
Overview

We propose that the Un i ted States adopt a health

c a re financing sys tem that provi des com preh en s ive

health insu ra n ce to all legal re s i den t s . The sys tem

wi ll be ad m i n i s tered by the states and overs een by

the federal government.Employers will no longer be

i nvo lved in providing health insu ra n ce covera ge ,

a l t h o u gh both em p l oyers and em p l oyees wi ll con-

tri bute . Ot h er sources of financing inclu de the fed-

eral and state govern m ents and, in some instance s ,

i n d ivi duals and families. The propo s ed sys tem wi ll

rep l ace most of the major com pon ents of the U. S .

health care financing system; the two exceptions are

Medicare and Medicaid-financed long-term care.

E ach state wi ll ad m i n i s ter its own del ivery and

financing systems. The federal government will con-

tribute to a state’s system as long as several require-

m ents are met , i n cluding covera ge by and access to

at least one zero-premium plan that includes a stan-

d a rd ben efits pack a ge for nearly all legal re s i den t s .

Beyond that, s t a tes wi ll have wi de lati tu de in cra f t-

ing their own particular sys tem s . For ex a m p l e , a

state can choose to establish a “Canadian-style” sin-

gl e - p ayer sys tem , in wh i ch hospitals are paid based

on a negotiated budget and physicians on a fee-for-

s ervi ce basis (pre su m a bly with an aggrega te ex pen-

diture cap). Alternatively, and perhaps more likely, a

s t a te can con tract with health plans that com pete

for en ro ll ees thro u gh low prem iu m s , h i gh qu a l i ty,

a n d / or servi ce , with indivi duals who ch oose more

ex pen s ive plans paying for them with ad d i ti on a l

premiums.

All health insu ra n ce ch oi ces of fered mu s t

i n clu de the servi ces spec i f i ed in a federa lly def i n ed

benefits package that states may choose to augment.

Services to be included are inpatient and outpatient

c a re , s k i ll ed nu rsing and home health care , m en t a l

health care , preven tive servi ce s , pre s c ri pti on dru gs ,

and du ra ble medical equ i pm en t . To receive cover-

a ge , i n d ivi duals and families wi ll en ro ll with thei r

states. They only need to provide evidence that they

a re legal re s i dents of the state ; no income veri f i c a-

tion is required. People living in states that choose to

contract with private health plans also must choose

a plan. Those failing to do so will be placed in a plan

requiring no premium payment.

The plan wi ll be financed thro u gh a va ri ety of

s o u rce s . The pri m a ry revenue source , a payro ll tax

l evi ed on both em p l oyers and em p l oyee s , wi ll be

supplemented by general federal revenues,state rev-

enu e s , a n d , po ten ti a lly, by indivi dual con tri buti on s

for certain plans and/or ben efits beyond those

i n clu ded in the standard ben efits pack a ge . E m-

p l oyers with predom i n a n t ly low - w a ge workers wi ll

pay a lower tax rate than other employers. The pro-

posal provi des a nu m ber of a s su ra n ces that impor-

tant con s ti tu ency gro u p s , su ch as state s , l a r ger

em p l oyers , s m a ll em p l oyers , and families, wi ll pay

no more , on avera ge , than they curren t ly do for

their health insurance coverage.

The proposal wi ll help en su re that the Un i ted

S t a tes meets health care acce s s , co s t , and qu a l i ty

goa l s . All Am ericans under age  who live in the

co u n try lega lly wi ll be provi ded with health insu r-

ance that includes coverage for all major health care

s ervi ces except lon g - term care . Those el i gi ble wi ll

h ave at least one health insu ra n ce opti on that doe s

not requ i re them to pay any prem iu m s . Thu s , n ei-

t h er financial con s i dera ti ons nor bu rden s om e

application processes will present barriers to obtain-

ing health insurance, thereby ensuring that the goal
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of universal coverage is met.

Costs are likely to be con t a i n ed because nearly

a ll participants in the health care marketp l ace wi ll

have an incentive to control them.States will receive

an annual fixed-dollar contribution from the feder-

al govern m en t ; t hus they are at risk for ad d i ti on a l

s pending and wi ll have a strong incen tive to spen d

wi s ely. If t h ey rely on com peting health plans to

provide insurance packages,these plans will vie with

each other for enrollees, recognizing the strong role

that premiums play in consumer health plan choice.

The plans, in turn, will continue to pay providers in

w ays de s i gn ed to redu ce exce s s ive and unnece s s a ry

use of services.

A major ch a ll en ge wi ll be en su ring that good -

qu a l i ty care is provi ded . Ma rket s , by them s elve s ,

cannot ensure this, particularly in light of the diffi-

c u l ties con su m ers have in obtaining and eva lu a ti n g

the nece s s a ry inform a ti on . The federal govern m en t

wi ll need to invest su b s t a n tial re s o u rces in measu r-

ing health care qu a l i ty and health outcomes ac ro s s

states, with a special emphasis on vulnerable popu-

l a ti on s . As part of the propo s a l , the federal govern-

m ent wi ll cl o s ely mon i tor the qu a l i ty of the care

provi ded under each state sys tem , and provi de

financial rewards to states that improve quality.

A second ch a ll en ge is that states wi ll be taking

over a nu m ber of re s pon s i bi l i ties for ad m i n i s teri n g

health insurance that previously were carried out by

em p l oyers . Depending on how a state ch ooses to

or ga n i ze , these re s pon s i bi l i ties may inclu de , for

ex a m p l e , o utre ach , en ro ll m en t , n ego ti a ti ons wi t h

health plans and provi ders , data com p i l a ti on , a n d

qu a l i ty assu ra n ce . S t a tes wi ll need technical and

financial assistance to carry out their en h a n ced

roles.

Detailed Description of Proposal

Federal Requirements 

To receive federal con tri buti on s , s t a tes mu s t

dem on s tra te that they have met and con ti nue to

m eet specific cri teri a . Th ere are two aspects to this:

having their initial program approved,and continu-

ing to meet coverage and quality requirements. This

s ecti on ad d resses the initial requ i rem en t s . O n goi n g

requirements are addressed later. To obtain approval

for their initial plans, s t a tes must su bmit their pro-

posal to a federal agency.1 The proposal will have to

demonstrate the following:2

• Nearly all (at least  percent) of the legal resi-

dential population3 in the state will be enrolled.

• All loc a l i ties wi ll of fer at least one plan that

does not requ i re any prem iu m s , and that, l i ke all

p l a n s , i n clu des the federa lly mandated ben ef i t s

package.

• New state re s i dents wi ll be covered in a ti m ely

fashion.

• A plan is in place to mon i tor and en su re the

quality of services provided to all state residents.

• Th ere is also a plan in place for co ll ecting and

compiling the data necessary to evaluate the system;

this is likely to inclu de inform a ti on on en ro ll m en t ,

utilization (perhaps through encounter data), costs,

quality, and satisfaction.

• The state has a reasonable plan for carrying out

a ll of the nece s s a ry activi ties to implem ent its pro-

posed system.

S t a tes are not requ i red to implem ent univers a l

coverage; such approval is necessary only if the state

wishes to obtain federal contributions. But given the

f act that the vast majori ty of revenues wi ll com e

f rom the federal govern m ent thro u gh the payro ll

tax and general revenues,it is anticipated that states

wi ll be anxious to obtain ti m ely approval of t h ei r

propo s a l s . Nevert h el e s s , a state may ch oose not to

p a rti c i p a te , in wh i ch case it forfeits the federa l

money that would have been available.4

1 We assume that this would be an executive branch agency, but we do
not take a position on which one; it could be the Health Care Financing
Administration, another agency in the Department of Health and
Human Services, or a newly established agency.

2 This is not unlike the system established in Canada. Under the 1984
Canada Health Act, provinces must demonstrate that the following five
provisions are met to receive federal health contributions: public admin-
istration, comprehensiveness, universality, portability, and accessibility.

3 The residential population excludes prisoners, those residing in institu-
tions, and the homeless. Although states are encouraged to enroll indi-
viduals in these populations, we recognize that this will be a difficult
task. Some safety net system of care will still be necessary to care for
some of these individuals, as well as those who do not reside legally in
the United States.

4 A state that chooses not to participate could continue to receive feder-
al matching money for the Medicaid and State Children’s Health
Insurance Program (S-CHIP). 



Eligibility 

All legal residents of a state are eligible for the state’s

progra m .5 To sign up, t h ey simply have to dem on-

s tra te that they live in the state and are residing lega l-

ly in the Un i ted State s . No intru s ive inform a ti on ,

i n cluding incom e , wi ll be solicited . One excepti on ,

discussed below, is if states chose to supplement fed-

erally mandated benefits with additional ones based

on such criteria as low income.

E ach state wi ll be re s pon s i ble for en ro lling its

re s i dents in a particular health insu ra n ce plan.

Under a system such as single-payer, there probably

will be a single plan for which everyone in the state

is eligible. Services could be received from any certi-

f i ed provi der simply by showing on e’s el i gi bi l i ty

c a rd . Un der sys tems that con tract with priva te

plans, individuals will need to enroll in a particular

p l a n . This can be done wh en a pers on regi s ters for

coverage or, alternatively, within a designated period

of time after registration.

Ben efits wi ll be fully port a bl e . A pers on who is

vi s i ting another state wi ll be el i gi ble to be rei m-

bu rs ed for urgent and em er gency servi ces du ri n g

that vi s i t , and those moving to another state wi ll also

be covered during the period in which their eligibili-

ty is being transferred from one state to another.

Benefits 

Th ere wi ll be a federa lly determ i n ed standard i zed

ben efits pack a ge to wh i ch all state s , and all plans

within state s , must con form . We propose that this

i n clu de su ch el em ents as med i c a lly nece s s a ry ac ute

i n p a ti ent care , o utp a ti ent care , ac ute nu rsing and

home health care, mental health care (in parity with

physical health care ) , preven tive servi ce s , pre s c ri p-

ti on dru gs , and du ra ble medical equ i pm en t .

S pec i f i c a lly exclu ded are dental care and lon g - term

care (both of which states may choose to provide to

certain re s i den t s ) . In gen era l , the ben efits pack a ge

should be similar to that currently provided by most

large employers.

In those states relying on com peting health

p l a n s , determ i n a ti on of m edical nece s s i ty wi ll be

c a rri ed out by the plans initi a lly. As noted bel ow,

h owever, s t a tes wi ll overs ee the qu a l i ty of c a re pro-

vided by plans.A second “check and balance” is that

the federal government will monitor and, when nec-

e s s a ry, reg u l a te the qu a l i ty of c a re provi ded in the

s t a te — i n cluding wh et h er plans in the state are

defining medical necessity too narrowly.

As ex peri m ental therapies and tech n o l ogies are

developed, we foresee a multi-level decision-making

proce s s . In states that con tract with com peti n g

health plans, dec i s i ons abo ut wh et h er and wh en to

provi de the new thera py wi ll likely be made by the

health plans initially, although certainly in consulta-

tion with the state. The state will have the option of

being more pre s c ri ptive and requ i ring each plan to

provi de covera ge . In states that make direct pay-

m ents to doctors and hospitals, the state cert a i n ly

needs to be directly involved in deciding whether to

p ay for new thera p i e s . The federal govern m ent wi ll

have the option of intervening and being more pre-

s c ri ptive if it does not like the ch oi ces made co ll ec-

tively by states and health plans.

The ex act set of ben efits to be covered wi ll be

e s t a bl i s h ed by Con gre s s . O f m a j or import a n ce wi ll

be how these are to be updated over ti m e . We su gge s t

that recom m en d a ti ons for updating the ben ef i t s

p ack a ge be made by the Med i c a re Paym ent Advi s ory

Commission (or a new agency) for Congress,and by

the Health Care Financing Administration (or a new

agency) for the President.

We anti c i p a te that states may wish to provi de

m ore ben efits than those inclu ded in the standard-

i zed pack a ge — for ex a m p l e , Title V servi ces to ch i l-

d ren with special health care need s . As with the

status quo, states could establish their own eligibili-

ty criteria for such additional services, with funding

largely provided by the federal government.

One key issue con cerns pati ent co s t - s h a ri n g

requirements under the standardized benefits pack-

age. Some advocate substantial cost sharing to make

5 It would be desirable to grant eligibility to all state residents, legal or
not, but we have not proposed this because of the political difficulties
inherent in granting full benefits to those living in the country illegally.
Nevertheless, there are several reasons to cover them: (a) they have
health needs like everyone else; (b) their inclusion will lead to true uni-
versality, removing the need for a safety net system that could be quite
expensive in areas with many such residents; and (c) their inclusion could
improve social cohesiveness. As an alternative to covering these individu-
als, we suggest that the federal government make direct payments to
states with significant concentrations of undocumented persons, with
the stipulation that these monies be used by the states to support those
providers that serve this population.



people think twice before using services, while oth-

ers bel i eve that this is inequ i t a ble and wi ll redu ce

the use of n ece s s a ry servi ce s . Our proposal fo ll ows

the lead establ i s h ed by the great majori ty of devel-

oped co u n tri e s : t h ey have insti tuted low or no

cop aym ent requ i rem ents on basic servi ces su ch as

i n p a ti en t , o utp a ti en t , and preven tive care . Low

copayments also follow the precedent established in

most employer-sponsored insurance.

Co s t - s h a ring requ i rem ents should be kept low

for several reasons:

• Cost sharing repre s ents a larger share of i n-

come for those individuals with lower incomes,thus

it is regressive.

• Si m i l a rly, l ow - i n come people are , on avera ge ,

in poorer health, so requ i ring them to pay a good

deal for services is doubly inequitable.

• There is evidence to indicate that the health of

l ow - i n come families is advers ely affected by co s t

sharing.6

• There is also evidence that cost sharing is indis-

criminate in that it reduces the use of necessary and

unnecessary services.7

• Low copayments will obviate demand for sup-

p l em ental insu ra n ce that covers these cop aym en t s .

Such policies may be viewed as undesirable by states

bec a u s e , by increasing uti l i z a ti on , program co s t s

will rise, as well.

• Al t h o u gh it is clear that an indivi dual fac i n g

substantial copayments will use less health care than

an indivi dual for wh om care is nearly free , it is far

f rom clear that a health care sys tem in wh i ch many

people face cop aym ents (but are fully insu red for

c a re beyond some catastrophic limit) wi ll provi de

less care than a system in which copayments are low.

In the absen ce of su pp ly side con s tra i n t s , i f

providers are paid more for delivering more servic-

e s , t h en they are likely to re s pond to lower levels of

consumer demand by adjusting standards of care.

We propose that copayments under the standard

ben efits pack a ge be similar to those in policies cur-

ren t ly of fered by typical large em p l oyers . Even these

rel a tively low cop aym ents wi ll disadva n t a ge those

who are curren t ly covered by Medicaid and, t h ere-

fore,now have no copayments.States may choose to

provide supplemental coverage for low-income per-

s on s ; this su pp l em ental covera ge might cover cop ay-

m ents as well as other servi ces not inclu ded in the

standard benefits package, such as dental care.

Financing 

The system will be financed according to the follow-

ing principles:

    

 ,  

The federal govern m ent wi ll esti m a te the cost of

providing the standard ben efits pack a ge to all lega l

residents in each state. First, it will estimate current

health ex pen d i tu res in each state using data from

the Na ti onal Health Acco u n t s , su pp l em en ted by

survey data on employer health insurance costs and

health mainten a n ce or ga n i z a ti on (HMO) prem i-

u m s . The esti m a te of c u rrent ex pen d i tu res wi ll be

ad ju s ted upw a rd for ex pected uti l i z a ti on incre a s e s

from insuring the uninsured (and underinsured).8 It

will be adjusted downward for expected efficiencies

that will result from universal coverage.

 ’  

State governments will be expected to contribute 

percent of t h eir current Medicaid and S-CHIP

s pending on servi ces that are inclu ded in the stan-

dard benefits package for covered populations (that

6 R. H. Brook et al. “Does Free Care Improve Adults’ Health?” New Eng-
land Journal of Medicine 309: 1426–34; M. F. Shapiro. “Effects of Cost
Sharing on Seeking Care for Serious and Minor Symptoms.” Annals of
I n t e rnal Medicine 104: 246–51; R. O. Valdez. The Effects of Cost Sharing
on the Health of Children, Santa Monica, CA: RAND Corp., 1986.

7 K. N. Lohr, “Effect of Cost Sharing on Use of Medically Effective and
Less Effective Care.” Medical Care 24 (supplement): S31–S38.

8 Under the proposal, acute care services cur rently paid for by Medicaid
will be folded into the standard benefits package. Average unit pay-
ment rates to providers are likely to be higher under the standard

benefits package in many states than the rates currently paid by
Medicaid; however, we do not suggest adjusting current expenditure
levels upward to account for the difference. Rather, we suggest assum-
ing that average payment rates for non-Medicaid services will decline
slightly, resulting in overall average unit payment rates (combining
Medicaid and non-Medicaid) that will be similar after universal coverage
as they are under the status quo. To the extent that there is strong evi-
dence that utilization rates of cur rent Medicaid recipients will change
when they are covered by so-called mainstream plans, modelers might
want to assume some utilization response; however, we are doubtful
that such evidence exists. 



is, state Medicaid spending on dental services,long-

term care , u n doc u m en ted pers on s , and the el derly

would not be included in this amount).

 ’  



The federal govern m ent wi ll pay to state govern-

ments that operate a qualified plan an amount equal

to the esti m a ted cost of providing the standard ben e-

fits pack a ge to all re s i dents (esti m a ted as discussed

a bove) minus the state govern m ent financial re s pon-

s i bi l i ty amount. The state govern m ent financial

re s pon s i bi l i ty is not a “m a i n ten a n ce of ef fort”

requ i rem en t . If s t a tes can provi de the standard ben e-

fits pack a ge to all legal re s i dents at lower- t h a n -

ex pected co s t , the state con tri buti on wi ll be small er

than expected. Alternatively, if more money is need-

ed , it is state govern m en t s’ re s pon s i bi l i ty to raise a

portion of the necessary revenues.

If we could be con f i dent that the state - s pec i f i c

e s ti m a tes of ex pected ex pen d i tu res after univers a l

covera ge would cl o s ely approx i m a te the ex pen d i-

tu res needed to maintain the status quo in the health

c a re sys tem ,t h en we would be com fort a ble plac i n g

financial re s pon s i bi l i ty for the marginal health care

do llar en ti rely in the hands of s t a te govern m en t s .

S t a te govern m ents wi ll be making important dec i-

s i ons abo ut health care financing, and they should

be accountable for the outcomes of these decisions.

However, u n cert a i n ties in the acc u racy of t h e

s t a te health accounts data and the ad ju s tm en t s

n eeded to move from the status quo to univers a l

covera ge cre a te uncert a i n ty abo ut the prec i s i on of

the esti m a tes of s t a te - l evel po s t - u n iversal covera ge

expenditures. As a result, it is possible that expendi-

tu res in a given state wi ll be su b s t a n ti a lly gre a ter

than ex pected ex pen d i tu re s , not because the state

has ch o s en to be gen erous in its paym ents to

providers, but rather because the expected expendi-

tu res were an undere s ti m a te of the ex pen d i tu re s

n eeded to maintain the status quo in the state’s

health care system.

If a state’s ex pen d i tu re for servi ces inclu ded in

the standard ben efits pack a ge differs su b s t a n ti a lly

f rom the ex pected state govern m ent financial

re s pon s i bi l i ty amount, we su ggest that the federa l

and state govern m ents share in the su rp lus or

deficit.A reasonable approach would be to make the

state fully responsible for spending that is  percent

m ore or less than the ex pected state govern m en t

re s pon s i bi l i ty; h ave the state and federal govern-

m ents share the next   percent su rp lus or def i c i t

-, and have the federal government be responsi-

ble for   percent of the su rp lus or deficit if s t a te

s pending is more than   percent of the ex pected

a m o u n t , or less than  percent of the ex pected

amount. For example, if a state is expected to spend

 billion but actually spends . billion, the federal

govern m ent would increase its con tri buti on to the

state by  million—that is,  percent of the dif-

feren ce bet ween actual state spending and    per-

cent of expected spending.

In evi t a bly, t h ere wi ll be disagreem ents bet ween

the federal and state governments about which state

expenditures should be included in this calculation.9

In the long term, a system in which the federal con-

tribution is fixed and states are financially responsi-

ble for their dec i s i ons is prefera ble to a sys tem that

en co u ra ges disputes abo ut matching paym en t s .

However, in the short term some sharing of f i n a n-

cial responsibility for deviations from projections is

s en s i bl e . We su ggest bel ow that Con gress appoint a

com m i s s i on to make recom m en d a ti ons on re a l i gn-

ing federal con tri buti ons ac ross state s ; the work of

9 Witness the disagreements in the Medicaid program about dispro-
portionate share hospital payments, and, more recently, about
payments to nursing homes and hospitals under the Upper Payment
Limit regulations.

All legal residents of a state are eligible for the state’s

program. To sign up, they simply have to demonstrate 

that they live in the state and are residing legally in 

the United States.



this com m i s s i on would fac i l i t a te the tra n s i ti on to

full state financial responsibility.

 

The federal govern m ent wi ll raise most of t h e

m on ey needed to finance its con tri buti on to state

programs thro u gh a payro ll tax on em p l oyers and

employees. The amount of money raised by the pay-

ro ll tax wi ll be equal to   percent of the to t a l

amount curren t ly spent by em p l oyers and em p l oy-

ees for health insurance for covered benefits (that is,

it would not inclu de amounts spent for dental care

or other services not included in the standard bene-

fits pack a ge ) . This amount would inclu de ex pen d i-

tu res for non - group covera ge and out - of - pocket

p aym ents for health care , to the ex tent that pay-

ments for these services are expected to be included

in the standard benefits package. The tax rate will be

uniform throughout the country.

Following the model of the Medicare payroll tax,

we suggest that the health care payroll tax be applied

to all wages; however, if there is a desire to limit the

progressivity of the financing system, the payroll tax

could be impo s ed on ly on wages up to the Soc i a l

Security wage base.

In a full proposal,a payroll tax rate will be spec-

i f i ed . Ra t h er than providing our own back - of - t h e -

envel ope esti m a te of what this tax ra te wi ll be , we

l e ave this to the model ers . For purposes of d i s c u s-

sion below, we assume that the total payroll tax will

be  percent—that is, we assume that an  percen t

tax wi ll gen era te an amount equal to   percent of

what is currently spent by employers and employees

( i n cluding non - group covera ge and out - of - pocket

payments that would be covered).

The total payro ll tax wi ll be divi ded bet ween

employers and employees based on the current dis-

tri buti on of s pending bet ween em p l oyers and

em p l oyee s . If , for ex a m p l e , the model ers esti m a te

that  percent of c u rrent spending is done by

em p l oyers , and if the total tax is  percen t , t h en

employers would pay a  percent tax,and employees

would pay a  percent tax. We propose that the

em p l oyee porti on of the payro ll tax be tre a ted as

pre-tax incom e , as mu ch of em p l oyee spending for

health insurance is now.

To increase the progre s s ivi ty of the financing

system and minimize negative effects on the level of

em p l oym en t , we propose a lower tax ra te for

em p l oyers with predom i n a n t ly low - w a ge workers .

For ex a m p l e , em p l oyers whose avera ge em p l oyee

makes less than  per hour would pay  percent of

covered payro ll ra t h er than  percent of covered

p ayro ll . Sel f - em p l oyed pers ons wi ll pay both the

employer and employee portions.

   

The differen ce bet ween the amount of m on ey the

federal govern m ent is obl i ga ted to pay to the state s

and the amount raised by the payroll tax raised wil l

be financed by gen eral revenu e s . We ex pect that

mu ch of the gen eral revenue obl i ga ti on wi ll be a

transfer from federal Medicaid funds currently used

to support Medicaid and S-CHIP. However, some of

the general revenue obligation will require new fed-

eral funds, pre su m a bly drawn from the anti c i p a ted

budget surplus.

    

The federal paym ent to the states wi ll grow at a ra te

to be spec i f i ed annu a lly by Con gre s s , a f ter receivi n g

a recom m en d a ti on from the Pre s i dent and the

Med i c a re Paym ent Advi s ory Com m i s s i on (Med-

PAC) or a new advi s ory agency to be establ i s h ed . In

making its recom m en d a ti on , the advi s ory agen c y

wi ll con s i der factors similar to those that Med PAC

con s i ders in recom m ending paym ent updates for

Med i c a re . In ad d i ti on , the agency must con s i der the

effects of any changes in the standard benefits pack-

a ge . To provi de some pro tecti on to state govern ors

and health care provi ders , the five - year growth ra te

of per capita federal paym ents to the states wi ll not

be less than the five - year growth ra te of per capita

Med i c a re ex pen d i tu re s , unless com pelling ra ti on a l e s

a re adva n ced that health care needs are incre a s i n g

mu ch more qu i ck ly in the over- pop u l a ti on than

in the under- population.10

10 The rationale is that if Congress has the political will to get tough
with providers in the Medicare program, then it is reasonable to ask
governors to be similarly hard-nosed; alternatively, if Congress decides
that Medicare needs additional funds to provide high-quality care to
seniors, it is not reasonable to ask governors to be significantly more
frugal for their states’ under-65 population. 



    

  

The propo s ed financing sys tem is inten ded to leave

the status quo largely intact for health care

provi ders — revenues to the health care financing

s ys tem in each state after universal covera ge is

implemented should be similar to current revenues

(adjusted for the expected effects of universal cover-

a ge , as discussed above ) . In ad d i ti on , s t a te govern-

m ent paym ents are inten ded to be similar to the

c u rrent sys tem — with a   percent savi n gs in each

state to encourage governors and state legislatures to

support the proposal. As a result, there will be wide

d i s p a ri ties ac ross states in the amount of federa l

su pport ; in states that have high per capita health

c a re co s t s , federal su pport wi ll be gre a ter than in

states with low per capita cost health care costs.

This is likely to be seen as unfair by those people

l iving in states that histori c a lly have spent rel a tively

little on health care . We su ggest that Con gre s s

a ppoint a com m i s s i on to make recom m en d a ti on s

on lon g - term re a l i gn m ent of federal con tri buti on

levels.11

    -

Federal govern m ent paym ents to the states wi ll be

con ti n gent on the states sati s f ying basic requ i re-

ments. To the extent these requirements are not sat-

i s f i ed , gradu a ted financial pen a l ties wi ll be app l i ed .

For example,if a state does not provide the standard

ben efits pack a ge to   percent of its legal re s i den t s ,

the federal con tri buti on is redu ced—cert a i n ly by

the per capita con tri buti on amount and, we pro-

pose, with an additional penalty. A state that fails to

meet quality standards or to provide required infor-

mation will also be subject to financial sanctions.

   

To avoid a large windfall to shareholders of compa-

nies with retiree health obligations, a tax on corpo-

ra ti ons that show Federal Acco u n ting Standard s

Boa rd Secti on   obl i ga ti ons on their balance

s h eets wi ll be en acted . The govern m ent would esti-

m a te the porti on of a corpora ti on’s Secti on   l i a-

bi l i ty that would be assu m ed by the states under

reform . E m p l oyers would be assessed   percent of

this amount, and would pay a special “retiree health

a s s e s s m ent tax.” The total reti ree health assessmen t

would be paid over  years.

Administration and Regulation 

Once the new system has been implemented, it will

be nece s s a ry to mon i tor its perform a n ce and make

necessary corrections. There is a trade-off, of course,

between accountability and state autonomy. On the

one hand, consumer protection is especially critical

in health care , wh ere mu ch is at stake and con-

su m ers face severe inform a ti on probl em s . On the

other hand, for a proposal like this to be successful,

states need to tailor a system that best fits their par-

ticular circumstances.

The main concern is quality—whether the aver-

a ge qu a l i ty is su f f i c i en t ly high and wh et h er disad-

va n t a ged pop u l a ti ons face particular qu a l i ty

b a rri ers . Most parties wi ll have strong incen tives to

con trol co s t s , wh i ch obvi o u s ly raises issues abo ut

s ac rificing qu a l i ty. These con cerns are discussed in

the following section.

As noted , the federal bu re a u c racy envi s i on ed is

m i n i m a l . The exec utive bra n ch wi ll be advi s ed by

the Health Care Financing Administration or a new

a gen c y, and Con gress by the Med i c a re Paym en t

Advi s ory Com m i s s i on or a new agen c y. O n ce the

system has been implemented, some of the ongoing

duties of these two agencies will include making rec-

ommendations on:

• updating the benefits package;

• revising the formula for allotting contributions

to each of the states; and

• deciding how mu ch federal con tri buti ons wi ll

increase over time.

11 A number of factors should be considered in thinking about equity.
Federal contributions might be compared to the amount of payroll tax
revenue coming from the state; one might focus only on the federal per
capita contribution from general revenue as the amount to be con-
cerned with when considering fairness. Alternatively, if we think of cur-
rent federal Medicaid spending as an entitlement to the states (or, at
least, as part of the status quo), then the federal contribution to focus
on might be simply the new general revenue payments (that is, treating
the displaced Medicaid funds, like the payroll tax, as belonging to the
states). One also might want to consider the size of the per capita state
contribution in considering equity, as well as the contribution of the
state to medical education, and, potentially, research. 



Quality Assurance 

The major con cern with the proposal is en su ri n g

that high - qu a l i ty servi ces are provi ded . Th ere are

t wo som ewhat indepen dent aspects to this. F i rs t ,

p l a ns— p a rti c u l a rly in states that em ph a s i ze pri ce

competition—are likely to be under strong pressure

to keep costs down , po ten ti a lly thre a tening qu a l i ty.

Secon d , even if plans do attem pt to provi de good -

quality care, they may lack the tools to do so.

Reg u l a tory overs i ght is nece s s a ry to ad d ress the

f i rst issu e , because in markets wh ere full con su m er

i n form a ti on is probl em a ti c , t h ere is no assu ra n ce

that the servi ces provi ded wi ll be of the qu a l i ty

s o u ght by con su m ers . Fu rt h erm ore , s ome state s

m ay not meet their re s pon s i bi l i ties to en su re the

provision of good-quality care. This is particularly a

con cern for servi ces del ivered to vu l n era ble gro u p s

such as racial and ethnic minorities and the poor. As

a re su l t , qu a l i ty assu ra n ce is the on ly major area of

the proposal in wh i ch strong federal reg u l a ti on is

called for.

We propose that a qu a s i - i n depen den t , bi p a rti-

san federal qu a l i ty com m i s s i on be establ i s h ed to

monitor the quality of health care delivered in each

of the state s , and to provi de financial incen tives to

states to improve quality. (Quality will be defined as

en compassing access and qu a l i ty.) The com m i s s i on

n eeds to be given a su f f i c i ent bu d get for staffing

adequ a tely and co ll ecting the data nece s s a ry to ful-

fill its mission, which will include assessment of:

• wh et h er nearly all indivi duals have health

insurance;

• wh et h er the most vu l n era ble indivi duals face

a ny undu ly significant barri ers to accessing nece s-

sary preventive and acute care services;

• the technical qu a l i ty of c a re provi ded to

p a ti ents thro u gh assessments of a ppropri a te

processes and desirable health outcomes;

• patient satisfaction; and

• state - provi ded data to eva lu a te acce s s , co s t s ,

and quality. As noted earlier, these data would likely

i n clu de inform a ti on on en ro ll m en t , uti l i z a ti on

( perhaps thro u gh en co u n ter data), co s t s , qu a l i ty,

and satisfaction.

In ad d i ti on to measu ring qu a l i ty, we propo s e

that the qu a l i ty com m i s s i on be em powered to

f i n a n c i a lly rew a rd states that perform the best in

i m proving qu a l i ty of c a re . A porti on of the federa l

p aym ents to states would be dedu cted from the

direct federal payments and provided to the quality

com m i s s i on to distri bute as a “qu a l i ty bonu s” to

s t a tes that improve their perform a n ce . The bonu s

pool might begin at  .  percent of federal su pport ,

and grow to  percent after   ye a rs . The propo s ed

growth in the size of the pool ref l ects anti c i p a ted

improvements in our ability to measure meaningful

a s pects of qu a l i ty. The movem ent of funds to the

qu a l i ty improvem ent pool should lag the imple-

m en t a ti on of u n iversal covera ge — perhaps by three

to four years, to give the quality commission time to

i m p l em ent measu rem ent tools and establish base-

line performance levels.

Of course, some aspects of a health system (for

example, adequately trained physicians and other

pers on n el , well - s t a f fed and equ i pped hospitals)

are critical to the provision of quality care. These

structural aspects, however, are left to the states to

regulate.

The second issue is that many state s , h e a l t h

p l a n s , provi ders , and con su m ers lack the nece s s a ry

tools to en su re adequ a te qu a l i ty of c a re . The “f ree -

rider effect” will result in too small an investment in

the nece s s a ry data and re s e a rch on qu a l i ty. S t a te s

will want to take advantage of investments made by

o t h er state s , and health plans of i nve s tm ents made

by other health plans. To illustrate, suppose that one

health plan is considering investing in a system that

eva lu a tes the qu a l i ty of pri m a ry physician care ,

feeding back inform a ti on to provi ders so they can

i m prove . In most cases, h owever, provi ders are

en ro ll ed in many managed care plans. If one plan

i nvests in improving qu a l i ty, the other plans in

wh i ch the provi der parti c i p a tes wi ll gain wi t h o ut

making a con comitant inve s tm en t . As a re su l t , a ll

plans will underinvest in quality improvement.

The best way to deal with this probl em is to tre a t

re s e a rch on qu a l i ty as a public good and have the

federal govern m ent invest in it. This is done in cl i n i-

cal care thro u gh the Na ti onal In s ti tutes of He a l t h

a n d , to some ex ten t , in health servi ces re s e a rch . But

the amount of i nve s tm ent in the latter is mu ch too

l ow. In    , the Un i ted States spent   .   tri ll i on on



health care .1 2 In con tra s t , the bu d get of the Agen c y

for He a l t h c a re Re s e a rch and Quality (AHRQ ) , t h e

federal agency mainly re s pon s i ble for the acc u mu l a-

ti on and dissem i n a ti on of this knowl ed ge , was on ly

a bo ut     m i ll i on—a mere  .  percent of h e a l t h

c a re do ll a rs spen t .1 3 We bel i eve that this figure should

be at least  percent of total health spen d i n g,

a l t h o u gh this en h a n ced funding should be ph a s ed in.

Some of the acti ons to be em ph a s i zed in this

research and dissemination effort should include:

• reducing medical errors;

• en su ring that provi ders in all medical spec i a l-

ties use state-of-the art technologies;

• enhanced measurement of health care process-

es and outcomes;

• focusing on the health status of disadvantaged

population groups; and

• creating the necessary databases to accomplish

these tasks.

Integration with the Current Health Care 

Financing System



The Medicaid program for lon g - term care servi ce s

would rem a i n . For aged or disabl ed pers ons wh o

m eet Medicaid financial el i gi bi l i ty standard s , rei m-

bursement for institutional and home and commu-

nity-based long-term care would continue, with the

current federal formula for matching payments.

Two areas de s erve special con s i dera ti on—a

va ri ety of s ervi ces out s i de the standard ben ef i t s

package that are currently provided under Medicaid

to children, and non-long-term care payments cur-

ren t ly made for those who are du a lly el i gi ble for

Medicaid and Med i c a re (for ex a m p l e , pre s c ri pti on

d ru gs , cop aym en t s , dedu cti bl e s , Pa rt B prem iu m

payments.) 

For ch i l d ren , t h ere are a va ri ety of s ervi ce s —

dental care is a prom i n ent ex a m p le—c u rren t ly

provided by Medicaid that are not part of the stan-

dard benefits package. There are at least two options

h ere : f i rs t , maintain Medicaid financing for den t a l

s ervi ces under current Medicaid ru l e s , or, s econ d ,

provide funds under a block grant to the states, with

the sti p u l a ti on that the funds be used to su pport

health care for low - i n come ch i l d ren . While main-

taining the Medicaid en ti t l em ent and open - en ded

m a tching funds may sound attractive to advoc a te s ,

we do u bt that it is a good ide a . F i rs t , s ome servi c-

es— su ch as dental care — a re curren t ly opti onal for

s t a tes under Med i c a i d . More import a n t , in most

states access to dental care is extremely problematic.

Even under the current sys tem , most states have

done a very poor job in providing dental services to

low-income children.

There are other federal programs—such as Title

V (providing funds for servi ces for ch i l d ren wi t h

s pecial health care need s ) , Secti on    funds for

com mu n i ty health cen ters , su pport for com mu n i ty

m ental health cen ters , and su pport for ru ral and

migrant health centers—that should continue, even

u n der universal covera ge . Even tu a lly the need for

these funds might be re a s s e s s ed , but this is not

i n clu ded in the propo s a l . Si m i l a rly, a l t h o u gh on a

mu ch larger scale, the Dep a rtm ent of Vetera n s

Af f a i rs health care sys tem might even tu a lly ch a n ge

in response to an environment of universal coverage

for the standard benefits package, but changes to the

VA are not part of the proposal.

Medicaid curren t ly pays for pre s c ri pti on dru gs ,

copayments, deductibles,and Part B premiums for a

va ri ety of l ow - i n come Med i c a re rec i p i en t s . Un der

this proposal, the federal government will adminis-

ter this Med i ga p - l i ke covera ge direct ly, ra t h er than

relying on the states to fill gaps in a federa lly ru n

progra m . Ni n ety percent of the financial bu rden

l i f ted from the states by federal assu m pti on of c u r-

rent Medicaid re s pon s i bi l i ties would be ad ded to

states’ financial responsibility.



The standard ben efits pack a ge for pers ons under

a ge  wi ll be ri ch er and deeper than the ben ef i t s

currently available under Medicare. This will add to

the alre ady ex i s ting pre s su re to improve the

Medicare benefits package, but changes to Medicare

are not included as part of this proposal.
12 www.cdc.gov /nchs /products /pubs/pubd/hus/00tables.htm#
National Health Expenditures

13 www.ahrq.gov/about/profile.htm



  

Pro tecting safety net provi ders would be largely a

s t a te re s pon s i bi l i ty. As discussed above , a va ri ety of

Health Re s o u rces and Servi ces Ad m i n i s tra ti on

(HRSA) programs in su pport of provi ders su ch as

com mu n i ty health cen ters and ru ral and migra n t

health cen ters would be ex pected to con ti nu e .

However, s i n ce the Medicaid ac ute care progra m

would be folded into the universal coverage system,

Medicaid disproporti on a te share hospital (DSH)

p aym ents would en d . Con s i s tent with the federa l

requ i rem ent to provi de the standard ben efits pack-

a ge to all state re s i den t s , s t a te govern m ents co u l d

ch oose to con ti nue direct paym ents to hospitals

currently receiving DSH funds; however, these pay-

m ents would com pete direct ly with mon ey that

might be used to pay for health insurance premiums

(in a system with competing health plans) or to sup-

port other provi ders (in a singl e - p ayer sys tem ) .

These are probl ems for the states to work out ,

a l t h o u gh state plans su bm i t ted for approval to the

federal govern m ent must dem on s tra te that the

n eeds of trad i ti onal com mu n i ty provi ders have

been taken into account in de s i gning the state

financing system.

The Central Role for States

As the title of this paper su gge s t s , this is a “s t a te - b a s ed

propo s a l .” This secti on discusses some of the adva n-

t a ges and disadva n t a ges of a state - b a s ed propo s a l ,

and indicates why we have ch o s en this directi on .

We have ch o s en to rely on states to make major

dec i s i ons abo ut health care financing and del ivery

because we think they are the appropri a te locus of

financial and political decision making. We see three

major substantive problems with a system run sole-

ly by the federal government.First,it will be difficult

for the federal government to do a good job of figur-

ing out , in to t a l , h ow mu ch mon ey should go into

health care . Provi ders wi ll alw ays argue for more

and complain that qu a l i ty wi ll su f fer wi t h o ut more

re s o u rce s . Some provi ders wi ll go out of bu s i n e s s .

Decision makers in Washington are so far away from

l ocal con d i ti ons that it wi ll be difficult for them to

determine wh et h er the provi ders are correct and

how much to be concerned that some providers may

go out of bu s i n e s s . Im a gi n e , for ex a m p l e , t h a t

Med i c a re was ex p a n ded to cover the en ti re pop u l a-

tion. Suppose now that some hospitals or physicians

in Bo s ton or St. Louis have nega tive margins and

f ace the pro s pect of c ut ting back servi ces or, per-

haps, closing their doors entirely. Alternatively, these

hospitals might argue that they are unable to adopt

qu a l i ty - enhancing tech n o l ogy because of i n ade-

qu a te rei m bu rs em en t . The provi ders wi ll cert a i n ly

appeal to the federal government for help. How are

dec i s i on makers in Wa s h i n g ton going to determ i n e

whether such help is needed? It is difficult to imag-

ine that they wi ll do a good job. We have con cern s

about the ability of state governments to make good

dec i s i ons here , as well , but there is gre a ter financial

and po l i tical acco u n t a bi l i ty with dec i s i ons made

cl o s er to the bed s i de (and cl o s er to pati ents and

providers and taxpayers!).

Secon d , the federal govern m en t , u n der inten s e

s c ruti ny and pre s su re , has a very difficult ti m e

experimenting with new forms of finance and deliv-

ery, while states are able to move som ewhat more

n i m bly. For ex a m p l e , the federal govern m ent has

tri ed unsu cce s s f u lly a nu m ber of times to imple-

m ent a com peti tive bidding dem on s tra ti on for

Med i c a re . In con tra s t , s t a te govern m en t s , in pur-

chasing ben efits for both state em p l oyees and

Medicaid ben ef i c i a ri e s , h ave been able to adopt

i n n ova tive purchasing practi ces with mu ch less

po l i tical re s i s t a n ce . Federal govern m ent con trol is

l i kely to lead to a sys tem that is less innova tive and

flexible over time than a system in which state gov-

We have chosen to rely on states to make major decisions 

about health care financing and delivery because 

we think they are the appropriate locus of financial 

and political decision making.



ern m ents have major re s pon s i bi l i ty for financing

and del ivery dec i s i on s . Rel a ted to this poi n t , s t a te

diversity and experimentation will allow for the dis-

semination of best practices.

Th i rd , we con ti nu e , co ll ectively, to disagree abo ut

wh et h er “com peti tive” or “reg u l a tory ”a pproaches to

health care financing wi ll produ ce the de s i red com-

bi n a ti on of qu a l i ty and econ omy. These fights are

u n l i kely to be re s o lved any time soon , and prefer-

en ces are likely to differ ac ross state s . A state - b a s ed

a pproach all ows for divers i ty, while a federa l

approach would be likely to impose a uniform solu-

ti on . (One could imagine a federal approach wi t h

su b s t a n tial waiver aut h ori ty to all ow state divers i ty,

but this is likely to be difficult to implem ent if s t a te

govern m ents do not have financial re s pon s i bi l i ty, a s

well.) 

We have justified our choice of state rather than

federal con trol of m a j or health care financing dec i-

s i on s . In the con cluding secti on , we pre s ent our

ra ti onale for proposing incre a s ed publ i c - s ector

i nvo lvem ent in health care financing and el i m i n a t-

ing the role of em p l oyers as middl em en in our

financing system.

In this propo s a l , s t a tes wi ll have su b s t a n ti a lly

expanded roles and responsibilities, including:

• choosing the financing and service delivery sys-

tems used (for ex a m p l e , s i n gl e - p ayer, com peti n g

priva te health plans) to provi de health insu ra n ce

coverage to nearly all state residents;

• providing inform a ti on on en ro ll m ent opti on s

and procedures to all state residents;

• carrying out the enrollment process, which will

of ten entail having all re s i dents ch oose a health

plan;

• nego ti a ting with health plans and provi ders

over services, payments, and quality;

• en su ring that the nece s s a ry data are co ll ected ,

both for esti m a ting the cost of the sys tem and for

evaluating its performance;

• en su ring that insu rers and provi ders do thei r

part to provide good-quality care; and 

• sharing with the federal govern m ent in the

financial risk assoc i a ted with financing health care

services for the population.

This rel i a n ce on states undo u btedly is con tro-

versial; it was not chosen as the basis of our propos-

al lightly. There are two major concerns about plac-

ing su ch key re s pon s i bi l i ties with the state s . F i rs t ,

until now they have not had the main responsibility

for administering health insurance for their popula-

ti on s . This lack of ex peri en ce wi ll be co s t ly if t h ey

are not able to carry out the many roles listed above.

Secon d , it can be argued that some states have not

been as “tru s t wort hy ” as others in implem en ti n g

t h eir pri m a ry health insu ra n ce progra m , Med i c a i d ,

and that some states have done a poor job of pro-

tecting disadvantaged groups such as racial minori-

ti e s . In the case of Med i c a i d , s ome states have

ex trem ely stri n gent el i gi bi l i ty cri teria and pay

providers so poorly that few want to treat patients in

the program.

With re s pect to the first probl em—l ack of ex peri-

en ce—t h ere is no do u bt that most states wi ll need

both technical and financial assistance to carry our

t h eir en h a n ced ro l e s . Con gress needs to allot su f f i-

c i ent funding for these activi ti e s . Nevert h el e s s , on e

should not be too pe s s i m i s tic abo ut state s’ a bi l i ties to

c a rry out these roles because they are alre ady have a

great deal of ex peri en ce in reg u l a ting priva te insu r-

a n ce and HMOs; en ro lling state re s i dents in progra m s

su ch as Medicaid and S-CHIP; con tracting wi t h

health plans and third - p a rty ad m i n i s tra tors as part of

Med i c a i d ; and opera ting public health sys tem s .

The second probl em is more worri s om e : s om e

s t a tes have done a poor job of providing health

i n su ra n ce covera ge in the past, and these probl em s

could be magnified under the proposal, which pro-

vi des strong financial incen tives to states for con-

trolling costs. Aggressive cost control, in turn, could

harm quality.

Several aspects of the proposal ad d ress these

po ten tial probl em s . F i rs t , a ll non - Med i c a re - el i gi bl e

s t a te re s i dents wi ll be part of the sys tem . S t a te of f i-

cials whose sys tems provi de poor- qu a l i ty or inef f i-

c i ent care wi ll be under strong po l i tical pre s su re to

improve them. Second, states will find it difficult to

skimp on providing adequate access because this is a

federal govern m ent requ i rem en t . Those states that

do not enroll at least  percent of their population

will face severe financial penalties. Third, only those

s t a te plans that are initi a lly approved by the federa l



govern m ent wi ll become opera ti on a l . Fo u rt h , t h ere

is a strong federal qu a l i ty mon i toring sys tem bu i l t

into the proposal (with special emphasis on quality

and outcomes for vulnerable groups), coupled with

financial incentives that will reward states that offer

good-quality care and penalize those that do not.

Transition 

The fo ll owing steps need to be fo ll owed in imple-

m en ting the propo s a l . We also provi de a su gge s ted

ti m et a ble for the tra n s i ti on from our curren t

hodgepodge to the reformed system.

. Congress passes a law enacting the reforms on

July , .

. The federal agency responsibility for oversight

of the new sys tem , in con su l t a ti on with govern ors

and other interested parties, develops guidelines for

the state plans.Guidelines are promulgated by July ,

  . The federal govern m ent makes planning

grants to the states.

. S t a tes en act en a bling legi s l a ti on , and su bm i t

s t a te plans to the federal govern m ent no later than

Decem ber  ,   . The federal govern m ent make s

funds ava i l a ble to the states for tra n s i ti onal assis-

tance and provides technical assistance and training.

. On Ja nu a ry ,    , the federal govern m en t

s t a rts co ll ecting new payro ll taxe s . S t a tes wi t h

a pproved state plans start receiving paym ents from

the federal govern m ent and providing covera ge to

a ll under-, n on - Med i c a re re s i dents of the state .

E m p l oyers pre su m a bly stop providing health ben e-

fits to em p l oyees for servi ces inclu ded in the stan-

dard benefits package.

If a state does not implem ent a plan, t h en

em p l oyers and em p l oyees wi ll be paying a su b s t a n-

tial payro ll tax, but not receiving federa lly su b s i-

d i zed health ben ef i t s . This is likely to cre a te

ex trem ely strong pre s su re on state govern m ents to

design and implement acceptable plans.

Impact of Proposal on Society’s Goals

Access

The proposal will help ensure that the United States

attains the three major policy goals of u n ivers a l

acce s s , cost con tro l , and good qu a l i ty of c a re . Wi t h

regard to access,all Americans who live in the coun-

try lega lly wi ll , as a ri gh t , be provi ded with health

insurance that includes coverage for all major health

c a re servi ces except lon g - term care . Everyone wi ll

h ave at least one health insu ra n ce opti on that doe s

not require payment of any premiums. Thus, finan-

cial con s i dera ti ons wi ll no lon ger be a barri er to

obtaining health insu ra n ce , n or wi ll sti gma be an

i s sue because everyone wi ll receive covera ge

t h ro u gh the state . S t a tes wi ll be given strong finan-

cial incen tives from the federal govern m ent to

en su re that they meet covera ge requ i rem en t s .

Combined,these should ensure that the goal of uni-

versal coverage is met.

This is not to imply that access issues wi ll be

solved. There are many barriers to access, and finan-

cial imped i m ents are on ly on e . In ad d i ti on , to the

ex tent that there are some cop aym ents under the

s t a n d a rd i zed ben efits pack a ge , s ome indivi du a l s

currently enrolled in Medicaid may find themselves

worse of f . Si m i l a rly, the ben efits pack a ge exclu de s

va rious servi ces covered by state Medicaid pro-

gra m s , wh i ch could also impede acce s s . S t a tes may

wi s h , t h erefore , to con s i der providing ad d i ti on a l

coverage to poor and vulnerable individuals to com-

pensate for this shortfall.

Costs

Costs are likely to be con t a i n ed because nearly all

participants in the health care marketplace will have

an incen tive to con trol them . Because states wi ll

receive an annual fixed-dollar contribution from the

federal govern m en t , t h ey are at risk for ad d i ti on a l

s pen d i n g, so they have a strong incen tive to spen d

wi s ely. If t h ey rely on com peting health plans to

provide insurance packages,these plans will vie with

each other for enrollees, recognizing the strong role

that premiums play in consumer health plan choice.

The plans, in turn, will continue to pay providers in

w ays de s i gn ed to redu ce exce s s ive and unnece s s a ry

use of services.

As in the case of acce s s , cost con trol is hardly

g u a ra n teed , n or should it be . In fact , as med i c a l

t h erapies become more ef f i c acious and the pop u l a-

tion ages, the United States may wish to spend more

on health care.



Some el em ents of the proposal wi ll almost cer-

t a i n ly increase health care co s t s . These inclu de uni-

versal covera ge and com preh en s ive ben efits (the

latter will increase utilization for those who are cur-

rently underinsured).

Quality

The bi ggest ch a ll en ge wi ll be en su ring that good -

quality care is provided. We do not believe that mar-

kets, by themselves,can assure this,particularly with

the difficulties con su m ers have in obtaining and

eva lu a ting the nece s s a ry inform a ti on . Nor can

s t a te s — s ome of wh i ch may be under ti ght fiscal

constraints—necessarily be depended on. If the fed-

eral government is going to turn over large amounts

of revenue to the state s , it wi ll need to invest su b-

s t a n tial re s o u rces in measu ring health care qu a l i ty

and health outcomes ac ross state s , with spec i a l

em phasis on vu l n era ble pop u l a ti on s . The types of

i nve s tm ents and overs i ght needed to accom p l i s h

this goal were discussed above.

Political Feasibility

We are aw a re that our proposal repre s ents a su b-

stantial departure from the status quo and will face

s i gnificant po l i tical oppo s i ti on . Two main fe a tu re s

of the proposal are likely to create opposition: first,

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

em p l oyee paym ents into a mandatory payro ll tax,

a n d , s econ d , tu rning over the mon ey and the

responsibility to state governments. We address each

of these concerns below.

Th ere are two re a s ons to propose a payro ll tax.

First and most important, we know of no way to get

to universal coverage, or anywhere close to it, with-

out required contributions. The main alternatives to

the payro ll tax for the requ i red con tri buti ons are a

va lu e - ad ded tax or an increase in the income tax

(accompanied by an individual mandate). The pay-

ro ll tax is cl o s er to the way the Un i ted States cur-

rently finances health care and is arguably politically

m ore palatable than ei t h er of these altern a tive s .

Proposals for expanding su b s i d i zed covera ge (for

ex a m p l e , expanding S-CHIP to parents in families

with incomes less than  percent of federal pover-

ty level) are not likely to do mu ch to redu ce the

nu m ber of u n i n su red . The S-CHIP- l i ke ex p a n s i on

proposals may be the best we can hope to accom-

p l i s h , but we should be clear abo ut how far they

leave us from universal coverage.

The second re a s on we propose publ i c - s ector

dec i s i ons abo ut health care financing is that we

think employers have added relatively little value to

health care purchasing. Employers are in business to

make a product or provide a service,not to purchase

health care . Si n ce most acti ons that em p l oyers

m i ght take in an attem pt to purchase bet ter health

care will only be effective if they are joined by many

o t h er em p l oyers , t h ey face a significant co ll ective

action problem. While a few employer groups, such

as the Pacific Business Group on Health, have made

s ome progress in overcoming the co ll ective acti on

probl em , progress has been limited , and ef fective

purchasing coalitions are the exception,not the rule.

Cert a i n ly the tri bu l a ti ons of Med i c a re and state

Medicaid programs give us pause, as well, but these

or ga n i z a ti ons have the po ten ti a l , p a rti a lly actu a l-

i zed , to be pru dent interm ed i a ries in health care

finance.

Some who su pport public financing and the

elimination of the employer role in purchasing care

will be upset that our proposal calls for state govern-

m ents to set the rules of health care financing,

ra t h er than simply expanding the federal Med i c a re

program to cover all Americans. Certainly Medicare

is an extremely popular program and has the advan-

t a ge of an ex i s ting and con c rete fra m ework . O u r

proposal envi s i ons new state stru ctu res and su f fers

f rom uncert a i n ty — what ex act ly wi ll health care

look like in my state after Congress passes universal

covera ge legi s l a ti on? The answer must await state

acti on . However, the difficulty of h aving a uniform

set of federal rules to respond flexibly to the needs of

the residents and providers in each state outweighs,

in our judgment, the potential advantages of simply

expanding Medicare.

We are aw a re that our approach relies on su b-

s t a n ti a lly more publ i c - s ector invo lvem ent in health

c a re financing and del ivery than the co u n try has

been comfortable with in the past. There is likely to

be con cern abo ut this proposal from a va ri ety of



i m portant con s ti tu en c i e s — s ome em p l oyers wi t h

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

end up paying more in payro ll tax than they now

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

c u rren t ly do not of fer health ben efits at all . Som e

provi ders and insu rers wi ll be nervous abo ut con-

cen tra ted purchasing power in the hands of s t a te

govern m en t ; s ome govern ors wi ll be relu ctant to

a b s orb su b s t a n tial new re s pon s i bi l i ties and the

po l i tical demands these re s pon s i bi l i ties cre a te ; a n d

s ome citi zens wi ll be con cern ed abo ut giving state

governments greater control over the financing and

del ivery of health care . However, the proposal wi ll

have appeal, as well: The left should find mandated

u n iversal covera ge with no requ i red prem iu m s

attractive, and the right should like the opportunity

for states to tailor their own health care system, and

the likel i h ood that many of these state sys tems wi ll

em brace market - b a s ed approaches over ad m i n i s-

tered pricing approaches. As we approach  million

u n i n su red (the     Cu rrent Pop u l a ti on Su rvey

re sults showing a decline in the nu m ber of u n i n-

su red are most likely a short - term blip in a lon ger-

term tren d ) , rising costs (again) for em p l oyers and

em p l oyee s , i n c reasing dissati s f acti on among phys i-

cians and hospitals, m a n a ged care backlash from

p a ti en t s , and a poor out l ook for profit growth for

health insu rers reveal at least the po ten tial that the

co u n try might be re ady to ex peri m ent wi t h

approaches that are more revolutionary than evolu-

tionary. Our proposal provides a sensible policy pre-

s c ri pti on that could be su cce s s f u lly implem en ted if

the po l i tical wi n dow opens more wi dely than its

customary narrow slit.
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Richard Kronick and Thomas Rice propose that the United States adopt a 

health care financing system that would:

   ..  a “right” to comprehensive health insurance 

coverage. Health insurance would be a social insurance program, not a

means-tested program.

   for designing and administering the health 

care financing system, allowing them the flexibility to create systems 

that meet the needs of their residents. To receive federal funding, states

would need to assure that nearly all legal residents would be covered and

have access to at least one zero-premium plan that includes a federally

defined standardized benefits package.

            , which 

largely relies on employment-based health insurance, with one relying 

on a payroll tax levied on employers and employees. This tax would be

supplemented by federal general revenues, state revenues, and, possibly,

individual contributions for plans or benefits beyond those in the 

standardized benefits package.

    - long-term care.

       and make a substantial investment in

measuring quality and outcomes, particularly for vulnerable groups.

Kronick and Rice Proposal

Key Elements



 , .., is Associate Professor in the
Department of Family and Preventive Medicine at
the University of California at San Diego. His work
focuses on understanding how and whether markets
can be made to work well in health care,particularly
for vulnerable populations. He recently co-authored,
with Joy de Beyer, Medicare HMOs: Making Them
Work for the Chronically Ill (Health Administration
Press, ). He has developed and helped state Med-
icaid programs implement risk-adjusted payment
systems. In – he was a Senior Health Policy
Advisor in the Clinton Administration, where he
contributed to the design of the Administration’s
health care reform proposal. In the late s he co-
authored, with Alain Enthoven,a proposal to achieve
universal coverage in the U.S.,and contributed to the
theory of ‘managed competition’. Prior to that he
served as the Director of Policy and Reimbursement
in the Massachusetts Medicaid program.Dr. Kronick
received his Ph.D. in Political Science from the Uni-
versity of Rochester.

     , .., is Professor in the Department 
of Health Services at the School of Public Health,
University of California at Los Angeles. He was
Department Chair from  to . Dr. Rice is a
health economist, having received his doctorate in
the Department of Economics at the University of
California at Berkeley in . Before joining the 
faculty at UCLA in , he taught at the University
of North Carolina School of Public Health. His
areas of interest include health insurance, competi-
tion, physicians’ economic behavior, and Medicare.
Dr. Rice has received the Young Investigator Award
() and the Article of the Year Award () from
the Association for Health Services Research. His
book The Economics of Health Reconsidered was
published in . He served as editor of the journal
Medical Care Research and Review from  to
.

About the Authors


