals

and small employers would be able to sign up for a

modified version of the federal employees’ program

directly. That state’s grant money would go toward

financing the costs of setting up and administering

an FEHBP-like program.

These state grants are a critical addition to our

proposal, because a tax credit by itself would not

guarantee that everyone would be able to find

affordable coverage in a stable marketplace.

Premiums for individual coverage can be much

higher than group rates offered to employers for a

given set of benefits, and individual coverage may

not be readily available to people with severe health

problems. Furthermore, lower-income people need

financial assistance at the time they purchase insur-

ance, not after the fact, and tax credits for individual

coverage cannot be provided easily in advance.

(Advancing tax credits directly to individuals or

their insurance companies could prompt some peo-

ple to purchase nearly worthless or fraudulently

marketed insurance, which would be difficult to

regulate and audit. The market for employment-

based coverage, by contrast, is more readily regulat-

ed and defined.) 

Health insurance would become more portable

with these new purchasing options. The combina-

tion of letting people switch between individually

purchased policies and creation of a purchasing

group that includes multiple employers would make

it possible for a high proportion of individuals to

keep their coverage for long periods even if they

changed jobs or dropped out of job-based coverage.

Another advantage of purchasing groups is that

employers, especially small firms, would have an

easier time offering employees a choice of compet-

ing health plans. By making good choices of cover-

age easy to arrange, and by boosting the tax

advantage to employees, we hope a great many more

employers will decide to sponsor and/or contribute

to employee health insurance. Good choices of

health insurance, we believe, will be a key to main-

taining employee satisfaction.

Finally, unlike past proposals for purchasing

groups that have met with strong opposition from

some health insurers and their agents, our proposal

permits alternatives that might be acceptable. For

example, states could combine a menu of existing

insurance products with subsidies to individuals

targeted by health status, age, and income level. This

approach would be more comprehensive than a

standard high-risk pool, but it would not require a

state to adopt community rating or to to create a

purchasing group. Although we favor purchasing

groups, we recognize that each state needs the flexi-

bility to adapt federal policy to its local political cul-

ture, market conditions, and existing regulatory

structure.

Health Care Improvements through
Performance-Based Grants

The larger portion of the state grants would be per-

formance-based. Of the  billion total,  billion

would be divided between improvements in cover-

age and improvements in health care quality, access,

and outcomes; public health; and the adequacy of

benefits. States would have the flexibility to use the

performance-based grants to expand public or pri-

vate coverage or both. They would receive the fund-

ing, however, only after the uninsured rate for low-

to moderate-income families and individuals has

actually dropped. The funding would continue

while the uninsured rate remained at that rate or

decreased. The funding would be capped on a per

person basis, although it could be adjusted for state-

level insurance premium variations. States would

not be required to match federal funding with their

own funds, but they would need to file a plan with

the Secretary of Health and Human Services that
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describes how they intend to respond to the basic

grant conditions.

The distribution of the grants would depend

primarily on the degree of improvement in each

state. There would be an adjustment for economic

conditions so that during a recession, when some

people might drop coverage, the state would contin-

ue to receive performance-based grants, despite

having declining coverage rates. Such payments

might only be partial, however, so that states have an

incentive to keep coverage rates high even in times

of economic distress.

States would be required to maintain current eli-

gibility levels for Medicaid and S-CHIP. This

requirement would prevent states from substituting

the more generous funding from performance

grants for current spending on Medicaid and S-

CHIP, which require state matching funds.

The data required and the formulas for calculat-

ing the performance-based grants would be com-

plex. Research is underway to develop prototypes for

these formulas based on existing data, but better

state-level data would be required for proper imple-

mentation.6 The Department of Health and Human

Services (HHS) would be charged with working col-

laboratively with an expert advisory panel to develop

formulas and identify data needs. HHS and this

panel would have to consider a wide range of issues,

including the standards for performance that should

be achieved to receive the grants, the causality of a

state’s action on a given outcome, the need for

accountability even in the absence of clear-cut

accountability, and adjustments, if any are needed, to

make the measures of improvement fair across states

without undermining the performance standard.

In addition, states would set aside a portion of

their grants to participate in national collaborative

efforts to develop and test measures of health care

quality, access, outcomes, and public health. Those

measures would become the basis for additional

performance-based grants to states when the data

become available.

One model for such a collaboration is the Child

and Adolescent Health Measurement Initiative

(CAHMI). CAHMI includes more than  state

and federal agencies, consumer organizations,

researchers, and health care professionals. Its work

helped develop the quality measures that were man-

dated as part of S-CHIP.7

In general, performance grants would create a

new bargain with the states. Instead of being finan-

cial partners with the federal government, which

creates an incentive to limit access and coverage,

states would focus on increasing coverage rates.

Since the grants are based on success in reaching

measurable objectives, not the methods used to

reach those objectives, states would be free to choose

whether to expand private insurance or public pro-

grams, or some combination of the two. Thus, the

grants could flow into wherever coverage gaps exist-

ed in the state. Moreover, this flexibility would pre-

vent federal policy from unintentionally destabiliz-

ing existing coverage by favoring one source of

coverage over the other.

This framework of flexibility and accountability

would create a wide variety of possible actions by

states. They could build on the federal tax credit

with a supplemental state tax credit or grant, so that

low-income workers could choose mainstream pri-

vate coverage at work or individually. The states

could use S-CHIP funds to allow workers to buy

job-based coverage for their children. Alternatively,

workers could use the federal tax credit to buy into

S-CHIP or Medicaid programs.

Improving the Safety Net through
Performance Grants

A final condition for receiving grants is that states

have a safety net that can provide coordinated out-

patient and preventive care services for people who

remain uninsured for whatever reason. States would

specify how they intend to provide care for the

remaining uninsured as part of their state plan.

They would also measure and disclose the health

care quality, outcomes, and health status of the

6 The Progressive Policy Institute is researching prototype formulas for
performance-based grants.

7 “The Child and Adolecsent Health Measurement Initiative,”
www.facct.org/cahmi.html.
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uninsured according to the same measures used to

judge the performance of all health plans and

providers. (The process for determining these meas-

ures is specified in the quality of care and cost

restraint section below.)

Given the additional financing to cover the

uninsured provided under this proposal, the current

financial strain on the safety net should be dramati-

cally reduced. That would free up resources for

improving the safety net. If necessary, however,

states could use a portion of the performance grants

to help pay for such improvements.

An active safety net is important for three rea-

sons. First, no matter how successful implementa-

tion of this proposal might be, there will still be a

significant number of uninsured in the short term

before mandated coverage takes effect, and a small

number of uninsured in the long run made up of

those who slip through the cracks for one reason or

another (including being underinsured). Second,

the existing entitlement to emergency room care

creates a perverse incentive for the uninsured to

seek non-emergency care in a very high-cost setting.

Third, opportunities for health improvement are

often greatest among those who do not have regular

access to care.

One way for states to improve the safety net is to

give the uninsured the same opportunities that are

available to the insured. For example, the uninsured

could be given access to a health care services dis-

count card, and/or obtain low-interest health care

credit cards. Otherwise, they will have to pay high

retail prices because they do not have a health plan

that negotiates wholesale prices on their behalf.

Some areas of the country have created networks of

doctors to function as a health plan for the unin-

sured. For example, in Asheville, North Carolina,

low-income uninsured residents qualify for such a

network.8 Physicians donate their time, and hospi-

tals cover the cost of prescription drugs, thus realiz-

ing savings from eliminating preventable

hospitalization that has turned into bad debt.

States that maintain high-quality care for the

uninsured through community health networks

would be rewarded through performance-based

grants. First, participants in such care systems may

identify themselves in surveys of the uninsured as

having coverage, thereby letting states qualify for a

coverage bonus in the performance-based grants to

the states. Improvements in health care quality for

the uninsured would also be rewarded through the

peformance-based grants.

The Critical Role of States

Why give the states such a significant role with such

wide-ranging responsibilities? Successful political

movements to increase coverage rates have occurred

in only a handful of states. Still, states like Minneso-

ta, Oregon, Massachusetts, Rhode Island, Wiscon-

sin, and Tennessee have provided inspiration (and

hard-won lessons) by demonstrating what is possi-

ble and what is problematic. Many states want to do

more, and have done so with S-CHIP, which gives

them more flexibility than Medicaid. But they are

frustrated in general by the complexity of federal

policies and their own lack of resources. Indeed, the

success of high-performing states has been partly

due to federal waivers from Medicaid regulations,

and such states are likely to be enthusiastic about

taking greater responsibility for achieving results.

States that have not yet responded aggressively

to federal incentives to cover the uninsured through

Medicaid and S-CHIP will likely be energized by a

new relationship with the federal government.

Performance grants would let state-elected officials

take credit for covering the uninsured with little or

no additional financial responsibility as long as the

state maintains its current eligibility levels for

Medicaid and S-CHIP.

A requirement for states to maintain eligibility

may seem unfair to some states that already have

gone well beyond minimal federal requirements for

coverage in Medicaid. Presumably, however, these

states have already realized the benefits of their past

expenditures. And given that high-spending states

will likely want to continue to be leaders, perform-

ance grants will give them a new opportunity for

more progress and acclaim if they achieve near-uni-
8 Fran Carlson. “What Works: Pooling Resources for the Poor.”
Blueprint: Ideas for a New Century 6 (Spring 2000): 28.
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versal coverage ahead of the national schedule antic-

ipated by our proposal. Still, equitable sharing of

federal funds will be an issue and should be debated,

along with remedies for abuses of the disproportion-

ate share program and other Medicaid loopholes.

Another reason to give states a key role is the

issue of regulating insurance rates. Setting an ade-

quate subsidy for insurance requires that the sub-

sidy be related to the cost of insurance. Regulation

of insurance rates ranges widely from state to state,

from pure community rating in New York to full-

risk rating in other states. That makes it difficult at

best to set a fair federal subsidy. By aiming the tax

credits toward job-based coverage, we have mini-

mized, but not eliminated, some of the individual

variation in pricing workers face. As long as states

have the primary responsibility for regulating insur-

ance rates, they also need to be responsible for

ensuring that all residents can afford coverage.

Of course, the federal government could pre-

empt state insurance regulation. We believe, howev-

er, that a political consensus on insurance regulation

is far less likely, at least in the short run, than a con-

sensus on financing coverage.

It is important to note that returning insurance

regulation completely to the states is also unlikely.

Large employers avoid state insurance regulations

by self-insuring under the Employee Retirement

Income Security Act (ERISA). At the same time,

large employers have achieved near universal cover-

age for their workers and families. Indeed, many

large employers require employees to show proof of

other coverage before they are allowed to decline the

company’s health benefits.

Interaction with Medicaid and S-CHIP 

The performance grants are designed to give states

neutral choices in expanding coverage through gov-

ernment programs or tax credits. Some analysts

would prefer to favor one or the other. We believe

that it is critical to blend the advantages of both

approaches in a framework of flexibility and

accountability.

The biggest advantage of Medicaid and S-CHIP

is that they deliver an appropriately rich set of bene-

fits to individuals targeted by income. These pro-

grams avoid the problem of benefits that are too

rich for the general population.

The biggest disadvantage of these programs is

the lack of accountability for performance. States

that comply with federal rules are eligible for fund-

ing, but there are few guarantees that beneficiaries

will actually get coverage or access to care. For cer-

tain populations, such as pregnant women and chil-

dren, states are mandated to offer coverage. But

access to care is not guaranteed, because there is no

common yardstick for measuring it. Many states pay

health providers very little under Medicaid, which

restricts access to and choice of providers. While

some providers are willing to accept such low pay-

ments because they consider it part of their mission

or professional duty, mainstream providers have a

substantial incentive to shun or severely limit accept-

ance of Medicaid patients in low-payment states.

Another problem is that optional expansion of

Medicaid and S-CHIP varies widely. Some states

simply take greater advantage of federal funding

than others, which is inequitable for people who live

in the states that skimp.

A related problem is that the per capita spending

levels vary widely by state, with results that range

from inequitable to abusive. The most notorious

example is the disproportionate share program,

which is supposed to compensate states with high

rates of uninsured, but, instead, is sometimes used

by states to fund non-health care portions of the

state budget.

If tax credits and S-CHIP were to evolve side by

side, many new possibilities might emerge. People

would have the chance to bundle funds that might

be available from multiple government programs to

help them buy one insurance policy. For example,

families whose children qualify for S-CHIP coverage

would have a choice: Parents could use S-CHIP to

cover their children and then use the tax credits to

help purchase employer-based or individual cover-

age for themselves. Or they could combine the

money from the tax credit with additional funds

from the S-CHIP program to purchase one health

policy for the whole family. In the latter case, S-

CHIP rules would apply to any purchases of private
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insurance that were supported by S-CHIP funds. If

necessary, the caps on federal outlays for S-CHIP

could be raised to accommodate this new option.

Possible State Uses of State Grants 
and Tax Credits 

By focusing on states’ performance instead of on

program design, the federal government can create

a wide range of options for state action. Such flexi-

bility is critical, given the variation in the states’

political cultures and the difficulty of achieving

consensus and coalitions that can drive change. As

mentioned earlier, the performance grants set four

key conditions for each state: () funding is directly

linked to lowering the rate of uninsured, with

adjustments made for adequacy of coverage levels

by income, evenly distributed gains in coverage

across age and health status groups, and economic

and social factors that are beyond the control of the

state’s health care system; () additional perform-

ance-based grants are awarded for improvements in

the population’s health status and for the quality of

care; () a menu of choices must be available to

every person without employer-sponsored coverage

at a reasonable cost; and () a safety net must be in

place that guarantees access to primary care and

coordinated specialty care for chronic illnesses.

Some of the ways states might respond to these con-

ditions follow.

Subsidized purchasing groups. Purchasing groups

can offer community-rated insurance premiums

without disrupting the existing insurance market.

Some states may want to ensure broad access to cov-

erage through community rating, but might not be

able to enact community-rating regulations, as New

York has done. The performance grants would give

states funding to ensure the success of purchasing

groups under that circumstance. The funding would

be used to subsidize premiums in the purchasing

group, whose lower community rate for older, sicker

people would draw some of them away from the

small-group or individual markets. States would

have to watch carefully to ensure that insurance

rates stabilized in and outside the purchasing

groups after an initial adjustment period. If need be,

a state could impose some restrictions on how often

people could join the purchasing group, so that

when they got sick, they could not immediately join

the purchasing group to get lower rates and thereby

drive up premiums, which could cause a spiral of

ever-rising premiums due to adverse selection. In

any case, community-rated insurance premiums

would be the most direct way to ensure that the flat

amount of the federal tax credit was as valuable to

the sick and old as to the young and healthy.

High-risk pools. States that prefer to avoid com-

munity rating could use the performance grants to

target subsidies at people with higher health risks. A

high-risk pool is an example of targeting people

who have been turned down for insurance and,

therefore, are deemed to be uninsurable. A majority

of states have high-risk pools, but many of them are

underfunded. Performance grants offer a new

source of financing high-risk pools, but high-risk

pools by themselves would not be sufficient to

ensure equitable access to coverage and care. States

would need to offer subsidies targeted to older, sick-

er, and lower-income people who are nonetheless

insurable. This could be done through supplemen-

tal tax credits or payments directly to insurers on

behalf of workers or individuals who qualify for

assistance.

Expanding public programs. Another general

approach would be for states to use the performance

grants to expand Medicaid and S-CHIP. The base

level of funding of performance grants could be

used to increase provider payment rates under

Medicaid and S-CHIP to increase beneficiaries’

access and choices. Such performance-based fund-

ing would allow program expansion without a state

match. The challenge for such expansions would be

to connect the uninsured who are mostly workers

and their families to public programs. One way

would be to work with employers to help with out-

reach and enrollment. States like Wisconsin and

Massachusetts have already taken steps in that direc-

tion. States also could use public programs to sup-

plement employer-based coverage, which would

ensure adequate coverage for lower-income work-

ers, which, in turn, would be rewarded as part of the

performance payments. Such a policy direction
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could lead to a seamless integration of state and pri-

vate purchasing and coverage.

Civic ventures to boost coverage rates and improve

public health. Having health insurance is a seldom-

promoted public health message. As obstacles to

coverage diminish under this proposal, a sense of

personal responsibility will increase. Indeed, part of

creating a dynamic approach to health policy is rec-

ognizing that the commitment to and importance

of health insurance must be renewed continuously

as a public mission. Just as with public health cam-

paigns like the one against cigarette smoking, the

nation’s civic capacity should be tapped for this mis-

sion. For example, the AmeriCorps program could

be a source of organizing support for small busi-

nesses and individuals to obtain health care cover-

age. Just like the many volunteer tax advisors at

seniors’ centers, AmeriCorps’s “enrollment advi-

sors” are needed to help people with complex health

insurance issues. A similar kind of effort can work

in other areas of public health as well. For example,

Massachusetts uses AmeriCorps to promote health

and prevention in low-income communities, where

the need for reliable information and connections

to personalized health resources is greater and less

likely to be met.9

Financing and Budgeting

The cost of this proposal will be significant, as

would any other major effort to reduce the number

of uninsured. Much of the cost would be for tax

credits, but a significant amount ( billion to 

billion a year) would be appropriated for perform-

ance-based grants to the states.

Not all of the costs of our proposal should be

considered new spending on health care, however; a

significant portion amounts to tax relief for low-

and moderate-income families who are already

struggling to afford health insurance. Furthermore,

the cost to the government does not include any

potential savings from reductions in health premi-

ums for people who already have coverage.

Although covering the uninsured through tax

credits is expensive, it could reduce costs for those

who already have insurance, because most of the

uninsured are relatively young and healthy. Adding

them to large insurance pools would reduce the

average premium for the group. Furthermore, unin-

sured people usually get at least some treatment if

they are ill or injured. The costs of that care are

spread to government programs and to those with

insurance, sometimes directly and sometimes in

subtle ways. Therefore, reducing the number of

uninsured would allow governments and insurers to

reduce the portion of their payments that essential-

ly subsidize hospitals and doctors for treating those

who cannot pay.

There are a host of financing possibilities, many

of which are not health-related and, therefore, diffi-

cult to prioritize. Health-related revenue raisers that

are worth mentioning include alcohol and tobacco

taxes and a tax cap on the tax exclusion for job-

based coverage, which would also help to restrain

costs by ending subsidies for expensive and ineffi-

cient health plans.

Mandatory Coverage

The new tax credits, combined with the current S-

CHIP program and other initiatives, should elimi-

nate any excuse for children going without health

coverage. All but seven states have enacted eligibility

for S-CHIP coverage for up to  percent of pover-

ty.10 The performance grants would ensure that all

states have the necessary additional funds to make

child coverage affordable for all families. Further-

more, families could also get tax credits to finance

their children’s health care coverage. Given that level

of affordability, we recommend requiring that all

children be covered within three years of enactment

of our proposal.

Enforcement of this requirement would deny

parents of uninsured children the personal exemp-

tion for those children they list on their tax forms.

That would barely penalize parents in the lowest tax

9 See “Health Services Corps.” Washington: Democratic Leadership
Council, July 7, 2001, http://www.ndol.org/. 

10 Kaiser Family Foundation State Health Facts Online, http://www. 
statehealthfacts.kff.org.
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brackets—for whom the personal exemption mat-

ters little to their final tax bill—but it would have an

important symbolic impact (and a real financial

impact on middle- and upper-income families that

chose not to cover their children). Public and pri-

vate health plans would be required to make avail-

able to the IRS their lists of enrollees for verification

purposes.

Even with tax credits and convenient group-pur-

chasing options, some adults still may choose to

remain uninsured. However, that choice places a

burden on the rest of society, which must pick up

the tab when uninsured people are hospitalized or

need extensive medical care. For that reason, and to

promote the public health, society has an interest in

prodding all Americans to protect themselves with

health care coverage.

Under Phase Two of our proposal, about five

years after initial enactment, a commission would

be established to study the impact of the credits, rec-

ommend changes if necessary, and, most important,

recommend whether to deny adults who remain

uninsured the personal exemption on their taxes.

Benefits

Phase Two of our proposal would also include an

assessment of the problem of underinsurance.

There are two reasons to believe that the problem

would have been partially solved during Phase One,

however. First, group insurance tends to produce a

wide scope of coverage because it must satisfy a

range of health care needs. Second, states would be

rewarded through performance grants for ensuring

that everyone has coverage, especially older people,

poorer people, and people with chronic health con-

ditions. Still, since subsidies for the non-poor

require some sharing of premium costs, there is a

chance that people may skimp on their benefits

beyond a reasonable level of risk taking.

Furthermore, states might be tempted to allow

the sale of insurance with substandard benefits as a

way to increase coverage of the uninsured as cheap-

ly as possible, and possibly draw down significantly

more performance-based grant income than it cost

the state to cover the uninsured. That is why the per-

formance grants must be based on health care qual-

ity, outcomes, and access to care; public health; and

adequacy of benefits in addition to coverage rates.

States that allowed substandard benefits, or whose

public programs effectively funneled enrollees to

low-quality providers, would not show as much

improvement in these other areas as states with bet-

ter benefits and better-paid health providers.

The important point here is not to overanticipate

problems, but rather to prepare a range of innovative

solutions, test them, review their impact, and adjust

them to sustain progress toward achieving a set of

pre-determined goals. For that, the federal govern-

ment, the states, and the public will need good infor-

mation about benefits provided over time and across

regions of the country. Therefore, we propose a new

federal commission to study health benefits, includ-

ing current benefit practices, the cost and clinical

appropriateness of benefits, the extent and nature of

benefit mandates (specific benefits that are required

by law or regulation, either nationally or locally) and

their cost and clinical effectiveness, and so on. Bene-

fit controversies are certain to continue to drive the

health care debate as new technologies and treat-

ments confront concerns about affordability and

access to health care. Solid data on what is happen-

ing across the nation, the actual measured health

impact of certain benefits, and what the trade-offs

are will be more essential than ever.

A Health Information Network

The real-time exchange of personal health informa-

tion and medical records is critical to the delivery of

safe, high-quality, cost-effective health care. The

federal government needs to take a more active role

in encouraging the formation and optimal use of a

secure health information network, and in helping

to build public confidence in such a network.

The benefits of systematic data collection, aggre-

gate analysis, and health information exchange will

be felt throughout the health care system. A health

information network also may provide a platform for

the creation of “personal health accounts” through

which the uninsured (and insured) can learn about

their eligibility for assistance with obtaining cover-
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age, “bank” benefits from multiple sources, and use

these various subsidies to purchase plans best suited

to their needs. The network also can become the

secure means through which patients can communi-

cate with their providers and plans and the world’s

health knowledge base, helping them to gain access

to best practices in care opportunities as well as pro-

viding a convenient means to resolve disputes.

By having a rich flow of information about

health care and health outcomes, caregivers and

researchers can develop greater understanding of

what is effective. Additional benefits include better

communication between doctors and patients,

more customization of care based on patients’ needs

and preferences, fewer medical errors, low-cost

assessment of provider performance, and a more

finely honed sense of the value of health care and

the need for coverage for that care.

Ongoing federal efforts have focused on setting

standards for transmitting data, including privacy

protections as part of the Health Insurance Portabil-

ity and Accountability Act (HIPAA). The core prob-

lem in setting such standards is effectively linking

together different sources of data on individual

patients and populations, and providing this infor-

mation to those who need to know, when they need

to know it, and in a fashion that respects the inter-

ests and privacy expectations of individuals while

contributing to the enhancement of individual and

population health outcomes. The key problem is not

technological; software solutions are widely avail-

able. The problem is how to create trust in a system

that handles the most personal information about

individuals.

Privacy protection requires more than the pas-

sive legal protections that are part of HIPAA. It

requires a dynamic system that continuously assess-

es and customizes each person’s preferences and pri-

vacy needs. For example, AIDS patients, who often

understand the benefits of participating in clinical

trials in exchange for timely reports on results, may

be surprisingly willing to share personally identifi-

able data electronically if they know they can choose

the security system themselves and control and audit

who has access to their information. This example

is not hypothetical, but is an actual research project

at the New England Medical Center.11

The federal government should encourage and

take part in cooperative health information network

development ventures that seek to build public

trust. The Patient Safety Institute (PSI) is one exam-

ple.12 PSI is designed to engender trust by giving

patients control over their medical records, and by a

board of directors that is controlled equally by rep-

resentatives of patients, doctors, and hospitals. Such

networks can provide patients the tools they need to

gain the comfort and control necessary to benefit

fully from sharing personal health information.

Patients need that comfort and control to allow

information about themselves from multiple, dis-

parate sources (including information they them-

selves can contribute) to be linked. Performance-

based grants would encourage states to adopt such

networks that produced measurable improvements

in health care quality.

Quality of Care and Cost Restraint

To improve quality and restrain costs, we propose a

federal information clearinghouse—patterned after

the Securities and Exchange Commission (SEC)—

that would report on health quality and outcomes,

not just in health plans, but also among individual

health providers, including hospitals and physician

groups. Comparative information would help con-

sumers make good choices and allow consumer

advocates to make sound recommendations. It also

would create new incentives for quality improve-

ments in the health industry.

As envisioned by the Jackson Hole Group, the

role of an SEC-like organization would be to require

disclosure of performance information about health

plans.13 The standards for measurement would apply

to public and private health plans as well as to safety

11 Brad Miskell. “If Silence = Death, Will Numbers = Answers? Informa-
tion Activism on the Net.” Journal of the International Association of
Physicians in AIDS Care (December 1998).

12 See Patient Safety Institute, http://www.ptsafety. org.

13 Paul Ellwood, Alain Enthoven, and Lynn Etheredge. “The Jackson Hole
Initiatives for a Twenty-First Century Health Care System.” Health
Economics 1 (1992); see also Regina Herzlinger. “Protection of the
Health Care Consumer.” Washington: Progressive Policy Institute, March
1, 1999.
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net providers who care for the uninsured. Unlike

the ongoing evolution toward tougher corporate

accounting standards, a health care SEC would be

launched with tough standards from the start.

Some progress has already been made through

the National Committee for Quality Assurance, and,

more recently, provider-level performance informa-

tion is becoming more common. For example, auto

companies and unions have joined to provide work-

ers with online ratings of local hospitals.14 Another

example is Medicare, which has contracted with the

National Quality Forum, a broad-based member-

ship organization, to develop extensive quality indi-

cators for nursing homes. Basic information on the

quality of nursing homes, health plans, and dialysis

centers is currently available at www.Medicare.gov.

Assessment of health outcomes and health care

safety are key parts of the performance-based state

grants program. Not only would such measures

focus state governments on collective actions for

improving quality (for example, public investments

in health information exchange), they would also

spur states to require providers and facilities to

report their performance so the states can devolve

responsibility for quality where appropriate.

Working in conjunction with the National

Quality Forum and other interested parties, the

Department of Health and Human Services, which

would oversee the performance grants, should envi-

sion an “ideal” of where quality measurement

should be in five years; determine what can be

accomplished first; and take steps to build the infra-

structure, culture, and responsibility for moving

toward the ideal.

Quality measurement is critical for cost

restraint. Without systematic quality assessment,

cost restraints risk being penny-wise and pound-

foolish or a shell game of shifting costs from one

part of health care to another.

Finally, by expanding choices, competition, and

information for health care consumers, our propos-

al would create the framework for tougher measures

to restrain costs, such as limits on open-ended sub-

sidies for health care coverage through the tax code.

Political Challenge 

As health care costs rise, so does insecurity about

coverage. People will lose part or all of their health

benefits or they may hear about others who do. This

insecurity gave rise to the health care debate in 

and  as well as earlier debates.

While coverage for the uninsured is an appropri-

ate response to this feeling of insecurity, it is neither

a complete nor an all-encompassing response. While

people may feel more insecure, they also realize that

reform could make the situation worse. That is what

caused the public to reject President Clinton’s pro-

posal, even in the face of wide support for universal

coverage. The harsh truth is that Americans—most

of whom had coverage—were not prepared to risk

what they already had to achieve universal coverage

for someone else.

That is why any expansion of coverage to the

uninsured must minimize disruption to people with

existing coverage. Our proposal, for example, would

not undermine job-based coverage by eliminating

the tax exclusion. Instead, it would expand the use

of tax policy to help the uninsured through tax

credits. It would not eliminate or fold Medicaid and

S-CHIP into larger programs, but, rather, encourage

states to make government programs work in con-

cert with private-sector choices.

Finally, our proposal would facilitate broad

political support by expanding public financing

through each of the three key health care markets:

individually purchased coverage (favored by conser-

vatives), job-based coverage (favored by centrists),

and state-based government programs (favored by

liberals). A broad coalition is necessary, not so much

to reach a consensus at the beginning of debate, but

to ensure there will be enough common ground to

bring people together at the end of debate.

Conclusion 

The pursuit of universal coverage should be a

national mission to unleash the energy needed to

build support for legislation and to make sure the

job gets done after enactment. A performance-based

system plays to the strengths of each element of the14 “Hospital Profile Consumer Guide,” www.hospitalprofiles.com.
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health care system. The federal government is best

equipped to provide significant funding for the

uninsured and to catalyze creation of the basic

infrastructure for health care purchasing and health

information exchange. The states are best at work-

ing with local health care markets and ensuring that

no one falls through the gaps between public and

private health care systems. Employers are best

equipped to be the registrars and transfer agents for

expanded health coverage because they already

serve that role for taxes, pensions, and other types of

insurance. Finally, all Americans must assume final

responsibility for their own health care coverage and

that of their family, once the opportunity to obtain

coverage has greatly improved.

The political battles over health care are often

waged as if a single act of Congress could solve the

problem of health care coverage once and for all.

Health care financing is too closely linked to health

care delivery, however, to expect a single policy on

coverage to be valid for very long. For example,

Medicare has failed to develop a prescription drug

benefit because action depends on Congress, while

most private health plans have a prescription drug

benefit to answer consumer demand. Still, it would

be a mistake to expect minimalist government inter-

vention to set the nation on a course toward univer-

sal coverage. Instead of pursuing the false promise

of a one-time universal entitlement “solution,” or

acting on a false belief in the “invisible hand” of the

market, health policy makers should embrace a

dynamic process of systematic, ongoing assessment

and revision of policies to achieve the desired out-

come. Universal coverage is a mission that should

succeed or fail based on its impact on the lives and

health of everyone in the United States. ■
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Tom Miller has provided a detailed blueprint for a reformed health care system

that would try to promote efficiency and economy by re-designing incentives,

especially by assigning more responsibility for health spending decisions to

individual consumers and less to third-party payers. The plan would put more

emphasis on achieving access to health services than on expanding insurance

coverage. It includes the following elements:

   to everyone that could be used to purchase high-

deductible insurance coverage.

    the safety net system as an alternative to

covering all of the uninsured.

   and accessibility to high-risk pools.

  in health insurance regulation, provided by promoting

inter-state regulatory competition to attract insurers.

    that now encourage choice of employer-based

coverage over individual coverage.

    voluntary contributions to agencies serving

the uninsured.

Miller Proposal

Key Elements
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Vision

A reformed health care system would restore control

of health spending decisions to the individual con-

sumer and reduce the role of third-party payment

for ordinary health care expenses. Third parties

would compete in private markets to be agents of

consumers, rather than maneuvering through the

political system to acquire their own shares of health

care spending. Health care would be decentralized,

depoliticized, diverse, and dynamic. When health

care is delivered in this manner, it will be less expen-

sive, more accessible, provide greater value, and bet-

ter match the needs and preferences of individual

consumers.

Market-based reform begins with more neutral

tax treatment of health insurance purchasing op-

tions, emphasis on protection against major risks,

and deregulation of health care suppliers. Instead of

more regulation and litigation, such reform restores

the vital role of voluntary contracts and market

prices. It also:

• reintegrates public program beneficiaries into

the choices offered by the private, competitive

health care system;

• accelerates the transition from the current set

of defined benefit group health plans controlled by

employers and government agencies to defined con-

tribution health financing that responds to individ-

ual consumers’ needs and preferences;

• harnesses the potential of greater convergence

between health care financing and financial services;

and

• facilitates the consensual flow of health infor-

mation.

Overview of Major Objectives

Improving health outcomes and health status for

lower-income individuals should be the primary

goal of health care system reform. Increasing health

insurance coverage levels per se remains at best an

imprecise tool of limited effectiveness in achieving

that objective. It may well be more efficient, on bal-

ance, to selectively target expansion of safety net

care than to subsidize expansion of conventional

health insurance coverage to reduce the number of

uninsured Americans.

To achieve better health outcomes, we need to

provide individual health care consumers with

stronger incentives to be cost-conscious in using

scarce medical resources. Making the market-based

cost of care more transparent to all parties involved

in health spending decisions will encourage its more

efficient consumption and delivery. Reducing the

long-term rate of growth in the cost of health care

remains more important than (and, beyond a cer-

tain point, operates at cross-purposes to) expanding

the scope and scale of subsidized health insurance

coverage. Health insurance subsidies increase not

just the demand for health care but also the total

cost of health care, creating net welfare losses esti-

mated at  percent to  percent of total insurance

spending.1 In the opposite direction, access to “free”

care dampens the demand for private health insur-

1 Martin Feldstein. Hospital Costs and Health Insurance. Cambridge, MA,
and London: Harvard University Press, 1981, pp. 99, 201–03, 239–44;
Martin Feldstein. “The Welfare Loss of Excess Health Insurance.” Journal
of Political Economy 81 (2) (1973): 251–80. See also Edgar A. Peden
and Mark S. Freeland. “A Historical Analysis of Medical Spending
Growth, 1960–1993,” Health Affairs 14 (2) (1995): 236–47 (finding that
about half the growth in real per capita medical spending from 1960 to
1993, and two-thirds of its growth from 1983 to 1993, resulted from
either the level or growth of insurance coverage). 

Improving Access to Health Care without
Comprehensive Health Insurance Coverage: 
Incentives, Competition, Choice, and Priorities

by Tom Miller
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ance.2 In striking the necessary balance, the net

effects of comprehensive third-party insurance

(raising costs and thereby limiting access to health

care) substantially outweigh any disincentives to

obtain insurance protection that may be caused by

direct provision of charity care. When rising health

care expenditures outpace wage increases, their

strongest effect is to reduce health insurance cover-

age for low-income workers.3 Hence, at the margin,

increasing incentives to purchase less-comprehen-

sive health insurance and filling in urgent gaps in

direct delivery of health care through safety net

mechanisms may produce more affordable and

accessible health care.

Target Population

To expand access to health care, we should focus

primarily on the working uninsured (and their

dependents): those workers who currently decline

the employer-sponsored insurance coverage offered

to them, workers in smaller firms that do not pro-

vide insurance coverage, workers prone to frequent

job turnover and short-term employment, and self-

employed individuals. Other targets would include

Medicaid-eligible individuals who currently decline

such coverage, State Children’s Health Insurance

Program (S-CHIP)-eligible families that currently

decline such coverage, and workers dissatisfied with

the terms of their existing employer-sponsored cov-

erage. A market-based reform approach for all con-

sumers would not only reduce the future cost of

health care (that is, at least lower its rate of growth),

but also improve its quality through enhanced

accountability to purchasers in a more competitive,

value-conscious environment.

Expanding Access to Care by
Empowering Workers with Better
Incentives and New Options

This proposal would rely on new incentives, rather

than explicit mandates, to expand availability of

market-enhancing health care options. Rather than

destabilize current arrangements, it would structure

a menu of alternatives that trade off somewhat lower

subsidies in return for greater choice and flexibility,

more economizing opportunities, and long-term

sustainability. The tools include a new tax credit

option available to purchasers of non-employer-

group, high-deductible insurance; medical savings

accounts; defined contribution health plans; volun-

tary purchasing pools; a competitive federalism

approach to insurance regulation; and a strength-

ened safety net system that includes federal subsidies

for high-risk pools and tax incentives for charitable

contributions to non-profit providers of safety net

health care.

Tax Policy—Moving toward Parity

The primary vehicle for accomplishing various mar-

ket-strengthening reforms that lower future health

care costs and expand access to health care would be

a new federal tax credit option. The tax credit would

amount to  percent of the cost of qualified insur-

ance coverage (see “Subsidies,” below, for an expla-

nation of why that specific percentage was chosen).

Essentially, individuals could subtract this portion

of their insurance costs directly from their federal

income tax liability.4

The tax credit is an option; it would not elimi-

nate the current tax exclusion that is available for

workers insured by employer-sponsored insurance

(ESI) plans. (A similar federal income tax deduction

also is available on a partial basis— percent of the

2 Bradley J. Herring. “Does Access to Charity Care for the Uninsured
Crowd Out Private Health Insurance Coverage?” Yale University
Institution for Social and Policy Studies working paper. September 7,
2001; Bradley J. Herring. “Access to Free Care for the Uninsured and Its
Effect on Private Health Insurance Coverage,” Dissertation on Health
Care Systems, University of Pennsylvania, 2000.  

3 Richard Kronick and Todd Gilmer. “Explaining the Decline in Health
Insurance Coverage, 1979–1995.” Health Affairs 18 (2) (1999): 30–47
(observing that “persons with few assets to protect will get no greater

benefits from insurance when health care prices are higher than when
they were lower... .”).

4 It would be approximately comparable to “excluding” from one’s
income that is subject to federal income taxes and federal payroll taxes
an amount equal to what one spends on qualified private insurance cov-
erage in a given year—except that rather than applying one’s marginal
federal tax rates to the excluded amount to determine one’s net saving
on taxes, a taxpayer would reduce his net federal income tax liabilities by
30 percent of that amount. 
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cost of qualified health insurance—for the self-

employed, and it will become  percent deductible

from federal taxable income in .) Instead, it

would provide a competitive alternative to the tax

exclusion for those workers to opt for in place of the

tax exclusion. It would encourage a more gradual

transition toward other forms of private insurance

coverage. Workers who choose to enroll in an ESI

group plan would continue to use the current tax

exclusion. Employees who choose to decline ESI

coverage and not take advantage of the current tax

exclusion could use the tax credit option instead to

purchase other forms of health insurance coverage.

The tax credit also would be made available to

other individuals and families that currently do not

qualify for the tax exclusion because they lack access

to employer-sponsored insurance coverage. The tax

credit option would move policy closer to tax treat-

ment parity (horizontal equity) for those workers

and other federal taxpayers with non-ESI coverage.

Employers that continue to provide ESI coverage

would be required to report the value of the

employer-financed share of that coverage to indi-

vidual employees on their regular periodic pay

statements and annual W-2 forms. In the event that

employers were not allowed to charge different

employees different prices for their share of group

insurance coverage (that is, no repeal of the non-

discrimination rule for health status under the

Health Insurance Portability and Accountability

Act), employers would report the periodic equiva-

lent of the per-employee Consolidated Omnibus

Budget Reconciliation Act (COBRA) premium,

minus the administrative charge allowed for

COBRA. Disclosure of this information would assist

individuals in choosing between the tax benefits of

the current system and those provided by a new tax

credit option.

The new  percent tax credits would be assign-

able (to insurers providing coverage). They also

would be advanceable, in the sense that an eligible

taxpayer purchasing health insurance could receive

a  percent tax credit “discount” at the time of pay-

ment. In the event that an eligible individual wished

to pre-pay his or her health insurance premiums for

periods beyond a month and up to a full year, the

individual could receive the full  percent credit up

front and apply it to those insurance premiums.

However, the maximum tax credit available for any

eligible individual would be no greater than that

individual’s total federal income tax and Federal

Insurance Contributions Act (FICA) tax liability

(including both the employer and employee shares

of the payroll tax) for the previous calendar year. In

other words, only taxpayers would receive tax credit

“relief” for health insurance costs.

Because the maximum amount of an advance-

able tax credit is determined by an individual’s tax

liability for the previous year, concerns about year-

end reconcilability (to recapture excess tax credit

payments relative to annual taxable income) should

be reduced. Nevertheless, it may be necessary to

ensure more predictable tax relief for individuals

with fluctuating amounts of annual taxable income.

If these latter individuals choose to use the tax credit

option, then they also would be allowed to use three-

year income averaging for federal income tax returns

(subject to maximum annual taxable income eligi-

bility caps, to limit excessive tax arbitrage). Such

income averaging also would help individuals adjust

the maximum amount of their tax credit for a given

year, to deal with unusually higher health insurance

expenses.

Even if an employer were no longer “paying”

directly for an employee’s insurance coverage under

an employer-sponsored group plan, the employer

still could facilitate delivery of health tax credit

assistance through several mechanisms.

An employer could choose to include in an

employee’s gross wages an amount equivalent to

what the employee otherwise would have received as

the non-taxable employer’s contribution to the

employee’s applicable share of any group coverage

offered under the employer’s health benefits plan.

An employer could “list bill” and allow employ-

ees using the tax credit option to pay their individ-

ual insurance premiums through payroll deduction

(that is, an insurer bills the employer for a list of

designated employees who have opted for non-

employer-sponsored coverage). In the latter case,

the workers would bear the entire premium, but

apply their tax credit to reduce the net payment due.
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An employee could request that the employer

adjust income tax withholding, to reflect the likely

value of the health tax credit.

An employer and his or her employee simply

could renegotiate a new salary level (reflecting non-

participation in the employer-sponsored group plan

and the accompanying non-use of the tax exclusion)

and let the employee pay insurance premiums and

use the tax credit on his own.

The net effect of these reforms would be to

encourage workers and their families either to move

from employer-based coverage to individually pur-

chased insurance, or to ensure that the ESI coverage

they select represents the best competitive value

they can find.

To be eligible for this tax credit option, employees

and other individual health care consumers must

purchase an insurance package that covers a mini-

mum set of health services and includes a minimum,

but significant, front-end deductible. The minimum

covered services would be defined as those health

services covered by the local market area’s least

expensive plan for federal workers under the Federal

Employees Health Benefits Program (FEHBP) or the

particular state government’s least expensive health

plan offered to its employees. Insurers could offer a

wider variety of benefits at higher prices, but all plans

eligible for the tax credit must be catastrophic plans,

that is, they must include a minimum deductible

level and a maximum out-of-pocket (stop-loss) level.

A likely figure for minimum deductibles for single

coverage might be the lower of , or  percent of

taxable income. The likely maximum stop-loss level

(the maximum out-of-pocket cost) would be the

lower of , or  percent of taxable income.5

Of course, eligible plans could set even higher

deductible levels, or lower stop-loss levels, as long as

the two paths did not cross (that is, the stop-loss

level could not be lower than the deductible).

Funds available through the tax credit could not

be used to purchase more comprehensive insurance

coverage with less cost sharing (that is, with

deductibles below minimum levels). Insurers selling

more comprehensive coverage to individuals using

tax credits first must offer them a separately priced

policy at the same time with deductible and stop-

loss levels that comply with catastrophic coverage

cost-sharing limits.

However, individuals using health tax credits for

insurance coverage also could make other tax-

advantaged contributions to individual health sav-

ings accounts, with a choice of two types of tax

treatment.

. Pre-tax, regular individual retirement account

(IRA)-style tax treatment. Contributions would be

deductible/excludable against federal income and

payroll taxes, with tax-free inside buildup on invest-

ment income, until they are withdrawn. If with-

drawn for Internal Revenue Code (IRC)-eligible

health spending purposes before the recipient is age

, they would be subject to federal income taxes

and deferred collection of federal payroll taxes only

to the extent of the original amounts contributed

(that is, no tax recapture of the inside buildup of

investment income). Withdrawals of funds before

age  for other purposes would be fully subject to

federal taxes. At age ½ and later, accumulated

funds could be rolled over tax-free into individual

IRAs or into contributions to Medicare medical sav-

ings accounts (MSAs).

. Post-tax, Roth IRA-style tax treatment. Post-tax

contributions would receive inside buildup on

investment income, with no further taxes on any

withdrawals for IRC-eligible health spending pur-

poses. No additional federal taxes would be imposed

on the applicable investment income share of any

non-health withdrawals, as long as an individual,

after any such withdrawals, still retained funds in

the health savings account that equaled or exceeded

 percent of the applicable annual deductible in

any accompanying qualified insurance policy.

Deposits to an individual health savings account

for any single year could not exceed the amount of

5 Minimum deductibles and maximum stop-loss levels, of course, would
be higher for family coverage. Adjusted gross income for the previous
federal income tax filing year would provide the most likely measure of
one’s “taxable income.” There is a trade-off between administrative sim-
plicity and sensitivity to ability to pay in setting minimum deductible lev-
els and maximum out-of-pocket cost limits. Pegging such levels to vary
with adjusted gross income would require private insurers either to offer
a wider range of deductible and stop-loss levels or to become more
engaged in monitoring income levels of their customers. On the other
hand, simply setting a single, fixed numerical level for minimum
deductibles or maximum stop-loss limits would undershoot or overshoot
the financial ability of many customers to handle them. 
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the annual deductible in one’s accompanying quali-

fied insurance policy.

Using the Tax Credit Option to Leverage 

Other Reforms

Health insurance coverage purchased with funds

from the federal tax credit would have to meet sev-

eral additional criteria. Such policies would have to

provide a separately priced guaranteed renewal

option (but they would be otherwise exempt from

HIPAA’s guaranteed renewal requirements for other

group health care plans). They would be exempt

from individual state benefit mandates.6 When

approved, either by the insurance department in a

state in which the issuing insurer is both domiciled

and receives at least  percent of its total health

insurance premium revenue, or by a “default” feder-

al health benefits regulator at the Department of

Labor, any such insurance policy would have to be

given reciprocal approval in any state in which an

individual purchaser chooses to purchase that poli-

cy. The default federal regulator would charter

nationwide high-deductible catastrophic care poli-

cies in the event that individual state regulators

failed to approve them.

Health insurance coverage purchased with fed-

eral tax credits could also be provided by voluntary

purchasing pools that meet certain minimum crite-

ria that include capital and solvency requirements.

Such pools would have to provide annual open sea-

sons and be open to all willing purchasers who use

the health tax credit option.

Purchasing pools have the potential to provide

an efficient mechanism for workers to gain a wider

choice of health plans than many employers (partic-

ularly smaller ones) can offer on their own. Indeed,

they may provide effective alternatives to poorly

performing employer-selected health plans. For that

reason, pool participation should not be limited just

to business firm buyers making collective decisions

for all their employees. Membership in “voluntary”

purchasing pools should reflect the preferences of

individual workers and other health care con-

sumers, not just the interests and convenience of

employers.

The role of purchasing pools would be to pro-

vide a single, stable source of ongoing coverage.

They would ease the burden of choosing and buying

coverage, particularly for people seeking insurance

without the assistance of an employer. Pool adminis-

trators would help design benefits packages offered

to individual pool participants. They would negoti-

ate contracts and premiums with the health plans

choosing to sell to pool members. In short, pool

administrators would and should be effective pur-

chasers and advocates on behalf of their members.

But the record for most such purchasing pools

in the recent past has been disappointing. Early

experiments with association health plans, health

marts, and other health insurance purchasing coop-

eratives (HIPCs) have failed to attract a critical mass

of customers needed for bargaining leverage and

economies of scale. They also have been plagued by

operating rules (community rating, state-level lim-

its on risk classification and rate differentials, curbs

on multi-year lock-in commitments) that increase

adverse selection. The most likely pool customers

have been those most likely to have greater long-

term health care claims costs. Low-risk individuals

and employer groups are less likely to join, and they

are most likely to leave early, once they learn of their

relative risk status within the pool in any event.7

Hence, any pools accepting funds from tax cred-

it beneficiaries would be allowed to operate under

the following ground rules:

• Tax credit-eligible purchasing pools would be

allowed to require those buying insurance to com-

mit to multi-year contracts—either to a particular

health plan or to the pool in general.

• To deal with adverse selection concerns, yet still

provide long-term protection against health risk

redefinition, eligible purchasing pools could indi-

6 State-mandated laws that require insurance coverage of particular
types of health providers or services also increase the cost of health
insurance and reduce covered workers’ wages. Gail A. Jensen and
Michael A. Morrisey. “Employer-Sponsored Health Insurance and
Mandated Benefit Laws.” Milbank Quarterly 77 (4) (1999): 425–59. As
many as 20 percent to 25 percent of the uninsured lack health insurance

due to state mandates. Frank A. Sloan and Christopher J. Conover.
“Effects of State Reforms on Health Insurance Coverage of Adults.”
Inquiry 35 (1998): 280–93.

7 Tom Miller. “A Regulatory Bypass Operation.” Cato Journal 22 (1)
(2002): 85–102.
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vidually rate new entrants for their first two years in

the pool, based on pre-announced underwriting

rules, to the extent that those entrants present sig-

nificantly heterogeneous risk profiles. People who

remain with the same health plan for more than two

years thereafter would be subject only to annual pre-

mium increases that reflect overall plan experience

within the pool (in effect, a modified form of guar-

anteed renewability protection after year two).8

• To discourage low-risk customers from being

enticed away from their pools by other insurers

offering lower premiums to them, pools could

attach “early exit” disincentives or other types of

binding mutual constraints that encourage cus-

tomers to remain in the pool on a long-term basis.

For example, pool administrators and participating

plans could structure annual premiums in two

tiers—leaving the retained, second-tier portion of

an individual’s premium payment at risk of forfei-

ture upon early exit from the pool. (Or, more posi-

tively, the second-tier funds would be held in reserve

as a potential “bonus payment” or rebate for contin-

uous participation in the pool for a pre-specified

duration.) Second-tier payments also could be sub-

ject to transfer or “settling up” in the event individ-

ual pool participants switch health plans during

annual open seasons. Individuals demonstrating

superior health risk profiles would leave some

money behind in their old plans when they switch,

whereas higher-risk individuals would transfer

some of those funds over to their “new” plan. Pool

administrators could negotiate with participating

plans to determine the parameters of such “time-

consistent” health insurance arrangements and con-

tingent “severance payments,” as first proposed by

Cochrane.9

The above incentives and disincentives could be

needed to discourage self-identified low-risk indi-

vidual participants from selectively leaving the pur-

chasing pool early, thereby raising average pool

costs. However, adverse selection concerns might be

dampened to some degree by the lack of an upper

dollar limit on tax credit assistance to high-risk,

high-cost individuals. As their premiums rise, so,

too, would their  percent tax credit discount on

insurance costs.

Effective voluntary purchasing pools would

need several other new tools. They should be

allowed to offer benefit packages that are exempt

from state benefit mandates. Any state fictitious

group laws10 or state rating laws that would interfere

with operations of eligible purchasing pools would

be subject to federal pre-emption. Health plans

competing within such purchasing pools would be

allowed to set their own overall premiums based on

their claims experience with the pool.

Pool administrators could enhance their effec-

tiveness by using authority to contract selectively

with particular health plans and by organizing

employer-based enrollment and payroll deduction

services for pool participants. Ensuring that pur-

chasing pools serving federal tax credit recipients

receive “charitable purpose” federal tax status would

enhance their ability to attract start-up funding

from private foundations.

Unless and until voluntary purchasing pools

reach sufficient size to achieve competitive clout,

they might need to balance risk redefinition protec-

tion objectives against desires for a broader menu of

health plan choices for pool participants. Benefits

standardization and limits on the numbers of eligi-

ble plan sponsors reduce the magnitude of adverse

selection and the need for risk adjustment, but at

the cost of consumer choice and market competi-

tion. The only honest answer will come from trial

and error entrepreneurial experimentation in a less-

8 See, for example, Bryan Dowd and Roger Feldman. “Insurer
Competition and Protection from Risk Redefinition in the Individual and
Small Group Health Insurance Market.” Inquiry 29 (1992): 148–57.

9 John H. Cochrane. “Time Consistent Health Insurance,” Journal of
Political Economy 103 (3) (1995): 445–73. See also Mark Pauly, Andreas
Nickel, and Howard Kunreuther. “ Guaranteed Renewability with Group
Insurance.” Journal of Risk and Uncertainty 16 (1998): 211–21. Other
exit disincentives might include greater use of front-loaded contracts to
enhance the sustainability of long-term protections and minimize

adverse selection incentives. Igal Hendel and A. Lizzeri. “The Role of
Commitment in Dynamic Contracts: Evidence from Life Insurance.”
Cambridge, MA: National Bureau of Economic Research Working Paper
No. 7470, January 2000. 

10 Such laws generally aim at preventing any fictitious grouping of a firm,
corporation, or association of individuals from combining risks to obtain
a preferred insurance rate or premium. For example, a law may require
that private associations that purchase health insurance for their mem-
bers must have a bona fide professional or trade purpose.
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regulated marketplace. In any case, the combination

of expanded purchasing options and long-term risk

protection that finds the most buyers would begin

to narrow the significant administrative cost differ-

ential between larger-employer group plans and

other insurance purchasing choices.11

Tax-Advantaged Savings Vehicles for Individualized

Health Care

Other tax policy reforms (apart from the optional

federal tax credit) include universal availability of

permanently authorized tax-advantaged MSAs and

multi-year rollovers of section  flexible spending

account balances (“use it or keep it”).

The potential of current-law Archer MSAs has

been hampered by eligibility limits, a narrow range

of permissible insurance deductible levels, and a low

numerical cap on individuals eligible for what has

been a demonstration project of limited duration

under HIPAA. Instead, MSAs should be authorized

permanently (rather than temporarily authorized

through December , ). The tax benefits for

such accounts would be available to anyone covered

by qualified high-deductible insurance—including

workers insured under group health plans spon-

sored by employers with more than  employees

and any individuals purchasing qualified high-

deductible insurance on their own or as part of a

non-employer group arrangement. Current law

would be revised further to remove enrollment caps

and maximum deductible limits, allow MSA

account holders to fully fund their MSAs each year

(up to  percent of the accompanying catastroph-

ic insurance policy deductible), allow employers

and employees to combine their contributions to

MSAs at any time within a given year, and pre-empt

first-dollar state-mandated benefits that would oth-

erwise apply to HIPAA-qualified MSA plans.12

Because MSA plans already are linked to high-

deductible insurance that covers health claims that

are more catastrophic in nature, they can make the

cost of insurance coverage more affordable for most

Americans. Less-comprehensive coverage means

lower insurance premiums for a larger fraction of

people with low incomes—particularly those low-

risk people who may want less than full coverage

and, therefore, may decide not to purchase higher-

priced, standardized insurance policies.13

Current tax treatment of Internal Revenue Code

section  “flexible spending” health accounts

(FSAs) would be revised to allow year-end, tax-free

rollovers of accumulated balances, up to the amount

of the annual deductible in the accompanying

employer group plan for the applicable year. By end-

ing the current tax treatment of “use it or lose it” for

year-end balances, FSA funds could be saved for

higher-value use in succeeding years.14 However,

withdrawals for non-health-spending purposes

would be subject to income taxes.

Facilitating Defined Contribution Employer 

Health Benefits

A growing number of employers are beginning to

offer defined contribution (DC)-style health bene-

fits plans, in which the employer purchases less-

comprehensive, high-deductible group insurance

coverage for workers covered by the plan and then

makes cash contributions to those workers’ individ-

ual health accounts. DC plans help employers cope

with rising health insurance costs by capping their

total health benefits contributions, increasing

employee cost sharing, and empowering workers to

handle more routine health care decisions.

Fewer than half ( percent) of ESI-covered

11 For a more comprehensive analysis of risk pooling, administrative
costs, and public policy options in various segments of the health insur-
ance marketplace, see Mark Pauly and Brad Herring. Pooling Health
Insurance Risks. Washington: AEI Press, 1999, pp. 81–89. 

12 See Victoria C. Bunce. “Medical Savings Accounts: Progress and
Problems under HIPAA.” Washington: Cato Institute Policy Analysis No.
411, August 8, 2001.

13 Ibid. See also Katherine Swartz. “Rising Health Care Costs and
Numbers of People without Health Insurance.” Prepared for the Council
on the Economic Impact of Health System Change conference,
“Renewed Health Care Spending Growth: Implications and Policy

Options,” Washington, January 11, 2001. Swartz notes that the 
majority of standardized policies currently available are “generous 
and expensive—making them unaffordable to low-income people.”
Catastrophic insurance for less-predictable health care expenses would
force consumers to bear the full marginal costs of health care up to the
point where their use of health care exceeds the deductible. (Swartz
recommends that health insurance coverage should define “catastro-
phe” relative to an insured customer’s income.) 

14 The Bush administration has proposed a limited tax-free rollover of FSA
balances at the end of a calendar year, but only up to a maximum
amount of $500. 
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workers are satisfied with the overall performance of

their current health plan. Fewer than half ( per-

cent) trust their employer to design a health plan

that will provide the coverage they need, and

approximately the same number of employees (

percent) think better health plans are available for

the same cost. Almost four out of  employees (

percent) want their employer to contribute a fixed-

dollar amount toward the premium for any health

plan—even if it means the employees have to find

their own health plan.15

DC plans allow employers to purchase less

expensive, less comprehensive group health insur-

ance coverage for their workers, yet still fund indi-

vidual health spending accounts to handle the work-

ers’ more routine health care needs—so-called

“two-tiered” health benefits plans. A “purer” form of

defined contribution plan would even allow employ-

ees to select their own individual insurance coverage,

with the assistance of their employer’s original con-

tribution. Whether individual employees pay just the

extra cost of additional out-of-pocket health spend-

ing or the extra cost of more generous insurance

coverage as well, DC plans provide incentives to

compare the value of the health care they receive to

other goods and services they might want.

DC plans might provide a halfway house in

the transition from comprehensive ESI to high-

deductible MSA plans. Value-conscious employers

and employees could insist that insurers “spin off ”

(not insure) items about which little uncertainty

exists or for which the typical treatment cost is rela-

tively low compared to the paperwork required to

process the claim.16 Possible examples include ortho-

dontics, regular checkups (medical, dental), vaccina-

tions, maternity care, eyeglasses, etc. Whereas MSA

plans rely on much higher deductible levels for

accompanying catastrophic insurance policies and

treat all insured services equally, two-tiered DC

plans could provide certain “preventive care” health

services with first-dollar coverage, while others

might not be covered at all.

To the extent that either tax-preferred FSA

accounts (with year-end rollovers) or individual

health savings accounts in two-tiered DC plans

would reduce the reliance on more expensive com-

prehensive insurance coverage, they would benefit

the less healthy, since these individuals tend to have

higher out-of-pocket costs than those who are

healthy.

Despite the potential benefits of two-tiered DC

plans, as well as the recent tax guidance issued by the

Internal Revenue Service clarifying how accumulat-

ed balances in an individual employee’s health reim-

bursement accounts may be treated when rolled

over at the end of a year,17 several regulatory barriers

to the future growth of DC plans still need to be

removed.

First, “pure” DC plans for fully insured employer

groups, in which an employer distributes defined

health benefits contributions to each eligible

employee and allows them to purchase their own

individual or non-employer-group insurance cover-

age, run the risk of being regulated inconsistently.

They might be treated both as employee welfare

benefit “group” plans and as “individual” health

plans under state law.18

To clarify the regulatory treatment of this kind

of DC plan, any plan or fund under which medical

care is offered to employees by an employer solely

through provision of a monetary payment or con-

tribution to a participant or beneficiary and that is

used exclusively to purchase individual health insur-

ance coverage should not be considered an “employ-

ee welfare benefit plan” for regulatory purposes

under the Employee Retirement Income Security

15 Watson Wyatt Worldwide. Maximizing the Return on Health Benefits:
2001 Report on Best Practices in Health Care Vendor Management.
Washington: 2001. 

16 See James H. Cardon and Mark H. Showalter. “An Examination of
Flexible Spending Accounts.” Journal of Health Economics (November
2001): 953.

17 Employer contributions to such accounts would not be treated as tax-
able income, as long as they were spent for IRS-eligible health items or
“saved” in the account and rolled over beyond the end of a calendar
year for future use in paying health care expenses. The accumulated

funds would be subject to income taxes and deferred payroll taxes in the
event they are withdrawn for other reasons, with the exception of
rollovers into other tax-advantaged retirement accounts. 

18 See Department of Health and Human Services, Health Care Financing
Administration. “Insurance Standards Bulletin Series—INFORMATION.”
Program Memorandum Transmittal No. 00-06, November 2000 (convey-
ing position of HCFA that coverage characterized as an individual policy
under state law may nonetheless be subject to group market require-
ments of the Public Health Service Act, as added by HIPAA, if coverage is
provided in connection with a group health plan).
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Act (ERISA). However, such plans or funds would

retain their “group” tax exclusion benefits under the

Internal Revenue Code. Such hybrid treatment

(group for tax purposes, individual for regulatory

purposes) would be premised on the conditions that

() only the employer, rather than individual

employees, may decide to provide health benefits

through defined contribution payments, and ()

such defined contributions must be provided to all

employees or all members of a class of employees

based on work-related distinctions.19

Second, the defined contributions employers

make to individual employees in pure DC plans, to

be used to purchase individual health insurance

coverage, should be allowed to vary on the basis of

health status in the event the employer uses an

approved risk-adjustment mechanism. That is,

employers would be allowed to make larger contri-

butions to workers with poorer health status to off-

set the higher premiums they would face when they

seek to purchase individual coverage. However, state

insurance regulators would need to approve this

exemption from HIPAA non-discrimination rules.

Third, recent IRS guidance regarding the tax-

free rollover status of employer contributions to

health reimbursement accounts still does not allow

accumulated funds to become vested for other non-

health-spending purposes. Nor does it allow em-

ployees to contribute their own money to such

tax-advantaged accounts. To a large extent, increas-

ing the ceilings for annual rollovers of FSA fund bal-

ances, or expanding the availability of MSAs, would

bypass most of this problem.

Enhanced Market Pricing Information and

Consumer Disclosure Reforms

Once individual consumers are empowered by more

equitable and flexible health financing options, how

will they obtain sufficient market information to

make better choices? Federal government agencies

(primarily the Centers for Medicare and Medicaid

Services) could help by aggressively disclosing and

publicizing, particularly through Internet-based

platforms, the various fees for coded medical ser-

vices authorized under the Medicare program.

Physicians and other health care providers should

be allowed to cross-reference their own basic

Medicare conversion factor with official Current

Procedural Terminology (CPT) codes, Resource-

Based Relative Value Scale (RVRBS) weighting fac-

tors, and geographic practice cost indexes (GPCIs)

to effectively make their undiscounted fee schedules

for various services and procedures more readily

available to cash-paying customers.20

Although the American Medical Association

(AMA) has been reluctant to allow broad access to

some of this “proprietary” information for third-

party commercial activities, some version of limited

disclosure for consumer information purposes

appears to be possible. Indeed, last February, the

AMA began offering a free resource on its web site21

for patients to look up CPT codes and the related

Medicare payment information. Patients can enter

either the CPT code or the medical procedure

description to receive search results that describe

the particular CPT service and Medicare fee infor-

mation by geographic area. The AMA site helps

patients research cost estimates of various health

care procedures. There is a limit of  searches for

each individual per day.22

Building on this type of information, medical

providers should be able to tell potential cash cus-

tomers, “My conversion factor is x percent of the

Medicare conversion factor, and you will be respon-

sible for paying the difference between it and any

available third-party means of payment.” In this

manner, a more competitive market for out-of-

pocket health care spending can thrive. In essence,

private plans and providers could announce and

post voluntarily their uninsured “cash prices” for

19 The proposed Health Care Account Act of 2001 (H.R. 2658), intro-
duced on July 26, 2001, takes a similar approach. It selectively excludes
“health care expenditure accounts” from the definitions of group health
plans to which HIPAA group health plan requirements would otherwise
apply, but it also treats eligible defined contributions to those accounts
as excluded from gross income for federal tax purposes.

20 Health care payers use CPT codes to categorize physician and other
health care services on medical claim forms. Bureau of National Affairs,
Inc. “AMA Offers Patients Access to CPT Code Data.” BNA’s Health Care
Policy Report (February 11, 2002): 222.

21 http://www.ama-assn.org/cpt

22 Ibid.
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various diagnosis-related groups (DRGs), CPTs, and

other services and procedures as a percentage of

Medicare-authorized prices. At that point, further

individual bargaining would be possible from this

standard baseline.

Market-Driven Deregulation via Competitive

Federalism

Empowering consumers with a greater diversity of

affordable health benefits choices will require

exposing exclusive state health care regulation based

on geography to competition from market-friendly

regulation across state lines.

Lower-income workers in small firms bear the

brunt of excessive state health insurance regulation,

because their employers generally are unable to self-

insure and, thereby, gain ERISA protection from

state benefit mandates, restrictions on rating and

underwriting, and other regulatory burdens. In gen-

eral, increased state regulation has raised the cost of

health insurance and limited the range of benefits

package design. A wide assortment of small-group

regulatory measures imposed by many states during

the s failed to improve levels of insurance cov-

erage and, in some cases, priced low-risk consumers

out of the small-group market. Various state gov-

ernment regulatory attempts to force low-risk

insureds to subsidize high-cost insureds through

devices like modified community rating and guar-

anteed issue often were counterproductive, because

they triggered premium spirals that drove younger,

healthier, and lower-income workers out of the vol-

untary insurance market. In other words, state

health insurance regulation has been part of the

problem, not part of the solution.23

Rather than try to solve state-based regulatory

failure with a new round of heavy-handed federal

rule making or pre-emption, the better route to

restoring a market-friendly, consumer-empowering

environment at the state level is to facilitate compet-

itive federalism—revitalized state competition in

health insurance regulation that reaches across geo-

graphic boundary lines. (The closest successful

model for such competitive federalism involves cor-

porate law and the business of corporate charters, in

which Delaware has specialized and excelled by con-

sistently producing benefits to its “customers”—

investors.24) Such regulatory competition would

limit the excesses of geographically based monopoly

regulation. Currently, insurance consumers (at least

in the non-self-insured market) are subject to a sin-

gle state government’s “brand” of insurance product

regulation. Solely by virtue of where they live, they

are stuck with the entire bundle of their home state’s

rules. Short of physically moving to another state,

they are unable to choose ex ante the type of health

insurance regulatory regime they might prefer and

need as part of the insurance package they purchase.

Competitive federalism could facilitate diversity

and experimentation in health insurance regulatory

approaches. It would discipline the tendency of

insurance regulation to promote inefficient wealth

transfers and promote individual choice over collec-

tive decisions driven by interest group politics.25 In

short, it would improve the quality of health insur-

ance regulation, thereby enhancing the availability

and affordability of health insurance products.

Insurers facing market competition across state

lines would have strong incentives to disclose and

adhere to policies that encouraged consumers to

deal with them. Employers and individuals purchas-

ing insurance would migrate to state regulatory

23 See, for example, Frank A. Sloan, Christopher J. Conover, and Mark A.
Hall. “State Strategies to Reduce the Growing Numbers of People with-
out Health Insurance.” Regulation 22 (3) (1999): 24–31; Melinda L.
Shriver and Grace-Marie Arnett. “Uninsured Rates Rise Dramatically in
States with Strictest Health Insurance Regulations.” Heritage Foundation
Backgrounder No. 1211, August 14, 1998, Washington, DC;
Employment Roundtable. “Personally Owned Health Insurance Policies:
A Solution for the New Economy?” Washington, DC, March 2001;
Jensen and Morrisey, op cit. 

24 See Roberta Romano. “Law as a Product: Some Pieces of the
Incorporation Puzzle.” Journal of Law, Economics, & Organization 1 (2)
(1985): 225–83; Jonathan R. Macey. “Federal Deference to Local
Regulators and the Economic Theory of Regulation: Toward a Public-

Choice Explanation of Federalism.” Virginia Law Review 76 (March
1990): 265–91. 

25 Tiebout pioneered an economic theory of federalism that argued that
competition among local jurisdictions allows citizens to match their pref-
erences with particular menus of local public goods: Charles M. Tiebout.
“A Pure Theory of Local Expenditures.” Journal of Political Economy 64
(5) (1956): 416–24. Qian and Weingast noted that inter-jurisdiction
competition, along with decentralization of information and authority,
can provide credible commitment to secure economic rights and pre-
serve markets: Yingyi Qian and Barry R. Weingast. “Federalism as a
Commitment to Preserving Market Incentives.” Journal of Economic
Perspectives 11 (4) (1997): 83–92.
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regimes that did not impose unwanted mandates

but, instead, fit the needs of their consumers. State

lawmakers would become more sensitive to the

potential for insurer exit. At a minimum, interstate

regulatory competition would provide an escape

valve from arbitrary or discriminatory regulatory

policies imposed at either state or federal levels. Key

design requirements for regulatory competition in

health insurance would include:

. Only one sovereign has jurisdiction over a par-

ticular set of health insurance transactions, and its

law controls the primary regulatory components of

the regime governing them. Other states provide

regulatory reciprocity (also known as the “principle

of mutual recognition” in the European Union), by

respecting and enforcing that state’s insurance char-

ter and its accompanying rules. Such reciprocity

works through private arbitrage of jurisdictional

competition, rather than politically mandated har-

monization that suppresses competition.

. Health insurers can choose their statutory

domicile, or otherwise determine the applicable

forum and applicable law, and make it part of the

purchasing option they present to consumers. Insur-

ers and their consumers can exercise the right of free

exit: they can vote with their feet and their pocket-

books. Insurers can choose their domiciles, the mar-

kets where they prefer to operate, and the bundle of

laws and regulations attached to the products they

sell. They can relocate to alternate jurisdictions at

relatively low cost. Consumers may choose not only

the state in which they live but also the legal rules

attached to the insurance products they buy.

. States must receive some benefits, such as tax

revenues, from competing in the production of spe-

cific laws and regulations that reduce insurers’ busi-

ness costs and increase the value of insurance prod-

ucts. Conversely, states also must feel within their

own borders a sufficient number of any negative

consequences of the regulatory regimes they choose

to adopt and “export” to consumers in other states.

. Competition for the marginally informed

consumer must operate to protect other consumers

who are not aware or informed of the particular reg-

ulatory regime.

. Rather than present a single set of contract

terms on an all-or-nothing basis, insurers can offer

consumers a menu of alternative policies that are

priced to reflect different regulatory approaches.

. Solvency regulation should remain decentral-

ized and kept at the state level, to avoid federal dom-

ination over other regulation in the name of

protecting consumers and taxpayers. Regulatory

competition for insurance product design, pricing,

and pooling could be accommodated within the

current state-based guaranty fund system in a man-

ner that limits an individual state’s opportunities to

impose costs on other jurisdictions.

Several mechanisms or paths could lead to vig-

orous interstate competition in health insurance

regulation. A more indirect, but sustainable,

approach would involve strategic use of choice of

forum clauses, and perhaps choice of law clauses, in

health insurance contracts. Insurers would condi-

tion sales of a particular policy on a consumer’s

consent to the designated litigation forum. That

forum would be matched to the state whose regula-

tory law was selected. This choice of forum would

need to be adequately disclosed and executed at the

beginning of the contractual period, not just at the

time of litigation. Insurers could increase the like-

lihood that the agreement would be enforced and

regulatory competition enhanced by linking the

designated forum to their company’s domicile—

rather than to the site of the sales transaction.26

Federal law could provide some shortcuts—such

as a statute mandating enforcement of choice of

forum contracts under the commerce or full faith

and credit clauses of the Constitution. Congress also

could provide uniform disclosure requirements for

choice-of-forum and the insurer’s domicile in

insurance contracts.

A more direct federal statutory approach might

set an “insurer domicile” rule, in place of a “site of

transaction” rule, for determining applicable state

law and regulatory authority—at least as a default

rule for multi-state transactions where the respec-

tive parties do not otherwise designate operative

26 Larry E. Ribstein and Bruce H. Kobayashi. “A State Recipe for Cookies:
State Regulation of Consumer Marketing Incentives.” American
Enterprise Institute Federalism Project Roundtable, January 30, 2001
(www.federalismproject.org /masterpages /ecommerce /cookies.pdf).
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law. For example, Rep. Ernest Fletcher (-)

recently introduced the “State Cooperative Health

Care Access Plan Act of ” (.. ), which

would authorize a health insurer offering an insur-

ance policy in one primary state (the primary loca-

tion for the insurer’s business) to offer the same

policy type in another secondary state. The product,

rate, and form filing laws of the primary state would

apply to the same health insurance policy offered in

the secondary state.27

Another route to interstate competition in

insurance regulation might be built on decisions by

individual states to grant regulatory “due deference”

to determinations by out-of-state insurance regula-

tors that a particular insurance company is qualified

to conduct such business. Once an insurer submit-

ted evidence of good standing in its domestic juris-

diction and (if different) in the jurisdiction where it

conducts the largest share of its health insurance

business, it would qualify for licensure in the state

granting such regulatory deference.28

Involving Congress in structuring interstate regu-

latory competition may be necessary to defuse threats

of retaliation and exit restrictions by individual state

insurance regulators. However, it remains unlikely

that Congress would relinquish a great deal of cur-

rent and future regulatory authority over health

insurance (HIPAA; mandates for mental health pari-

ty and minimum maternity stays in the hospital; pro-

posed patients bill of rights legislation [PBOR])

without asking for something in return. For that rea-

son, the contractual choice of forum approach would

be preferable to other more targeted statutory fixes

requiring costly political side payments.

Any move to full-fledged regulatory competition

in health insurance, whether attempted through a

legal or a legislative strategy, will require mobiliza-

tion of political constituencies that see its benefits

and need them. The most likely future candidates for

reinvigorated state regulatory competition might

well be large, self-insured, multi-state firms. Most

versions of proposed PBOR legislation would target

them for the greatest liability risks, particularly if

those firms administer their own workers’ health

benefits in-house. If enacted into law, PBOR also

would strip away many of the benefits of current

ERISA protections against state regulation by impos-

ing a multitude of new federal mandates on self-

insured companies. (As of this writing, it appears

unlikely that negotiators ultimately might revive and

revise the latest version of such proposed legislation

to ease some of the new liability burdens on large,

self-insured employers by transferring lawsuits

against them to federal court.) Multi-state, self-

insured firms still may seek the uniformity of a sin-

gle regulator, but seeking exclusive regulation at the

federal level may not provide a deregulatory haven

much longer. If large firms begin to see self-insured

status as more of a liability-increasing risk than a

regulation-reducing benefit, they may consider the

virtues of linking their plans to a single market-

friendly regulatory regime at the state level. If state

insurance regulatory systems could compete on an

interstate basis, the better ones might find a new cus-

tomer base in multi-state firms seeking consolidated

regulation of fully insured products at the state level.

Another possible block of customers for compet-

itive federalism-style insurance regulation includes

purchasers of individual insurance on the Internet.

The current lines of regulatory jurisdiction for Inter-

net sales remain fluid. Congress might consider a

special carve-out to minimize the growth of new

regulatory burdens on this promising channel of dis-

tribution. Matching regulatory jurisdiction to an

insurer’s state of incorporation might simplify the

regulatory branding for Internet insurance products.

It also would allow an insurer to offer potential

Internet-based purchasers a more uniform insur-

ance product, regardless of where they live. Recent

27 See also Employment Roundtable, op cit., pp. 20–21. 

28 Regulators in secondary states would be most likely to treat proof of
licensure and good standing in the primary state as prima facie evidence
of qualification for licensure in the secondary state, while still requiring
additional routine documents and fees and compliance of the primary
state’s insurance department with broadly accepted accreditation stan-
dards, such as those maintained by the National Association of Insur-
ance Commissioners. (For one creative “draft” proposal outlining how
regulatory due deference might operate at the state level, see Lawrence
Mirel. “Regulatory ‘Due Deference’: A Proposal for Recognition and
Deferral to Fellow Insurance Regulators under Certain Conditions.”
Exposure Draft. Commissioner of Insurance and Securities for the District
of Columbia, January 1, 2002.) Initially, an individual state’s decision to
grant regulatory due deference would be similar to a declaration of 
unilateral free trade in health insurance products. The state would be
eliminating or reducing its own regulatory restrictions on out-of-state
insurance to benefit its citizens and to provide a model for other states
to emulate. 
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individual insurance price quotes for Internet-mar-

keted products suggest that such distribution already

has great potential to make low-cost insurance more

available to lower-income consumers.

An additional block of potential buyers for com-

petitive federalism-style health insurance could be

sponsors of voluntary purchasing coalitions. To gain

a firmer foothold in the health insurance market-

place, buyers’ groups will need to find state-based

regulation that does not overpower them with rat-

ing restrictions and pooling requirements (to the

extent they are not pre-empted by other federal leg-

islation). These groups also are likely to operate

beyond a single state’s boundaries, and they would

prefer dealing with a single insurance regulator.

Finally, if optional federal tax credits are made

available to purchasers of non-ESI policies,

Congress could consider crafting special regulatory

treatment for policies serving this new clientele.

Of course, proposing interstate competition in

state health insurance regulation will face pre-

dictable “race to the bottom” warnings. However,

those who prefer the existing set of choices within

the existing health insurance regulatory system can

continue to use them. Other consumers who believe

there are advantages in new and different regulatory

approaches should be allowed to try them.

Reputational concerns will provide both con-

straints and incentives for the choice of regulatory

regimes by established insurance firms. There is lit-

tle to be gained on a long-term basis in contracting

for a law and forum that many consumers are likely

to know unduly favors insurance sellers over buyers.

Normal competitive pressure would discourage

private insurers from repeatedly switching their

state insurance regulator on an opportunistic,

short-term basis. Insurers would be more likely to

issue a credible promise not to remove to another

state, in order to reduce doubts about the enforce-

ability of certain provisions of its insurance con-

tracts.29 By accepting this restriction voluntarily, a

private insurance company might improve its mar-

ket value. Insurers also would tend to incorporate in

states that had an established tradition of regulatory

stability and in states whose economy was more

dependent on the insurance industry.

State regulators could coordinate their law

enforcement activities to deal with interstate prob-

lems. They also could require compliance with the

standards of a centralized body to assist necessary

uniformity in certain areas. Or Congress could

establish a default rule for enforcement of certain

actions (such as those involving consumer fraud or

other improper market conduct) that affect con-

sumers in a secondary state but involve insurance

policies regulated by a primary state. The rule would

authorize insurance regulators in that secondary

state to treat the insurer involved as if it were prima-

rily licensed there.30

Defenders of the current regulatory structure

and skeptics of regulatory competition need to

answer the “Compared to what?” challenge. They

cannot just assume that a hypothetically perfect,

well-designed system of more and more state (or

federal) health insurance regulation will materialize

in the future. They need to demonstrate its measur-

able benefits over a more decentralized system of

regulatory competition—a system much more likely

to deliver the contractual assurances, services, and

features for which buyers are willing to pay.

After all, we have already been running a differ-

ent race to the “bottom” with too much regulation.

The losers end up uninsured—because they can’t

afford coverage or refuse to overpay for it. The race

to the “market top” needs a full field of state regula-

tors running in each other’s markets.

Summary

The tax incentives and deregulatory initiatives above

would be aimed at increasing overall insurance cov-

erage levels for catastrophic protection, encouraging

more stable and longer-term private insurance

arrangements, providing a better match between

individual consumer preferences and available prod-

ucts, and expanding the pool of personal savings

available to finance more routine and discretionary

29 Henry N. Butler and Jonathan R. Macey. “The Myth of Competition in
the Dual Banking System.” Cornell Law Review 73 (May 1988): 677, 715. 

30 See, for example, the State Cooperative Health Access Plan Act of
2002 (H.R. 4170): § 101.
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health care spending choices. New voluntary pooling

options also may lower the administrative costs and

improve the qualitative choices available to certain

health care purchasers employed by small firms, self-

employed, and/or lacking access to employer-spon-

sored insurance coverage. The overall objective is to

help make less-comprehensive levels of private

insurance coverage more available and more afford-

able for more customers.

Safety Net Reforms

The above reforms focus in large part on restructur-

ing and expanding financial assistance via the tax

code to empower and provide incentives to taxpayers

to purchase at least basic levels of catastrophic health

insurance coverage. The additional combination of

deregulatory reforms, personal savings incentives,

and reduced subsidization of discretionary health

spending would increase the availability of more

affordable health care options for all purchasers.

Nevertheless, lower-income individuals and families

ineligible for Medicaid coverage still would need to

rely to a great extent on the mixture of safety net

mechanisms (state uncompensated care funds, pub-

lic hospitals, community health centers, mandated

emergency room care, and other uncompensated

care provided by private hospitals and physicians)

that provide a market for “free care.”

The uninsured in general pay out-of-pocket for

only about one-third of the care they receive. Even

more of that charity care is available to low-income

uninsured individuals in particular. According to

Herring, high-income uninsured individuals receive

more than half ( percent) of their medical care in

the form of charity care, whereas low-income unin-

sureds receive just over two-thirds ( percent) as

free care. The average uninsured person consumes

at least  percent, and perhaps as much as  per-

cent, of the annual health care used by the average

insured individual.31

In deciding whether it’s best to subsidize insur-

ance coverage or additional “free” health care for the

low-income uninsured, several points stand out.

The current market for charity care operates quite

rationally in mimicking the effects of private cata-

strophic insurance policies. The proportion of

health care paid out-of-pocket by the uninsured

decreases considerably as utilization and total

“spending” increases. Proportionately more charity

care is available for uninsured individuals who incur

larger medical expenses. And the low-income unin-

sured with high medical bills (above ,) pay

about half as much out-of-pocket for their care as

do high-income uninsured individuals with similar-

ly sized bills. (The low-income uninsured with such

high bills receive  percent of their care for free.)32

At the same time, availability of charity care for

uninsured individuals has a modest negative effect

on their decision to purchase private health insur-

ance. In effect, the supply of free care lowers the

“reservation price” value of insurance for the unin-

sured when they consider the net cost to them of

paying for insurance premiums versus remaining

uninsured. If the supply of free care expands, tax

credit subsidies will need to become even larger to

induce the uninsured (particularly those with low

incomes) to purchase insurance.

However, the relative crowd-out effects of ex-

panded free care that reduce insurance levels are

modest compared to its benefits in improving a low-

income uninsured individual’s direct access to health

care (as opposed to health insurance).33 This suggests

strongly that, dollar-for-dollar, investing in safety net

assistance to the low-income uninsured is more

effective and productive than trying to coax them to

purchase health insurance with tax subsidies.

Although increased federal subsidies to local

uncompensated care pools and to community

health centers may bolster those important compo-

nents of the overall safety net, two higher-priority

items should be targeted first: financial assistance to

high-risk pools for the medically uninsurable, and

expanded tax incentives for charitable giving that

helps deliver health care services to the low-income

uninsured.

31 Herring, 2001, op cit., pp. 9–10; see also Herring, 2000, pp. 27–37. 32 Herring, 2001, p. 10.

33 Ibid., pp. 29–30.
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Medicaid Coverage for State High-Risk Pools

Medically uninsurable individuals represent a small

percentage of the uninsured population (roughly no

more than  percent to  percent of the uninsured

have ever been denied health coverage for medical

reasons).34 But they present the strongest case for

public assistance. To some degree or another, at least

 states currently operate high-risk pools that make

insurance coverage available to them and subsidize

their premiums.

States with well-structured and adequately

financed high-risk pools are more successful in

keeping their individual health insurance markets

competitive and insurance rates affordable. Such

pools allow the individual insurance market to

operate efficiently, while carving out for special

treatment those high-cost individuals who are

beyond the capacity of the individual market to

handle on an unsubsidized basis.35

However, not all state high-risk pools are ade-

quately financed (ideally, the funding should come

from general revenues rather than through taxes on

insurers within the state), and many states do not

provide such subsidized coverage at all. Using the

rationale that the “medically uninsurable” (at least to

the extent that the unsubsidized price to insure them

privately far outstrips their ability to pay) should be

considered “medically needy,” mandatory Medicaid

coverage and matching federal assistance should be

extended to this class of beneficiaries, provided that

the funds are channeled through state-operated

high-risk pool programs that meet certain mini-

mum criteria (for example, premium ceilings, wait-

ing periods, rejection by at least one insurer, cata-

strophic conditions allowing automatic pool

acceptance without prior carrier rejection) already

in practice, but not “new” ones. The scope and scale

of this Medicaid-financed high-risk pool coverage

for the medically uninsurable would be capped at an

upper ceiling that equals the higher amount of all

individuals in a state facing private insurance premi-

ums that are at least  percent of standard rates

(plus those who cannot obtain any coverage at all,

for medical reasons) or  percent of all people cov-

ered in a state’s individual insurance market.

Citizen Appropriations for Charitable Health Care

To bolster financing for charitable safety net care

and ensure that it is delivered with private-sector

efficiency, a new  percent, dollar-for-dollar feder-

al income tax credit (above the line) would be pro-

vided for certain charitable contributions to provide

health care services to the low-income uninsured.

These “citizen appropriations” would be modeled in

part on the Arizona tax credit for education “schol-

arships.”36 The maximum individual credit amount

allowed would be no greater than  percent of an

individual’s federal income tax liability in a given

tax year. Eligible donations would have to be made

to approved organizations that provide health

insurance coverage, health care services, or payment

of medical bills to uninsured individuals who are

not eligible for optional federal health tax credits

or Medicaid assistance. Organizations eligible to

receive the donations must either be a non-profit, in

accordance with section (c)() of the Internal

Revenue Code, or, in the case of hospitals, physi-

cians, insurers, and other health care providers that

wish to receive direct donations, a separate non-

profit subsidiary created by them to receive and dis-

tribute such funding. Eligible organizations could

spend only as much of their donations as they could

document was directed toward paying the health

care expenses of qualified uninsured individuals.

Taxpayers could designate the institution to which

their donation would be directed, but they could

not pinpoint the individual beneficiary.

34 Karen Beauregard. “Persons Denied Private Health Insurance Due to
Poor Health.” Agency for Health Care Policy and Research publication
no. 92-0016. Rockville, MD, December 1991; Pauly and Herring, op cit.,
pp. 88, 90–91. 

35 Elizabeth White. “Risk Pools Aim to Cover Uninsurable, Stabilize
Insurance Markets.” BNA’s Health Policy Report, August 27, 2001, pp.
1338–41; Conrad F. Meier. “Extending Affordable Health Insurance to

the Uninsurable.” Heartland Policy Study No. 91, August 27, 1999. 

36 See, for example, Carrie Lips and Jennifer Jacoby. “The Arizona
Scholarship Tax Credit: Giving Parents Choices, Saving Taxpayers
Money.” Washington: Cato Institute Policy Analysis No. 414, September
17, 2001; Lisa Snell. “The Arizona Tax-Credit Program Paradox.” Reason
Public Policy Institute Policy Update 18, April 4, 2002.
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Thinning Out the Emergency Room—Rethinking

EMTALA

Hospital emergency rooms increasingly are plagued

by overcrowding, unfunded care deficits, and arbi-

trary federal regulatory mandates. Behind a good

many of those problems is the Emergency Medical

Treatment and Active Labor Act (EMTALA), origi-

nally a largely symbolic law but now one with

increasingly pernicious consequences.

EMTALA essentially prohibits discrimination

against individuals seeking treatment (frequently

high-cost) in hospital emergency rooms based on

ability-to-pay criteria. It has been interpreted and

expanded through the past decade to essentially

provide broad, unfunded access not just to emer-

gency care, but, potentially, inpatient care as well. As

David Hyman notes, hospital emergency room per-

sonnel cannot delay treatment or examination to

inquire about patients’ ability to pay or their insur-

ance status.37

As an unfunded federal mandate imposed on

hospitals, EMTALA has created free-rider problems.

First, managed care organizations cut back on emer-

gency care coverage, and then their insured patients

bypassed their health plans’ contractual restrictions

on access to emergency departments and arrived

there for “free treatment” anyway. By the late-s,

EMTALA essentially mandated access to -hour,

just-in-time, emergency care at levels well above

what many insured individuals were willing to pay

for in their managed care plan contracts. With hos-

pital emergency departments already dispropor-

tionately serving patients covered by Medicaid and

those who are uninsured, increasingly unable to

“make up their losses on volume,” and finding their

proportion of paying insured patients declining,

EMTALA’s unrestricted entitlement for utilization

up to ER capacity provided strong incentives for

hospitals to constrain, rather than expand, their

emergency department capabilities. As too many

patients lined up for federal free lunches in the ER,

overcrowding, queuing, and declining quality of

care hurt the uninsured most.

A first-stage remedy would be to repeal

EMTALA’s application to insured patients. ER per-

sonnel should be given leeway to sort prospective

patients initially into “insured” versus “uninsured”

categories, with the former then explicitly informed

that they will be held personally responsible for

unreimbursed care and asked to provide modest

refundable deposits (returned in the event of true

emergencies that are eligible for health plan reim-

bursement).38

Second-stage relief to ER overcrowding would

involve new federal assistance to all health care

providers delivering disproportionate shares of

uncompensated emergency care to the uninsured (in

effect, DSH-E, or disproportionate share-emergency

care, rather than the current DSH, or dispropor-

tionate share, payments that are made to providers

with high levels of services to lower income

patients), instead of continuing to impose unfund-

ed emergency care mandates. Reimbursement

would be pegged to Medicaid payment levels, but it

would be based only on actual levels of otherwise

uncompensated care to the uninsured.

Beyond limiting EMTALA emergency room

mandates to individuals without insurance cover-

age, we also would consider allowing emergency

care providers to charge uninsured individuals who,

upon preliminary screening, present no obvious

emergency symptoms a refundable copayment at

the time of such emergency room care (limited in

amount, returned in the event that ER staff later cer-

tifies that an emergency condition in fact existed,

and federally subsidized for low-income individuals

not otherwise eligible for Medicaid or federal tax

credits).

37 This section draws heavily on the work of David A. Hyman. “Patient
Dumping and EMTALA: Past Imperfect/Future Shock.” Health Matrix:
Journal of Law-Medicine 8 (Winter 1998): 29–56.

38 For evidence that increased cost sharing could discourage patients
from inappropriately using hospitals’ emergency departments, see Kevin
F. O’Grady, Willard G. Manning, Joseph P. Newhouse, and Robert H.
Brook. “The Impact of Cost Sharing on Emergency Department Use.”
The New England Journal of Medicine 313 (August 22, 1985): 484–90

(finding that a 25-percent level of cost sharing deterred emergency
department utilization for less serious conditions but did not deter uti-
lization for more serious conditions). See also Joe V. Selby, Bruce H.
Fireman, and Bix E. Swain. “Effect of Copayments on Use of the
Emergency Department in a Health Maintenance Organization.” The
New England Journal of Medicine 334 (March 7, 1996): 635–41 (con-
cluding that a small co-payment resulted in a 15 percent reduction in
emergency department utilization but did not affect conditions classified
as “always an emergency”). 
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Medicaid Opt-Out Vouchers for Other Private

Insurance Coverage

To help provide a transitional step from Medicaid

coverage to longer-term private coverage under the

various options outlined above, federal Medicaid

waiver authority would be expanded for states that

already provide private managed care alternatives to

Medicaid fee-for-service coverage and use capitated

per-beneficiary payments to do so. States could allow

individual Medicaid-eligibles (not including the

blind and disabled, or the medically needy elderly) to

claim their “share” of annualized capitated payments

as a private health insurance voucher. This option

would be at the initiative of beneficiaries (no manda-

tory assignment). These opt-out beneficiaries, whose

Medicaid eligibility would be annualized to reduce

administrative costs and complexities, then could use

the vouchers to purchase other eligible forms of

HIPAA-qualified private insurance coverage.

States would be allowed to waive certain manda-

tory Medicaid benefits package requirements for

these private insurance alternatives to allow benefi-

ciary cost sharing and economizing incentives. For

example, private opt-out plans could combine

greater cost sharing with first-dollar coverage of

preventive care services—most likely two annual

primary care physician office visits. Plans that com-

bine high-deductible catastrophic coverage with

individual health spending accounts would be

specifically authorized. Private opt-out plans also

would be authorized to provide rebate incentives for

beneficiaries using covered services in amounts

totaling less than  percent of annual premiums, or

for those not using emergency room benefits, in a

given year. Apart from this enhanced cost-sharing

flexibility, minimum covered benefits would be sim-

ilar to those required for the optional federal tax

credits, as described previously.

States using this waiver authority could choose to

risk adjust voucher amounts for participating bene-

ficiaries, but they would not be required to do so.

Coverage/Eligibility

Apart from existing Medicaid program criteria for

coverage of the non-elderly, non-disabled poor, eli-

gibility is not directly pegged to income. Tax credit

assistance requires federal tax liabilities, but it is

provided proportionately ( percent of eligible

expenses) rather than laddered or phased out

according to one’s income level. It would not be

available to individuals taking advantage of the cur-

rent tax exclusion for ESI (no double-dipping).

MSA options are available to anyone who purchases

HIPAA-qualified catastrophic health insurance

(ideally with fewer restrictions on the permissible

range of deductible levels). Tax-free rollover treat-

ment of year-end FSA balances is available to

employees offered and using FSA benefits in ESI

plans. Any employer may offer a defined contribu-

tion health benefits plan with individual health sav-

ings accounts, provided the employer pays for the

health insurance (either directly or when presented

by a participating employee with a request for reim-

bursement of a paid insurance coverage invoice).

Safety net assistance via “citizen appropriations”

charitable tax credits will be distributed according to

the rules set by eligible non-profit intermediaries.

Although it theoretically could be distributed direct-

ly to the insured (for example, to subsidize the

employee share of ESI premiums), standard priority

setting as well as likely Internal Revenue Service

(IRS) rules for charitable purposes would make that

unlikely. EMTALA-mandated “free” emergency care

would be limited to the uninsured. The only manda-

tory coverage would be that under current law that

is not otherwise eliminated above (Medicaid,

Medicare, military care, and other miscellaneous

federal health programs).39 Purchase of private cov-

erage would remain voluntary, but be more wide-

spread as the “value” of that coverage improves.

Individuals who believe they can improve their over-

all well-being by spending their money on other

items than health insurance (for example, invest-

ment in education has a higher payoff in terms of

improved health outcomes than does the purchase

of health insurance, all things being equal) should

remain free to do so. The ultimate objective is to

39 Reform of those public programs is outside the immediate scope of
this paper. For the author’s thoughts on those issues, see Tom Miller.
“Public Health Care.” In Cato Handbook for Congress: 108th Congress.
(Washington: Cato Institute, forthcoming 2003). 
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improve health outcomes for more people, and, sec-

ondarily, to facilitate their access to necessary health

care. Greater health insurance coverage is only one

of several means to accomplish that objective, not an

end in itself.40

Opportunities to accumulate long-term savings

in MSAs, FSAs, individual health savings accounts

within two-tiered DC plans, and even Medicaid opt-

out rebates would provide a further financial buffer

to weather insurance coverage disruptions during

transitional periods (job switches, unemployment,

early retirement, welfare to work). Labor market

competition should limit incentives for employers

to abandon current ESI coverage offers, although

employers may need to restructure their plans to

deal with federal tax credit competition.

Subsidies

The primary subsidies for health insurance and

health care spending would remain tax subsidies,

unless and until it is politically feasible to pull all of

them up from the tax code by their roots and

branches.41 Individual states may continue to set dif-

ferent income phase-out levels for Medicaid assis-

tance. High-risk pool subsidies are pegged to the

degree by which individual insurance premium

quotes exceed standard rates, although states may

wish to consider setting some secondary income cri-

teria that link eligibility for such subsidies to private

insurance premium levels that exceed a particular

minimum percentage of one’s annual income.

The optional federal tax credit is designed to

“crowd in” workers who seek alternatives to current

ESI offers, as long as they are willing to make the

necessary cost-sharing trade-offs. The  percent tax

credit is also designed to be more appealing to

workers in lower marginal income tax brackets (the

 percent bracket, plus a discounted portion of the

full . percent employer/employee FICA payroll

tax), and less appealing to higher-income workers

who would benefit more from the current tax exclu-

sion for ESI coverage.

Various deregulatory reforms that open up new

private coverage options might crowd out some

portion of current ESI coverage, to the extent that

the former offer higher-value alternatives. Covered

individuals currently benefiting disproportionately

from regulatory cross-subsidies might need to

rebalance their personal health spending with their

personal health care costs in a more competitive,

risk-sensitive pricing environment.

Removing access to free emergency room care

(under EMTALA mandates) from insured individu-

als would reduce “free riding” by managed care

plans, restore and perhaps expand emergency care

capacity, and improve access to emergency care for

the uninsured.

The optional federal tax credit is based on one’s

previous calendar year federal tax liabilities, author-

ized to be advanceable and transferable, and able to

be administered through payroll deduction and/or

list billing—all to reduce cash flow problems.

Limited forms of multi-year income averaging may

help to address beneficiary concerns about year-end

reconcilability and recapture.

The Medicaid opt-out vouchers provide a slight

opportunity to mainstream low-income beneficiar-

ies with non-subsidized people in private insurance

plans. However, there is nothing wrong with a little

“welfare” stigma to the extent that it provides incen-

tives to individuals to seek higher-paying employ-

ment, better insurance coverage, and economic

independence. The medically uninsurable in state

high-risk pools, on the other hand, are only partially

subsidized because they still would pay approxi-

mately  percent to  percent of standard insur-

ance rates.

Most of the proposed subsidies herein would

come from the tax expenditure side of the federal

budget ledger. Federal matching payments for state

high-risk pools and disproportionately mandated

emergency room care to the uninsured would flow

through the Medicaid entitlement, rather than the

annual appropriations, process.
40 See Cato Institute. “Will More Health Insurance Improve Health
Outcomes?” Policy Forum, June 19, 2002 (http://www.cato.org/events /
020619pf.html).

41 See Tom Miller. “Health Care.” In Cato Handbook for Congress: 107th
Congress. Washington: Cato Institute, 2001, pp. 311, 313–17. 
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Financing

Necessary funding would be acquired through a

combination of spending reductions within both

current federal health programs and other federal

non-health programs (a lengthy set of recommend-

ed budget cuts is available on request from the Cato

Institute, and Congress continues to supply new

opportunities to expand it on a regular basis), as

well as reprogramming of current Medicaid spend-

ing. To the extent that the total amount of reduced

federal tax revenue (due to individual tax credits)

still remains greater than the reduced expenditure

levels, we suggest that it would represent a more

productive form of publicly held federal govern-

ment debt than other, much larger amounts of cur-

rently “implicit” long-term debt for health care

expenditures (Medicare). Incentives aimed at reduc-

ing the long-term trend in the growth rate of health

care costs also would help any given level of spend-

ing to deliver more, and better, health care.

A portion of funding for high-risk pools would

shift from the state level to the federal government,

and the overall amount of such funding for assis-

tance to the medically uninsurable would be likely

to increase with more liberal eligible criteria.

Providing federal disproportionate share assis-

tance to emergency care providers for the uninsured

would shift some of that burden from the private

sector (unfunded EMTALA mandates) to federal

taxpayers.

We view private ESI benefits as job-based com-

pensation by non-wage means. In that sense, the

employee bears the ultimate cost of such insurance.

Carving back regulatory cross-subsidies and reduc-

ing the tax bias favoring employer group insurance

coverage would better match individual workers’

personal health care consumption decisions with

what they are willing and able to pay.

Insurance and Risk

We remain unperturbed by hypothetical concerns

about adverse selection and risk segmentation in a

more competitive, market-based private health

insurance system. There is little evidence that indi-

viduals and families can identify and anticipate most

of their future medical expenses in ways their poten-

tial insurers cannot. A recent study by Cardon and

Hendel finds little empirical evidence of information

asymmetries, market failure, and adverse selection in

health insurance markets.42 Differences in health

expenditures between the insured and uninsured are

mostly due to observable differences in demograph-

ics (age, gender) and price sensitivities (higher-

income workers capture more tax subsidies for

insurance coverage), rather than unobservable fac-

tors related to health status.

Private insurers do not need to remain helpless

and clueless regarding potential adverse selection

problems. In competitive markets, they may use a

number of tools: set periodic limits on plan switch-

ing, vary premiums according to the amount of

insurance purchased, underwrite and rate based on

risk categories, create more homogeneous risk pools,

or rely on the law of large numbers to diversify risks

in large pools. Consumer inertia and individual dif-

ferences in aversion to risk further limit the applica-

bility of adverse selection theory to the real world.

Many difficulties we observe in health care insur-

ance markets are due to government intervention

rather than adverse selection or other market fail-

ures. If insurers are not allowed to charge different

premiums to different risks, price predicted risk

appropriately, and match their policy configurations

to market demands, they will be more likely to resort

to higher uniform prices, less savory practices like

excluding or discouraging coverage of high risks,

and, ultimately, market exit. Cream skimming

42 James H. Cardon and Igal Hendel. “Asymmetric Information in Health
Insurance: Evidence from the National Medical Expenditure Survey.” The
Rand Journal of Economics 32 (3) (2001): 408–27. See also Stephen H.
Long, M. Susan Marquis, and Jack Rodgers. “Do People Shift Their Use
of Health Services Over Time to Take Advantage of Insurance?” Journal
of Health Economics 17 (1) (1998): 105, 112–15. Long et al. find little
support for the hypothesis that people anticipate changes in their insur-
ance status and arrange their health care consumption accordingly. The

authors also find no evidence that people choose to purchase or drop
insurance coverage in anticipation of change in their overall health care
needs and conclude that insurer selection is an unlikely explanation for
this failure to find quantitatively important transitory demand. However,
they observe that recent state reforms aimed at eliminating or limiting
some insurer restrictions on coverage of pre-existing conditions ironically
might increase the ability of patients to adjust their treatment patterns
for chronic conditions in anticipation of insurance changes. 
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(selecting only the best risks) becomes the insurers’

mirror image of adverse selection by insurance cus-

tomers. Political interventions fail to alleviate under-

lying differences in risk across customers or elimi-

nate insurers’ knowledge of such differences. They

only force insurance companies to cope in inefficient

ways and create new problems.

It is preferable to allow private insurers to do

what they do best—evaluate risk and price it accord-

ingly—and then deal with remaining outlier prob-

lems (for example, the medically uninsurable)

through explicit, transparent public subsidies rather

than more camouflaged regulatory cross-subsidies.

We should separate support for societal objectives of

income redistribution and protection against pro-

hibitively expensive, but predictable, health risks

from the competitive operations of commercial

insurance markets.

Health status information is most likely to be

asymmetric when it is scarce and costly. While gov-

ernment mechanisms prefer to ignore, hide, or shift

those information costs, markets create proper

incentives to discover efficient ways to signal rele-

vant private information and put it to use.43

Deregulating insurance choices and providing

greater tax parity for all insurance purchasers can

fill the real gaps in private insurance coverage, by

providing breathing room for further market inno-

vations, such as new forms of voluntary risk pooling

and long-term insurance contracts. The growing

availability of online health information and insur-

ance products further strengthens the case for

empowered consumers.

Market mechanisms cannot eliminate every

unfortunate human experience in health care

access, affordability, and quality. Private charity and

a backup safety net of transparent, direct subsidies

have necessary roles to play. Unlike centralized gov-

ernment “solutions,” markets do not promise per-

fect outcomes, just better ones.

Administration and Regulation

In most cases, administration and regulation of

health insurance arrangements would remain pre-

dominantly at the state level (subject to the ERISA

pre-emption for self-insured employer group plans,

and new pre-emption protections for certain volun-

tary purchasing pools and insurance purchased with

new federal tax credits). Consumer flexibility, rather

than state flexibility per se, would be increased

through greater interstate regulatory competition

and arbitrage (competitive federalism). The Internal

Revenue Service and the Treasury Department would

play a large role in administering new forms of tax-

code-based assistance and in regulating charitable

care intermediaries handling “citizen appropriations”

tax credits used for charitable health care purposes.

High-risk pools for the medically uninsurable

should continue to be administered by states, but

some degree of federal monitoring would creep in

as a corollary to matching federal Medicaid funds.

A new federal administrative apparatus (hope-

fully modest) would be needed to handle federal

matching payments for disproportionate uncom-

pensated emergency room care provided to the

uninsured.

Benefits

Apart from a generic list of the minimum “types” of

benefits that must be included in private insurance

eligible for optional federal tax credits, benefits

could vary widely for different covered individuals.

The most important component of such variation

would be in the range of cost-sharing mechanisms

and levels. Deregulated health insurance options

should operate as “magnet health plans” that

increasingly draw consumers away from more tradi-

tionally regulated insurance plans (in particular,

fully insured employer group plans still subject to

substantial state-level regulation).

Fit and Feasibility

The new system is designed to be evolutionary,

based on incentives and market-opening opportu-
43 Stephen Shmanske. “Information Asymmetries in Health Services: The
Market Can Cope.” The Independent Review 1 (2) (1996): 191–200.
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nities for a wider range of health care financing and

delivery alternatives. The respective market shares

for the latter would be determined by the prefer-

ences of empowered individual consumers, control-

ling more of their own money and responsible for

the consequences of their decisions. We do not tear

up the employer-based system, but we subject it to

new competition on a more level playing field. To be

clear, most of the “new” economic signals would

point in the direction of greater cost sharing, less-

comprehensive insurance coverage, and more indi-

vidual consumer responsibility. But consumers

seeking more security or more predictable long-

term arrangements would be able to join together in

particular health financing mechanisms that facili-

tate those preferences. (They just would find it

harder, through political means, to force others to

disproportionately subsidize their particular tastes.)

Individual workers, more so than employers,

would be presented with expanded voluntary

options rather than political mandates. The pace of

change largely would be determined by their decen-

tralized, pluralistic choices.

The current climate of annual double-digit per-

centage increases in health care costs, dissatisfaction

with the mature version of managed care, and

remaining political resistance to centralized com-

mand-and-control mechanisms points to greater

acceptance of the last remaining, relatively unex-

plored health care reform option—putting choices

back in the hands of individual consumers and

competitive free markets.44

Equity

To a larger degree under the new system, you would

get what you pay for, unless someone else wanted to

pay for it voluntarily on your behalf. Income redis-

tribution issues should be debated separately and

resolved in the larger political arena, while we final-

ly allow health insurance markets to operate more

efficiently for the purposes for which they are best

suited. The optional federal tax credit, designed as

an uncapped percentage of insurance costs, is better

adapted for coping with regional market cost differ-

ences as well as variations in the ex ante risk profile

of individual customers.45

By focusing on safety net assistance that delivers

health care, rather than health insurance, aid to

those most in need could be targeted better, and at

lower cost.

Quality of Care and Non-Financial Access

The ultimate arbiter of the quality of care should be

the person who receives it and pays for it. Patients

have more at stake regarding quality than any other

party in the health care system. By more effectively

combining consumption of care with its purchase

(that is, less third-party payment), we are more like-

ly to arrive at the optimal mix of access, cost, and

quality.

A necessary role remains for separately targeted

public assistance for special or vulnerable popula-

tions. But the proposed experiment in citizen-

directed appropriations for charitable care via

dollar-for-dollar tax credits is more likely to deliver

legions of new, involved players on the compassion

front, who actually know the type of people they are

helping and care deeply about them.

The new system increasingly would distribute

medical resources toward the places where individ-

ual consumers wish them to go, instead of where

various medical providers, health industry vendors,

and “enlightened” experts prefer to receive them.

“Patient-directed” and “consumer-driven” health

care would operate under new sets of directions. ■

44 See James C. Robinson. “Renewed Emphasis on Consumer Cost
Sharing in Health Insurance Benefit Design.” Health Affairs (web exclu-
sive March 20, 2002) (http://www.healthaffairs.org/WebExclusives/
Robinson_Web_Excl_032002.htm). 

45 In using a 30 percent tax credit that is proportional to the cost of one’s
health insurance premium, instead of a fixed-dollar tax credit, we place
greater emphasis on assisting a smaller number of higher-risk individuals

in financing insurance coverage, rather than aiming simply to sign up as
many lower-risk individuals as possible for less expensive, but perhaps
also less necessary, insurance coverage. For a discussion of the trade-offs
between these different approaches to insurance subsidies, see Mark
Pauly, Bradley Herring, and David Song. “Tax Credits, the Distribution of
Subsidized Health Insurance Premiums, and the Uninsured.” NBER
Working Paper No. 8457. Cambridge, MA: National Bureau of Economic
Research, September 2001, p. 17. 
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James A. Morone has proposed a single-payer approach to provide universal

coverage with the following elements:

   with expanded benefits, including no cost sharing,

would provide automatic coverage for all legal residents of every age.

    from revenues raised by a new federal value-

added tax.

    (for residents under age ) by proposing a program

that meets federal guidelines and by paying  percent of the cost.

    for additional benefits, with the

employer-paid premium not subject to income tax.

Morone Proposal

Key Elements
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Overview

Medicare for All proposes a sharp break with both

the current health care system and with convention-

al wisdom. The proposal begins with the assump-

tion that the problems of American health care—

most notably the problem of the uninsured—will

not be fixed by tinkering at the margins. Nor will

they be fixed without popular agitation, without a

movement.

This is not a proposal geared to the current

Congress, but it does build on and improve one of

the nation’s most popular public policies. It is easy

to understand. It is a proposal that citizens could

rally around. And, given the trends in the American

economy and the health care system, it might even-

tually prove to be more politically feasible—and

effective—than programs lodged more securely in

conventional wisdom.

The proposed program would improve the

Medicare program and extend it to all legal resi-

dents. Medicare for All would cover a broad range of

health care services: acute care, prescription drugs,

mental health services, maternal and child health,

and other services detailed below.

The proposed program addresses our health care

delivery systems by placing strong emphasis on pri-

mary care. Medicare for All would fund primary

health care in non-traditional settings. For example,

it would foster community health centers and

school-based health centers. More important, it

would rethink and vastly expand the delivery of

home health services, especially to the elderly and

disabled. A generation ago, the medical profession

resisted these kinds of innovations in care settings;

today, the managed care revolution has prepared the

way for such alternative practice settings.

Medicare for All would break with current

financing arrangements. Medicare payroll taxes

would be abolished. Medicare would not draw from

general revenues. There would be no cost sharing.

The current benefit limits (which force some elderly

to spend down their life savings) would be eliminat-

ed. Providers could not bill their patients for cov-

ered services.

The system would be financed by a value-added

tax (VAT) specifically earmarked for the new pro-

gram. Today, the VAT is championed by a range of

political bedfellows. In the United States, many fis-

cal conservatives seek to replace the income tax with

a VAT; some tax specialists would combine the VAT

with an income tax paid only by relatively wealthy

people. And the VAT is the major tax used (in fact,

required) by the European Union. In short, this is a

familiar tax with a substantial track record. Turning

to the VAT cuts through the Gordian knot of health

care finance. The VAT’s potentially regressive effects

could be offset by graduated income tax reductions

for low- and moderate-income taxpayers.

Employers could continue to offer health bene-

fits by providing wraparound coverage that fills in

the gaps in Medicare for All (such as dental insur-

ance, expanded mental health benefits, or amenities

such as private hospital rooms). These would be

equivalent to contemporary Medigap policies. The

tax advantages that accrue to employer-sponsored

health benefits would remain in place.

Medicare for All would permit states to experi-

ment—essentially mirroring Medicaid waivers. Any

state could opt out of the Medicare program for res-

idents under age . States that chose to opt out

would design their own alternatives—under simple

Medicare for All

by James A. Morone
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federal guidelines. State plans would be required to

guarantee universal coverage, they would have to

offer health options with no cost sharing, and they

would be required to organize their plans in a sim-

ple and transparent way. While Medicare would be

fully funded from the VAT, state plans would get 

percent of costs, matched by funds raised at the state

or local level.

Medicare for All puts special emphasis on organ-

izing an efficient bureaucracy. It would establish a

new cabinet-level Department of Health, which

would be charged with creating a simple, transpar-

ent, user-friendly health care system. By putting an

end to multiple payment sources and extensive

patient cost sharing, the proposed system would end

some of the major sources of complexity in the

American health care system. The new program

would operate with electronic billing and payment.

Major organizational initiatives would include a

benefits board that would review, evaluate, and

update the benefits package and a division for com-

munity health.

The existing Medicare program would be

streamlined—for example, we would eliminate the

arbitrary division between Part A (hospital) and

Part B (physician services). Medicaid would become

a smaller program focused largely on long-term care

benefits.

Breaking with the Old Logic

Medicare for All introduces two sharp changes from

current practice. It breaks the link between coverage

and employment—a great American innovation

rendered increasingly obsolete in the new global

economy. And it limits the long, futile American

effort to run a system with competing health care

payers.

First, consider the link between employment

and health insurance. The idea developed during

World War II when health care benefits sidestepped

wartime wage limits. It got a further boost from

post-war policy, especially the seminal Taft-Hartley

Act (). The approach was well geared to an

industrial sector marked by stable (often lifetime)

employment, relatively predictable domestic mar-

kets, and regular labor-management relations. By

, more than four out of five full-time employees

got their health care from their employers. The

numbers have declined ever since (with a brief

uptick in the s).1 Rising health care premiums

take a steady toll on the employment-based systems;

and the apparent return of relentlessly rising costs

(employer health insurance premiums increased

three times faster than the rate of general inflation

in ) have eroded a long-standing faith that cor-

porate America would have the will and skill to rein

in its health care costs.2

More important, the old industrial economy is

sinking into history. People shift jobs frequently—

lifetime employment with a single firm has become

unusual. Global trade and fierce equity markets put

enormous pressures on firms (and on their employ-

ee benefits). Contingent and part-time workers,

consultants, and other flexible arrangements all

undermine the kind of long-term commitment to

employees that nourished the old system of health

benefits. Of course, the pressures on companies vary

by sector and firm—most large companies still offer

health benefits; most small firms no longer do.

However, the numbers are declining in every catego-

ry. Efforts to reform the system by shoring up

employer health care confront the new realities of

an emerging global economy. As the quicksilver

economy of the st century gathers velocity, the

mid-th century employment-based health system

will be increasingly difficult to defend—or revive. It

offers patchy coverage, it offers few footholds for

expanding coverage to the uninsured (or the under-

insured), and it places a heavy burden on many

companies. Put bluntly, its days are numbered. As

that becomes clear, Medicare for All may stand out as

an appealing reform alternative.

Second, this plan largely rejects one of the great

1 See Marie Gottschalk. The Shadow Welfare State. Ithaca: Cornell
University Press, 2000, for a fine description of Taft-Hartley and, more
generally, the rise of the employment health care state. See also Michael
Graetz and Jerry Mashaw. True Security: Rethinking American Social
Insurance. New Haven: Yale University Press, 1999, chapter 7. 

2 Employer Health Benefits: 2001. The Henry J. Kaiser Family Foundation
and HRET, pp. 3, 13, 14; Lawrence Brown. “Dogmatic Slumbers:
Business and Health Care Policy.” In James Morone and Gary Belkin
(eds.). The Politics of Health Care Reform. Durham, NC: Duke University
Press, 1994. 



65











 








  |










health care reform standards: consumer choice of

health plans. (States that opt for their own health

plans may keep the idea alive.) In theory, American

health care offers two different kinds of consumer

choice: the choice of provider is one of the great—

and unassailable—values in American health care.

That is not the same as choice of insurers. The idea

of competing insurance packages has been a kind of

holy grail for health reformers; the idea is intuitively

appealing, because it more or less fits with tradition-

al economic models. Consumers choose among

competing plans, selecting the mix of price and

services they most value.

However, the reality has rarely met expectations.

In the real world, the choice of insurance packages is

a source of confusion and frustration. People have no

idea how to cut through the complexities. They do

not understand what exactly they are buying or what

trade-offs they are making. A full range of options is

rarely available to them in any case (nine out of 

small employers offered just one plan in ).3

Worse, the two kinds of choice often conflict:

choice among competing health plans leads to limits

on the choices that really matter to most people, a

choice among health care providers. That, in turn,

has led to the political backlash against managed

care. Medicare for All challenges the conventional

wisdom: competition among insurance plans is an

idea that has never worked except in special circum-

stances. Medicare’s current beneficiaries do not miss

it, nor will the rest of the population when Medicare

is extended to them.

Benefits and Coverage

Fixing Medicare

The first step for the proposed program involves fix-

ing Medicare itself. The program’s organization and

benefits package (introduced in ) makes little

sense today. Medicare is divided into two parts: Part

A covers hospital costs and is financed by a payroll

tax; this was the package that Medicare’s proponents

originally proposed. Part B (Supplementary Medical

Insurance) was originally a voluntary program cov-

ering physician services and out-of-hospital expens-

es; it was proposed as a Republican answer to

Medicare and dramatically added onto the package

in the House Ways and Means Committee. Part B is

funded  percent by beneficiary premiums and 

percent from general revenues. Today, almost all

Medicare beneficiaries participate in both parts of

the program.

Medicare for All would abolish Parts A and B. A

general benefits package would be available to all

Americans. The financing mechanisms for both A

and B would be abolished.

The benefits package would begin with current

Medicare services: inpatient hospital services, physi-

cian services, short-term nursing care, home health

services, hospice care, and post-hospital skilled

nursing care and rehabilitation services.

Medicare operates with some gaping benefit

holes that would be closed under the proposed plan.

For example, outpatient prescription drugs and

durable medical equipment would be covered. More

generally, a careful review of the benefits package

would be undertaken (and updated every two years,

as described below). In part, Medicare services

would have to be tailored to the entire population.

Such benefits as maternal and child health care costs

would be covered by the program.

Today, reformers often criticize Medicare for not

protecting beneficiaries from catastrophic costs.

People over  who do not have good supplemental

insurance run a real risk of being impoverished by

their medical expenses. That risk would be eliminat-

ed by abolishing patient cost sharing altogether.

Community Medicine

Medicare, like most of the American health care sys-

tem, emphasizes highly technical sickness insurance.

The closer a patient gets to the operating theater, the

more sophisticated—dazzling is not too strong a

word—American medicine generally gets. Medicare

for All would make a strong commitment to the

other end of the health care spectrum. The program

would emphasize full access to primary care and

early intervention.

Medicare for All would create a special Office for

Community Medicine, which would oversee a new3 Employer Health Benefits, 2001, p. 7.
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initiative in community-based programs. In some

cases, this would mean returning to old efforts such

as community health centers; in others, it would

involve major new initiatives. Take four important

examples: community health centers, school-based

health centers, home health services, and drug treat-

ment facilities.

In the mid s, the Office of Economic Oppor-

tunity launched a national network of community

health centers (CHCs). The centers were meant to

overcome the shortage of services in poor neighbor-

hoods. They were originally conceived as a compan-

ion to Medicaid: Medicaid would overcome financial

barriers to health care, and the CHCs would address

other barriers by rethinking service delivery systems.

Reformers expected the two programs to grow at

roughly the same rate and predicted , centers

serving some  million poor people by . Of

course, Medicaid grew, while the CHCs, which

proved to be too sharp a departure from the existing

models of medical care delivery, faded. The medical

profession resisted the idea of working in health

clinics that were not organized on a fee-for-service

basis. Ironically, the managed care revolution has

largely broken the professional resistance to what

was once a radical service delivery innovation. Physi-

cians routinely work in clinics and are often salaried.

Medicare for All would return American medicine to

the clinic model, funding a network of community

health centers through state departments of health.

The program would also offer funds (on a per

capita basis) for any school district that established a

school-based health center. This is a popular inter-

vention; over , school health centers have

sprung up in the past decade. The idea is to get pri-

mary care to children and youths by going to where

the kids are. The school-based clinics seem especial-

ly effective at getting care to teenagers—a popula-

tion that is difficult to reach, especially in poor and

immigrant neighborhoods. The centers offer annual

physicals, mental health services, and reproductive

health services, among others.4

Finally, one of the great, silent innovations in

American medicine lies in the army of home health

workers that has sprung up to care for the elderly,

disabled, and very sick. Three-quarters of a million

dedicated, low-wage workers are offering care and

compassion in American communities. The Office

of Community Medicine would place home health

services in an entirely new framework. Currently,

Medicare’s home health services operate as an alter-

native to skilled nursing facilities. Eligibility is tied

to hospital discharge and acute symptoms. How-

ever, a rapidly aging society is going to require far

more extensive, but less intensive home health care.

Old people need a vast range of help in the simple

activities of daily living. Some of these activities are

not medical: getting dressed or getting in and out of

bed, for example. Other services involve very minor

medical interventions: changing bandages, adminis-

tering eyedrops, giving drugs, monitoring blood

pressure, caring for skin wounds.

Today spouses and children provide much of

this care. However, by all accounts, it is exhausting;

aging spouses, in particular, often require help to

care for their partners. Recent studies document the

extraordinary contortions home health workers go

through to qualify elderly clients for Medicare

(looking for skin sores, for example). Under current

rules, Medicare calls that fraud. Scholars like

Deborah Stone counter that it looks to them a lot

more like simple decency. In any case, an aging soci-

ety is going to require enhanced home health

care—and simple care that helps elders get through

their daily activities while assisting with routine

medical tasks fits the emphasis on community care

that characterizes Medicare for All.5

Another important benefit is drug addiction

treatment. The United States has, in the words of for-

mer Clinton drug czar Gen. Barry McCaffrey, “some

five million people chronically addicted to drugs

[who] are a total mess.” Since the mid-s, the pol-

icy response has emphasized police action—incar-

cerating addicts at extraordinary rates. Drug policies

have fueled an expensive (and extensive) penal

regime; one in  Americans is now in jail or prison,

4 See James Morone, Elizabeth Kilbreth, and Kathryn Langwell. “Back 
to School: A Health Care Strategy for Youth.” Health Affairs (January/
February 2001): 122–36.

5 See Deborah Stone. Reframing Home Health-Care Policy. Cambridge,
MA: Radcliffe Public Policy Center, 2000. 
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on parole, or under probation, about a third of them

for drug offenses. Medicare for All would offer states

treatment funds for first- and second-time drug

users. The goal would be to shunt addicts from incar-

ceration to treatment, a strategy now stirring in New

York, California, and other states.6

The Benefits Commission

The benefits package would be overseen and updat-

ed by a commission. The Medicare experience offers

a warning—echoed by the experience of national

health insurance in some other nations. Political sys-

tems often freeze a benefits package into place; they

rarely keep up with new health care technologies as

efficiently as market systems do. The result of this

program would be growing inequity: people with

good wraparound policies would enjoy a more flexi-

ble and up-to-date benefits package. The problem

tends to grow more acute in the generations after the

program has been put in place—Medicare’s failure

to cover prescription drugs is a good example.

To begin to address the problem, Medicare for All

would empower an independent national commis-

sion that would include representatives of provider

groups, consumer groups, public officials, and local

representatives. The commission would issue a bi-

annual report on health care benefits proposing

adjustments to keep up with medical technology.

The commission would report to the Secretary of

Health, who, after review, would submit a proposal

to Congress under fast-track authority. Congress

would then vote the benefit changes up or down

without amendment.

Cost Sharing

The proposed program would operate without any

cost sharing, a perennial issue among health special-

ists. On the one side, analysts argue that cost sharing

brings the discipline of economic calculation to

bear on people’s health care choices. On the other

side, critics contend that cost sharing leads people to

put off needed care; it discriminates against poor

people, leads to worse health at lower income levels,

and gets gamed by medical providers who often

influence the use of services. There is good evidence

for both sides of the argument—indeed, the two

views are not incompatible.

However, the entire cost-sharing debate is not

central to the current proposal. A single-payer, tax-

based, health care system such as the one proposed

here does not require cost sharing to control costs; it

has a more formidable cost-control mechanism (tax

resistance, discussed below). Almost all industrial

democracies operate with few (if any) cost-sharing

mechanisms.7

Without cost sharing, another trouble with con-

temporary Medicare could be addressed: its mad-

dening complexity. Forms and statements could be

kept brief and simple. Likewise, providers ought to

be freed from the tyranny of billing that plagues

every medical practice. An advisory committee of

consumer and provider representatives, selected for

three-year terms, would offer an annual report on

program transparency.

Option Two: State Plans

The proposed system would offer states the option

of forming a health care alternative for citizens

under . States would apply for waivers and, fol-

lowing federal guidelines, organize and operate

their own health care financing systems.

The guidelines could be kept relatively simple

and would include the following:

• States would be required to guarantee universal

coverage to all legal residents.

• States would be required to at least offer all resi-

dents a benefit package equivalent to Medicare for All.

• States would offer at least one plan without any

cost sharing (again, equivalent to Medicare for All). Of

course, states might choose to organize systems that

also offered other choices—for example, front-end

rebates with higher cost sharing for people who fell ill.

• All plans offered in a state must safeguard

against catastrophic costs.

6 James A. Morone. Hellfire Nation. New Haven: Yale University Press,
2003, chap. 15.

7 My discussion of cost sharing follows Richard Kronick and Thomas 
Rice. “A State-Based Proposal for Achieving Universal Coverage” In Jack

Meyer and Elliot Wicks (eds.). Covering America: Real Remedies for 
the Uninsured. Washington: Economic and Social Research Institute, 
pp. 123–4; see also the essays in Journal of Health Politics, Policy and
Law (October 2000 and Fall 1995).
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• The states would guarantee portability by

reimbursing the federal Medicare program for care

delivered to residents traveling in other states.

The state plans would be vetted for simplicity

and transparency; they would be monitored and

rated for costs, quality, and access to care. Plans that

experienced significantly higher inflation rates or

substantially lower access to care would not be

renewed after five years.

Federal funds would provide  percent of the

cost of the state program; states would find other

sources for the remaining  percent. If state health

care taxes were levied for the remaining  percent,

individuals would receive limited exemptions on

their income taxes, though the rebates would not

cover the full tax burden.

For proponents of Medicare for All, this will

seem an odd twist to the system. After all, to its par-

tisans, the proposed plan’s biggest difficulty will be

overcoming the political hurdles to its realization.

Once those victories are finally won, why raise all

the complications of state alternatives? After all,

there has been no popular outcry for waivers from

the current Medicare program—despite all the

problems the program has developed over the years.

The answer lies in the politics of innovation.

State-level experiments would try out fresh ideas

and innovations. Those that prove successful could

be imported to the national programs. Many (per-

haps most) successful social programs have their

origins in innovative state efforts. A handful of

state-level experiments, overseen and largely funded

by the federal government, would foster innovation

and creativity in the national program.

If the federal program began to falter over the

years (by not keeping up with innovations in medi-

cine, for example), ambitious politicians in innova-

tive states might find it appealing to try and organize

their own alternatives. The prospect would pressure

federal policy makers to remain responsive, especially

after the program has been running for some time.

Still, state programs would prove difficult to

sustain over time. Successful programs would

require skillful oversight and administration; the

most successful state officials often move up to bet-

ter positions in the federal government or the pri-

vate sector. Moreover, states cannot engage in

deficit spending, so economic downturns are likely

to pressure states to participate in the national pro-

gram. Finally, Medicare for All is likely to prove

extremely popular with the public—like Medicare

and Social Security. National administrators may

very well need to tinker with the incentives to state

policy makers if they are to keep a handful (say

three to five) of states experimenting with health

plans. Failing that, of course, the state option would

simply fall into disuse.8

Skeptics of Medicare for All will have far more

positive predictions about the prospects for state

plans. It might be politically useful to let the states

try to do better than Medicare for All.

Financing

Medicare for All introduces a sharp break with cur-

rent health care financing. Today, Medicare (Part A)

is financed by a payroll tax currently pegged at .

percent and split between employers and employ-

ees. Part B is funded largely ( percent) out of gen-

eral revenues, with the rest coming from monthly

premiums paid by enrollees.

For middle-class Americans, tax-subsidized

employment plans are the most important source of

insurance. More than  percent of households

earning , or more are offered coverage by

employers; in contrast, only a third of households

earning between , and , are offered

insurance coverage by employers.9

Medicare for All puts an end to this patchwork.

Medicare payroll taxes are abolished. So are

Medicare premiums. General revenue funds are

freed for other uses. Employers can offer supple-

mental and wraparound policies, but workers are

not reliant on them for basic medical care coverage.

Instead, the proposed program would be funded

by a value-added tax (VAT), mentioned earlier. The

value-added tax is a kind of national sales tax.

However, rather than simply apply the tax to retail

8 See Harvey Sapolsky, Jamie Aisenberg, and James A. Morone. “The
Call to Rome: Obstacles to State Level Innovation.” Public Administra-
tion Review 47 (2) (April 1987).

9 Graetz and Mashaw, p. 139.
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sales, the VAT is paid every time a product is sold.

For example, a VAT is added when a manufacturer

sells a product to a wholesaler, when the wholesaler

sells to a retailer, and when the retailer sells to the

consumer. Put differently, the difference between a

business’s purchases and its sales is its value added.

A portion of the tax is applied to every stage in the

production process.10

The VAT is the official tax of the European

Union. All but two nations in the Organization for

Economic Cooperation and Development (OECD)

rely on it. (The European single market has not got-

ten its member countries to agree on the VAT rate,

however, which still varies from nation to nation.)

In the United States, the VAT is championed by fis-

cal conservatives who would replace the entire

income tax with a VAT. Former Rep. Sam Gibbons

(D-FL) and Sen. Ernest Hollings (D-SC) have pro-

posed the most recent shift to a national VAT.

Why a VAT? Because health care comprises the

largest sector of the American economy. Nationaliz-

ing the funding has many advantages—as most

other nations have discovered (and as I discuss in the

last section, below). There is no question, however,

that it would be extremely expensive. We are not

likely to fund the American health care system by

squeezing a bit more out of our businesses, juggling

payroll taxes, or turning to general revenues. Instead

of the usual pastiche, a VAT offers a clear, transpar-

ent, familiar way to cut through the conundrum of

health care financing. This is not a theoretical idea

but a practical source of revenue that can be studied

in action across the industrial world before being put

into place to fund American health care.

In short, consumer spending—the motor of the

American economy—would provide the funds that

finally solve the seemingly endless crisis in Ameri-

can health care.11

Two criticisms of the VAT are worth noting:

First, VATs are usually criticized for being

sharply regressive. People earning , a year

typically spend all their income on consumption

items. Those earning , typically spend less

on consumption, so they pay a smaller percentage of

their income in taxes. There are many ways to

relieve VATs of this regressive quality, however.

Medicare for All would not tax food, medicine, or

shelter. Moreover, the tax would be linked to an

expansion of the earned income tax credit. That is,

income tax relief could render the tax burden neu-

tral for people earning less than , a year; the

tax credit would gradually phase out for individuals

earning between , and , a year.

Second, critics caution that a federal VAT might

compete with state revenues. The states have tradi-

tionally relied on the sales tax, while the federal gov-

ernment has used the income tax (at least since the

s). But things have been changing in the states.

By , less than half of total state revenue ( per-

cent) came from sales taxes. In fact, the states them-

selves increasingly rely on incomes taxes (they now

account for  percent of total state revenues).

Moreover, Medicare for All solves the problem of

health care finance—in many ways, the largest chal-

lenge facing state budget directors. On balance, the

Medicare for All is a good deal for the states.12

Of course, any new tax system will take time to

implement. The Internal Revenue Service (IRS)

studied the implementation burden of converting

the whole tax system to a VAT (in ) and estimat-

ed that the tax would apply to  million firms and

would take some  months to put in place. Imple-

mentation of Medicare for All would require enough

time (and attention) to get the tax changes right.13

Existing Programs

Employers

Medicare for All would end the longtime practice of

relying on employers as the primary provider of

10 See Michael Graetz. The Decline (and Fall?) of the Income Tax. New
York: Norton, 1996.

11 Though it is beyond the scope of this discussion, I would propose
using the VAT to fund the two great American social problems: health
care and education. A per capita grant to states for education funding
(tied to per capita income) would also offer a way to solve the education
funding dilemma and promote a basic and equitable floor for all stu-

dents. Covering both health care and education would reflect American
values by offering all Americans a real opportunity. I develop this plan
elsewhere.

12 Data computed from U.S Census Bureau. Statistical Abstract of the
United States 1999 (119th ed.). Washington, DC, 1999, pp. 325–7. 

13 Graetz, p. 200.
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health care insurance. As noted above, those prac-

tices developed in a very different social and eco-

nomic context. If health premiums continue to rise

faster than the general rate of inflation, employer-

based health care will rapidly erode. But if the

United States turned to Medicare for All, many com-

panies would still want to offer some health benefits

to employees. Some, for example, would find those

benefits a good way to recruit and maintain valued

workers.

The proposed program would encourage

employers to continue offering health benefits.

Employers could offer coverage that wraps around

the Medicare benefits package. Such coverage might

include dental benefits, enhanced mental health

benefits, or hospital amenities such as private rooms.

Even in the early years of Canadian Medicare (as

they call their national health insurance), private

insurers thrived by filling the gaps in what was back

then a very generous package of benefits.

To encourage employer health benefit packages,

the tax subsidies for employer health insurance

would remain in place. This issue raises another dif-

ficult choice for supporters of a Medicare for All sys-

tem: just how egalitarian a system should we be

aiming for? Looking cross-nationally, even single-

payer systems vary enormously on the level of equi-

ty designed into the system.

The argument against subsidizing employer

benefits is simple: it fosters a multi-tier, unequal sys-

tem from the start. As cost constraints begin to

clamp down on the public system (discussed

below), these differences will tend to grow. Over

time, individuals with good wraparound coverage

will have access to better facilities, new forms of

treatment, and so forth. Encouraging supplemental

policies will only hasten the development of

inequalities. From this perspective, basic equality of

opportunity—simple justice—requires treating

people in equal circumstances in equal ways.

Although these are powerful arguments, there

are compelling reasons to encourage employer sup-

plementary policies. The United States is a markedly

unequal society. Medicare for All addresses health

inequities in dramatic ways. However, wealthier peo-

ple will always seek better care and more amenities,

and private insurers will find and offer services that

Medicare does not cover. In this context, encourag-

ing companies to offer supplemental health benefits

has numerous advantages: it increases the number of

people with access to enhanced benefits, it accom-

modates the relentless American quest for “business

class” upgrades, and it creates a market for innova-

tion and luxury that is often missing in nationally

funded health care systems.

The great trade-off lies in creating a first-rate

health care system for all Americans on the one

hand, and accommodating demands for different

tiers of care and service on the other hand. To make

the balance work, Medicare for All would not permit

providers to extra-bill patients for covered services;

the program itself would fully reimburse providers.

On the other side, private insurance markets would

pick up and develop benefits not covered by

Medicare for All. Making this balance work will take

careful oversight.

The Medicare Benefits Commission would be

required to report to Congress on the state of the

benefits package every two years. One of the com-

mission’s important tasks would be to scan the

private insurance markets to ensure that important

health care services were not migrating from public

to private systems. This would be a significant dan-

ger as decades pass: medical progress introduces

new therapies, program cost constraints grow, and

private insurance markets stand ready to take up the

slack. A well-run system would keep a close eye on

private-sector innovations to keep Medicare up to

date.

Medicaid

Medicare for All would replace a significant part of

Medicaid. The new program would cover acute care

benefits for every age group. Most of the services

covered by the State Children’s Health Insurance

Program (S-CHIP), for example, would be turned

over to the new program. Medicaid would also be

relieved of paying Medicare premiums and copay-

ments for low-income elders (since Medicare for All

would operate without cost sharing). The new pro-

gram’s community health benefits and home health

benefits would offer additional health coverage for
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low-income and older people. Taken together, these

changes would offer enormous budget relief in

many states.

Some important features of the Medicaid pro-

gram would remain. Most significant, Medicaid is

currently the single largest expenditure source for

nursing homes (covering just under  percent of

total costs for the elderly). Though it is beyond the

scope of this chapter, reduction of Medicaid’s

responsibilities (along with budget relief to most

states) would offer an opportunity to finally ration-

alize funding for long-term care.

Administration

Health would be removed from the Department of

Health and Human Services (HHS), carefully reor-

ganized, and elevated to a cabinet-level department.

Organizational details do not attract much media

scrutiny, but, at the end of the day, a plan such as this

one can thrive only with a sensibly organized, rea-

sonably financed, and well-motivated bureaucracy.

Classic bureaucratic theory suggests that organi-

zations with a bold new mission and adequate

resources tend to attract more motivated workers.

There is supposed to be a life cycle to bureaucratic

agencies—the peak comes early on when the agency

faces large challenges and forges new routines.

Looking back on Medicare’s implementation, for

example, Lyndon Johnson described it as the great-

est organizational mission the nation had undertak-

en since the invasion of Normandy. But effective

organizations do not spring up spontaneously; they

have to be assembled with care.14

In the high drama of winning health reform, the

shape of the bureaucracy is overlooked—a detail, an

afterthought. Ignoring the details early on will pro-

duce chaos during implementation.15

Planning for the new organization should begin

very early in the political life of the proposed pro-

gram. (That should be true for every proposal in

this collection, incidentally.) Before Medicare for All

is even introduced, a small bipartisan panel of for-

mer health officials (to include the last eight Health

Care Financing Administration [HCFA] adminis-

trators) would develop an organizational plan for

the new Department of Health, the administrative

agency responsible for the proposed program.

Those details may actually matter more for the

health of this (or any) reform, than far more visible

questions such as the details of the benefits package.

The committees already noted in this proposal

signal some of the most important organizational

elements of the proposed program. They include:

• an Office of Community Health;

• a Benefits Board to oversee the benefits package

and keep it up to date over time; and

• a paperwork and simplification board, made

up of both consumers and providers. As Medicare

developed, it became extraordinarily complicated

for both beneficiaries and providers. The new pro-

gram should make a commitment to simplicity and

transparency—and vest that commitment in a visi-

ble part of the agency.16

Simplicity is an especially important issue for

the American health care system. A half-century of

health care inflation, all the programs designed to

deal with that inflation, a vibrant market for health

insurance products, and a host of other factors have

produced an extraordinarily complicated and ineffi-

cient system. Enormous resources are squandered in

determining eligibility or negotiating reimburse-

ments from multiple sources. A single-payer system

with no out-of-pocket costs can bring a welcome

simplicity—but only if policy makers are commit-

ted to achieving it.

A single-payer regime could be organized around

a simple, national, centralized, electronic method of

paying claims. A swift, efficient, and simple reim-

bursement regime would be the greatest spur to

medical system productivity in recent history—it

14 For a classic summary of the literature on bureaucracy, see Anthony
Downs. Inside Bureaucracy. Boston: Little Brown, 1967; Lyndon Johnson.
The Vantage Point. New York: Holt, Rinehart and Winston, 1971, p. 220.
See also Judith Feder. Medicare: The Politics of Federal Hospital Insur-
ance. Lexington, MA: Lexington Books, 1977.

15 This, incidentally, was one of the most serious flaws with the Clinton

health proposal, though it never got much press. See James A. Morone.
“Organizing Reform.” The American Prospect (Spring 1994): 11–12.

16 On Medicare’s growing complexity, see T. R. Marmor. The Politics of
Medicare. New York: Aldine, 2000, p. 107; and John Oberlander.
Medicare and the American State. Ph.D. Dissertation, Yale University,
1995. 
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would release medical providers from their paper-

work, and it would yield enormous cost savings;

estimates range as high as  percent of health care

costs.17

Practical Considerations

Political Feasibility

By the standards of contemporary politics, this is

not a practical proposal. It would not be taken seri-

ously, for example, in the current Congress.

However, American political history is full of

far-reaching changes—both liberal and conserva-

tive—that seemed chimerical when first proposed.18

The key to successful change lies in at least two fac-

tors: first, advocates have to develop a plan, publi-

cize it, and push, push, push. Second, they have to

find a following—a movement—that mobilizes and

demands the change. Solving the American health

care puzzle (with  million uninsured people and

runaway costs) will take precisely that combination.

Really fixing American health care will require one

of the great reform efforts in American history. And

that is not likely to happen without a popular out-

cry, a movement.

Medicare for All does not make much sense if

measured simply by contemporary Beltway politics.

But few other proposals are as well geared for gener-

ating a populist uprising. In that sense, it may ulti-

mately prove more feasible than proposals that try

to cover  million people with elaborate (and, to

the layperson, incomprehensible) compromises,

complications, and concessions.

Political History

The issue of feasibility can usefully be put in the

larger context of policy change over time. Political

historians often describe American political devel-

opment as a process of punctuated equilibrium.

Under normal conditions, the fragmented political

system—with checks and balances everywhere—

seems designed for stalemate. Only relatively small,

incremental changes successfully negotiate the

political process. Most of the time, American poli-

tics is the politics of tinkering on the margins. Most

reform proposals sensibly reflect that reality. But

over time, demands for larger change build up.

Those underlying demands eventually are met in

recurring moments of vast, tectonic change—like

the New Deal or the Great Society. Medicare for All is

based on the premise that fixing America’s health

care dilemma will take a comparable change.

Reformers who agree with that assessment

ought to set their sights on the longer term. Leave

others to work for incremental improvements and,

instead, begin rallying support for a plan that is like-

ly to address our health problems in a systematic

and popular way. Medicare’s supporters pushed for

more than a decade (without much to show for it)

before their opportunity came.

Cost Control 

Though many Americans will find it hard to believe,

the cross-national experience is unambiguous: sin-

gle-payer systems (featuring monopsony buyers)

offer the most effective methods of health care cost

control. Indeed, over time they tend to create the

opposite problem, they control costs too tightly.

Why? Because public funding means that every rise

in health care costs is very visible—it translates

more or less directly into a rise in taxes. And there is

no greater spur to cost control than tax resistance.

In , many private corporations experienced

double-digit health care premium increases. Some

universities, for example, faced a  percent rise in

premiums. Such increases pose serious problems for

employers and workers, of course. But spread over

thousands of institutions, the problems are local and

dispersed. In contrast, a large premium increase in a

single-payer system creates a crisis, because meeting

the higher costs requires raising taxes. That dis-

persed problem becomes highly concentrated. Of

course, employees are going to pay the premium

increases, either directly or indirectly. In a national-

ized system, however, those increases immediately

become political. There’s nothing like the prospect of

17 See Elliot Wicks, Jack Meyer, and Sharon Silow-Carroll. “A Plan for
Achieving Universal Coverage.” In Covering America, p. 196.

18 For examples—from the abolition of slavery to the prohibition of
liquor, from racial desegregation to welfare reform, from social security
to gender equality—see Morone. Hellfire Nation; Morone. The
Democratic Wish. 
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a big rise in taxes to focus the public mind on effec-

tive cost-control measures. The chronic American

health care problem—rising costs—would suddenly

become politically unacceptable.

Is there anything comparable to a single-payer

health system in American politics? Arguably,

defense spending. Here is another highly technical

industry performing services simultaneously vital

and baffling to the layman. Health care providers are

asked to square the circle among quality, access, and

costs; likewise, defense contractors are asked for

timeliness, high performance objectives, and low

cost. There are many other similarities and one great

difference. Defense is funded—as Medicare for All

will be—by the government. And in contrast to

health care, defense spending remained under tight

control throughout the entire Cold War. Even with

the American way of life at stake, defense spending

never rose more than five years in a row as a percent-

age of gross domestic product (GDP). And, after the

s, it consumed a steadily diminishing portion of

the American economy despite occasional rises (in

– and –). The Reagan administration’s

defense spending perfectly illustrates the syndrome

of government-controlled expenditures: a popular

politician articulates a new demand for spending;

Congress allocates a large increase in funds; spend-

ing rises relative to other national priorities. Howev-

er, the growth soon runs up against competing

national goals, other programs, tax resistance, and

alarm over the deficit. After the early and mid-s,

defense spending flattened out and, once again,

began to decline again as percentage of GDP.19

In short, for a nation that especially hates tax

increases, the problem with a plan like this one is

likely to be too much cost control.

Access to Care 

The proposed plan would solve the problems of

access to care. All legal residents would have health

insurance, and they would pay no costs at the point

of service. Providers would not be permitted to

extra-bill their patients; Medicare would pay the

costs in full. Moreover, the plan also addresses other

barriers to access: community health centers, school

clinics, home health benefits. Each feature of the

plan would help ensure broad—and unprece-

dented—access to health care.

Innovation 

Broad access and lower costs come at a price.

Medicare for All would very likely dampen the fast

pace of innovation in American health care.

National systems are slower to adopt new organiza-

tional forms and new technologies. Today, the

American system is marked by nothing so much as

the proliferation of new insurance products, new

medical technologies, and new organizational mod-

els (that fly rapidly in and out of favor—remember

managed care?). This feature of the American sys-

tem would diminish even as we solved cost and

access problems.

One reason to continue encouraging employer-

sponsored health insurance is to maintain a market

(albeit a smaller one) for innovative services and

technologies not covered by the new national pro-

gram. On balance, I have argued, the risk of inject-

ing inequality back into the health system is worth

taking in exchange for the innovations the private

market is apt to stimulate. The key, again, is to

organize Medicare for All to monitor and adopt the

best innovations of the private insurance sector.

Quality of Care

Nothing will improve the quality of care for more

Americans than extending health insurance to the

 million people who do not have it (or the  mil-

lion more who do not have enough). That said, the

proposed plan marks a shift in American health care

priorities. This plan emphasizes primary care and

low-technology interventions—home health work-

ers are a good example.

On the other side, the grip of cost control will

loosen the irresistible march of high technology.

This plan is likely to force hard choices about heroic

measures undertaken on the very sick and the very

old. Americans will be much slower to perform

heroic measures that prolong life for a matter of

weeks. Does that diminish quality of care? In some

19 For the defense spending analogy, see James A. Morone. “Beyond the
N Words: The Politics of Health Care Reform.” Bulletin of the New York
Academy of Medicine 66 (4) (July–August 1990): 344–65. 
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ways it does. And yet, anyone who has recently

watched a dying loved one run the gauntlet of high

technology may very well think not.
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Christine Ferguson, Patricia Riley, and Sara Rosenbaum argue that reformers

who would replace or significantly change the structure of Medicaid need to

understand and consider carefully the crucial roles that Medicaid plays in state

government. Failure to do so could jeopardize key activities of state govern-

ment and leave many people without social services that are vital to their well-

being.
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Introduction: Medicaid—
Not Just Medicare’s Second Cousin

For the first time in history, total state and federal

expenditures under the Medicaid program have

exceeded those of Medicare. In , Medicaid

insured more than  million persons. Medicaid

spending constituted between  percent and  per-

cent of all state expenditures1 and is slated to grow at

an average annual rate of . percent between 

and .2 In , Medicaid spending amounted to

more than half of all national expenditures on

means-tested entitlement programs.3 Based on a

specified formula tied to state financial conditions,

the federal government contributes between  per-

cent and  percent of state medical assistance

expenditures4 and between  percent and  per-

cent of program administration costs.

Despite a considerable body of research, the full

dimension of Medicaid’s importance as a source of

financing for state health care activities actually

remains relatively little understood. In fact, Medi-

caid’s very structure means that it has come to

assume a seminal role in paying for health services

that are essential to the success of numerous other

state health and health-related programs; many of

these services, particularly for children and adults

with long-term and chronic health problems, lie

beyond the limits of even the most generous private

insurance plans. Careful examination suggests that

Medicaid’s unique legislative design has allowed the

program to evolve into a central structural under-

pinning for health initiatives that transcend the

bounds of conventional health insurance and

extend into the broadest reaches of health care.

Medicaid’s very scope and elasticity complicates

federal health reform efforts, since changes in feder-

al Medicaid policies can have a significant impact on

a broad range of state health and health-related

services and programs as well as a wide array of

provider groups.

Part I of this paper describes Medicaid’s role in

state health policy with regard to revenues, health

care spending (particularly on populations whose

needs extend beyond traditional health insurance),

health care infrastructure support, and state and

local government administrative support.

Part II examines how Medicaid’s eligibility, cov-

erage and benefits, and program administration

costs distinguish the program from conventional

health insurance.

Part III illustrates Medicaid’s unique qualities by

examining one state’s use of the program to main-

tain its health activities.

Part IV concludes with a discussion of key issues

raised by Medicaid that comprehensive health

reform would need to address.

Part I: Medicaid’s Role in the States

For nearly  years, Medicaid’s broad program

structure and federal financial contributions have

made it the central vehicle for transforming state

health care activities. In the early s, states made

Medicaid: What Any Serious Health Reform Proposal
Needs to Consider

by Christine Ferguson, Patricia Riley, and Sara Rosenbaum

1 National Governors Association. The Fiscal Survey of States, June 2001.
http: //www.nga.org (accessed January 10, 2002).

2 Congressional Budget Office. The Budget and Economic Outlook: Fiscal
Years 2003–2012, chap. 4. Washington, 2002. http://www.cbo.
gov/showdoc.cfm?index=3277&sequence=0& (accessed February 8,
2002).

3 Congressional Budget Office. 2001. The Budget and Economic Outlook. 

4 Family planning services and supplies are financed at a 90 percent con-
tribution level.
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modest investments in health care services for the

poor, the elderly, and persons with disabilities; by

, states were administering health insurance

programs that collectively insured more than 

million persons and supported comprehensive

health systems. Medicaid now accounts for  per-

cent to  percent of state budgets, second only to

spending on ‒ education. In fact, over the past

decade, state and local governments have relied

increasingly on the revenue Medicaid brings into a

state to support government functions related to

health care for millions of persons as well as the

health care infrastructure. Over the years, some

states have undertaken aggressive efforts to elevate

federal contributions beyond their statutory limits

through what have been termed “creative” financing

schemes; at times, these efforts have tended to over-

shadow the important contributions to American

health policy made by state Medicaid investments

aimed at the nation’s most vulnerable populations.

Congress established Medicaid as a shared

responsibility of the federal government and the

states. Because virtually all states, unlike the federal

government, are obligated to balance their budgets

annually, this shared arrangement has created a natu-

ral series of checks and balances on program size.

Although Medicaid is an entitlement, states’ budget

balancing obligations create a brake of sorts on over-

all program expenditures (although Medicaid rev-

enue maximization efforts have at times pushed fed-

eral expenditures upward at a far more rapid rate

than state expenditure growth alone would indicate).

At the same time that state budget constraints act as a

check on overall program size, Congress has encour-

aged major program growth through creation of

numerous options to expand program coverage. The

very existence of these options has not only permit-

ted expansion but in some cases has served to pres-

sure states to adopt popular program expansions.

The state/federal Medicaid relationship has been

challenging, particularly as federal program policy

has expanded. State Medicaid expenditure data,

when reported nationally, often tend to lag behind

actual state experience, thereby creating an incom-

plete picture of state program conditions. States have

reacted, particularly in times of tight budgets, against

the breadth and depth of Medicaid’s sometimes

unpredictable growth. In such an environment,

states have sought new ways to generate federal rev-

enues beyond levels otherwise permissible under the

federal financing formula, especially through inter-

governmental transfer and provider contribution

arrangements. Such Medicaid maximization activi-

ties were designed within the construct of Medicaid

law and regulation but generally were seen as loop-

holes by the federal government and were quickly

constrained. While most states used funds so gener-

ated for legitimate Medicaid purposes, a few used the

revenue for non-Medicaid purposes and were the

subject of well-publicized audits and penalties.

Expenditures and Revenues

Medicaid’s role in state economies is best illustrated

in a recent report by the Urban Institute that chron-

icles changes in state spending over the s and in

the process sheds important light on Medicaid’s

overall importance to state financial health.5 Table 

shows that over the – period, state govern-

ments’ overall real per capita spending increased by

almost  percent; within this overall increase, real

public welfare expenditures grew by  percent, far

exceeding any other spending category. Of this

growth, medical payments to vendors (most of it

through Medicaid) grew by more than  percent

and accounted for over  percent of public welfare

spending growth. Table  shows the role played by

federal public welfare and health and hospitals

grant funding in the rise in overall state revenue

over this same time period while tables  and 

underscore the magnitude of the increase of Medic-

aid revenues considered alone. Taken together, these

statistics suggest that Medicaid has been the largest

single source of direct federal funds transfers to

states and has in turn driven a major increase in

state investment in health care over the past decade.

Over the – period, federal inter-govern-

mental revenue accounted for  percent of the total

increase in state revenue, and the primary source of

these revenues was Medicaid.

5 David Merriman. What Accounts for the Growth of State Government
Budgets in the 1990s? Series A, No. A-39 Washington: Urban Institute,
2000.
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Thus, Medicaid occupies not only a singular

place in health policy but a singular role in the

economies of state and local governments as well. It

is the biggest single revenue producer for state gov-

ernments, in part because of the federal financing

formula that governs the program and, in part (as

has become evident in recent years), because of

states’ ability to further enhance their nominal,

statutorily defined federal contribution rate through

such techniques as favored payment rates to govern-

mental health facilities. But regardless of whether

states are receiving revenues at the statutory rate or

at artificially enhanced levels, there is no question

that the program funds overwhelmingly are invested

in states’ efforts to sustain vast and complex health

services related to a wide array of public programs

for children and non-elderly and elderly adults.

Medicaid’s greatest contribution from a state van-

tage point lies in the degree to which the program is

structured through its eligibility, coverage, payment,

and administrative provisions to recognize services

and costs that transcend conventional insurance and

reach into the broader levels of health spending to

support overall social welfare goals.

Infrastructure Investment

Two clear examples of Medicaid’s investment in a

state’s health care infrastructure are disproportion-

ate share hospital (DSH) payments and enhanced

reimbursement for federally qualified health centers

(FQHCs). The DSH program allocates federal funds

to all states to support the cost of hospitals that treat

a higher number of uninsured and low-income

patients—regardless of their potential eligibility for

Medicaid. In , Medicaid DSH payments

amounted to approximately  billion, or  percent

of total program spending.

A second principal form of infrastructure sup-

port is the enhanced payment system (based on the

concept of reasonable cost per encounter) for feder-

ally qualified health centers (FQHCs) and rural

health clinics (RHCs) to support the mission of

these two classes of health providers as a source of

care for uninsured and underserved persons. Feder-

TABLE 1

Real Per Capita Expenditures by State Governments, FY 1988 through FY 1997 (1992 Dollars)

year total elementary higher public corrections health and highways interest other 
expenditures & secondary education welfare hospitals general

education expenditures

 ,        

 ,        

 ,        

 ,        

 ,        

 ,        

 ,        

 ,        

 ,        

 ,        

Percentage Change,
1988–1997 % % % % % % % -% %

Sources: Expenditure data from U.S. Bureau of the Census, State Government Finances. Population data from U.S. Bureau of the Census,
Population Estimates Program, Population Division. Data deflated using state and local government implicit price deflators from national
income and product accounts; David Merriman. What Accounts for the Growth of State Government Budgets in the 1990s? Series A, No. A-39
Washington: Urban Institute, 2000.

Note: Rows may not add due to rounding.
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al Medicaid expenditure data alone do not permit

calculation of the national value of the reasonable

cost payment method (which was updated in 

by replacing the earlier retrospective cost-based sys-

tem with a prospective formula); but its value pre-

sumably would equal the difference between the

amount of Medicaid compensation received for cov-

ered services by FQHCs and RHCs and the amount

states might receive were they to use their standard

fee schedules to purchase the same services. Howev-

er, separate data on state Medicaid payment supple-

ments to federally funded health centers as part of

the cost-based payment reconciliation process sug-

gest that this increment is considerable. In , it

amounted to  million, or  percent of the .

billion in total Medicaid payments received by health

centers.6 This amount reflects both reconciliation up

to reasonable cost levels for payments made directly

by state agencies and supplemental payments made

by state agencies that represented the difference

between health centers’ managed care contractual

payments and their reasonable costs.

State and Local Government
Administrative Support

A critical dimension of Medicaid spending is the

extent to which program administration functions

are carried out by other state and local agencies with

formal interagency relationships with the Medicaid

agency. For example, Medicaid agencies purchase

quality assurance services from health agencies, as

well as administrative health care case management

services from numerous public agencies services to

children and adults with special needs (for example,

children in the child welfare system, children with

illness and disabilities who receive special education

services, adults with physical or developmental dis-

abilities, and the frail elderly). In all of these cases,

TABLE 2

Real Per Capita State Government Expenditures for Public Welfare, FY 1988 through FY 1997 (1992 Dollars)

components of the state public welfare experience

year all public medical vendor categorical cash categorical assistance— other public
welfare payments assistance inter-governmental welfare

expenditures to counties

     

     

     

     

     

     

     

     

     

     

Percentage Change, 
1988–1997 % % -% % %

Sources: Expenditure data from U.S. Bureau of the Census, State Government Finances. Population data from U.S. Bureau of the Census,
Population Estimates Program, Population Division. Data deflated using state and local government implicit price deflators from national
income and product accounts; David Merriman. What Accounts for the Growth of State Government Budgets in the 1990s? Series A, No. A-39
Washington: Urban Institute, 2000.

Note: Rows may not add due to rounding.

6 Uniform Data System; calculations by Daniel R. Hawkins, Vice President
for Federal and State Affairs, The National Association of Community
Health Centers, Washington D.C., 2002.
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other public agencies are conducting activities and

carrying out responsibilities that arise out of their

essential governmental functions for state residents.

But a portion of their administration and oversight

budget derives from Medicaid payments made to

support that aspect of a public agency’s undertaking

whose costs are attributable to the Medicaid popula-

tion. The relationships between Medicaid agencies

and other agencies that carry out complementary

activities for the Medicaid populations underscore a

practical truth: despite the fact that federal Medicaid

law requires that each state establish a “single state

agency,” in fact, in nearly all states, multiple public

agencies are involved in program administration

through inter-governmental contracts. Indeed, the

programs under which these other agencies operate

(such as federal child welfare and special education

laws) contain virtually no federal spending authori-

ty for medical care and instead assume the existence

of Medicaid to finance medical and medical support

services for eligible populations.

TABLE 3

Real Per Capita State Federal Inter-governmental Revenues, FY 1988 Through FY 1997 (1992 Dollars)

components of the state public welfare experience

year total federal education health and highways public welfare other
inter-governmental hospitals

grants to states

      

      

      

      

      

      

      

      

      

      

Percentage Change,
1988–1997 % % % % % %

Sources: See Expenditure data from U.S. Bureau of the Census, State Government Finances. Population data from U.S. Bureau of the Census,
Population Estimates Program, Population Division. Data deflated using state and local government implicit price deflators from national
income and product accounts; David Merriman. What Accounts for the Growth of State Government Budgets in the 1990s? Series A, No. A-39
Washington: Urban Institute, 2000.

Note: Rows may not add due to rounding.

TABLE 4

Real Per Capita Federal Inter-governmental 
Grants to State Governments for Public Welfare

fy 1997 fy 1988

Total . .
Medicaid . .
Non-Medicaid total . .

detail on non-medicaid total

AFDC . .
Food Stamp Administration . .
Low-income Energy Assistance . .
Social Services Block Grant . .
Community Services Block . .
Work Incentive Program . .
Other Non-Medicaid . .

Sources: Federal grant data by program is from the U.S. Bureau 
of the Census. Federal Expenditures by State by Fiscal Year 1997
and 1998. Population data from U.S. Bureau of the Census; David
Merriman. What Accounts for the Growth of State Government
Budgets in the 1990s? Series A, No. A-39 Washington: Urban
Institute, 2000.

Note: Numbers may not add due to rounding. Data deflated
using state and local government implicit price deflators from
national income and product accounts.
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Covered Services and Populations Outside of

Conventional Insurance

The Medicaid program contains a number of cover-

age mandates and options reflecting federal policies

that aim the program in great part at individuals and

families whose health status or family circumstances

place them outside a conventional health insurance

environment and within the classes of persons for

whom states historically have assumed responsibili-

ties. To be sure, in recent years, Medicaid has been

expanded (through both direct amendments and the

complementary State Children’s Health Insurance

Program [S-CHIP]) to more actively reach lower-

income workers and their families. But this aspect of

public coverage—health insurance for working fam-

ilies—is only one of Medicaid’s numerous roles. The

very concept of coverage under Medicaid bears only

limited resemblance to the coverage principles that

guide private insurance. From its inception (and with

the notable exceptions of the exclusion of expendi-

tures for inpatient mental illness and expenditures

for persons who are inmates of public institutions),

the term, “medical assistance,” was shaped to reflect

the realities of state social welfare spending impera-

tives for poor, disabled, and medically at-risk popula-

tions. The definition of medical assistance has

evolved considerably over the past  years, with

numerous expansions in the definition of medical

assistance at the urging of state and local public offi-

cials whose social welfare obligations compelled vari-

ous types of health care spending that fall outside the

realm of private insurance. Whether the issue was

special education-related services, home and com-

munity-based services for persons with physical and

developmental disabilities or the frail elderly, services

in smaller residential settings for persons with mental

illness, community treatment for persons with tuber-

culosis, insurance for disabled workers, treatment of

uninsured women with breast and cervical cancer,

emergency services for undocumented aliens, or

other health care imperatives, state and local officials

have played a role over the years in reshaping Medi-

caid to effectively serve the sickest and most disabled

persons in the most flexible settings possible.7 The

states have sometimes responded to federal man-

dates; at other times, states have initiated innovations

through policy and programmatic waivers.8

Part II: Populations and Services Covered
under Medicaid

In many respects, the basic structure of Medicaid has

not changed in  years, despite the most profound

changes in health care organization, delivery, and

finance in a century. States have jury-rigged reform

through a series of waivers, making the program

idiosyncratic by state. States struggle with program

requirements and cost, and program scope and

design vary considerably among states. It is essential

that proposals to reform Medicaid (either standing

alone or as part of a broader national health reform

effort) proceed only with a full understanding of the

unique “policy space” Medicaid has come to occupy.

To be sure, Medicaid’s role parallels private,

employer-sponsored insurance for working-age

adults and children. At the same time, Medicaid is

the means by which states insure “uninsurable” pop-

ulations, such as disabled workers, and finance med-

ical and health services that conventional health

insurance, which depends on medical risk avoid-

ance and carefully circumscribed rules of coverage,9

simply is not structured to support.

But this deceptively simple characterization of

Medicaid masks a program of uncommon complex-

ity, subtlety, and flexibility (particularly for one of its

size). Medicaid coverage rules are legendary in their

complexity. Federal law designates certain categories

of individuals as mandatory coverage groups for

participating states.10 These groups consist mainly of

families with children that satisfy eligibility criteria

7 See, for example, the Medicaid Resolutions of the National Governors
Association. http://www.nga.org. 

8 Sara Rosenbaum, “Health Policy Report: Medicaid.” New England
Journal of Medicine 346 (8): 635–9.

9 Deborah Stone. “The Struggle for the Soul of Health Insurance.”
Journal of Health Politics, Policy, and Law (5): 187–204; Alain Enthoven
and Richard Kronick. “A Consumer Choice Health Plan for the 1990s:

Universal Health Insurance in a System Designed to Promote Quality and
Economy.” New England Journal of Medicine 320 (2): 29–37; Mark
Pauly and Sean Nicholson. “Adverse Consequences of Adverse
Selection.” Journal of Health Politics, Policy, and Law (Special Issue: The
Managed Care Backlash) 24 (5): 930–931.

10 Op. cit. at note 9. 
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under states’  Aid to Families with Dependent

Children (AFDC) programs; elderly, disabled, and

blind persons who receive federal Supplemental

Security Income (SSI) benefits; “poverty-level” chil-

dren and pregnant women; and (for limited assis-

tance) Medicare beneficiaries with incomes at or

below the federal poverty level (known as qualified

Medicare beneficiaries). Indeed, eligibility varies sig-

nificantly among states, in part because of federal

law and regulations that allow states to set different

eligibility levels for some populations and to use dif-

ferent strategies to define eligibility. For example,

federal law allows states to disregard certain types of

family income (for example, child support pay-

ments) or expenditures (work-related expenditures)

in calculating family income, and there is variability

in how states do so. Moreover, states’ economies vary

considerably, and Medicaid policies reflect that. A

family living at  percent of the federal poverty

level in a high cost-of-living state may face a differ-

ent situation from one living in a state in which the

cost of living is relatively low.

Medicaid’s unique flexibility rests in its essential

characteristics and, more important, in its roots,

which lie not in private insurance, but in social wel-

fare spending aimed at addressing the health needs of

the sickest, neediest, and least insurable residents and

services.11 In recent years, as the gaps in and limita-

tions of private health insurance have become more

visible, particularly for lower-income workers and

their families,12 Medicaid reform has focused on this

particular program role, most notably through

amendments enacted in  and  that offer

states expanded options to cover lower-income

working families13 as well as near-poor children who

are uninsured but are ineligible for basic Medicaid

coverage.14 But federal financing still is not available

to cover non-disabled adults without children, for

example, unless a state receives waivers to extend cov-

erage under Section  demonstration authority.15

But in recent years, equal public policy focus has

been on Medicaid’s other roles as the principal fund-

er of chronic care, companion health care systems

aimed at high-risk populations, and the safety net.

Examples of these reforms are expansion of state eli-

gibility options for uninsurable persons (for exam-

ple, uninsured women with breast and cervical can-

cer and working-age adults with severe disabilities

who seek to return to work), expanded support of the

health care safety net (for example, FQHC payment

reforms), and expanded coverage of low-income

Medicare beneficiaries.16 The Bush administration

has proposed using Medicaid as the legislative vehicle

to expand outpatient prescribed drug coverage for

lower-income elderly persons,17 still further evidence

of Medicaid’s role in accommodating national prior-

ities that do not lend themselves easily to a commer-

cial insurance market. Thus, while in certain respects

Medicaid resembles conventional insurance, in fact,

in its structure it extends far beyond commercial

bounds, thereby according states the power to

address complex health policy problems that require

unique interventions.

Figure , which displays Medicaid enrollment

and expenditures, suggests that rather than thinking

of Medicaid as a single program, it is more useful in

a public policy context to approach the program as a

legislative “vessel” holding several distinct and very

large population groups.18

Families with Children

The first component of this legislative vessel is a

11 Robert and Rosemary Stevens. Welfare Medicine in America. New
York: Basic Books, 1975; Paul Starr. The Social Transformation of
American Medicine. New York: Basic Books, 1982.

12 Ellen O’Brien and Judy Feder. Employment-Based Health Insurance
Coverage and Its Decline: The Growing Plight of Low Wage Workers.
Washington: Kaiser Commission on Medicaid and the Uninsured, 1999.

13 Sara Rosenbaum and Kathleen Maloy. “The Law of Unintended
Consequences: The 1996 Personal Responsibility and Work Opportunity
Reconciliation Act and its Impact on Medicaid for Families with
Children.” Ohio State Law Journal 60: 1423–78. 

14 The State Children’s Health Insurance Program 42 U.S.C. §1397. See
Pernice, K. Wysen, T. Riley, N. Kaye. Charting CHIP: Report of the Second

National Survey of the State Children’s Health Insurance Program.
Portland, ME: NASHP, 2001. http://www.nashp.org.

15 In 2001, the Bush administration announced the Health Insurance
Flexibility and Accountability Demonstration, which permits states to use
program savings to expand coverage to the uninsured, encouraging
coordination with the private sector. But states have been hard-pressed
to secure funds for such expansions and have found that the federal
rules related to using Medicaid to purchase employer-sponsored insur-
ance are difficult to implement.

16 Health Policy Report: Medicaid, op cit., note 9.

17 The Budget of the United States, 2002. http://www.omb.gov 

18 “Health Policy Report: Medicaid op. cit., note 9.
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mechanism for providing health insurance to low-

income, working-age individuals and their family

members. In fact, however, spending on “acute care

services” for individuals who fall into this general

description (for example, families headed by non-

disabled parents and other caretaker relatives and

their children, poverty-level children, and pregnant

women) amounts to a small portion of total pro-

gram spending. Figure  shows that in , acute

care spending for mandatory and optional coverage

groups made up of non-disabled adults and chil-

dren, amounted to slightly less than  percent of

total program spending.

The Elderly and Adults with Disabilities

Medicaid’s second and third coverage components

focus on groups and services that lie almost com-

pletely outside the commercial health insurance

markets: the program funds both acute and long-

term care services for persons with disabilities and

the elderly poor, two groups with virtually no access

to private health insurance, whose needs place them

outside of any market that most private health

insurers would seek to develop. Figure  shows that

in , less than  percent of all Medicaid enrollees

were elderly or persons with disabilities, but expen-

ditures on these populations amounted to more

than two-thirds of total program spending.

Figure  underscores that significant levels of

acute care spending occur for elderly individuals

and persons with disabilities. It also shows that the

per capita rate of acute care spending on these two

groups vastly exceeds per capita spending levels for

non-disabled children and adults who more closely

approximate covered individuals in the commercial

market. In other words, were persons with disabili-

ties and the elderly to be covered in the commercial

market and only for a standard commercial pack-

age, their resource demands would far surpass stan-

dard actuarial norms.

An important consideration in Medicaid is the

health status of its beneficiaries. In isolation, expen-

ditures on persons with disabilities appear to con-

sume about  percent of the program, as Figure 

indicates. But this figure understates Medicaid

spending on persons with chronic illness and dis-

abilities, since the proportion of children and adults

with chronic illness and disability who are enrolled

in Medicaid far exceeds the percentage who techni-

cally gain eligibility based on a formal finding of dis-

ability. For example, it has been estimated that only

 percent of children enrolled in Medicaid who

Elderly
10.1%

Enrollees
Total = 40.4 million people

Expenditures*
Total = $169.3 billion

Blind &
Disabled
17.3%

Adults
21.4%

Children
51.2%

DSH**
8.8%

Elderly
27.1%
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Disabled
39.4%

Adults
9.7%

Children
14.9 %

FIGURE 1

Medicaid Enrollees and Expenditures, by
Enrollment Group, 1998

Source: Kaiser Commission on Medicaid and the Uninsured.
“The Medicaid Program at a Glance.” Medicaid Facts, Jan. 2001,
www.kff.org/content /2001/2004b/2004b.pdf.

*Total expenditures exclude administrative expenses.

**Disproportionate Share Hospital payments.
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have a chronic illness or disability enrolled in the

program on the basis of a formal disability determi-

nation; the overwhelming majority receive Medicaid

based on their status as “poverty-level” or “AFDC-

related” children.19 Medicaid’s role for elderly and

disabled Medicare beneficiaries is similarly unique.

Medicaid not only pays premiums, deductibles, and

coinsurance for low-income Medicare beneficiaries,

but, in the case of the poorest beneficiaries, supple-

ments Medicare’s coverage with additional coverage

for services that are basic but omitted from

Medicare, most notably prescribed outpatient drugs

and long-term care services.

Children (and Some Adults) with Special Needs

Medicaid’s fourth component—and the one that is

the least well studied or understood—is the pro-

gram’s role as the principal funder of medical care

services for individuals (typically children) who may

or may not have standard insurance but who are at

high medical risk and who are receiving a blend of

medical and social services through other systems of

care. Most of these population groups are distin-

guished by health status factors that an individual

private market would consider uninsurable: severe

pre-existing physical and mental health conditions,

permanent disability or impairment, age, institution-

al status, and other characteristics that would virtual-

ly exclude them from the individual insurance mar-

ket.20 Not only do their health conditions place them

beyond the limits of conventional coverage, but their

service needs extend beyond the range and scope of

benefits found in a conventional insurance plan.

In any state, there may be numerous companion

health and health-related systems of care that co-

exist with Medicaid. Examples are state child welfare

systems, medical and aftercare programs for chil-

dren with special health care needs, school health

programs, mental health and developmental dis-

abilities programs for children and adults, special

education and early intervention programs, state

juvenile justice programs, state public health

agency-operated programs designed to address and

control public health threats such as the transmis-

sion of disease or the treatment of lead exposure in

children, and programs for the frail elderly. The

children and adults who receive medical care and

clinical case management services through these

other systems are disproportionately poor and

Medicaid-dependent. All of these programs have an

obligation to address not only the social/education-

al but also the medical needs of clients and patients,

yet their funding for necessary medical care is either

very low in relation to need or virtually non-existent

(for example, the federal special education program

bars states from using funds to pay for necessary

medical care, provoking a demand at the state level

for Medicaid support).

As a result, Medicaid is the primary means by

which states finance and carry out these other essen-

tial health and health-related services. Even in states

in which managed care enrollment is extensive, these

services typically are “carved out” of state managed

care contracts and remain under the direct adminis-

trative control of state Medicaid programs and other

state agencies.21 These expenditures show up in

aggregate national data on medical assistance expen-

ditures, but, given the structure of the Medicaid

expenditure reporting system and the absence of spe-

cialized studies, it is impossible to accurately disag-

gregate these special expenditures from the broader

program spending data. Recent negotiated federal/

state settlements in the hundreds of millions of dol-

lars for Medicaid payments related to medical care

for children in special education is a fair indicator of

just how essential Medicaid is to a range of medical

and health-related social welfare programs.22

Benefits Covered for These Population Groups

While Medicaid creates enforceable rights and bene-

19 Ibid., p. 637; Center for Health Care Strategies. The Faces of Medicaid.
Princeton, NJ, 2000. http://www.chcs.org

20 Karen Pollitz, Richard Sorian, and Kathy Thomas. How Accessible 
Is Individual Health Insurance for Consumers in Less than Perfect
Health? Washington: Georgetown University Institute for Health Care
Research and Policy, 2001.

21 Sara Rosenbaum et al. Negotiating the New Health System: A
Nationwide Study of Medicaid Managed Care Contracting. Washington:
George Washington University Medical Center, 2000. The full study can
be viewed at http://www.gwhealthpolicy.org.

22 Kaiser Daily Health Reports (May 22, 2002).
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fits that resemble those found in private insurance

policies, in certain fundamental respects Medicaid

coverage design rules and options are unlike private

plans. Indeed, not only in whom it covers but what

it pays for, Medicaid is the antithesis of private

insurance in both theory and operation.

Private insurance benefits are structured to

impose strict contractual limits on what is consid-

ered medical care and the circumstances under

which benefits will be covered and paid.23 Even in

employment-based insurance, pre-existing condi-

tion limitations and waiting periods are common.24

Benefit plans are structured for a population of

workers and family members without serious

underlying health conditions, with an emphasis on

preventive and acute services and just enough insti-

tutional and home care to permit an otherwise

healthy person to “recover” to “normal function.”

Within the typically modest constraints of state

insurance law and federal laws governing employee

health benefit plans, insurers and issuers have dis-

cretion to design limited coverage plans, restricting

or excluding otherwise available coverage by condi-

tion (for example, less coverage for mental illness,

lower lifetime coverage limits for persons with

human immunodeficiency virus [HIV]).25

Insurers and health plans also have the flexibility

to adopt restrictive definitions of when otherwise

covered benefits will be considered medically neces-

sary, by building in limitations based on whether a

service or intervention will allow an individual to

“recover” lost functioning. This type of definition

effectively excludes coverage when the individual

who requires it needs the benefit to prevent deterio-

ration, maintain functioning, or “recover” to levels

that might be expected in a person with a disability

rather than an individual with no underlying health

conditions.26 Finally, in private insurance, cost shar-

ing can be considerable and lifetime payment rules

restrictive.

Medicaid operates under highly different rules,

even as it maintains a basic medical necessity test.

The Medicaid program provides federal funds to

states to offset the cost of “medical assistance” fur-

nished to eligible persons by qualified providers.

However, the term, “medical assistance,” only super-

ficially resembles a conventional insurance benefit

plan. It includes such services as long-term institu-

tional care; long-term case management; personal

attendant services; long-term rehabilitation and

habilitation services; special medical, personal, and

environmental services and supports needed to

maintain severely disabled children and adults in

their homes; and other services not typically found

in private insurance plans. States have considerable

flexibility in benefit design and, indeed, more than

two-thirds of all state Medicaid spending can be

attributed to optional services.27 At the same time,

certain classes of benefits (including nursing home

and home health benefits) are mandatory,28 and in

the case of children under age , mandatory cover-

age includes the full range of federally defined med-

ical assistance services.29

Federal law also sets certain limits on states’ dis-

cretion over terms such as medical necessity; a pre-

ventive standard of coverage is required in the case

of children.30 Pre-existing condition exclusions and

waiting periods are not allowed. Furthermore, feder-

23 Rand Rosenblatt, Sylvia Law, and Sara Rosenbaum. Law and the
American Health Care System. (New York: Foundation Press, 1997);
2001–02 update.

24 The Health Insurance Portability and Accountability Act (HIPAA) limited
but by no means prohibited the use of waiting periods and pre-existing
condition limitations.

25 The Employee Retirement Income Security Act (ERISA) gives employers
near total discretion over health plan benefit design. Subsequent laws
have limited this discretion only in the most modest ways. The Mental
Health Parity Act of 1996 (which expired in 2001) prohibited only annual
and lifetime dollar caps on mental health benefits but permitted ongo-
ing coverage limits stated in terms of defined benefits. Furthermore, to
the extent Congress anticipated that diagnostic-based discrimination
would no longer exist following enactment of Title I of the Americans
with Disabilities Act (which prohibits discrimination against persons with

disabilities in employment or employment-related benefits), this expecta-
tion has not been borne out; courts have ruled virtually uniformly that
diagnostic-based limits are lawful as long as they are applied uniformly
to all covered individuals; Law and the American Health Care System,
op cit., note 25. 

26 Law and the American Health Care System, op. cit., note 25. 

27 Kaiser Commission on Medicaid and the Uninsured. Summary of
Mandatory and Optional Services, 2001. http://www.kff.org/medicaid.

28 42 U.S.C. §§1396a(a)(10)(A) and 1396d(a) (2002).

29 42 U.S.C. §§1396a(a)(10)(A), 1396d(a), and 1396d(r) (2002).

30 For additional information on coverage standards for children, see 
Sara Rosenbaum and Colleen Sonosky. Federal EPSDT Coverage Policy,
December 2000. http://www.gwhealthpolicy.org/downloads/
epsdt_execsum.pdf
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al “amount, duration, and scope” standards require

that state coverage levels meet certain tests of reason-

ableness and prohibit state programs (at least in the

case of required services) from discriminating on the

basis of particular conditions).31

Certain types of exclusions typically found in

insurance contracts, such as “educational” or “social”

exclusions in the case of medical care furnished to

children in school or foster care, are not permitted in

Medicaid. For example, private insurance typically

excludes “educational” services (that is, otherwise

covered medical care that is furnished during the

school day as part of a special education plan); feder-

al Medicaid law specifically prohibits this type of

exclusion.32 Finally, even where permitted, cost shar-

ing is circumscribed to nominal levels as a matter of

federal law, in view of the financial situation of the

eligible population.33

State Medicaid agencies also have flexibility over

compensation methodologies and payment rates.

Federal law sets certain substantive compensation

standards in the case of federally qualified health

centers and rural health clinics and for payments to

state- and county-operated health care providers.

Federal law also requires certain payment adjust-

ments in the case of managed care organizations

and disproportionate share hospitals and establishes

certain procedural requirements in the case of rate

setting for nursing home and hospital payments.

But the level of federal incursion into Medicaid pay-

ment standards and methodologies is relatively

modest.

Beyond these requirements, state agencies are

free to devise payment methodologies and rates that

meet the needs of their providers. For example, a

state can use a reasonable cost payment methodolo-

gy in the case of public hospitals, health department

clinics, and other public providers, thereby ensuring

that these providers (and thus the public agencies or

entities of which they are a part) are compensated at

favorable rates that reflect the full reasonable cost of

care to the Medicaid population. Budget pressures

constrain states in their ability to invest through

Medicaid. Faced with difficult choices in times of

budget austerity to eliminate or restrict eligible pop-

ulations, reduce services, or restrict provider pay-

ments, states have placed limits on provider reim-

bursement. A recent report shows only eight states

paid average Medicaid provider fees equal to or

above Medicare rates; the remainder paid less than

Medicare, ranging from  percent to  percent of

Medicaid rates.34

Program Administration 

States have considerable flexibility in how they

administer their programs. They can elect to admin-

ister their programs on a traditional fee-for-service

basis or through the use of limited or comprehen-

sive managed care arrangements, including primary

care case management systems and networks of pre-

ferred institutional and specialty providers overseen

by a state agency as well as full-service managed care

organizations furnishing both general and special-

ized care.

As of , all states used some form of managed

care. Over the past decade, state Medicaid programs

have become extremely sophisticated purchasers of

managed care services, buying coverage through

managed care products for both non-disabled and

disabled beneficiaries.35 States’ managed care pur-

chasing practices span a broad range of approaches,

including buy-ins to employer-sponsored plans and

the direct purchase of managed care products

through individual enrollment of children and

adults enrolled in Medicaid and S-CHIP.

However, to equate this trend toward use of

managed care with what is actually covered under

state Medicaid programs would be misleading.

31 This type of discrimination (that is, singling out certain conditions such
as AIDS or mental illness for lesser treatment) is common in conventional
insurance. See Law and the American Health Care System, op cit., note
25., chap. 2F. 

32 42 U.S.C. §1396b(e) (2002). 

33 In fact, cost sharing can be considerable for medically needy persons
who “spend down” to eligibility levels by incurring high medical expens-

es. Even with special spousal impoverishment rules enacted under the
Nursing Home Reform Act of 1987, the protected income and assets of
families with medically needy persons are relatively modest.

34 ”Comparing Physician and Dentist Fees Among Medicaid Programs.”
The Lewin Group, Medi-Cal Policy Institute, June 2001.
http://www.medi.cal.org.

35 Negotiating the New Health System, op cit., note 22. 
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Despite the fact that all state programs now buy pri-

vate health insurance and managed care products to

some degree, these arrangements continue to be

supplemented by services and benefits covered

under state Medicaid plans but extending beyond

the outer limits of insurance. Some states have begun

to experiment with more organized approaches to

this supplementation through articulation of care-

fully defined “wraparound” plans for both Medi-

caid- and S-CHIP-enrolled children as well as dis-

abled adult workers.

Part III. Medicaid’s Multiple Roles in
Operation: The Case of Rhode Island

Perhaps the best way to understand the Medicaid

program in operation is through the example of a

single state, Rhode Island. It is important, however,

to recognize the considerable variability among

states. Over the years, Rhode Island has become

known as an innovator in Medicaid through its

broad efforts to insure lower-income families and

workers with disabilities and because of the breadth

of its programs for children and adults with physical

and mental disabilities and the frail elderly. In this

regard, Rhode Island offers a particularly pro-

nounced example (and one that cannot be said to be

indicative of all states) of what a state can do in

Medicaid, by both exercising of coverage and

financing options and using federal demonstration

authority.

At the same time, Rhode Island is an exemplary

model of what state Medicaid programs throughout

the country do in their efforts to shape their coverage

and activities to meet multiple responsibilities relat-

ed to the health care needs of the entire population,

both those who need Medicaid as a form of basic

insurance and those who require the more complex

and long-term services that only Medicaid ensures.

Rhode Island’s annual Medicaid report presents

a clear picture of the program’s reach and impor-

tance.36 In FY , Rhode Island’s Medicaid pro-

gram covered  percent of all state residents, a

higher proportion than all but  states. As of ,

the state’s total uninsured population stood at  per-

cent, the lowest in the nation.37 Much of this

progress can be attributed to Medicaid reforms. The

state’s total average monthly caseload approached

, persons, with considerable growth between

 and , even in the face of a strong economy.

But as is true generally, the proportion of Medi-

caid spending devoted to creating public insurance

alternatives for working families without access to

employer-sponsored arrangements accounts for

only a small proportion of overall program activi-

ties. The qualities that make Medicaid unique show

up in Rhode Island’s special initiatives aimed at

uninsurable persons and services. Adults with dis-

abilities and the elderly made up  percent of

enrollees but accounted for  percent of total pro-

gram spending; children with special health needs

and children in sponsored foster care accounted for

 percent of the total caseload and  percent of total

expenditures. Thus, Medicaid spending on health

coverage for working-age adults and their children

accounted for only a small part of the state’s overall

program.

Even a cursory examination of the initiatives

described in the state’s annual Medicaid report, sup-

plemented by discussions with state Medicaid offi-

cials,38 underscores the range of activities in which

Medicaid is involved. Indeed, Rhode Island Medi-

caid officials estimate that some  percent of total

program spending is tied to initiatives for special

populations undertaken in collaboration with other

public agencies responsible for the care and man-

agement of certain populations:

• Medicaid collaborates with the state’s agencies

on aging and disabilities to develop and support an

expanded assisted living network, including home-

maker services; personal care and case management

services; and other services and supports aimed at

populations with serious activity limitations.

• Medicaid offers special insurance and health

36 http://www.dhs.state.ri.us/dhs /reports /ma2000.

37 Kaiser Family Foundation State Health Facts Online. Population
Distribution by Insurance Status 1999–2000. http://www.kff.org
(accessed June 21, 2002).

38 Interview with Tricia Leddy, Administrator, Center for Child and Family
Health, Rhode Island Department of Human Services), February 13,
2002.



91











 








  |













, 





, 



 













support programs for individuals making the wel-

fare-to-work transition as well as adults with dis-

abilities who are transitioning into the workforce

and who will need continuous access to comprehen-

sive public insurance during employment.

• Medicaid funds expanded case management

services for high-risk pregnant women, including

home visiting, intensive therapies, and comprehen-

sive preventive services.

• Medicaid is involved in health promotion

activities such as school-based lead screening and

treatment programs.

• Medicaid is the principal source of funding for

children and adolescents with special health needs,

such as juvenile drug court treatment programs,

special “CEDARR” family centers for families with

special needs children, and special services for chil-

dren in foster care.

In collaboration with Rhode Island’s Depart-

ment of Mental Health, Retardation and Hospitals,

the state Medicaid program supports a full continu-

um of services for enrollees, beginning with detoxifi-

cation and complemented by rehabilitative support

services. The program funds comprehensive treat-

ment and rehabilitation services for enrolled adults

with mental illness, including—but not limited

to—counseling and therapy, crisis intervention, res-

idential services, multi-disciplinary treatment plan-

ning, and assertive community treatment.

As a result of the landmark U. S. Supreme Court

decision in Olmstead v L.C.39, the state has expanded

its institutional and community placement services

and is one of the few states without a waiting list for

community-based waiver placements.

Special programs have been created for persons

suffering from traumatic brain injury and those

with multiple sclerosis and other long-term physical

disabilities.

The state financed health care for some ,

children in foster care and special adoption place-

ments; for children in foster care, behavioral health

represented  percent of total per child per month

expenditures, underscoring the unusual nature of

health care for special needs children.

The state’s “Ticket to Work and Rhode to In-

dependence” program, funded by both Medicaid

and special grants, furnished employment assis-

tance, case management, and Medicaid “buy-in”

programs for employed persons with disabilities.

Part IV. Issues Reformers Must Address

This paper has examined Medicaid’s role in the

American health care system from the perspective of

states’ overall role in the financing and provision of

health services for their populations. Originally,

Medicaid was structured to reach only populations

such as women and children on welfare, persons

with profound disabilities, and the elderly, who fell

outside the workforce with its presumed access to

employer-sponsored coverage. State Medicaid activ-

ities were aimed exclusively at these populations,

although even in Medicaid’s earliest days, several

states used their own funds to cover their poorest

workers.

As evidence mounted regarding the weakness of

the employment-based health insurance system

(particularly related to coverage of workers with

chronic illness and disabilities), a series of congres-

sional amendments to Medicaid made it possible for

and sometimes required states to significantly

expand covered populations and services and to

experiment with alternative delivery systems. Over

the years, states have taken significant advantage of

these options, particularly in the case of children.

The heightened attention focused on some states’

efforts to manipulate federal financial arrangements

to maximum funding advantage has tended to

obscure Medicaid’s essential role in helping states to

meet their essential health care obligations to low-

income, vulnerable, and special needs populations.

Over the decades, Medicaid has permitted states to

fundamentally reconceptualize their role in

American health care. The state vision of Medicaid

today spans both health insurance for lower-income

families and long-term care and services to promote

community integration and support children and

adults with disabilities and special needs. Finally,

many states tend to define as part of their Medicaid-
39 119 S. Ct. 2176 (1999); see also Health Policy Report: Medicaid, op.
cit., note 9.
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financed mission an obligation to maintain an

essential health care infrastructure of clinics, inpa-

tient facilities, and special-purpose services and

programs, ranging from community mental health

services to school-based clinics and adult day treat-

ment facilities.

In reconceptualizing their health roles, states also

have modernized their thinking about how to

approach the task. For example, in furthering access

to health insurance for working families, many states

have sought to build their initiatives around the

public purchase of private coverage, either through

subsidizing enrollment in employer-sponsored

health plans where available or, more commonly,

sponsoring beneficiaries in privately administered

managed care arrangements. Thus, to the extent that

reform advocates emphasize use of premium sup-

port systems and greater reliance on private insur-

ance arrangements, it is fair to say that state Medi-

caid programs have pursued these goals steadily over

the years.

But this paper also documents Medicaid’s

numerous other roles, all of which pertain to the

responsibility of state governments to provide health

care for persons who, by virtue of their health status

and need for services, lie beyond the farthest reaches

of even a strong private market. Indeed, in many

respects, Medicaid makes a vibrant private market

possible precisely because it offers a means of cover-

age for millions of persons with disabilities and

chronic illness who otherwise would have no cover-

age or would obtain insurance only through heavy

market regulation and at considerable expense.

The data presented in this paper suggest that

most Medicaid expenditures are for services and

populations tied to the program’s unique role as a

form of health insurance that departs from com-

mercial insurance principles and norms. While

reforms for working families have been notable,

their overall impact on total Medicaid spending has

been modest: most Medicaid expenditures are tied

to the program’s historic mission of supporting per-

sons with disabilities, the elderly, and the health

service obligations of public agencies generally.

These costs are high, rise at a significantly greater

rate than the general rate of inflation, and would be

untenable in terms of state budgeting in the absence

of Medicaid. As the Urban Institute study suggests,

Medicaid is the single most important source of

state revenue and expenditure growth.

Any federal health care reform proposals must

therefore take into serious consideration the conse-

quences of such reform on Medicaid and state

financial health. This issue of how to ensure that

states can continue their basic role in shaping health

care for all populations is central to national health

reform and cannot be dismissed through a single-

minded focus on debates over whether states are

getting more than their so-called fair share of feder-

al financial contributions.

Because the Medicaid program is most certainly

not a single, monolithic health care financing mech-

anism, any proposals to reform it or to make it part

of a larger national reform must carefully consider

the breadth and depth of Medicaid’s financing and

service delivery, which varies by state and by com-

munity. Any reform proposal addressing Medicaid

must be able to answer four questions:

. Will the open-ended nature of the federal

financing system continue as long as states make

reasonable investments in their programs? In light

of overall financial constraints in state governments

and the impact of these financial realities on states’

abilities to invest, is it time to recalibrate the federal

contribution level, with special incentives built into

federal financial arrangements for state investments

that further national policies such as de-institution-

alization and community integration, investments

in working families, use of employer-sponsored

arrangements when available, and positive utiliza-

tion controls that promote efficiency without

adversely affecting necessary health care access

among low-income persons?

. How will the proposal affect the trend toward

increasing state-federal investment in the health

care infrastructure designed to support uninsured

and non-eligible populations as well as Medicaid

eligibles?

. How will the proposal affect the extensive use

of Medicaid funds to support a variety of state and

local direct care and administrative functions out-

side of the single state agency?
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. How will the proposal affect populations and

services that fall outside conventional insurance

products? Does the proposal address how each of the

four major population groups, and the services pro-

vided through Medicaid for them, will be handled?

• Families with children

• Adults with disabilities 

Those disabled before age 

Those disabled after age 

• The elderly

• Children with special health care needs

The Future of Health Care Reform 
and Medicaid

In theory, it might be possible to untangle Medicaid

and alter a series of other federal programs to permit

the types of expenditures that Medicaid now sup-

ports. Special education and early child development

laws could be re-drafted to include health spending

authority and guaranteed funding. Programs to aid

persons with mental illness and developmental dis-

abilities and the frail elderly could be dramatically

expanded. The Medicare program could be restruc-

tured to improve coverage of workers with disabili-

ties who otherwise would lose assistance when they

return to the workforce. Medicare also could be

expanded to cover prescriptions and long-term care

services. Separate insurance programs could be

established for persons with HIV, women with breast

and cervical cancer, and persons with tuberculosis.

A special federal safety net enhancement program

could be created. For each proposal, state and feder-

al financing responsibilities and formulas must be

outlined.

Medicaid has evolved into one of our most

important health care programs at both the state and

federal level. It is not a stagnant program: a host of

federal legislative and regulatory reforms and initia-

tives over the years have dramatically expanded the

program’s importance to people, health care

providers, and state governments. Program variabil-

ity among states has increased to a point where Med-

icaid is a radically different program in every state,

meeting state-defined needs within expenditure lev-

els states may be willing and able to commit to. How

this complex and complicated program can be made

more efficient to face changing health policy priori-

ties remains an open question. Its size and rapid

growth suggest that the time for a reform that bal-

ances state, federal, consumer, and provider interests

is upon us—and it is a task that requires a full under-

standing of Medicaid’s many roles and complex

financing to assure success. Whether federal and

state policy makers have the vision and political will

to come together around a common vision for what

Medicaid needs to be in the st century is one of the

great “unknowns” in national health reform. ■
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Edward Lawlor and Ann Dude look at three successful non-health-related 

policy reforms to see what lessons can be learned about reformulating health

reform strategies to enhance the chances for achieving universal coverage. The

three initiatives are the efforts by Mothers Against Drunk Driving (MADD) to

pass legislation to curb alcohol-related driving injuries; the  education

reform act known as “No Child Left Behind”; and the  NAFTA trade act.

Lawlor and Dude
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Background

Seven years after the Clinton health reform saga, the

political environment for health policy is best

described as one of stalemate and pessimism. The

long economic recovery of the s (and the fiscal

resources that went with it) appears to be over;

incremental efforts at expanded coverage, such as

the Medicare prescription drug benefit and the State

Children’s Health Insurance Program (S-CHIP)

expansions, have struggled; and federal priorities

have shifted to national security (defense), home-

land security, and tax relief. The fiscal constraints

imposed by recession, scheduled tax cuts, and the

proposed ramp-up of defense and security spending

leave little room for expansionary domestic policy,

much less the political time and attention needed to

enact major reform. Strong ideological currents also

press against the prospects for significant initiatives

to expand coverage. The health policy and health

politics literature provides an extensive and sophis-

ticated account of the obstacles to and constraints

on enacting comprehensive health reform in the

United States. The Clinton reform experience itself

spawned much literature documenting both its his-

tory and the contemporary obstacles to reform.1 In

the aftermath of this experience, a number of argu-

ments make up the conventional wisdom about the

stalemate of U.S. health reform, both at a moment

in time and historically. Students of agenda forma-

tion emphasize the need for political and contextual

factors to come together to produce the right chem-

istry for reform.2 Agenda formation involves having

policy ideas and interests lined up for the right

moment when the political environment is ready,

when the classic “window of opportunity” exists.

The role of public opinion in agenda formation, as

well as influencing the President and Congress to

act, has received significant attention in the litera-

ture, though, as observers like Lawrence Jacobs have

illustrated, public opinion in health has its own

complexities of interpretation and connection to

actual congressional behavior.3

Students of institutions emphasize the structur-

al impediments—for example, the realities of con-

gressional committees and behavior—in shaping

the possibilities for reform ideas to make their jour-

ney from political will to actual legislation.4 Other

structural arguments look more closely at the influ-

ence of existing policy, the bureaucracy, programs,

and infrastructure on the opportunity set for

reform. The idea here is that existing policy creates

its own future policy possibilities, and that reform

opportunities are path dependent. Students of

health care’s political economy emphasize the

tremendous role that money, power, and in-

fluence—the medical industrial complex—play in

protecting insurance, provider, pharmaceutical, and

Mobilizing, Framing, and Leading: Three Policy
Thought Experiments for Covering America

by Edward F. Lawlor and Ann Dude

1 Haynes Johnson and David S. Broder. The System: The American Way
of Politics at the Breaking Point. Boston: Little Brown, 1996; Theda
Skopol. Boomerang. New York: W. W. Norton, 1997; Jacob S. Hacker.
The Road to Nowhere. Princeton, NJ: Princeton University Press, 1997.

2 John W. Kingdon. Agendas, Alternatives, and Public Policies. New York:
Harper Collins, 1984. 

3 Lawrence Jacobs. The Health of Nations: Public Opinion and the

Making of American and British Health Policy. Ithaca, NY: Cornell
University Press, 1993; Lawrence Jacobs and Robert Shapiro. “Don’t
Blame the Public for Failed Health Care Reform.” Journal of Health
Policy, Politics, and Law 20 (2) (Summer 1995): 411–23.

4 Sven Steinmo and Jon Watts. “It’s the Institutions, Stupid! Why Com-
prehensive National Health Insurance Always Fails in America.” Journal
of Health Policy, Politics, and Law 20 (2) (Summer 1995): 329–72. 
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professional interests. For example, the Center for

Responsible Politics estimates that pharmaceutical

interests spent  million on campaign contribu-

tions and  million in lobbying activities in

–, creating undeniable influence over the

prospects and feasible options for Medicare pre-

scription drug coverage.

In addition to these formal explanations for

America’s health policy stasis, a number of more

casual explanations are found in the lore of U.S.

health care reform efforts. Some observers believe in

the historical cycles phenomenon of health policy:

every  years or so, a confluence of ideological com-

mitments and political pressures produces a signifi-

cant comprehensive reform effort. Others believe in

the power of a single charismatic and committed

leader as the key explanation for policy failure and

the key requirement for advancing universal cover-

age. Others have likened health care reform debates

to competing “theologies,” with little possibility for

rational and open-minded deliberation.

The Plan of this Chapter

As The Robert Wood Johnson Covering America

project demonstrates, there is no shortage of good

ideas and analytic support for significant reform.

The  proposals represent reasoned, analytically

defensible approaches that take due account of the

evidence and institutions that lie in the background

of health care reform. However, the ongoing and

daunting question that remains is how to reformu-

late or reframe the reform project to achieve univer-

sal coverage so it stands some positive chance of

legislation and implementation.

This chapter looks to examples of policy making

and political organization from outside the world of

health reform for lessons and insights that are appli-

cable to contemporary health reform. The idea is to

step outside the usual confines of health policy and

politics discussion and see if ideas for reframing

health care coverage can be garnered from success-

ful examples of policy making elsewhere. Can direc-

tions for policy design, political strategy, and

evaluation of reform alternatives be developed from

examination of other policy domains? Are there dif-

ferent ways to think about the existing set of reform

proposals that recast them in political terms? 

Such an exercise is obviously fraught with polit-

ical naiveté and analytical risk, but the goal is to

stimulate some fresh thinking about the design and

strategy of health care reform. Such an exercise also

runs the risk of trivializing or oversimplifying what

are very complex politics and policy processes.5 But

it also holds the promise of changing some of the

policy formulation mindset. This chapter is meant

to be deliberately provocative. The idea is to create

the kind of self-awareness among health policy ana-

lysts and economists that John Kingdon created in

his comparative analysis of transportation and

health care in the s. For example, by looking

carefully at the narratives of transportation and

health care, Kingdon observed the mantra of

“access, cost, and quality” that so drives the concep-

tual frameworks and analysis of health care was

nowhere present in any of the discourse about

transportation policy.

The examples take the form of several mini-case

studies of recent policy that, by some measure, have

been “successful,” meaning that significant legisla-

tion and commitment of public resources has

occurred, in spite of the obstacles and pessimism

that characterized these issues ex ante.6 We have

chosen examples of policy development at three lev-

els of scale and ambition, from down-on-the-

ground social movements to, arguably, the most

significant example of economic policy making in

the last decade.7 The criteria for selection of these

5 For an extended discussion of these hazards, see Richard Rose. Lesson
Drawing in Public Policy: A Guide to Learning Across Time and Space.
Chatham, NJ: Chatham House, 1993. 

6 One of the obvious observations coming out of this exercise is the
absolute paucity of “big policy” accomplished in the two decades.
Unlike the Johnson or, arguably, the Nixon administrations, there simply
are few examples of significant domestic legislation committing substan-
tial resources to a public purpose. Contrast this era with the policy 
making of the Johnson administration: on the walls of the Johnson
Presidential Museum in Austin is an exhibit of the 100 major pieces of
legislation passed during his term, including Medicare, the Voting Rights
Act, the Clean Air Act, etc. 

7 It is interesting to note that the search for examples of significant fed-
eral legislation that might serve as useful analogies or heuristics for envi-
sioning health reform actually produced few good candidates. The “War
on Drugs,” which has captured some $30 billion of federal resources
and a cabinet-level appointment, mostly directed at interdiction activi-
ties, is a possibility and may be worth further discussion. (One of my
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cases include the scale of their impact (either in

resources or potential behavioral change) and their

extension of the reach or capabilities of the state (as

opposed to legislation that could be interpreted as

taking away federal or state benefits or authority).

Each case study comes from recent political history.

For these reasons of selection, we examined and

rejected for inclusion in this chapter creation of the

Office of National Drug Control Policy (the so-

called drug czar), the  welfare reform legisla-

tion, and the Adoption and Safe Families Act of

.

It is worth noting that the analysis of “unsuccess-

ful” policy initiatives can be useful as well to develop

new strategy for universal health coverage. Jacob

Hacker’s analysis of the Clinton health reform expe-

rience, for example, provides an effective counter-

balance to the literature in the aftermath of that

experience that concludes, in one way or another,

that significant health reform in the United States is

“doomed” or preordained to fail.8 Although the Clin-

ton experience provides an always-tempting and rel-

evant stockpile of political analogies and lessons, this

chapter purposefully looks elsewhere for evidence

that the health reform project is necessarily deter-

ministic, static, or bounded by the certainties that

seem to rain down from the many post hoc explana-

tions of reform failures. As Hacker concludes,

Retrospective certainty has, of course, also been a
prominent feature of the prolific commentary on
the health care reform debate. The burial of health
care reform in  prompted a barrage of “defeat
was inevitable” arguments from the nation’s politi-
cal scientists, many of whom implied, without
much subtlety, that anyone who really understood
politics would have known that the Clinton plan
and its alternatives were doomed from the start.
These arguments go beyond the claim that the
health care reform was unlikely to pass to the more
suspect claim that it was destined to fail. In doing

so, they degenerate into mechanistic and static char-
acterizations that fail to capture the uncertainties
and strategic complexities of the debate.9

The concept of this chapter is to provide heuris-

tics, not necessarily formal analogies or determina-

tive lessons from other policy developments, but

with an eye toward countering the deterministic and

even fatalistic mindset of most political analysis of

contemporary health reform. The goal is to stimu-

late some reframing of the sources of political

action and change, to reconsider the sources of

political influence in health reform, and to challenge

some of the political truisms that have taken hold in

the backwaters of the Clinton reform effort.

The case studies include the following: () The

dramatic commitment of regulatory and law

enforcement tools to reducing the incidence of

drunk driving, and its related injuries and deaths, as

a result of significant grassroots social mobilization.

This case illustrates the existence and potential role

of social movements in producing reform “under the

radar,” but with potentially significant results. ()

The recent federal education legislation, “No Child

Left Behind,” which illustrates the most recent exam-

ple of policy framing and compromise across ideo-

logical and partisan lines at the federal level. () The

North American Free Trade Agreement (NAFTA),

which profoundly altered the terms of trade in

North America, despite the vigorous opposition of

organized labor, particular industries, and an appar-

ent lack of public opinion mandate.

The plan of the chapter is as follows: The case

studies are interspersed with discussions of mobiliz-

ing, framing, and leading the campaign for universal

coverage, taking account of all the well-known con-

straints and obstacles. The goal of these exercises is

not to pass judgment on the underlying merits of

the resulting education, drunk driving, or trade pol-

colleagues calls this achievement the triumph of criminalization and mili-
tarization in framing a policy agenda.) Welfare reform, which also may
deserve more thinking for this paper, may be more an example of “tak-
ings,” in Richard Epstein’s parlance, than it is a positive assertion of new
policy and entitlement that is helpful for understanding health care
reform. Federal child welfare legislation, namely, the Adoption and Safe
Families Act, embodied a set of goals for family re-unification and swift
movement to permanent adoptive homes—a philosophy of service—as

well as a strong model of delegation and financing to state administra-
tion. Its politics and design reflect many idiosyncrasies of the substance
and populations involved in child welfare.

8 Jacob Hacker. “Learning from Defeat? Political Analysis and the Failure
of Health Care Reform in the United States.” British Journal of Political
Science 31 (2001): 61–94.

9 Ibid., pp. 93–4.



100

icy, but rather to look briefly at the political anato-

my of these recent or relatively recent policy initia-

tives for ideas about new ways to construct and

“market” health care coverage. In the case of drunk

driving legislation and regulation, we are exposed to

the underground phenomena of social move-

ments—also lurking in states as potential players in

promoting models of health care coverage. In the

case of education reform, we become sensitized to

the possibilities for bipartisan compromise around

a set of vague but important notions of school

accountability, as well as the pathways around

important ideological symbols such as vouchers.

Finally, by examining the anatomy of NAFTA, we

come back full circle to realpolitik and consider the

power and possibilities of legislation (actually ratifi-

cation) in spite of what appears to be overwhelming

opposition from organized, populist, and special

interest forces, and even initial policy ambivalence

by the President.

Mobilizing: Mothers Against Drunk
Driving, Social Movements, and Health
Care Coverage

Many progressives look to bottom-up social move-

ments as potential vehicles for health reform. Exam-

ples from the civil rights movement, the women’s

movement, the movement for support of HIV/AIDS

research and coverage, and the environmental move-

ment all have salience in thinking about engagement

of the public in issue advocacy and political influ-

ence. Discussion of national health care reform has

been surprisingly immune from broad-based, value-

driven, social movement politics. The language and

rationale of rights has never taken serious hold in

U.S. health care, identification of health coverage

with particularly compelling and visible populations

has never occurred, and an organized advocacy with

“voice” has arguably never really developed. But, as

this section demonstrates, organizing around health

care coverage is occurring in cities and states, though

almost without connection to the reform ideas traf-

ficking in Washington.

As a heuristic for understanding the role and

behavior of social movements, consider the remark-

able evolution, visibility, and policy consequences of

the movement to reduce the incidence of drunk

driving, largely mobilized by the group, Mothers

Against Drunk Driving (MADD). The origins of

MADD can be traced back to two tragic accidents in

 that severely injured one child and killed

another. The mothers of these children, Cindy Lamb

and Candy Lightner, sought out key leadership in

Congress and simultaneously began a national

grassroots organizing campaign. The movement

was publicly launched in October of  at a press

conference convened by then Congressman Michael

Barnes (-), during which the two founding

mothers called for the creation of a Presidential

Commission and a broad-based campaign at the

federal and state levels to raise the minimum drink-

ing age to .

The tactics and institutions that MADD (and its

affiliated organizations) have subsequently used are

mulitifaceted: the original Presidential Commission

evolved into the permanent National Commission

on Drunk Driving, the policy emphasis on a mini-

mum drinking age broadened as zero-tolerance

standards were implemented for teenagers, more

stringent blood-alcohol limits (.) were adopted

in states, aggressive measures such as checkpoints

became accepted law enforcement tools, and finan-

cial incentives were directed at states to change the

minimum drinking age when direct federal jurisdic-

tion over drunk driving is not available. MADD and

its affiliated organizations have also promoted tech-

nological interventions, such as sobriety monitors

on cars and sophisticated electronic scanners for

identification (ID) cards.

The campaign against drunk driving has

morphed and grown along with its success and visi-

bility. For example, beginning in , MADD

embraced prevention of youth alcohol abuse as a

defining program area and set about to create the

grassroots support and policy advocacy to move an

agenda of legislation and intervention directed at

teenage drinking, not drunk driving per se. MADD

has introduced educational programs in high

schools and colleges and has begun to monitor and

counter advertisements and marketing.

The movement against drunk driving is even



101











 








  |










 



 






more interesting for its effects on the hearts and

minds of citizens than for its considerable legislative

and regulatory accomplishments. Informal practices,

such as designated drivers, have clearly changed

behavior on a broad scale and influenced social

norms. The idea of the designated driver, which has

now become inculcated into the social life of the

nation, was created by this movement. The idea of

the designated driver is reinforced in the advertising

campaigns of beer distributors. On holidays, public

transportation agencies and even private taxi associ-

ations have taken up this idea with free or subsidized

transportation as a socially sanctioned and conven-

ient substitute for driving while drunk.

Advocates claim that the policy to raise the mini-

mum drinking age to , as well as the various sanc-

tions on drinking and driving, have reduced highway

deaths due to alcohol by , per year, a reduction

of about  percent from  through . All told,

advocates take credit for saving , lives. All of

this occurred without necessarily a politically sup-

portive or ideologically compatible environment.

Ronald Reagan, for example, a strong proponent of

state’s rights and devolution, became a champion

of the movement against drunk driving and a sup-

porter of federal legislation imposing a minimum

drinking age of  across states.10 These changes have

occurred despite the expectations we have of young

people to serve in the military, to vote, to be married,

and to be treated as adults in virtually all other

aspects of life and responsibility at the age of . If

one steps back from this movement, its effectiveness

in changing norms and policy is quite remarkable.

Are there analogous movements in health care?

Many movements in health care and health services

are defined by interests in particular diseases and

domains of health care: cancer, reproductive health,

AIDS/HIV, alternative health, etc. Sherry Glied has

described how ACT UP and the AIDS lobby trans-

formed research into and coverage of HIV care from

traditional disease-specific lobbying to a movement

basis, in some ways providing a political road map

for other causes and coverage, such as coverage of

experimental autologous bone marrow transplanta-

tion for breast cancer.11 In national health coverage,

the best example of a large-scale movement to

enhance coverage is found in the history of the End

Stage Renal Disease Program, where, again, the

political concern and the nature of coverage turn out

to be disease-specific. The translation of concern,

motivation, and even congressional theater is much

more direct when constituents bring the experience

of struggling with a disease into the political process.

The most recent example of this phenomenon, albeit

with less fanfare and congressional involvement, is

the extension of Alzheimer’s coverage in Medicare.

However, the movement for universal coverage

in health care, per se, has been extremely diffuse and

fragmented. Pockets of organization lie in profes-

sional groups, such as public health professionals,

religious communities, and community-based

organizations. At a minimum, it is curious that

organized medicine has not mobilized more effec-

tively in the last two decades to secure universal cov-

erage. With the exceptions of relatively small groups

and movements, such as Physicians for a National

Health Plan, the organized efforts of physicians have

largely been directed at reimbursement, regulation

(for example, patient’s rights in managed care), or

specific domains of coverage that go along with spe-

cialty interests. Some specialty groups, such as the

American Academy of Pediatrics, have engaged in

public policy work and issue advocacy around top-

ics of concern, but this activity has not reached a

scale and level of organization across medicine to be

a force for promoting health care coverage.

More grassroots organization around health

issues does exist in states and cities, but often with-

out a connection to national organizations or policy

discussions. One such organization in Illinois illus-

trates its version of a social movement approach to

universal coverage, albeit seemingly out of sight of

the development of national reform proposals in

Washington.

In , a coalition of activists sponsored an advi-

sory referendum in state elections, called the

10 Michael Barnes. “Complacency Is Largest Threat: War Against Drunk
Driving Enters Third Decade.” Washington Post, no date. 

11 Sherry Glied. Chronic Condition, Why Health Reform Fails. Cambridge:
Harvard University Press, 1997, pp. 167–68. 
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Bernadin Amendment after the beloved late Cardinal

of the Archdiocese of Chicago. The amendment was

dedicated to Bernadin and tied to his  pastoral

letter, A Sign of Hope. In his letter, Bernadin wrote,

I was deeply disappointed by our inability as a
nation to move forward with systematic reform of
our nation’s delivery of health care. While now is
not the time to attribute blame, I am troubled that
our constitutional process for decision-making
seems increasingly incapable of addressing funda-
mental issues. . . . If justice is a hallmark of our com-
munity, then we must fulfill our obligations in
justice to the poor and the unserved first and not
last.

After his death, a group of activists took up

Bernadin’s call for universal coverage and began a

statewide movement for a constitutional amend-

ment. As it appeared on the state ballot, the

Bernadin Amendment had the following text:

Health care is an essential safeguard of human life
and dignity, and there is an obligation for the State
of Illinois to ensure that every resident is able to
realize this fundamental right. On or before May ,
, the General Assembly by law shall enact a plan
for the universal health care coverage that permits
everyone in Illinois to obtain decent health care on a
regular basis.

The amendment was supported by an average of

 percent of the electorate in counties ( percent in

Cook County) in the April  Illinois elections.

This movement for a constitutional amendment

has been reinforced by classic organizing and a

model of a social movement approach to universal

coverage, known as the Gilead Campaign in Illinois.

Gilead (taken from the traditional hymn, “There is a

balm in Gilead, to make the wounded whole”) is

organized by a coalition of  churches, communi-

ty organizations, labor unions, hospitals, and clinics

known as United Power in Action. The Campaign

receives financial support and leadership from

mainstream provider associations, such as the Met-

ropolitan Chicago Health Care Council, and major

systems, such as Advocate Healthcare and Blue

Cross/Blue Shield of Illinois. The Campaign itself is

an amalgam of practical programs and services

designed to get families registered for existing insur-

ance (for example, S-CHIP, Veterans Administration

programs), expand availability of low-cost primary

and preventive care, and expand insurance coverage

using both public and private insurance products.

As it has evolved, the Campaign has brought togeth-

er a broad spectrum of interests in health care cov-

erage and efficiency in health care delivery, from

business interests, to providers, to insurers, to grass-

roots organizers. Its focus has largely been practical

initiatives, such as expansion of KidCare at the state

level, that elicit broad support within the coalition.

Not surprising, the Campaign has struggled for

resources, struggled to balance the often conflicting

interests of its members, and struggled to maintain

the leadership and policy infrastructure that high-

level influence on health policy requires.

While in many respects, social movement activi-

ty for coverage in health care is a humble enterprise,

without anything like the resource base of the phar-

maceutical or insurance industries, it is interesting to

observe how disconnected this movement is from

the concepts and strategic thinking about how to

achieve universal coverage. This is a two-way street:

many in the health policy community are virtually

unaware that this strata of political activity even

exists, and many organizers are completely unaware

of the thinking and design work going on in the pro-

fessional and academic health policy community. It

is worth asking whether, as part of the program to

promote reform, some effort and resources should

be devoted to better understanding and, perhaps,

closing this gap. At a minimum, it suggests that

renewed attention should be paid to the city, county,

and state levels of health care politics and their

organization.12 It also may be worth asking again

whether there are ways to engage physicians, other

professionals, and providers in new and creative

ways to be effective constituents when health reform

reappears on the agenda.13

12 For an extensive description and analysis of health politics at these lev-
els see John E. McDonough. Experiencing Politics. Berkeley: University of
California Press and the Milbank Memorial Fund, 2000.

13 See, for example, David Rothman and Tom O’Toole. Redefining the
Dimensions of Care: Physicians and the Body Politic. Baltimore: Open
Society Institute, 2001.
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Education Reform: The Role of Framing
and Compromise 

In December , Congress passed the “No Child

Left Behind” Act, which President Bush signed into

law in January . This education reform bill

shepherds in a new era of regulation and accounta-

bility in public education, along with increased lev-

els of federal government funding for education (a

projected . billion for ).

The education bill is an interesting case for this

project because it asserts new federal authority in

education, presents an interesting example of policy

framing, and illustrates successful political tactics in

the most recent presidential/congressional environ-

ment. Politically, the bill serves as a good example of

bipartisan compromise on an issue that has been a

vexing federal problem over the course of several

administrations, with these latest reforms represent-

ing the most wide-reaching federal initiatives since

the Johnson administration.

The bill itself provides new federal funding for

education, requirements for testing students and

reporting school performance, plans at the individ-

ual school level for students to achieve “proficiency”

on a national test, and provisions for addressing the

performance of “failing” schools. In exchange for

removing the block grant and voucher proposals

advocated by some Republicans, the bill includes a

more modest provision to pilot block grants in only

 school districts. The legislation features signifi-

cant targeting of federal funds to low-income stu-

dents and schools. To satisfy the diverse ideological

and program interests in education, the legislation

included an unusually large number of special pro-

visions, from hate crimes prevention to school com-

puter Internet filters.

One major reason the bill was able to pass

through both chambers of a tightly balanced Con-

gress was that it attracted a few key sponsors in both

the Senate and the House, supporters who repre-

sented moderates of both parties. Critics of the bill,

however, maintain it achieved full bipartisan sup-

port only because moderate influences allowed the

most controversial initiative—and the reform with

arguably the greatest potential for true change—

vouchers, to be excluded from the final version.

Vouchers would have provided funding for children

in failing schools to transfer to any other school,

public or private, thus injecting a sense of competi-

tion into the public system. While voucher schemes

are already in place in several locales, the proposal

proved to be too controversial at the national level.

The background, processes, and outcomes of

this recent education bill present some intriguing

parallels for health reform. Wholesale education

reforms have run into opposition from powerful

groups heavily invested in maintaining the status

quo, including state governments, that fear more

regulation from the federal level without additional

funds, and the teachers’ unions. While the role of

the federal government in education, relative to

health, is a small one, changes at the federal level

involve shifts in inter-government responsibility

and tilt against established interests and educational

philosophies. The education bill that resulted bears

out some of Chubb and Moe’s analysis of the

inevitable ingredients of reform in a mature educa-

tional system.14 In brief, they argue that educational

reform inevitably will involve a mixture of institu-

tional, political, and economic incentives, as well as

increased systems of accountability that include

reading, testing, and teacher proficiency.

One important implication for health reform

that follows from the experience of “No Child Left

Behind” is the treatment of controversial and ideo-

logically charged issues that can doom reform

efforts: how to use policy ambiguity and finesse to

move along the path of reform.15 In the recent edu-

cation debate, voucher schemes maintained support

from conservative congressional members who

sought to inject market competition into inefficient

education bureaucracies and from the grassroots—

some parents and local education boards, especially

14 John Chubb and Terry Moe. Politics, Markets, and America’s Schools.
Washington: Brookings Institution, 1990. 

15 For an extended discussion of the uses of ambiguity in striking com-
promise, see Deborah Stone. Policy Paradox: The Art of Political Decision
Making. New York: W.W. Norton, 2002, pp. 157–62. 
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in certain large cities. While President Bush had a

strong commitment to choice and to vouchers, he

chose to compromise in the face of opposition from

Democrats (who feared a backlash from the teach-

ers) and from others who worried about the poten-

tial for a Supreme Court challenge based on issues

surrounding the separation of church and state. The

measure was left out of the final version, but the bill

still allows room for this particular innovation to be

implemented at the state level.

One wonders if a similar strategy could be used

for health care: broadly defining the goals of reform

at the national level, then leaving states room to

work out the details, especially regarding controver-

sial issues such as employer mandates, which

Congress could encourage by relaxing ERISA stric-

tures. Several Covering America proposals represent

opportunities for some level of federal ambiguity

and state variation in design and implementation.

This approach might make it more likely that

Congress could pass something at the national level,

despite opposition regarding controversial topics.

The major political obstacle to this approach would

be the opposition of national firms that provide

coverage and purchase health care across many

states. For these interests, variations are a costly

aspect of doing business, and standardization itself

is a major goal of reform. Because the federal gov-

ernment plays a larger role in health care than in

education, it might arguably have more influence on

states in matters of health than in matters of educa-

tion, and thus could pass more substantial changes

as long as reformers avoided the most controversial

topics. The danger in this logic, however, can be seen

in the major criticism of the education bill: federal

reformers, trying too hard to avoid controversy,

passed a bill that does not really fix anything.

Another proposal that failed to make the final

version of the education bill was the effort spear-

headed by Senator Jim Jeffords (-) to establish

funding for special education as an entitlement.

This proposal elicited resistance from states and

from conservative members of Congress fearful of

a potentially expensive, uncontrollable spending

mandate.

The context of the  election year was proba-

bly also important in promoting action on educa-

tion this year. Education receives intense and ongo-

ing media scrutiny and still sits at the top of most

polls as a concern of voters. Federal reform served as

a cornerstone of both presidential candidates’ elec-

tion platforms in . The new bill provides one

opportunity for a legislative success this election

year, and for President Bush to fulfill his promise to

“change the tone” in Washington. School reform and

vouchers also had the express support of President

Bush, who had pursued similar (largely successful)

reforms in Texas.

Finally, it is worth reflecting on what turned out

to be the conceptual core of the education bill: pro-

moting accountability, standards, and performance

in the educational system. Many of the resources,

and much of the framework, of the bill are devoted

to state and national testing in reading and math; a

program of financing, remediation, and accounta-

bility for “failing” schools; and standards and

resources for upgrading the quality of teaching.

Thus, the bill is framed around a concept of

accountability and a philosophy of school reform

that enjoys widespread support, if not some contro-

versy within educational circles. This approach may

be contrasted with many proposals for increasing

health care coverage that lack clearly developed pro-

visions for quality improvement, performance, and

accountability. In political terms, education reform

exploited the symbolic value of accountability,

choice, and quality without the ideological baggage

of vouchers. As a matter of strategy, health reformers

may also want to invent and emphasize such sym-

bols to go along with the benefits of expanded cover-

age, per se.

NAFTA: Economics, Power, and
Leadership

A third example, leading to a profoundly different

perspective on the crafting and management of the

legislative process, is the ratification of NAFTA in

late . Perhaps more than any other recent piece

of legislation, NAFTA revealed the power of strong-

arm, classical horse trading. It also demonstrated

the assertion of presidential will in spite of strong
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opposition by labor, particular industries (especially

agriculture), environmental groups, and critics of

globalization. This was all done under the specter of

coming elections facing members of Congress.

NAFTA was ratified in spite of the drumbeat of a

broad-based populist campaign, which included

such visible and diverse figures as Ross Perot,

Patrick Buchanan, and Ralph Nader.

NAFTA was passed after an extended period of

trade negotiation with Canada and Mexico, a hand-

off of the bill across administrations—from George

Bush to Bill Clinton, and an often bitter ideological

and regional debate that crossed party lines.16

Certain business interests, especially those organ-

ized around the group USA*NAFTA, invested con-

siderable political and financial capital in the effort

to get NAFTA ratified. This included the work of

executives from such major U.S. firms as Allied

Signal, General Electric, and Kodak.

NAFTA was ratified with support from many

diverse points of view in the political spectrum—

many finding common ground and justification in

the merits of free trade—and some engaged in

game-theoretic strategy over a broad political calcu-

lus.17 In the end, for example, the NAFTA vote in the

House included  Republicans and  Democrats

in favor, and  Democrats,  Republicans, and

one independent opposed. In this case, the adminis-

tration sided with Newt Gingrich and was opposed

by key party stalwarts, especially in the Midwest and

South.

NAFTA is interesting for our purposes because

it illustrates the significance of technical and insti-

tutional policy moves, the potential power of stew-

ardship and leadership (in spite of organized

opposition and public opinion), the role of political

economy in modern congressional and presidential

policy making, and the power of an important sym-

bol—in this case free trade—in overcoming appar-

ent partisan and ideological barriers. NAFTA was

ratified in an era during which Congress had

become increasingly assertive over trade policy, and,

in theory, had created numerous structural obsta-

cles to presidential policy leverage over trade policy.

In all of the accounts of NAFTA’s negotiation and

enactment, the granting of an extension of fast-

track authority in , allowing presidential lati-

tude in trade negotiation, is regarded as crucial. In

other words, a seemingly technical and obscure

change in the institutional environment—in the

rules of the road—opened the possibility for such a

large-scale and comprehensive trade bill. Frederick

Mayer describes the significance of this extension of

fast-track authority:

As formulated by E.E. Schattschneider, and as expli-
cated by the mainstream literature on trade policy
ever since, the core problem in international trade
policy is overcoming the tendency of concentrated
interests in protection to overwhelm the more gen-
eral interest in free trade. If policy is made piece-
meal, establishing the level of protection one sector
at a time, for example, gains to protection will be
concentrated for firms in that sector, while the loss-
es will be diffused among the unorganized con-
sumers. Given the much greater problem of
collective action for the many small losers, the con-
centrated protectionists’ interests will be more suc-
cessful in bringing political pressure to bear on
trade policy makers. Attempts to negotiate away
these barriers one by one encounter the same prob-
lem: Concentrated interests are thus often able to
prevent international agreement. Comprehensive
trade negotiations, those that deal with the many
sectors simultaneously, help balance the contest of
interests by adding together the many small benefits
from each sectoral liberalization. But if Congress
can subsequently revisit the terms of an agreement
one sector at a time, the comprehensive agreement
will unravel as concentrated insiders block pieces of
the agreement one by one. . . .

The fast track process largely solves this prob-
lem.18

NAFTA is also interesting for us because it

reveals sophistication in framing and reframing.

The issues raised by NAFTA were wide-ranging:

immigration, environment, public health, drugs,

human rights, and, of course, the economy. For

16 For a detailed analysis of the crafting of the NAFTA agreement itself
among Canada, Mexico, and the United States, see Maxwell Cameron
and Brian Tomlin. The Making of NAFTA: How the Deal Was Done.
Ithaca, NY: Cornell University Press, 2000.

17 This interpretation is presented in Frederick Mayer. Interpreting NAFTA.
New York: Columbia University Press, 1998.

18 Ibid., p. 95. 
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many of these issues, analyses and evidence could be

marshaled on either side of the question. Some of

the controversy over these issues was effectively

deflected merely by creating other avenues for dis-

cussion—for creation of a separate “Action Plan” for

environmental concerns—and some of these issues

were effectively discounted by analysts and NAFTA

advocates. Many issues were defused with the argu-

ment that the consequences of NAFTA were mini-

mal in the context of activity in the whole macro

economy. Much of the debate about NAFTA focused

on the question of net jobs and their migration.

While this question is controversial enough, politi-

cal opposition to other dimensions and conse-

quences of the agreement never gained momentum.

The contest for public and congressional support

centered on these questions of employment effects

and the benefits of free trade. Both sides created

imagery and examples. Rarely was the concept of

free trade an abstraction in the debate leading up to

NAFTA’s passage. In a famous exchange during the

 debate between Al Gore and Ross Perot, Gore

provided the example of a firm (and its executive,

Norm Cohen) that had moved its production from

North Carolina to Mexico to avoid trade barriers. “If

NAFTA passes, Norm Cohen has plans right now to

shut that factory in Mexico down and move  jobs

back to Charlotte, North Carolina.”19 This imagery

was reinforced, of course, by examples of benefits to

particular industries, such as automobiles, as well as

references to selected studies showing significant

benefits in employment (for example, , net

jobs added to the U.S. economy in each of the first

two years), balance of trade, and prices.

The movement of the Florida congressional dele-

gation, for example, from virtually unanimous oppo-

sition to grudging support, occurred because special

deals were struck to protect sugar, citrus, and winter

vegetable crops from Mexican competition. Presi-

dential leadership and management of this process of

political bargaining were aggressive and sophisticat-

ed. Mickey Kantor, the trade representative; Bill

Daley, the brother of Chicago Mayor Richard Daley;

Bill Frenzel, a former congressman and trade special-

ist; and other administration leaders were engaged to

lobby and make deals with members.

NAFTA illustrates political success in spite of

opposition from many different sources. Although

President Clinton came to support ratification

grudgingly, in the end, he put enormous personal

energy and leadership into its enactment. NAFTA

illustrates political dynamics and tactical success at

the opposite end of the political food chain from

such grassroots efforts as the Gilead Campaign. The

success of NAFTA required the most sophisticated

political management and strategy, as well as effec-

tive use of media, symbols, and imagery. NAFTA’s

support cut across traditional party and ideological

lines; it mobilized some of the most powerful com-

mercial and economic interests in the country.

As a model for thinking about health reform and

coverage, the NAFTA experience raises all the high-

game questions of the political economy that sur-

rounds the health sector. As the prolonged prescrip-

tion drug debate has illustrated, without good

answers and strategy for responding to the interests

of the health care industry, and without power, polit-

ical will, and political resources to engage the indus-

try, it is hard to overcome its resistance. The implica-

tion of this heuristic for filtering and considering the

Covering America proposals is to analyze very care-

fully the industry interests in play across these pro-

posals. In many respects, health care reform should

be thought of in the same terms as NAFTA, as one of

the most significant pieces of economic policy that

can be envisioned, with vast consequences for the

economy of insurers, providers, suppliers, and other

stakeholders that make up the sector.

Discussion

In an era of divided government, widespread cyni-

cism, and unfavorable economic conditions, it is use-

ful to look at the counterfactuals: examples of policy

or policy development that cut against the grain of

the recent legislative and policy stalemate. This chap-

ter has attempted to provide three very different

examples that imply different strategies for framing

reform. These heuristics provide significantly differ-
19 Quoted in Paul Blustein. “NAFTA: Free Trade Bought and Oversold.”
Washington Post, September 30, 1996, p. A1.
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ent touchstones for prospectively analyzing universal

coverage proposals. A social movement approach

implies greater attention to bottom-up policy devel-

opment, looking to both the values and concepts

expressed in state and local initiatives. The illustra-

tion of MADD is instructive, because it highlights

the possible roles of motivated leadership, innova-

tion, and tactics, particularly as they operate in sub-

terranean policy contexts. MADD and other success-

ful movements have made use of the passion, the

personal investments and commitments, and the

broad-based support of community, advocacy, pro-

fessional, and other organizations.

It is interesting that universal coverage move-

ments—such as the Gilead initiative described earli-

er—in the United States are so disconnected from

academic, professional, and policy discourse. It

would be interesting to connect the dots between

developing proposals for expanding coverage and

the values and concerns of social movement players

in health care. At the same time, it would be useful

to envision how social movement players in health

care can be better connected to the technical and

formal discussion of health policy emanating most-

ly from Washington. National health policy initia-

tives (with the significant possible exception of

Medicare) have not been particularly adept at or

astute in relating to social movements.

The motivations and politics of social move-

ments tend to operate in a middle ground between

the large-scale (and often diffuse) goals of universal

coverage proposals and the felt need of individuals,

families, and providers who encounter risks, diffi-

culties, and hardships in providing access to care.

This is why movements tend to coalesce around par-

ticular risks or diseases—such as AIDS/HIV, multi-

ple sclerosis, or Alzheimer’s disease—or groups,

such as children, who have been the focus of S-

CHIP expansions. Indeed, some of the patchwork of

the U.S. entitlement to health care reflects exactly

the disproportionate pressure that has been exerted

when individuals and groups experience direct and

dramatic consequences from a lack of coverage.

Although many of the goals and tactics of compre-

hensive reform are in significant tension with this

form of disease-specific entitlement, it is worth ask-

ing how the passion and investment that lie in

movement politics can be mobilized toward the

agenda of universal coverage. Large contemporary

groups (for example, persons with diabetes, dislo-

cated workers under age ), as well as their families

and caregivers, have the motivation for social move-

ment engagement in health reform, but do not have

obvious vehicles for political action.

The recent education reform experience high-

lights the interplay among framing, compromise,

and presidential stewardship, if not leadership in a

successful congressional strategy. The final bill capi-

talized on important symbolic common ground

between Republicans and Democrats, finessed the

ideologically charged issues of vouchers and choice,

and featured the most visible examples of political

compromise, including the joint appearance of Sen-

ator Ted Kennedy and President Bush in Boston pro-

moting the legislation. As a work of inter-govern-

mental design and negotiation, the Education Bill

conceptually has issues in common with health cov-

erage proposals that seek to integrate with Medicaid,

state insurance initiatives, and safety net providers.

Alas, health care coverage does not appear to engen-

der the same commitment and personal interest

from President Bush as education reform.

Clearly, the success in producing education

reform raises the question of the role and impor-

tance of bipartisanship in promoting health reform.

Political scientists have much debated the impor-

tance of bipartisanship in producing large-scale leg-

islative wins, especially in the modern era. As both

the education reform and NAFTA experiences

recounted in this chapter demonstrate, however,

bipartisanship can take many forms and occur at dif-

ferent moments of the political process. It is helpful

to have symbols (for example, accountability, free

trade) that can be embraced across ideological lines,

as well as leadership that is willing to make compro-

mises on programmatic and technical issues. While

bipartisanship has been difficult to achieve in recent

health policy, including legislation for patients’

rights in managed care and prescription drug cover-

age, it is worth noting that these other policy heuris-

tics involve some of the same principals (and princi-

ples) as health reform. Education reform, for
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example, involved the leadership and compromise of

President Bush and Senator Kennedy.

The successful enactment of NAFTA is interest-

ing because it reveals the ingredients of big policy

enactment against the odds, and against significant

and passionate opposition. Again, NAFTA was built

around the presumed benefits of free trade, and it

exhibited extraordinary bipartisan and ideological

mixing. NAFTA represents, among other things, an

exemplar of power politics, worth considering as a

counterexample to the presumed stranglehold by

the powerful economic interests of insurance,

providers, pharmaceuticals and medical suppliers,

and even state governments on reform efforts.

Several final observations for the coverage pro-

posals in The Robert Wood Johnson project emerge

out of this excursion into alternative policy develop-

ment. Health care proposals read as if coverage is a

sufficient justification for policy. What if a broader

social justification or motivation is required to elicit

bipartisan consideration and consensus? It is worth

asking whether, at this late hour in the development

of U.S. social policy, a more robust justification is

necessary to motivate action and achieve consensus.

Human capital or human potential benefits of cov-

erage? Efficiencies in the health sector? Accountabil-

ity and outcomes? Has the proposal been framed,

positioned, and articulated with all due respect to

the symbolic and political touchstones of our time?

Are there ways to think about universal coverage as a

contributor to individual and family opportunity,

personal responsibility, transitions, or other con-

temporary values receiving widespread expression

in other arenas of social policy? To be more prag-

matic, is it possible to think of universal coverage, at

least in part, in the context of security, or a strength-

ened public health system? Even recently, examples

of framing of health initiatives appear to exploit the

symbols and rhetoric of the time. Edwin Park and

Leighton Ku’s proposals for Medicaid reform qua

stimulus package fit almost perfectly Kingdon’s idea

of attaching policy approaches to the “problem

environment” that presents itself. Their proposal is

tailored in both its public finance and coverage fea-

tures to complement the larger agenda of economic

stimulus and recovery of the moment.20 In the cur-

rent environment, framing many issues around the

federal preoccupation with security is another

example. Policy strategists have even joked about

ways to reframe the Medicare prescription drug

benefit as a key element of national security. In

Chicago, for example, the City Department of Pub-

lic Health is literally going through a process of

reformulating the “paradigm” (its word) of public

health, to capture resources and opportunity pro-

vided by the current emphases on bioterror, emer-

gency preparedness, and security.

A clearly important element in the political suc-

cess of coverage proposals will be the degree to

which an issue is constructed in symbolic, rhetori-

cal, and public interest terms. The balance for health

care between symbols that promote the cause and

possibilities for reform and symbols that elicit the

traditional ideological and “theological” responses is

tricky. Deborah Stone has written about the need to

find symbols that both bring together disparate

interests and provide sufficient ambiguity to allow

consensus to form around an initiative.

A number of symbols can be observed in recent

legislation in social welfare and the human services.

The idea of “opportunity,” usually meaning mobility

and employment, is a core feature of recent welfare

reform, housing policy, child welfare, and employ-

ment and training. Closely related to the symbolic

ideal of opportunity is the concept of transitional

assistance, which is either explicit or implicit in

much of recent social policy. In the federal HOPE VI

housing initiative, for example, much of housing

assistance is to be “transformed” from building and

maintaining a stock of public housing, to giving res-

idents the wherewithal to move (soon) into private

housing. The wraparound services in this model

(for example, employment, service connectors) have

the goal of supporting residents in their transition,

not necessarily supporting their long-term tenure in

public housing. This philosophy is obviously funda-

mental to the time limits in Temporary Assistance to

Needy Families (TANF) and can be seen in the phi-

losophy and design of modern child welfare policy,

20 Edwin Park and Leighton Ku. Temporary Medicaid Improvements as
Part of a Stimulus Package. Washington: Center on Budget and Policy
Priorities, October 9, 2001. 
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where the primary goal is to move children quickly

either to family reunification or to a permanent

adoptive situation—what is called “permanency

planning” in the jargon of the child welfare field.

Also closely related to opportunity in the modern

construction of social policy are notions of responsi-

bility, voluntarism, and normative ideas about what

makes for a civil society. Welfare reform was framed

around the concept of personal responsibility; the

President now asserts that every citizen has the

responsibility to provide the equivalent of two years

of voluntary service. The public intellectuals pro-

moting versions of a civil society have been creating

a larger construct for social policy that may yet have

implications for how health policy is interpreted.

Clearly, the importance of framing health care

reform has not been lost on the architects of earlier

attempts. Indeed, the imagery of the Clinton plan

around health “security” is an illustration of this

strategy, and the President’s rhetoric and use of

symbols (for example, the health security card)

revealed appreciation of the importance of symbol-

ically framing reform, at least initially.

From the perspective of other domains of social

policy, it is interesting to note how seemingly little

attention is being paid to the symbolic construction

and framing of health care reform, despite the

sophistication of policy design and economic analy-

sis under way. Many possibilities exist: Universal

coverage can be framed in human capital and/or

human potential terms; in terms of distributional

justice, rights, or responsibilities; in terms of public

accountability (as education reform has most

recently been framed); or in efficiency terms (cost

effectiveness, mobility of labor, etc.). It may be

worth considering the Covering America proposals

more explicitly in these symbolic terms, or through

these symbolic lenses.

As a final observation from these three case

studies, it is worth asking about the state of advoca-

cy and political organization for health reform. The

MADD experience suggests there is power in com-

mitment and mobilization, however quaint and

naive those ideas may appear in the modern politi-

cal economy. Very few vehicles exist for mobilization

of political support for health reform. The grass-

roots examples, such as Gilead, described in this

chapter, operate at a considerable distance from the

machinery of federal reform and the debates of the

academic policy community. A proposition that

comes out of this chapter is that the sources and

potential impact of advocacy and political organiza-

tion for health reform—outside the Beltway—may

not be sufficiently appreciated, or certainly sup-

ported, in terms of requisite resources. It may not be

enough to try to reach the public with advertising

and such large (diffuse) political interests as labor

and AARP. Intermediate organizations, often oper-

ating at the state and local levels, may be worth fur-

ther investigation and support in the name of

building a robust political agenda for reform.

The Covering America proposals are clearly

strong in their conceptual development, specificity,

and articulation of potential benefits. Indeed, the

framework of the project has imposed a kind of dis-

cipline that requires descriptions of the approach,

interactions with government and health stakehold-

ers, funding, etc. The proposals emphasize the

rational and structural features of reform. Largely

missing from the public presentation of these pro-

posals are ties to politics, social, and ideological

undercurrents for reform and the symbols or mean-

ings that might be attached to the ways in which

health reform is undertaken or to the features of spe-

cific proposals. ■
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Bruce Vladeck provides a general critique of the reform proposals in the first

volume in this series. He argues that too many of the authors have falsely

assumed that access to the kind of insurance they propose will ensure access to

adequate health care. He suggests that the authors may be incorrect in conclud-

ing that the only way to achieve universal coverage is through incremental steps

toward that goal. He criticizes the proposals for trying to create health insur-

ance markets like those of economic theory in spite of the evidence that this is

inconsistent with consumer preferences and probably will not work. He closes

by offering the outlines of a reform he favors based on the principle that no

one, once covered, should lose health insurance.
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As the ratio of discussion and analysis to actual

health policy change continues to grow, we seem

increasingly at risk of running afoul of two of the

most dangerous, and closely related, confusions in

rhetoric: the one between means and ends, on the

one hand, and the confusion between is and ought

to be, on the other. Covering America: Real Remedies

for the Uninsured is itself not immune from these

problems, which is especially distressing given the

amount of thought, effort, concern, and real good-

will that went into its production. One hesitates to

criticize by name any of the  contributors, who

certainly cannot be faulted for a lack of seriousness,

sincerity, or sophistication—but individual criti-

cism is largely beside the point. While there are

many important and substantive differences among

them, all of the chapters in Covering America occupy

space within the same intellectual and political con-

struct. And that framework, I would suggest, is very

much a reflection of the problems of ends and

means and is and ought to be.

In this paper, I try to identify and explore the

three principal shortcomings of that framework—

the confusion between means and ends in the dis-

cussion of health insurance; the confusion between

means and ends in the discussion of incremental-

ism; and the confusion between is and ought to be

in the discussion of health care costs and markets—

and try to identify some of the consequences. In

fairness to the spirit of the enterprise, however, I

think it would be inappropriate to engage solely in

criticism. Therefore, I will try to suggest some alter-

nate ways of thinking about things that might be

more conducive to moving policy in the direction

everyone says they want to go—or, alternatively, to

smoking out some of the profound conflicts and

fundamental disagreements that the current dis-

course conceals, and that in fact may constitute

more significant barriers to policy change than any

shortcomings of the analytic process.

My own view is that, when real, non-incremental

change, good or bad, comes to American health pol-

icy, it will do so as a result of a process in which ana-

lytic discourse will be largely irrelevant—in which,

indeed, the process and products of analytic dis-

course become a weapon in the fight against change.

Such a view, of course, exposes its proponent to

accusations of anti-intellectual nihilism, to which I

can respond only by reference to the historical

record, and by re-emphasizing the difference between

means and ends.

Means and Ends in Health Insurance

In the very first sentence of their chapter, Wicks,

Meyer, and Silow-Carroll write,

No Americans should be denied access to need-

ed medical care because they lack health insur-

ance coverage, and no health care providers

should go unpaid because they treat people who

lack the means to pay for care. This proposition

is the guiding principle underlying the proposal

for universal health coverage that we develop in

this paper.

This is a worthy principle, and one to which I

certainly subscribe, as I am sure do all the authors in

Covering America. But then, like the other authors,

Wicks, Meyer, and Silow-Carroll proceed to devote

most of their discussion to health insurance, not

access to health care.

Ends and Means in Health Insurance Policy

by Bruce C. Vladeck
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It is easy to confuse the two. The syllogism is

pretty straightforward: in the contemporary United

States, health insurance coverage is generally a nec-

essary, if not always sufficient, condition for access

to the kind of “mainstream” health care that most of

us expect. The evidence is overwhelming that indi-

viduals without health insurance have less access,

and less satisfactory access, to the health care system

than the rest of us, a particularly important point to

make in the current political climate, in which the

notion that “no one in America is denied access to

medical care” has taken on considerable currency,

although it is demonstrably untrue. Most of those

without insurance are, in Uwe Reinhardt’s particu-

larly apposite phrase, “beggars at the health care

feast,” a phenomenon that few would condone

openly.

But not all health insurance is the same. And not

everyone with health insurance has “the means to

pay for care” as a result. Indeed, as several of the

authors in Covering America do acknowledge, a

growing number of Americans have health insur-

ance that is inadequate as a tool for insuring the

means to pay for care. More important, most of the

contributors would encourage the proliferation of

health insurance policies that would increase the

numbers of Americans who had nominal health

insurance, but lacked the ability to afford services

they need.

The underlying problem, of course, is that health

“insurance” is at least partially a misnomer. One

could spend a lot of time in the debate over whether

health insurance is insurance at all, but the ways in

which it differs from property and casualty or auto-

mobile or life insurance are particularly important

for the issues at hand. Since Kenneth Arrow, health

economists have tended to focus on the extent to

which insured events in health care take place at the

discretion of the insured—a concern that I think is

much overrated, and that has contributed signifi-

cantly to the confusion about health insurance—

and the extent to which “moral hazard” exists. But

even more important is the fundamental fact that

insured events happen quite often. The average

American with health insurance has more than four

covered physician visits a year, along with claims for

prescription drugs and other services.

Much of what consumers want from their health

insurance is precisely what economists do not want

them to have: protection from out-of-pocket costs at

the point of service and decoupling of financial and

clinical transactions. We used to call some of what

we now lump under “health insurance”“health care

prepayment plans,” and that is what health insurance

represents for many consumers. Policy makers keep

trying to shift coverage from the front end to the

back end, but actual consumers keep buying more

front-end coverage than would be rational if they

were primarily interested in buying insurance.

More important than prepayment as a unique

characteristic of health insurance is the extent to

which such insurance is redistributive. It redistrib-

utes resources from the healthy to the sick. Most of

the authors in Covering America seek to maintain or

expand insurance pools such as those provided by

most large employers to avoid the complex risk-

adjustment methods that must be adopted other-

wise to prevent risk selection from overwhelming

the redistributive power of health insurance.

The simple arithmetic requires such redistribu-

tion. If the purpose of health “insurance” in a socie-

ty like ours is to assure, or help assure, that people

will have the necessary financial resources to pay for

necessary medical care when they get sick, then the

brute fact is that the cost of treatment for one seri-

ous illness can easily exceed the total gross annual

income of an average household. And the probabili-

ty of encountering such expenses is not randomly

distributed among the population, but not distrib-

uted in entirely predictable ways either: healthy -

year-olds get hit by cars and develop cancers, but at

a much lower rate than -year-olds or -year-

olds. So most of the authors in Covering America

require community rating of insurance pools to

ensure that the health insurance market does not

work like a real insurance market, by concealing

subsidies from the healthy to the sick. And as several

contributors note, the practical and political advan-

tages of maintaining a system of employer-based

health insurance are counterbalanced by the fact

that working people are systematically healthier

than are non-workers.
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This would not be such a big deal if it were not

for the fact that the risks of needing expensive med-

ical care are distributed not just by demographic

characteristics, but by income as well. The less

income one has, the more likely one is to be sick

(which is cause and which is effect is an interesting

but insoluble question). At the same time—in an

often overlooked obvious point—the less income

one has, the less one has to spend either on purchas-

ing health insurance or paying out-of-pocket costs.

So if health insurance is to be an effective means

toward the end of access to medical care, it has to

subsidize people of modest incomes quite extensive-

ly. Doing so, however, costs a lot of money, since

even without the tax exclusion, people with more

money will continue to demand extensive insur-

ance. As a result, many of the contributors to

Covering America end up recommending subsidiza-

tion of moderate-income people at a level that pro-

vides them the opportunity to obtain health

insurance that almost certainly will be inadequate to

provide them with access to mainstream health care.

This is not just a theoretical assertion: in multiple-

choice, defined-contribution employer plans in

both the public and private sectors, there is a power-

ful correlation between income and plan choice,

and unless health insurance prices have absolutely

no economic meaning, this means that lower-

income employees are getting less valuable health

insurance, even though they are more likely to need

it.

For very low-income people, we know very clear-

ly that copayments deter medically necessary outpa-

tient utilization. The effective prohibition on co-

payments for most services is what makes Medicaid

so unusual in American health care, and is why folks

like Feder et al. cling so desperately to preserving

Medicaid as a means of assuring access to care for

low-income people. But in this and other ways, Med-

icaid thus really is not insurance at all; it is a mecha-

nism to funnel money to providers of service on

behalf of people with effectively no disposable

income of their own. Of course, just because Medi-

caid is not really health insurance does not mean

that it actually guarantees access: while Medicaid

beneficiaries, in general, have significantly better

access to needed medical care than do the uninsured,

their access is often inferior to that of more affluent

people with private insurance.

The ultimate confusion between means and

ends in the discussion of health insurance is reflect-

ed in the growing number of proposals—including

several in Covering America—to encourage bare-

bones, high-deductible policies exempt from

mandatory coverage laws. Since such policies pre-

sumably will be much cheaper than most of what is

now on the market, it would require substantially

less subsidy to expand the number of nominally

insured people. Widespread adoption of such poli-

cies also would be a financial boon to providers who

give expensive services in emergency situations, who

presumably would be paid something for some

cases for which they now are not paid at all. But

such widespread adoption could also significantly

increase the number of people with health insur-

ance without increasing access to most needed care.

Means and Ends in Political Strategy

In describing the process through which the papers

in Covering America were developed, Elliot Wicks

explains, “Although political feasibility is important,

we wanted authors to consider approaches that

involve fundamental reform . . . . Writers were told

not to assume the present political climate.” It

appears that almost all of them ignored that advice.

Either explicitly or implicitly, all of the authors talk

about incrementalism as a political necessity, and all

describe what are essentially incremental strategies.

In the political science literature in which the

term, “incremental,” originated, there are in fact two

senses in which the concept is used. The first is

descriptive (incrementalism as an “is”), a way of

characterizing the processes through which social

policy in the United States generally is made. The

Madisonian division of powers, it is argued, along

with the naturally pragmatic, non-ideological char-

acter of American culture, produce political processes

that normally solve problems a little piece at a time.

The evolution of the Social Security System, includ-

ing its Medicare component, generally is adduced as

the prototypical example. In the history of American
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social policy, incrementalism is an observable empir-

ical fact—though not an unvarying one.

But there is also a normative (“ought to be”)

theory of incrementalism, which advances it as a

cognitive strategy in a world full of unknowns and

unintended effects. In this guise, incrementalism is a

way of coping with uncertainty and minimizing

adverse consequences. In his essay, Mark Pauly

explicitly adopts the latter strategy, but most of the

other authors in Covering America argue that their

proposals are inherently incrementalist, not because

that is optimal, but because they have no other

choice. We cannot get to universal coverage in

one fell swoop, it appears; the most we can hope for

in the foreseeable future is limited, incremental

change. Given the consequences for real people of

not having health insurance, it is irresponsible to

hold out for utopian change when incrementalism

offers the most realistic hope of actually accom-

plishing something.

That argument is fundamentally a tactical argu-

ment, a statement about ends and means. We know

where we want to get, and incrementalism will get

us there.

But that argument may be wrong, and I believe

it is. We have been pursuing incrementalist strate-

gies for expanding health care coverage for more

than  years now, and the number of uninsured

people has increased dramatically during that peri-

od. We are now approaching an economic period

during which some of the more direct results of

incremental strategies—such as the non-entitle-

ment status of State Children’s Health Insurance

Program (S-CHIP) eligibility and the expensiveness

of COBRA (Consolidated Omnibus Budget Recon-

ciliation Act)—are likely to accelerate the process of

health insurance loss. And just because a single

example of non-incrementalist policy effort, the

Clinton administration’s Health Security Act, failed

dramatically does not imply that incrementalist

efforts have not failed as well.

In my own view, the lessons of the Reagan

Revolution of  and the Contract with America

Congress of – are that non-incrementalist

strategies may be much more effective: even if the

changes they produce are fundamentally incremen-

tal, change does occur, and in the direction the pro-

ponents of the non-incremental strategies desire.

We may be re-learning the same lessons now. If you

really want to change social policy in this country, it

may be that you have to take advantage of a post-

election honeymoon, regardless of how broad or

narrow the electoral outcome actually was, to go for

broke. There may be subsequent political penalties

for overreaching, but in the meantime, one may get

closer to one’s goals. We are no closer to universal

insurance today than we were  years ago, but dur-

ing that time we have abolished the statutory com-

mitment to full employment, federal efforts at

school desegregation, and entitlements to cash assis-

tance for single mothers.

The point, though, is that these are, or should

be, fundamentally tactical arguments, arguments

about means, not ends. It may well be that the only

way to bring about even incremental change in the

right direction is to advocate for non-incremental

change. Effective political rhetoric, and effective

political strategies, may require depiction of a pre-

ferred end-state that may never be attainable, but

that at least can serve to define the goals of policy

change, and provide a metric by which to evaluate

that change. You can’t always get what you want, but

if you do try (to ask for all you want), you may just

get what you need.

Is and Ought to Be in Health Insurance

By my count, half the contributors to Covering

America had some involvement with creation of the

Clinton administration’s health reform proposal, as

did I. I thus found it particularly astonishing that no

fewer than five of the proposals therein involved

purchasing pools or insurance exchanges—although

I hasten to note that there was not a one-to-one cor-

relation between Health Security Act alumni and

pool advocates. As best I can tell, insurance

exchanges are what we used to call health insurance

purchasing cooperatives (HIPCs), and then, thanks

to the White House spinmasters, “health alliances.”

No feature of the Health Security Act evoked more

ridicule, mockery, or disdain. One might even sug-

gest that the political unattractiveness of health
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alliances contributed to the non-incremental policy

changes of the Contract with America.

Whatever the political implications, the issue is

that real health insurance markets refuse to behave

like perfect theoretical markets, and real health

insurance consumers refuse to behave like abstract

consumers, and health policy analysts continue to

devote enormous time and effort to trying to make

reality look more like theory. The analytic means—

the application of theoretical constructs to assist in

the description and comprehension of empirical

phenomena—thus becomes an end in itself.

In most cases, the relative risk characteristics of

an insured population are a far more powerful pre-

dictor of actual claims expense than anything one

can do about policy design. Thus, unless health

insurers are especially dumb (a possibility that

should not be rejected out of hand, at least as a broad

generalization) or altruistic to a theory-defying

degree, they will do everything they can to maximize

their ability to select risk. Community rating can

dampen some of these behaviors a little, and risk

adjustment can level the playing field after the fact,

but creating a totally artificial market may be neces-

sary. That is especially the case if one’s objective is

not to eliminate risk selection but to manipulate it,

so that the extent of subsidies to relatively high-risk

individuals and households can be minimized and,

optimally, concealed.

In a few instances, involving enormous effort

and considerable investment, insurance exchanges

or similar pooling devices have been able to provide

a small number of small businesses with access to

group insurance in a form that would not otherwise

have been available to them. But, as several of the

contributors to Covering America note, voluntary

insurance exchanges suffer from the generic prob-

lem that firms that are good risks—and can demon-

strate to insurers that they are good risks—have

little incentive to participate over time, thus making

likely, in the absence of significant subsidy, the kind

of self-reinforcing “death spiral” that has afflicted so

many of the individual high-risk pools established

by the states.

One can design all sorts of facilities to counter-

act some of the inefficiencies and inequities in the

small-group health insurance market, although just

how far that would get us in increasing the number

of insured people is a very good question. The

underlying problem, however, is more systemic.

Most of the authors in Covering America seek to

transform individual American households into

consumers of health insurance. The rhetoric is that

doing so will give people more choice and permit

insurance plans to be tailored more closely to indi-

vidual preferences.

In fact, the devolution of choice to individuals

serves two other, more important, compelling pur-

poses: first, it helps to conceal the already accelerat-

ing shift of health care costs from employers and

other third parties to individual households by cre-

ating the impression that maintaining current levels

of coverage is a whimsical luxury for which families

should pay a punitive amount. Second, by frag-

menting the purchasing power of consumers, it

moves the health insurance market closer to the the-

oretical model of neoclassical microeconomics,

which is easier to talk and make assertions about.

The problem with this line of reasoning is that

most individuals want no part of being health insur-

ance consumers, and their wariness may be quite

rational. A recent Commonwealth Fund survey

reinforced the long-standing findings of other pub-

lic opinion research that people prefer employer-

provided health insurance largely because they have

more confidence in their employers’ ability to deal

with health insurers than in their own. Data collect-

ed about Medicare beneficiaries since the advent of

The Balanced Budget Act are hardly very encourag-

ing about the ability or enthusiasm of most benefi-

ciaries for even a very highly structured choice

process, and health insurance has a higher salience

for Medicare beneficiaries than for younger people.

In addition, Medicare beneficiaries have far more

time on their hands.

Of course, there will always be some people who

prefer to have greater opportunities for choice in

purchasing health insurance; one suspects that the

proportion is significantly higher among academics,

especially social scientists, than any other group in

the population, but empirical data are scanty on this

topic. And it is probably a good idea to give them
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opportunities to exercise that choice, as long as we

can prevent the tail from wagging the dog. But there

are good reasons why individual health insurance

has never accounted for more than a small fraction

of the basic health insurance market in this or other

countries—although it may be quite functional in a

choice-driven, supplemental market that serves pri-

marily to offer an escape valve for the more affluent.

For the average consumer, though, the information

and transactional costs of health insurance purchas-

ing may far outweigh the benefits of individually

tailored policies, even if one can effectively prevent

the choice process from becoming an opportunity

for risk selection.

In another instance of preferring theory over

reality, almost every contributor to Covering

America suggests, implicitly or explicitly, that com-

petition among health plans is a necessary vehicle to

control health care costs, especially because of the

political unacceptability of direct government con-

straints on prices or expenditures. The rejection of

government-administered cost containment repre-

sents, of course, another instance of converting the

empirical, contemporary “is” into an analytic “ought

to be,” but we certainly have a considerable body of

evidence to suggest that greater competition in

health care, as a means to control costs over time,

simply does not work. It may work for a very short

period, or it may appear to work if people confuse

the operations of the underwriting cycle for more

substantive secular change, but competition among

health plans, or among providers, whatever its other

merits may be, does not save money over time.

In response to evidence about the absence of any

clear-cut link between competition and efficiency in

health care, competition proponents tend to cite

either so-called design flaws in public policy or

political backlash against, say, successful managed

care efforts. But those are just another way of saying

that, if reality fails to conform to theory, reality must

be changed.

Formulating Alternatives

If the ends—the goals—of health policy should be

to ensure access to needed health care for all indi-

viduals in this society, regardless of their economic

circumstances, and if health insurance provides at

least a partial means to that end, then there may be

some other ways of thinking about some of these

issues that will be of some help in moving forward. I

propose to accomplish significant change—in

incremental steps, but quite non-incremental in

total—by proposing a non-incremental idea.

To start with, incrementalist efforts to solve the

problems of the uninsured continually run into a

particular difficulty: however many individuals

become newly insured as a result of those efforts,

others (perhaps even greater numbers) are losing

insurance at the same time. We keep struggling to

fill a glass that has a major hole in the bottom. Apart

from the fact that, during any given period, many

people are losing their health insurance, this also

means that many of the still-insured face consider-

able anxiety or even “job lock” for fear of losing cov-

erage, while the simple churning of so many

households into and out of the system also creates

enormous administrative and organizational costs

for all concerned.

But if everyone ought to have health insurance,

and it is hard to keep finding new ways to supply it

to the uninsured, we might think about approach-

ing the problem by starting with the proposition

that no one should lose insurance. We should quickly

adopt the absolute principle that, once a household

has health insurance, it keeps it forever (or at least

for as long as the household continues to exist).

When people change jobs, or relocate, or experience

changes in family status, they should keep the health

insurance they already have until they get some-

thing new.

The unseemly haste with which employers,

affinity groups, Taft-Hartley plans, and Medicaid

agencies discontinue coverage for people the

moment their status changes (or in the case of at

least some Medicaid agencies, when their status

does not change but the bureaucratic hurdles for

continuing enrollment are not surmounted) arises,

of course, from their concern about the financial lia-

bility they will experience for people for whom they

are no longer responsible. But any policy that works

to reduce the number of uninsured will surely
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require a new set of public subsidies. We just need to

think about targeting those subsidies to help people

keep insurance, rather than regain it.

The basic structural mechanisms for imple-

menting this approach already exist. People who

lose jobs with large and medium-size employers are

eligible for COBRA, for which administrative mech-

anisms are in place; developing methods to extend

or socialize those mechanisms for smaller employ-

ers should be relatively straightforward. Federal law

requires every state Medicaid agency to maintain a

subrogation unit to collect from workers’ compen-

sation and auto insurance carriers, and to cross-

match enrollment tapes with employment data.

Finding out, with a high degree of confidence, who

gets new health insurance is not extremely difficult;

getting the right subsidies to the right places will be

more complicated. But allocating the costs of main-

taining insurance between government and individ-

ual households could be accommodated easily

through the tax system.

My own instinct would be as follows: every

household that legally qualifies as non-tax-filing,

and has no health insurance of at least some mini-

mum quality, gets a full subsidy either to keep a pre-

vious policy or to receive Medicaid or S-CHIP.

Whether the household keeps the previous policy or

receives Medicaid should be determined entirely by

which is cheaper, for equivalent benefit packages. All

households that file returns should be assessed a

surtax of some fixed percentage of adjusted gross

income. This surtax would fund a sizable propor-

tion of the cost of the new government subsidies

embodied in this proposal. Additional funding may

need to come from general revenues or other means

if the surtax is not sufficient to cover program costs.

All current deductions and exclusions for health

insurance and health services should remain, and

the employee share of premiums for employer-pro-

vided insurance should be fully deductible, regard-

less of itemization. In that way, we can subsidize

health insurance for the more affluent segment of

the population just as we now do, through the

income tax system (without running quite as much

new revenue through the federal government),

while continuing to provide employers with an

incentive to offer health insurance, with the con-

comitant efficiencies of large-group plans. When

individuals’ job or family status changes, if they do

not immediately receive new insurance from a new

employer or new family, payment of COBRA will be

automatic, with the relative split between public

subsidy and individual contribution tied to income.

In essence, everyone’s health insurance would be

financed by a combination of private funds—from

individual households or on behalf of individual

households by employers who provide compensa-

tion in the form of health insurance rather than

wages—and public subsidy, as is now the case for

everyone except some fraction of the people who are

unfortunate enough to be forced to buy individual

policies. As people have noted for years, a subsidy is a

subsidy, whether it takes the form of a Medicaid

benefit or a tax expenditure for employment-based

health insurance. The difference is, under this pro-

posal, potential loss of health insurance would trig-

ger a new subsidy, tied to the household’s annual

income determined as is now the case after the end

of the year, and equally available for public and pri-

vate insurance.

Since the policy goal is to provide everyone with

access to health care, we should be prepared to pay

now and collect later, particularly since so small a

fraction of health insurance in contemporary

America involves assumption of real insurance risk

by intermediaries or insurance companies. Cash

flow might become a problem for some of the

smaller players in the system, but it would not cost

very much, comparatively speaking, to subsidize

appropriate working capital loans.

Over time, the administrative complexities and

horizontal inequities arising from perpetuation of

an unsatisfactory, pre-existing status quo might cre-

ate considerable pressure for still further changes in

the system. Adjustments would need to be made for

firms that go out of business or drop their health

insurance coverage altogether. It might become nec-

essary to find a more sophisticated and equitable

risk adjuster for COBRA than simply paying 

percent of the average premium. If the ultimate goal

of policy is kept clearly in focus, then we might

respond to some of the costs and irritations arising
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from cumulative incremental change by finally

adopting some non-incremental improvements.

All we need to apply these principles—along

with some additional subsidy to individuals who

have had no insurance at all for a while—is the nec-

essary political will and a rather substantial amount

of money. Covering all of the uninsured is going to

cost a lot, and I personally believe it is important not

to repeat the Clinton administration’s mistake and

attempt to sidestep or finesse the issue of costs.

While in a more perfect world it certainly would

be possible to finance care for all of the currently

uninsured in America by simply eliminating a frac-

tion of the waste and inefficiency in the current sys-

tem for the insured, we do not seem to know how to

do that, and even if we could make the system a

whole lot more efficient, we do not have very good

mechanisms for capturing and reallocating the sav-

ings. On the other hand, political and economic

events of the last several years have reminded us

how essentially wealthy this nation is, and how the

ability to afford even tens of billions of dollars a year

in additional public expenditures is a matter of

political choice, not economic constraint. My par-

ticular proposal imposes the greatest cost on upper-

income taxpayers while providing the greatest

benefits to lower-income taxpayers, which is a con-

scious policy choice.

By my back-of-the-envelope calculations, full

implementation of this particular proposal would

reduce the number of uninsured by at least half

within two years. I believe that is at least as fast as any

of the proposals in Covering America, and much

faster than anything now being discussed in Wash-

ington. Increasing enrollment of Medicaid- and S-

CHIP-eligible children, and expanding coverage to

their parents, would cover some of the remainder.

For everyone else, I would personally favor Jacob

Hacker’s enhanced Medicare proposal, at least in

part, since they all will eventually become Medicare

beneficiaries anyway.

Non-incremental expenditures require non-

incremental politics. And while most of the political

and opinion elites seem to favor incremental change

that clings to the center of perceived public opinion

or policy choices, one certainly could argue that the

most effective advocates in the American political

system over the last several decades have been those

who rejected that approach. Ironically, given our

notions of “radicalism” and “conservatism,” it has

been those on the right who have been least tolerant

and least accepting of consensual, incrementalist

politics, and I think it is very hard to argue against

the belief that they have been astonishingly success-

ful on matters of economic and social welfare poli-

cy, and only slightly less successful on so-called

social issues. Indeed, given the divergence in tactical

orientations between proponents and opponents of

dramatically expanding government subsidies to

permit greater access to health insurance, the more

practical political bet will be that we move backward

rather than forward in the immediate future. The

alternative most grounded in recent political experi-

ence, I believe, would be for those who believe in

universal coverage to demand the whole ball of wax.

Postscript: A Word from Our Sponsors

For good reasons, most of the contributors to

Covering America have relatively little to say about

Medicare beneficiaries. People over age , along

with recipients of Social Security Disability Income

and those with end-stage renal disease are, after all,

the only categories of Americans with universal

health insurance coverage. But those, such as Hacker

and Wicks, Meyer, and Silow-Carroll, who would

extend Medicare coverage to others in the popula-

tion acknowledge that, in doing so, it should be nec-

essary as well to improve the existing Medicare

benefits package.

If our criterion, again, is improved access to

needed medical care, then Medicare as it is now con-

stituted increasingly fails that test for a growing pro-

portion of its beneficiaries. On average, it now

covers barely half of the total health care expenses of

the people it covers, and its generosity of coverage

compares unfavorably to almost every other health

insurance policy now available in the market. An

ever-growing number of beneficiaries go without

needed services because of economic barriers.

If we are going to move to universal insurance as

a mechanism for universal access, then, taking the
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existing Medicare program for granted is inade-

quate. We need to bring its coverage up to par,

beginning, at a minimum, with a decent prescrip-

tion drug benefit and some limitation on total out-

of-pocket liabilities for beneficiaries. Doing so, of

course, would be very expensive, and the resources

available for insurance expansion are presumably

finite in the short run. But if we are going to reject

incrementalism as a goal, and perhaps as a tactic as

well, then the simple fact is that equity demands

that everyone be covered, and that those with the

greatest health care needs be covered at least as well

as the rest of us. A society this wealthy really can

afford both. In fact, I would personally argue, it is

hard to see how, ethically, we could afford to do one

but not the other.
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